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WORLD ECONOMIC. SURVEY 
1931-32 

PREFACE 

· The present Survey is the ·work of Mr. J. B. Condliffe, 
formerly Professor of Economics at Canterbury College, New 
Zealand, later Research Secretary of the Institute of Pacific 
Relations, and Professor of Economics at the University of 
Michigan, U.S.A. 

In September 1929, the Assembly of the League of Nations, 
after reviewing the publications prepared by the Economic 
Intelligence Service in the previous year, passed a resolution 
requesting the Council : 

" To consider the possibility of arranging for the prepa~ 
ration in the near future of !i. comprehensive annual survey 
of economic developments and for the collection by the 
Economic Organisation of aU the information required for 
this purpose." · 

At the suggestion of the Economic Committee, to which this 
Tesolution was referred, the Council recommended to the Assembly 
at its next session that the. proposed Survey should await the 
entry into force of the Statistical Convention, which aimed at 
extending the scope and increasing the comparability of national 

· economic statistics. This proposal was endorsed by the Assembly, 
which decided, however, that the work for the Survey should 
be begun during 1931. 

The pages that follow are the outcome of this decision. They 
constitute. to a large extent a natural sequel to the report on 
"' The Course and Phases of the World Economic Depression " 

·prepared in 1930-31 under the direction of Professor Berti! Ohlin; 
of Stockholm University, and presented to the Assembly in 
September 1931. . . . .. 

While this present work by Mr. Condliffe· is based mainly 
on data collected by the Economic Intelligence Service· of the 



League of Nations, the interpretation of those data is necessarily 
that of the author. The book is intended to afford an accoun,t 
of recent developments which is intelligible to the lay reaaer. 
For more detailed and technical information, the reader should 
refer to the publications for which the Economic Intelligence 
Service is directly responsible, a .list of which is given on page 6. 

A. LoVEDAY, 

Director of the Financial Section a.nd 
Economic Intelligence Service. 

_Geneva, August 15th/"'1)32. 



Chapter I. 

A BACKGROUND OF .INSTABILITY. 

(i) ScoPE AND CHARACTER OF THE SuRVEY. 

The period during which this first World Economic Survey 
has_heen prepared, the year 1931 and part of 1932, has been a 
penod of very great financial strain and economic confusion. 
Many of the phenomena reviewed are similar to those of a major 
cyclical deJ?ression ; but the length and depth of the depression, 
as well as 1ts universality, suggest that, in addition to the more 

. familiar rhythmical causes of business fluctuation, there are other 
and more intractable. factors in the situation. 

It is obvious that no survey of recent months would be 
complete if it did not take into ·account the many international 
consultations that have taken place and the policies evolved 
therefrom. In a period of crisis and. derangement such as the 
present, concerted action, whether political or strictly economic, 
is of greater importance than in normal times. . 

The present Survey is, however, concerned mainly with the 
background of economic fact against which such action must 
be taken. An endeavour is made to deal, not so much with the 
policies of Governments or even of commercial, financial, and 
industrial institutions, however important, as with the confused 
and multitudinous activities of the peoples of the world in their 
everyday struggles for livelihood. Necessarily, this background 
of individual e:flort can be sketched only in broad generalities 
interpreted from such statistical anc;l other information as is 
available. The basic structure of economic life remains decen
tralised and individualistic. lt is true that, in addition to the . 
Russian experiment in· 13ocial planning, there has everywhere, 
in recent years, been a greater !}egree .of political intervention 
in economic life. There has also been a strong tendency towards 
more definite organisation within industry itself, and towards 
closer integration of industry, commerce and financ~. Even 

1 •• 
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allowing for these modern trends, howeyer, the mass of economic 
activities still rests upon the rather confused competitive basis 
of effort by individuals. and small groups. In this sense, there 
is no economic system and no hierarchy of direction or control. 

Even within national pnits, the pattern of economic life, 
though it may change and may sometimes change rapidly, 
is largely determined by geographical resources, by population 
movements, by the social and cultural traditions of the people, 
and, stx:fltingly in some. cases, by political groupings and re
groupings. There are definite limits to the possibility of adding 
to a country's economic stature by merely taking thought. 

When international economic relations are considered, the 
influence of these underlying factors is even clearer. The econo
mic world is a developing organic whole. The demands of ulti
mate consumers,. the production organised to meet their wants, 
even the population and, still more, the :financial resources 
needed in that organisation, are apt to escape national limits. 
The best-laid schemes either of political or of economic regulation. 
may be baffled by shifts in demand, by the appearance of sub
stitutes or new production, by flights from national currencies, 
movements of population, or changed currents of trade. Scien
tific and technical progress, the opening-up of new resources, 
coloBisation of new areas, shifts of social attitJ.Ides, are always . 
bringing new forces into play. To ·an econ,.omic historian of the 
future, the opening of the Panama ·canal in 1913,.the develop
ment of electrical communication, an increased awareness of the 
importance and possibilities of international co-operation, the 
penetration of scientific ideas to peoples hitherto backward.
may well seem more important features of our era than many 
of the immediate prqblems that occupy our contemporary 
thought. . 

. The only practical way in which these trends of worldwide 
economic development may be studied is by massing the complex 
and confused individual activities from which ·they emerge ii:l 
statistical measurements of population change, ·production, trade, 
capital movements; shifts in the localisation of industry, changes 
in relative prices and similar phenomena. Not all the factors of 
economic change can be measured in this way, and the record 
of past, attempts at descriptions. of contemporary progress does 
not give much ground' fo;r expecting that ~he perspective of 
the present ·will correctly anticipate the proportions which 
future historians will ascribe to the conflicting tendencies under 
review. The usefulness of this Survey, however, does not depend 
upon a prophetic accuracy which experience shows to be unattain
able.. It is' intended to 'register, from a contemporary stand
'point, ~nd within the limits set by av;tilable materia), the actual 
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t~ends .of econo~ic development ~vlthin a brief period. The empha
SIS throughout 1s upon generalised world-trends and the aim 
is objective exposition rather than explanation or' interpretation. 

(ii) THE DISLOCATION OF THE wAR PERIOD. 

The economic facts of such a critical period as the present, 
and the relation to them of the economic policies which have been 
recently followed, must necessarily be considered in the setting 
of the recent past. · . 

While it would be out of place, as well as premature, in this 
Survey to attempt any considered estimate of the full effect of 
the war upon subsequ~nt economic development, it is necessary 
to remember that the post-war generation was faced with tre
mendous psychological as well as material tasks of reconstruc
tion~ The economic world of 1931 differs vastly from that of 
1913. The hegemony of Western Europe has been challenged, 
not by an orderly development, but by an abrupt transition.1 

North America is more powerful financially, a new complex of 
international trade is growing up in the Far East, Italy· has 
introduced its system of corporative organisation, a new Russia 
poses itself as a conundrum for the rest of the world. The worJd 
as a whole hesitates between the contradictory principles of 
international co-operation and economic nationalism, the capital 
movements which .are its life-blood have become confused anc! 
irregular, its former reliance upon free enterprise and compe
tition as a regulatory principle is much weakened and, as one . 
result of this halting between opinions, its monetary mechanism 
has functioned with increasing difficulty and finally broken 
down. It is not too much to say that the war threw the economic 
world off its pre-war centre of gravity, and, in doing so, liberated 
new forces which are not yet easy to appreciate either in regard 
to their power for change or in regard to the directions where 
they will ultimately lead. The first efforts at re.construction 
traced in the remainder of this chapter were efforts to ... · recon
struct once more a stable wo:dd system ; but the forces of insta
bility let loose by the war have proved unmanageable in the first 
attemvt. · 

(iii) THE WoRLn's PoPULATION. 

In the post-war period there has been a marked accentuation 
of the movements which have for some time been tending, if 

' cr. Alvin H. Hansen, 'Economic Stabilisation in an Unbalanced World :• New 
York (Harcourt 'Brace), 1932, Chapter I, for a discussion or the acceleration. and 
distortion of pre-war ~endencies to change. · · 
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not to redistribute the population of the world, ·at any rate to 
shift its centre of gravity. There is at present no possibility of 
securing complete statistical information even concerning such 
an elementary fact as the total number of the world's p<;>pu
lation. Such information as is available must be interpreted 
with very great care. In the accompanying map,1 an endeavour 
has been made to put together, for rough .comparison between 

.large.significant areas, two basic estimates-the total numbers of 
the population in 1930 and the approximate rates of increas.e in 
the decade 1920-19p0. In order to emphasise the very approxi
mate nature of the estimates made, they have been shown in 
round figures, · millions of inhabitants, and decennial rate of 
increase per thousand. _ · · 

There are further qualifications, however, which must be 
added. Not only are the. total numbers of population not known 
in many States, but there is no possible method of indicating 
the character of the various populations as regards density in 
~elation to resources, age-groupings, occupation, vitality or 
economic efficiency. . 

As for the rates of increase shown, there is obviously great 
difficulty of estimation in many areas.- When a rough calculation 
is at leil.gth made, it is compounded of two factors- the natural 
increase of births over deaths and the loss or gain by migration. 
Some attention is given later tq the remarkable changes in 
migration movements since the war ; but it is not possible to 
estimate the separate influence of migration as distinct from 
natural increase in the expansion of the areas considered. 

Despite the qualifications which must be attached to the 
calculations, they appear adequate to. support certain broad 
deductions. Probably the most significant of these is the obvious 
tendency towards the stabilisation of.the population of Western 
Europe. . . . . 

The only great region which has apparently increased. more 
slowly is China, where the figures are very uncertain. For the 
total population, the estimates of Chinese . statisticians, as 
expressed, for example,·in papers presented to the meeting of. the 
International Institute of Statistics at Tokyo in 1930,_ have been 
followed rather than the lower estimates of some Western autho
rities. z 

Of these two large areas of comparatively slow increase, 
Western Europe appears definitely to· have reached a stage in 
the population cycle where further slowing down may· be expected, 

1 Inserted at the end. of the volume. . 
• Cf., e.g., the view taken by Professor Walter F. Willcox in his-· survey of 

the worl!l.'spor.ulation which prefaces the second volume of International Migrations : 
New York,. National Bureau of Economic Research> 1930. · 
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because of the increasing age of the population and the declining 
birth-rate. The· position in China is more obscure and, in the 
opinion of some students, there are strong factors making for 
increase in the future. If the spread of scientific ideas and 
industrial progress should continue and, at the. same time, the 
death-rate is lowered by better control over epidemic and other 
deseases, the tendency to increase will be greatly strengthened. 

It is perhaps significant that the areas ofmost rapid increase 
are those where the utilisation of agricultural and mineral 
resources has hitherto been backward. This development is 
clearly seen when the more detailed demographic statistics of 
each country are studied. British Columbia shows a .high rate of 
increase among Canadian provinces. California has increased by 
almost 66 per cent in ten years, as compared with. the average 
United States increase of 16 per cent, and the Hawaiian Islands 
have increased by 42 per cent. There has been a very marked 
increase in the Malayan region - the population of British 
Malaya l1as grown by 31 per cent, that of Sumatra by-31, of 
Java by 19, of Dutch Borneo by 36, of the Celebes by 36 and of 
the Philippines by 16 per cent. As the immigration and trade 
returns show, there is evidently a new economic grouping 
developing in the region from India to Japan. There has also 
been a substantial increase of population in Asiatic Russia, 
but it is difficult to estimate even an approximate figure. for it. 

There are, of course, many conflicting and contradictory 
tendencies. There is always in process an ebb and flow of popu
lation within. national boundaries, domestic migration following 
economic opportunities. In Australia, the high rates of increase. 
in ·western Australia and Queensland seem to reflect immigration 
and protective policies which particularly affect those States. In 
the Argentine, an average increase of 31 per cent is by no means 
evenly spread over the whole country, but is most pronounced in 
the southern provinces. In British South Africa, the Rhodesias 
are growing faster than the Union. In the United States, there 
is rapid · development all along the Pacific Coast, in the new 
manufacturing south and in the automobile region around the 
Great· Lakes. In Canada, there is rapid development· on the 
Pacific coast and new mineral activity in northern Ontario. But 
the variety of forces at work is perhaps best illustrated by 
reference to the map of Europe. 1 . 

The first fact that leaps to the eye is the rapid increase of the 
peasant agricultural populations in Eastern Europ.e.. The highest 
rates of increase. are in Greece (27 per cent) and Bulgaria (23 per 
cent). In the former, the settlement of refugees after the war 

·, Inserted at the end of ·the volume. 
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added considerably to the population, and there wa~ sonie 
refugee settlement in Bulgaria also ; but ·in both cases birth~ 
rates ·are high. Yugoslavia (16 per cent), Poland (16 per ·cent) 
and Roumania (15 per cent) are also increasing fast in numbers. 

-In the Baltic countries, there are considerable differences of 
development. Tariff policies, trade relations with_ Soviet Russia, 
the position of important pre-war ports like Memel and Danzig 
complicate a situation already disturbed by changing trade and 
varied resources. · · · 

The Scandinavian countries and Finland show conflicting 
tendencies also. Sweden, as a wh,ole, increased only by 4 per cent, 
but the district around· Stockholm increased by 19 per cent, 
and new mineral enterprises in the north, plus timber and agricul
tural development, also- attracted population. _ 

·In Western Europe, one of the most marked features has been 
urban concentration. .Berlin and Hamburg increased much faster 
than the rest of Germany. The region around Rome has apparently 
increased almost four times as fast as the average for all Italy. 
In Spain, too, the urban· areas have increased rapidly; but the 
clearest example .is in Great Britain ; there has been a marked 
shift of industry from noi1;h to south and several counties around 
London have increased by from 20 to .30 per cent, though the 
average [or Great Britain as a whole is less than 6 per cent. 

Both in Britain _and in France, and to some extent in Sweden 
and Norway, there has been rural-depopulation. Every section 
of Ireland and practically every county in Scotland and Wales, 
as well· as some rural districts in the east of England, show a 
decline of population._- There is a similar decline or a· small 

. increase in a· great belt of central France and in the south-west 
ofBelgium. · · 

In all these countries, there are distinct indications of 
re-grouping andre-localisation of industries, apart from the drift 
to urban centres. Thus in France; the heav.iest increase is shown 
in the industrial north and in Lorraine ; there is a noticeable 
thickening ·of population on the· coalfields which. straddle the 
Dutch-Belgian border, and in England some parts of the Midlands, 
as well as the districts around London, are attracting population. . 
~ut th~ clearest .c!lse is that of Spain, where J}.Ot only the great 
mdustrial ports like Barcelona, but also the iron and coal 
districts in northern and south-central Spain are increasing in 
numbers very rapidly. ' · · . · · 

It is clear, therefore, that there are a great many confusing, 
and to some extent contradictory, forces at work. It is diffi¢ult 

· to make valid hist?rical c.omparisons ; but it seems probable 
that the growt~ of mdustnal Western Europe (in population at 
least) has defimtely. slackened .. Within Europe itself, tlJ.e main_ 
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increase of population is taking place in the eastern countries. 
The development of such other regions outside Europe as South 
America, Malaya, North America 1 and Oceania is even more 
marked. The play of natural forces, such as the exploitation of 
hitherto neglected resources, has been complicated by political 
interference, especially by the setting-up of tariff and immigration 
barriers, by the progress of urbanisation, by the increasing variety 
of governmental services, and by a host of similar factors. But it 
would seem that the rapid increase of population, so characteristic -
of Western Europe in the nineteenth century, has now been slowed 
up in that region, while increasing productivity, supplemented 
by improved hygiene, has created a tendency for numbers to 
increase in the more outlying parts, not only of Europe, but of 
the rest of the world. The density of the masses of population 
in Europe, China and India is so great that even small rates of 
increase will maintain their dominant positions. On the other 

- hand, the great relative wealth, as well as the .more rapid rates 
of increase in tlie North and South American countries, Australia 
and New Zealand, and the wealth of resources in other developing 
regions, such as the Malayan archipelago and Rhodesia, have 
already exercised considerable influence upon the world currents 
of trade, investment and migration. It is probable that the 
population movements thus summarily described are likely to 
continue. Their operation has been modified and checked to some 
extent in the recent crisis; but they must be_ reckoned, with in 
any consideration of the immediate future. 

(iv) THE CURRENTS OF ¥raRATION.-

The freer movement of peoples, which resulted from the 
disturbance of traditional economic organisation as the new indus
trial technique spread from country to country in the nineteenth
century, found its most effective and dramatic expression in the 
great trans-Atlantic migrations of European peoples. First the 
untilled lands of North America, and Australia and New Zealand, 

· and, later, the developing industries, particularly of the United 
States, attracted great numbers from the increasing populations 
of almost all European countries. The South-American States 
also received a ccmsiderable stream of immigrants, and, in later 
years and on a smaller ~;cale, a current of migration has flowed 
to the _ newly-opened agricultural and mineral resources of 
Southern Africa: - : 
. ,This movement of the European peoples was, however; 

declining even before . the wa:r. The capacity of the receiVing 

" See map inserted at the end of the volume. 
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countries was being taxed, assistance was. not granted so freely, 
and the immigrant found it gradually more difficult to establish 
himself in his· adopted land. For a variety of reasons, the 
post-war decade has '"itnessed a further sharp contraction 
of these migratory movements. . . Legislative restrictions were 
super-imposed on economic difficulties and, in the years of 
depression since 1929~ the migration has dwindled almost to 
nothing. - . . · 

The most important factor in this stoppage of migration has 
been the increasing restriction imposed by the United States. 
At its peak, the immigration into that country, mainly from 
Europe, for some years averaged over a million. In the five years 
immediately preceding the war, it averaged over 700,000. That 
figure was almost reached again in the rush to enter ·before the 
quota regulations were imposed in 1924; but there has been a 
steady d,ecrease since then up to 1931, when there was a small 
net emigration.· While the stoppage of immigration from Europe 
was, until the onset of the depression in 1929, partially offset by 
a large seasonal, and some permanent, inflow of Mexican labourers, 
and there was also immigration from the Philippines, as well as 
unrestricted migration between Canada and the United States, the 
virtual exclusion of European immigrants is a major economic 
development. It is, perhaps, correlated with the considerable 
inc:;rease, previously noted, of the peasant populations of Central 
and Eastern Europe. The United States no longer affords an 
outlet for the natural increase of those peoples, who are thrust 
back upon their own economic resources. · 

Immigration into Canada has not shown.· the same marked 
tendency to decrf!ase ; .. it has been irregular,· with sharp declines 
in depression years~ Australia and New Zealand also, after some 
tendency to increased inunigralion in the. immediate post-war 
years, have absorbed fewer and fewer people and, finally, have 
registered actual losses of population by net emigration in the· 
present depression. There has been a marked decline of immi
gration also in such South-American countries as the Argentine. 
While there may be some recovery of immigration to these areas 
when the. depression ends, it is unlikely. to be on a scale large 
enough to compensate for the restrictions imposed upon entry to 
the United States. The virtual stoppage· of trans-oceanic 
migration from Europe must therefore be x:eckoned as an out
standing fact of the post-war period, . 

Movements within continental areasJ are more difficult to 
estimate but probably have not been on a scale great enough to 
compensate for· the dwindling of the trans-Atlantic migration:· 
France stands out among the European countries as receiying_the_ 
largest stream of immigra;nts. The exact number is v.ery difficult 
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to determine, as tbere is a constant ebb and flow of passenger 
traffic across the frontiers, and it is all but impossible to determine 
the number of immigrants as distinct from tourists, or to decide 
how much of the immigration is permanent and how much 
seasonal. The official figures show a very heavy fluctuation, the 
highest net figures of immigration recorded being over 200,000 
in 1923, and 175,000 in .1930, while in difficult years such as 
1921, 1927 and 1931 there was net emigration. 

The most significant and largest contemporary movements 
of migration since the war have occurred in Asia. For some years, 
there has been proceeding a migration from China proper to 
Manchuria, comparable only with that of . the greatest rush 
to the United States. Since 1907, about 200,000 Japanese and 
a number of Koreans, variously estimated at from 400,000 to 
1,000,000, have settled in this region, together with a community 
of Russians roughly estimated at 80,000. ·But the more significant 
movement has been the mass immigration of Chinese peasants 
which set in about 1923. A seasonal movement of labourers had 
long been customary from the northern provinces of China 
proper ; but for some years after 1923 there was a greater tendency 
for permanent settlement of a larger number of immigrants. 
Various estimates have been made of the extent of this immi
gration, ranging from over 400,000 in 1923 to a peak of aliout 
1,200,000 in 1927, falling again to about 300,000 in later years. Of 
these numb~rs, an increasing proportion, which rose to about 
60 per cent, remai.ned for permanent settlement and an increasing 
proportion of women ·and children has been noted among the 
immigrants. 

The other great current of migration in the Far East in 
recent years has been from South-East China and, to some extent,. 
from India to. the rapidly developing tropical regions of British 
Malaya, the Dutch East Indies and, less important at present, 
the Philippines. The net gain of the Straits Settlements . by 
immigration in the year 1926 was almost 340,000; but, in this 
region, as elsewhere, ·economic. depression has brought about 
measures of restriction by all the Governments concerned. The 
Federated Malay States, to which, in the pl;l.st· few years, large 
numbers of Chinese labourers have migrated, seeking work in the 
tin mines and on the rubber plantations, were forced, in 1931, 
to limit the immigration to a third. of the previous monthly 
average, and, at the same time, to provide, relief work for th~ 
unemployed and make repatriation arrangements for considerable 
numbers. 

Even in these new areas of migration, therefore, the restrictions 
on freedom of movement tend to multiply, especially in years 
of crisis. · In the older areas, this tendency is much more pro-
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nounced. It is clear that such migration restrictions ·should be 
included among the many ways in which, in the post-war period, 
almost .all Governments }J.ave interfered with the free play of 
econom1c forces. . • 

(v) THE SPREAD OF THE INDUSTRIAL REVOLUTION. 

The fact that population is increasing faster in the countries 
which' have not hitherto been highly industrialised-in Eastern 
Europe as well as in the Americas and Asia- raises the question 

. as to how far industrial development follows this shift of 
population. . · . 

New industries,. established in regions where the large-scale 
. organisation of industry for a considerable time has built up 

both markets and auxiliary aids to production, gain many 
advantages· of economical production. The existence of a large 
market and of transport, ballking and commercial facilities, as 
well as the convenience of proximity to related_ and subsidiary 
forms of production, abundant supplies of skilled labour and 
te<:hnical knowledge, and saving of time and interest charges give 
strength and resilience to already established industrial areas. Yet 
tecli.nical progress is always tending to undermine these estab
lished positions and such an event as a great war, followed by 
years of unsettlement, may well prove a turning-point in the 
localisation of important industries by providing the occasion 
to build new _industrial aggregations which~ in their turn, develop 
strength from the very fact of their size. 

In the decades immediately preceding the war, and still more 
-in the first post-war_ decade,··the relatively more rapid rate of 
increase in consumer's demand in North and South America, 
Australia and New Zealand has provided a powerful incentive 
to localisation of manufacturing industries in those regions, and 
the same forces are-observable also in Asia. 

Attention has already been drawn to t}J.e fact that these are 
regions of rapidly expanding population. 
: In the post-war ·. decade, production and national income. 
increased rapidly in these countries also, especially in Canada and 
the United States, so that there is little doubt that there has,_ 
for some time, been a definite pull of rapidly increasing consumer 
-income attracting industrial development to these regions. 

A second factor which has an important bearing on the loca
lisation of industry is the cost of transport. The cost of transport 
by sea has' decreased _substantially.. For 'many technical reasons, 
as :w~ll as because of greatly increased shipbuilding just after 

_. the war, ocean freight-rates have fallen heavily. · · · . 
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Index Numbers of Ocean Freight-rates and Wholesale Prices, 
1913-1931.1 

United Kingdom United States Germany 
Year 

Freight Wholesale Freight Wholesale Freight Wholesale 
index prices index prices index prices. 

, 

1913 . 100 100 100 100 100 100 
1924 127 165 106 141 106 137 
1928 . 110 142 97 139 102 140 
1930 

I 
82 113 85 124 92 125 

1931 85 98 85 105 84 111 

The costs of land transport are much ;more difficult to estimate. 
There is increasing competition on the :toads and in the air, both 
for passenger and for freight traffic. Such indices as are available, 
however, suggest that railway rates, while probably not* on the 
average, higher than before the war in relation to the general 
level of wholesale prices, have not fallen as much as sea. freights. 2 

Certain conclusions emerge from these facts. Transport costs, 
and especially sea freights, being lower, are a. less important 
factor in the localisation of industries, which are therefore 
attracted by other forces such as increasing consumer's demand. 

A further consequence of the reduced costs of sea transport 
has been the diminished importance of coal deposits which, in 
the nineteenth~ century, were perhaps the dominating factor in 
the localisation of industries. Manufacturing grew up on the 
coalfields or at such ports as could provide cheap coal by utilising 
it for return cargo, Not only is it now cheaper to transport 
coal, but the importance of coal as a source of power constantly 
diminishes. ·There have heel). great technical improvements in 
the utilisation and economy of coal and, in addition, competitive 
sources of power, particularly petroleum and electricity, have 
been rapidly developed. The world production of coal remains 
a.t about the same. level as 'before the wa.t ; but. the production 

· of qthet ·sources . of power has increased greatly. 

l United Kingdom, Statist; United States of America, U.S. Department of 
Commerce; U.S. Bureau of Labor Statistics; Germany, Wirtschaft und Statislik. 

1 See report of the Special Committee on Competition between Railways and
Waterways (League of Nations document C.127.M.43.1929.Vlll) and United 
Slates Commerce Year-Book, 1930, I, . . . · 
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World Production of Coal, Lignite and Petroleum. 1 

· (OOO,OOO's omitted.) 

Coal Lignite Petroleum 
Year 

Metric Metric Metric 
tons lndex tons Index tons Index 

1913 . . . 
I 

1,216 100 127 100 54 100 
1924 1,192 98 169. 137 141 261 
1928 . . . 1,250 103 214 166 183 342 
1930 . 1,213 100 192 149 195 365 
1931 2 • 1,068 88 176 139 189 350 

It is not surprising to find, therefore, a distinct tendency for 
industry to be released from its former dependence upon proximity 
to coal supplies so that it is freer to establish itself close to the 

. growing consumer's demand or to sources of bulky .raw materials. 
The statistics show that, in fa<;t, these two attractions tend to 
coincide. The production of raw materials is increasing fastest · 
in those regions where population and consumer's income are 
expanding. . . · . . · .. · 

Besides the two related factors of increasing consumer's 
demand and supplies of raw material, which are tending to 
attract industrial development away from the older centres of 
concentration and particularly from Europe, there must be 
considered the important factor of labour supply and labour 
cost. Then~ is much controversy and uncertainty concerning the 
extent to which lower labour costs offer competitive advantages 
to the establishment of industries in countries with relatively 
low st~ndards of living. The whole problem is greatly confused 
by the attention directed to. the wage-levels, rather than to the 
costs per unit of output. When the efficiency of the labourer 
is considered, it is .obvious that there is no necessary connection 
between low. wage rates and low costs of production. Various 
investigations have shown that any advantages of lower costs 
of production possessed by the textile industries now developing -
in the Far East are very little due to low labour rates per unit . 
of. production ; they are derived rather from such factors -as. -
proximity to the market, utilisation ·of up-to-date machinery; 
and better industrial organisation. _It might indeed well be argued 
that low standards of remuneration reflecting low levels.of efll-:
ciency, instead of providing an encouragement to industrial 
development, offer the most difficult obstaCle to it. - _ 
----

1 Statistical Year-Book of the League of Nations i931-32 
• Partly estimate(\, . ' ' 
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A German economist has recently attempted a statistical 
verification and measurement of this tendency towards the 
dispersal of manufacturing production by endeavouring to 
answer the question whether the post-war industrial developments 
in the countries nutside Europe were merely a passing effect 
of the war or part of a permanent tendency towards the dispersion 
of industry. 1 By dividing the industries of a number of countries 
into various types characteristic of different stages of inqustrial 
development, he was able to demonstrate a clear tendency for 
progression from a stage dominated by simple goods for immediate 
consumption, through an intermediate stage, to one where 
industries engaged in '' real '' capital production provided more 
than 50 per cent of the production of the country. It may 
therefore be inferred that the tendency towards industrial 
development in hitherto backward lands is likely to continue. 

(vi) THE ltEsTORATION. oF l>RooucTION. 

At the conclusion of the war, there was in the world as a 
whole a state of general economic confusion. On the one hand, 
there was a: widespread shortage of important foodstuffs and raw 
materials in those areas . which had felt the effect of years of 
blockade~ In certain instances, this impoverishment threatened 
actual famine, which was not easy to avert, since not only the 
organisation of essential services, such as transport, but also 
the credit and trading mechanism had largely broken down, 
while the spirit of the people was temporarily a:O'ected by privation 
and defeat. These difficulties were accentuated also by the dis
ordered public finances and currency strains, which resulted in 
successive flushes of inflation that completed the destruction 
of public confidence. Moreover, actual hostilities dragged on in 
various. parts of Europe for several years after the principal 
conflict terminated. at the end of 1918. · · 

On the other. hand, the war e:O'ort in some countries, particu• 
larly in industries like shipbuilding, had just begun to reach the 
peak of productiVity, while other forms of production less 
essential for war purposes had been starved of resources and 
labour. The sudden reversal of the powerful machinery that had 
been built up for the prosecution of the war, the resumption of 
peace-time activities, the loosening of State control and release 
of private enterprise, and the reabsorption into normal industry 
of millions of combatants presented gigantic problems of re
adjustment. Stocks of commodities like wool suddenly appeared 

1 W.'Hoffmann, $1adien und Typen der Industrialisierung. Jena: G.Flscl1er, 1931. 
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as a crushing weight upon the markets ; but, as hitherto repressed 
demands made themselves felt, most of these stock$ rapidly 
disappeared and world shortages. were revealed.· Since· war
controls were, in most cases, abandoned soon after the war ended, 
the necessary readjustments of demand and supply involved 
violent fluctuations in prices which, together with the ··sudden 
cessation of war credits, were primarily responsible for the acute 
financial crisis of 1920-21. The. turnover from the concentrated 
effort at providing military resources to the decentralised 
competitive resumpt~on of the .nmltifarious ·activities . of peace 
not only involved the scrapping. of vast quantities of specialised 
equipment, but created a period of confusion which was at 
least equally wasteful .. · 
. The restoration ··of the material destruction caused by the 
war and the further increase of productivity necessary to regain 
and surpass th'e pre-war levels of output were not, however, 
the most difficult tasks confronting the post-war . generation.· 

· The stimulus of war effort and the breaking down of traditional 
restrictions left important legacies, not only of mechanical inven,. 
tion, but _also of organisation. The really difficult problems of 
the. first post-war decade proved to be, not the increase of material 
production, but the balancing of effort and resources between 
countries and between industries, the. reconstitution of trading 
relations, adjustment to the considerable shifts in income distri
bution caused by war debts and taxation, as ~ell as to a greatly 
changed pattern: of international indebtedness, and the rehabili-

. tation of the world's badly ·deranged currency and banking 
systems. 

The available statistics of production, both· national and 
international, support. this conclusion. Actual production may 
be measured ·.by tabulating the total world-wide· quantities of 
the principal foodstuffs and of materials produced in important 
ba&ic industries, and by combining the results in a weighted 
.avera~e. This m~hod, which has b~en followed by the Economic 
Intelligence Setv1ce of the League m the Memorandum on Pro
duction imd. Trade, first prepared for the. International Economic 
Co~erence in 1927, and sine~ continued annually, gives an index 
denved from a representative sample of raw materials and 
foodstuffs. It cannot be regarded as a measurement of th~ total 
vol~mt; of;world production .and still less of its yalue, but is 

· an mdication of the trend of production of raw· materials and 
food6tufis · · · 

· A brief summary of the results obtained in these· calculations 
· · di:>closes illumi?ating trends.. ~n order to obtaip. a comparison · 
· ~th pr~-war ~es, ;th~ statistics far 1925 :tnay be considered, 
~mce this year IS: now ge~erally recognised as a turning-point 
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.in post-war development. The year 192~.was one of comparative 
political settlement followed by considerable progress in financial, 
monetary and. trading relations, Production had been steadily 
increasing, and an· exceptionally good harvest in· Europe raised 
the indices of production very distinctly, so that the per capita, 
as well as the total, production of the world, as measured by 

·these indices, was greater than in 1913, though not as great as 
it might have been if the steady pre-war increase of productivity 
had not been interrupted. The situation in 1925 may best be 
summarised briefly in tabular form. · 

World Production in 1926 compared U)ith 1913. 

Increase-in world population . . . . . 
Increase in production of foodstufis . . 
Increase in production of raw materials 
Increase i:n quantum of world trade . . 

Percentage 
(about) 

5 
10 
25 
7 

At this stage, however, it is necessary to point out that the 
recovery of world production after the severe depression of 
1920-21 up to the year 1925 was much more marked in the 
rest of the world than in Europe. The following table is suffi
cient to show that, by 1925, Europe had barely recovered its 
pre-war level of production, while her •trade lagged behind by 
some 9 per cent and her exports were still some 14 per cent 
below the pre-war figure. The reintegration of the. post-war 
world had hardly begun. The process of disintegration in Europe 
had been arrested ; but such progress as had been made in 
restoring the pre-war rate of increasing productivity was almost 
wholly in the areas outside of Europe (and particularly in North 

. America) which had been less vitally affected by the war. 

Indices of Production and Trade, 1925. 
(1913 ;:= 100.) 

· Region 

Europe .... 
North America 
Rest of world , 

. World .... 

. . 
I Population 1. Produc;tiori .1 

101 
119 
106 
105 

102 
126 
124 
116 

Quantum 
oi trade 

91 . 
139 
126 
107. 

The next five years, from 1925 till the third quarter of 1929, 
offer a remarkable contrast. In retrospect it ·is· clear that this 
was a period of remarka?le. productive activity, culminating 
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in a considerable boom which was, however, masked at the time 
by the absence of many characteristic features, particularly a 
rising level of commodity prices, usually associated with boom 
conditions. Reference has already been made to the favourable 
political conditions which contributed to a general restoration 
of confidence at this time. The evacuation of the·Ruhr, followed 
by the first approach towards a settlement of the reparation 
problem by the Dawes Plan, the stabilisation of inflated currencies, 
successive settlements of intergovernmental indebtedness, the 
reconstruction of the public fmances of various Central and Eastern 
European countries, and the political rapprochement signalised 
by the agreement at Locarno and the entrance of Germany 
into the League were all powerful factors in improving public 
confidence, to which probably the good harvest of 1925 contri~ 
buted materially. A fortuitous encouragement was given to 
industrial recovery in many European countries also by the 
British coal strike of 1926. 

In these more favourable circumstances, the rebuilding of 
Europe afforded a welcome outlet for the greatly increased 
productive capacity of the post~war world. The statistics, not 
only of production, but also of trade and capital movements, 
show clearly that, in these five years, there was a definite 
acceleration of world production and trade and that the major 
increases took place in Europe, which recovered a great part of 
its relative pr~war position, while the rest of the world continued 
to expand steadily. The reintegration of the world economic 
system had pegun ; but readjustments were staved off tempo
rarily by the fact that the reconstruction of Europe demanded 
increasing quantities of capital and capital goods. In other words, 
the period 1925~1929 experienced a construction boom, based 
upon the need for re-equipping the European countries. The 
extent of this boom is perhaps best indicated by the following 
table, which is comparable with those cited for the previous 
period, 1~13~1925 : . . · 

World Production in 1929 compared with 1925. 
Percentage 

(about) 

Increase in world population . . . . . 4 
Increase in production of foodstuffs . . · 5 
Increase in production of raw materials 20 
Increase in quantum of world trade , • 19 
The ,very rapid rate of increase in the world production of 

raw materials shown above is fully borne out by the statistics 
avaiiable for various manufacturing industries in these ·years. 
The production of pig-iron in the world rose by 28 per cent; 
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tha:t of steel by 33. per cent. The United States recorded an 
increase of 87· per cent in_ the demand for machine tools and 
a 48 per cent increase in that for foundry equipment ; ship
building in the world as a whole increased by 27 per cent, the 
production of automobiles by 29 per cent, the production of 
artificial silk was 132 per cent greater, and the consumption of 
crude rubber 43 per cent more than in 1925. · 

The general evidence of these figures is unmistakable and 
can he stated summarily. World production of foodstufTs had 
kept pace 'with population increase, but the production of raw 
materials and~ even more, the production of finished goods had 
increased much more rapidly .. Within this general increase, 
however, there were many contradictory and fluctuating factors, 
so that it is necessary to. examine the geographical distribution 
of the increasing production and to compare it with the move-
ments of international trade. · 

The geographical distribution of the greatly increased pro
duction between 1925 and 1929 is best shown in the table below, 

Indices of Production and Trade, 1929. 
(1925 = 100.) 

Production 

Region Popula· 
A B tion 

Food- Raw A+B 
stuffs materials 

Europe . . . 105 110 131 117 
North America. · 106 97 114 105 
Rest of world 103 105 119 109 
World . 104 105 120 111 

Quantum 
of trade 

122 
119 
112 
119 

It so happens that the year 1929 was one of poor harvests in 
North America, particularly in Canada. so that the production 
of foodstuffs in that area was considerably lower than in the 
previous years. 1 Even if allowance is made fot this fact, it is 

1 Comparable statistics f11r 1928 were : 
I 

Production 

Region Populo.- A 
B l Quantum 

tlon 
Food• Raw A+ B o.t trade 
stu([s materials 

Europe . , ., • 10<1 106 119 

I 
110 117 

North America. 104 108 106 107 115 
Rest of world . 102 106 116 114 110 
World .•••• 103 106 112 I 108 115 

2 
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cleat that the acceleration of world production, particularly of 
raw materials, was very largely due to the rapid advance in 
Europe. There wa.s little compensatory adjustment in the rest 
of the world, which continued to increase its production steadily. 
More detailed examination of the statistics shows that, in the 
five years 1925-1929, the production of coal in Europe increased 
by 20 per cent, of pig-iron by 38 per cent and of steel by 41 per 
cent, while other basic raw materials showed similar increases. 

In these circumstances, it is not surprising to find that the 
effort to restore Europe to its pre-war position in the world's 
economy without compensatory readjustments in the rest of the 
world should have led to a considerable degree of maladjustment 
in the supply and demand for essential raw materials and food
stuffs. This maladjustment was not revealed until the con
struction boom in Europe began to fail, but by the end of 1929 
there was much evidence of the accumulation of stocks and of 
the existence of surplus capacity of manufacturing production 
and irregular price movements betokening the development of 
large gaps between the demand and supply of basic products. 

This evidence has been fully reviewed in a previous publication 
of the Economic Intelligence Service. of the League, 1 and need 
not be recapitulated here. In that publication also attention 
was directed to the many structural changes in industry -. the 
mechanisation of agriculture, increased production of such 
materials as rubber, copper and cotton, and all the changes 
summed up in the term " rationalisation " of industry. The 
whole period was one of very raP.id technical and mechanical 
progress, ·accompanied by even more important progress in the 
organisation of industry and commerce. · At the same time, the 
post-war world had witnessed great changes in what formerly 
were relatively_ stable demands for basic, especially food, products. 
This is perhaps one. aspect of the rising standard of living discussed 
in Chapter VIII. The dilemma has arisen of demand passing 
from the primitive and calculable wants to a more capricious 
range of desires which, however, can he satisfied only by eco
nomic organisation of an ·elaborate and therefore relatively fixed 
character. . 

It is not possible, in any brief summary such as this intro
d~ction to a surv.ey of events in 1931-32, to present more than 
hints and suggestions as to some of the more obvious causes of 
insta_biJ!.ty in the immediate~y · preceding period. J:be task of 
rebuilding the world econormc order, which had been shattered 
by an exhausting war, was not an easy one, and it is hardly 

., The Course and Phases of the World Economic Depression: Geneva, published 
by the Secretariat of the League of :Nations, 1931, especially Chapters l and n. 
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surpnsmg that the first decade of reconstruction should have 
revealed complex and baffling problems. The rebuilding of the 
pre-war world would have been a difficult task ; but the actual 
task of constructjng a new \vorld order, in which many elements 
of change had to find a place, was infinitely greater. New vested 
interests had grown tlp together with new social doctrines, and a 
general fear of social disorder reinforced the pleas that were 
insistently put forward for protection of threatened groups and 
industries by extraordinary public measures. In the recon
struction boom, based as it was upon large extensions of credit to 
countries which had never before been able to borrow upon 
such a considerable scale, there were inevitably some elements of 
wasteful expenditure, a phenomenon that was by no means 
confined to the borrowing countries. 1 When the flow of credit 
dwindled suddenly in 1928 and 1929, this waste was revealed. 
The burden . of debt incurred, largely for sound productive 
purposes, but partly also for expenditure that proved to be 
uneconomic, was tl1en recognised to have created obligations that 
were extremely difficult of fulfilment. In order to discharge these 
obligations, a greatly expanded volume of world trade at a rela~ 
tively high level of prices would have been necessary; but inter
national trade, even after 1925, had barely kept pace with pro
duction, and some of the major creditor countries,. so far from 
facilitating the payment of the obligations due to them in the 
only practicable way- by the receipt of goods- imposed greater 
restrictions upon imports. Payment might have been accepted 
for a time in the form of securities representing a continuing export 
of capital ; but, in the long run, expanding exports from the 
debtor countries, at least sufficient to pay the growing interest 
and ·depreciation charges, was the only permanent solution. 

Towards the end of 1929, therefore, an unstable position had 
developed in the world's financial structure. The basic causes of 
this instability lay rar back in the disorganisation produced by the 
war and the burdens of debt and taxation which it . bequeathed 
to the post-war generation. The integration of world industry; 
or, to use a pre-war phrase, the " territorial division of labour ", 
was greatly hampered by the operation of cartels, pools, tariffs, 
and all the paraphernalia of the new economic nationalism, while 
the overhead financial obligations of nations were top-heavy and, 
by that very fact; created extreme nervousness. The emergence 
of structural maladjustments as the construction boom die4 away 
would not normally have precipitated such l't s(3vere crisis as that 
which, developed in 1929-1932; but the circumstances were not 
normal. When the credit expansion of 1925-1929 collapsed, it was 

1 See Chapter II, section (i). 
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seen that the fundamental disequilibria of economic organisation 
had been not merely postponed but aggravated. . Under the . 
pressure of heavy financial obligations, both public and private, 
the debtor communities endeavoured, by pressure on the credit 
and price structure, to increase their active balances. of external 
payments. Selling pressure created in this way was an important 
factor in c~using a sharp ·fall in prices, but it was resisted by 
the imposition of further restrictions upon imports _into almost 
all countries. The impossible situation was thus created in which 
virtually every country endeavoured td increase its exports at 
the same time as. it restricted its imports; so that the selling 
pressure· necessarily became concentrated on those few countries 
which endeavoured to retain a free market. 

J'he sharp downward tendency of prices thus engendered was 
aggravated by the disturbance of both the financial and the 
monetary systems of the world. As prices fell. the inevitable 
resul~ was to increase the real burden of the financial obligations 
which were fixed in terms of the appreciating monetary units and 
therefore to accentuate the necessity for providing surpluses 
upon international account. Since, however, the restrictions 
upon import& imposed by some of the principal creditor countries 
made it impossible for them to receive payment in goods, resort 
was necessarily had to payment in gold. Debtor countries and 
those which endeavoured to retain a free market lost their gold 
reserves steadily and were therefore forced into further deflation. 
Many of them eventually were forced, by their reluctance to 
carry deflation further, either to abandon the gold standard . or so 
to restrict foreign trade and foreign payments as to maintain the 
nominal stability of their currencies at the cost of a virtual 
paralysis of international dealings. As this vicious spiral de.
veloped, even those investments which were economiCally sound 
when they were made in the boom period were rendered much 
more doubtful, so that the waste of the boom was, at least tempo
rarily, greatly increased. There had, in fact, been only one 
practical possibility of sound reconstruction in 1925. This was 
to facilitate the· restoration of material production by extending 
the. range and volume of international trade, providing outlets 
for the increased. production, not only pf the reconstructed regions 
of Europe, but also of the outlying areas that had been stimulated 
during the war, allowing the forces of competition in world 
mar~ets to rearrange. territorial specialisation, and ·making 
po~sible the paymeitt of the vastly increased financial obligations 
wh1c}l resulted from t~e war, and the subsequent reconstruction, 
by mcreased export of goods, particularly to · the · creditor 
countries. Only in t~is _way might it have been possible to 
carry and gradually hqwdate the financial legacies of the war, 



as the sinillar legacies of the \Vars of 1793-1815 and )870 were 
liquidated. 

Such a solution, difficult enough, as historical experience 
had shown, was rendered impracticable by a combination of 
pressures and interests- the heightened sense· of economic nation
alism, a reinforced desire to maintain existing standards of 
living for important community groups, and the general fear of 
social instability arising from disturbance of existing organisation 
by renewed international competition. The world· as a whole, not 
as a matter of general policy but rather in a succession of imme
diate decisions, hesitated to embark upon the bolder course of 
international co~operation and, in consequence, was increasingly 
drawn into policies of national protection. and self-sufficiency, 
which have proved incompatible with the discharge of the heavy 
international financial commitments with which the world 
was burdened. These commitments, disturbing and depressing 
as they would, in any case, have been, are impossible of fulfilment 
in a world wh.ere international trade has sb.runk so greatly in 
volume, and even more in value, as barriers to exchange have 
accumulated and prices have fallen. The alternatives now are 
to restore production and trade .. to the levels at which these 
financial burdens can once more be carried. or, in some way, to 
reduce the burdens proportionately to the lower levels of inter-
change and prices. · 

(vii) THE CHANGED DISTRIBUTION OF INCOME. 

In the previous sections of this chapter, evidence has been 
adduced in support of the statement that, in the post-war decade, 
the wealth and .income of .the world resumed a fairly steady 
rate of increase, but that there were many forces at work tending 
to encourage that increase in the. newer developing countrie:;; 
w;ith expanding populations and rich resources of raw materials, 
rather than in the older industrial areas, The period from 
1925 to 1929, when production and trade were accelerated in 
Europe, · w~s in apparent conflict with . the general . post-war 
tendency-; but inspection of the statistics indicates that this 
period of reconstruction did not, as a matter of fact. bring Europe 
back to a position proportionate with its pre-war share of world 
production and trade. The weakness of the international financial 
position, which was revealed when the reconstruction: boom 
slackened in 1929, has been commented upon, and particular. 
attention has been dra\Vn to the general fear of insecurity which 
prompted the various measures taken to protect existing industrial 
commercial and banking enterprises and c;ommunity· groups. 
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There is a very direct and important connection. between the 
unstable position which developed in international finance and 
the attempts to safeguard the security of existing national 
organisation. As will be shown later ~n this chapter, the magnitude 
of the reorganisation necessary to meet the changed international 
financial situation was very great. Such reorganisation, on a 
more limited scale, was achieved from time to time in the pre-war 
economy by changes in national price-structures, generally 
induced by monetary causes, particularly operations affecting 
the short-term rates of interest, Countries with increased inter
national obligations to meet took steps --for example, by 
raisfug the discount rate of the central banks -to curtail national 
expenditure, enforce reductions in the price-level and set free 
financial resources for external needs. 

This mechanism of adjustment has, however, worked with 
increasing difficulty and friction in the post-war period. For 
its smooth operation, a certain elasticity of the economic structure 
is necessary. The first effects of alterations in . the bank rate 
and similar monetary operations are felt by the speculative 
markets and are normally passed on thence to industrial enter
prise, so that the effect of higher money :rates is to cause first 
a profit-deflation and then a price'-deflation in the · country 
concerned. The working of competitive economic forces in the 
pre-war period was such as to spread the effects of such deflation 

. to other elements of the price-system than those immediately 
affected - the profits of business enterprise and the wholesale 
prices of commodities. It was by this spreading of the necessary 
adjustments that the national econ()mic structure was brought 
again into harmony with its external commitments. In the 
post-war world, however, not only were the necessary changes 
very large, but the elasticity of the various natio·nal· price,.. 
structures was impaired and unusual obstaCles were opposed. to 
the processes of adjustment which- had formerly been relied 
upon. The balance of internati.onal · payments was greatly 
altered by the financial operations of the war, and also by the 
unusual movements of capital in the reconstruction period, , 
while. the mechanism for effecting these payments worked with 
greater difficulty. . . . 

The causes for this friction are to ·be found partly in the . 
changed distribution of national incomes after the war. Two 
or three major factors may be distinguished as·mainly responsible 
for the change - the greatly increased burden of governmental 
deb~ wh~ch, together. with in~reased ~xpenditure for social 
serv1ces, Involved relatively heavier taxation ; the large transfer• 
ence of financial resources from industrial to rentier groups (now 
composed, particularly in the United States, of large numbers 
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of small investors rather than of a few wealthy" capitalists) 
which brought changes in the form of investment and particularly 
increased the volume of private indebtedness which was of a 
fixed-interest type as contrasted with the variable-interest type 
of industrial shares or equities ; and the sustained effort to 
safeguard the standard of living of important groups, particularly 
of wage-earners,. an effort in which bank policy played at least 
as important a part as wage regulation. To these developments, 
which are common to almost all countries, there should be added 
the similar attempts by State action in various forms - tariffs, 
bounties, guarantees.. contingents, etc. - to protect home 
industries from foreign competition, attempts which have been 
reinforced by the industrial action of cartels and pools. 

Complete statistical measurement of all these various factors 
is not at present possible ; but certain statistical evidence can 
be cited in support of the thesis that their combfned effect has 
been to introduce much greater rigidity into. the various national 
price-structures. 

The greater volume of governmental indebtedness hardly needs 
statistical proof. Although some of the internal debts incurred 
during the war were wiped off during the inflation period, the 
heavy borrowings for subsequent reconstructiC>Ii in most of the 
countries concerned have again increased governmental indebted
ness. Fluctuations in currency values add to the difficulty of 
constructing . any tabular statement showing the relation of 
national debt to national wealth at different periods, and the 
methods utilised in the various estimates that are available 
preclude any useful comparison of one country with another. 1 

In addition to the greatly increased payments for debt 
services, there was a general tendency to increasing public expen
diture, particularly for social services, z 

The second important tendency noted above - the. shift of 
investment from industrial. shares or equities to fixed-~nterest
bearing securities - was closely connected with certain notice
able changes in banking policy. Direct investment in particular 
industries, involving risk-bearing in the hope . of profit, tended 
to be replaced by investment either in fixed-interest se~urities 
or by long-term bank deposits, where the dominant motive was 
less the expectation of ·profit than the assurance of a fixed 
income. Since the operation of this tendency was achieved largely 
through banking institutions, it was not separable from the 
effects of lending policies on the part of the banks themse~ves, ~nd 
any analysis of the problem leads, therefore, to a consideration 

• See Chapter IX. 
• See Chapter Vlll, section (i). 
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of significant changes in post-war banking policies and the part 
played by interest rates in the. various national credit systems. 
Some aspects of this question may be more conveniently dealt 
with later, and it is sufficient perhaps at this point to note the 
conclusions arrived at after detailed examination of the banking 
statistics of the world in the recently published Memorandum 
on Commercial Banks, 1913-1929. 1 

After considering in detail n the rough parallelism between 
the general movements of deposits · and credits from shorter
term to longer-term accounts", the Memorandum advances 
various reasons for this development, amo1,1g them such changes 
in general economic.organisation as the creation of larger industrial 
and commet:cial units financed more directly by the banks, 
the continued existence of "frozen .credits " immobilised in the 
depression of 1921, . and the. " rationalisation '' of industry. 
But, the M emorandwn adds, " forces far less manageable than 
bank policy have been at work. . . . . The continuous growth 
of long-term deposits (and also· of long-term credits) reflects in 
many countries a change in the attitude of the public towards 
investment. Owing to the rapidity of post-war industrial and 
general economic changes, rapid growth of a multitude of minor 
industries, and the losses incurred in earlier years, the public 
has been less willing to invest directly in industrial undertakings 
by the purchase of shares or lending to · such .. undertakings in 
exchange for bonds ; it has preferred to keep a larger proportion 
of its funds in liquid form ". 2 

· The public referred to, it should be stated, is now a much 
larger part 9f the population tha~ it. was before the war. A 
recent· American study has emphas1sed the fact that, under the 
.Pressure of patriotic movements, " at least 20 P.er cent of the 
population became subscribers to Government bonds and hence 
potential investors ", whereas in the one Spanish war bond issue 
at the <:lose of the nineteenth century there were only 320,000 
subscribers. 3 Similar developments have taken place in many 
other countries also. 

The importance of these developments, from the point of 
view of the present argument, lies primarily in the fact that it 
is more difficult for a central banking . system to make the 
necessary adjustments in the national. economy when the debt 
obligations of businesses are more largely in the. form of bank 
advances. A deflation of. prices which reduces industrial profits 
can he met by the passing of dividends and the writing-off of 

• League of Nations,. Commercial Banks, 1913-1929: 'Geneva, 193io 
• Ibid., page 48o o 
• James Harvey Rogers, America~eighs 'Iter Gold: New Haven, Yale University; 

Press, 1931, page .52. 0 
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capital when the creditors of the businesses concerned are share
holders carrying the risks of industry. But when these enter
prises have contracted indebtedness to ba.nking institutions such 
a deflation results in the so-called "freezing" of -bank asset; and 
if long continued, ma.y tie up the whole credit mechanism of ~ 
country and impair. its financial structure .. If a phrase may be 
adapted from the London money market, the extent to which 
industry is "in the banks'' may give the banks extensive control 
over industrial policies, but may also seriously embarrass them 
in the conduct of the credit mechanism. • 

A further element of rigidity to which attention has often 
been called is the tendency. to sustain wages and purchasing 
power. Detailed information concerning the rates of wages, 
both nominal and real, is given in various publica.tions of the 
International Labour Office. 1 Even when allowance is made 
for Changing price-levels, it is Clear that in practically every 
cpuntry the ruling wage-rates were sustained in the post-war 
decade at levels above those of the pre-war period. 

Parallel with this general movement . to maintain wage
rates, there was a considerable extension of legislation designed 
to improve working conditions, to limit hours of labour, provide 
holidays, protect the worker from industrial diseases and insure 
him against the burden of unemployment. 

It would be impossible, without much greater statistical 
information and a.nalysis, to form any judgment as to whether 
the higher wage-rates that have prevailed and the extended 
provisions for the welfare. of the workers have increased labour
costs of production per unit of output. How far the cost of these 
improvements in welfare has been counteracted by increased 

· efficiency is, however, a matter which is not relevant to the 
argument of this section. 

The continued existence of a large volume of unemployment 
in. many countries may be taken as evidence that the economic 
organisation of those areas had not been adjusted to the changed 

. post-war" conditions ; but the maintenance of steady and rela
tively higher wage-r~t~s was only one among m3:ny facto~ 
affecting those conditwns. The complete absorptwn of this 
unutilised labour wottld probably have called for much more 
drastic and fundamental economic changes than simply a reduc
tion of wage~rates. It seems obvious, ~or example; ~hat the 
credit policies followed. in many co~ntnes ma?e p~ss1ble ~he 
continuance of levels of expenditure ·m many directiOns wh~ch 
could not have been maintained if, in face of the vastly In
creased debt commitments, an effort had been ;made to bring the 

' C!. Chapter VIII. 
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national economies once more on to a basis of competitive 
equilibrium. 

It is clear, on the other hand, that the virtual pegging of 
wage-rates, the increased public concern for social welfare, and 
such expenditures as have been involved in unemployment 
relief added a very considerable element of rigidity to the price
structure. There was evidently a double connection between 
the pegging of wages and the. marked inertia of retail as com
pared with wholesale prices. 1 The stability of wages maintained 

• purchasing power and therefore consumer's demand, so that 
retail prices were sustained,. while, on, the other . hand, the 
slowness with which the cost of living fell reinforced the argu
ment for maintaining wage-rates. 

When such large elements of the price-structure of almost 
every country were. fixed and controlled . in these and other 
ways, any changes necessary in domestic price-levels were thrown 
on to a narrower segment of the economic organisation,. and par
ticularly on to the profits of business enterprise. The magnitude 
of the changes that were involved. in the redistribution .of 
capital holdings among various countries, .and the various 
methods by .which attempts were made at readjustment, are 
considered in the following section. In actual fact, there was 
little attempt, ·during ·the first post-war decade, to meet the 
changed conditions by drastic alterations of the national price
structures ; but it is obvious that any such attempt was bound 
to meet with strong resistance arising from the factors out
lined above. It is not possible to estimate with any precision 
the extent to which the burden of readjustment was thrown upon 
the profits of business enterprise. There is evidence, indeed, 
that, during most of. the. first post-war decade, the necessity 
for such readjustment was postponed by'the extension of further 
credits to tbe countries most concerned, and also by the cheap 
money policies pursued by those countries themselves. 

There was, however, a very important fluctuation. in the 
provision of these credits, particularly those of a short-term .. 
character. Both in 1925 and in the latter half of 1928, there 
was . a considerable shrinkage. of international lending which 
affected the debtor· countries and cause<i policies of domestic 
contraction. The withdrawal of these credits to the industrial 
countries, on the other hand, afforded facilities for an investment 
boom. in both instances, the ·latter example being particularly 
marked. Credit stringency, already ·difficult in the debtor 
countries while the boom was in progress, was greatly accentuated 

·
1 Cf. The Course IUid Phases oj the World Economic Depression, pages 170 to 172. . . ' . . . ' 
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after its collaps~. Losses of h,usiness .Profits, and even capital, 
were almost umversal ; but, m certam debtor countries these 
losses were of such magnitude as to endanger the ' whole 
·financial structure. ~t has been calcula·ted, for example, that, 
in Austria, as much as 80 per cent of the capital invested in 
over 200 companies, which were in. existence in 1913, had been 
lost by 1930, and approximately similar proportions were lost 
in the case of companies formed after 1913. 1 In every country, 
after the depression developed in 1930, there were heavy reduc~ 
tions of business profits, 2 but it has been only with the greatest 
difficulty and after a considerable lapse of time that such losses 
have been reflected in economies of governmental expenditure, 
the writing-down of long-term investments and lower wage
rates. 

(viii) THE FLOw OF CAPITAL. 

Before the wa·r, the. international economic organisation of 
the world called for an increasing flow of capital, almost wholly 
from vVestern Europe, and largely from Great. Britain, to the 
developing new countries. This flow of capital was an essential 
part of the orderly evolution of world industry to which attention. 
was called in an ea~Iier section, Population was increasing 
rapidly in North and ·south America, Australia, New Zealand 
and South Africa, and trade was growing also with Asia. New 
economic activitieS were developing, at first mainly agricul
tural, but succeeded rapidly by manufacturing. Railways, roads 
and shipping, banking, insurance, commercial organisation, as 
well as the new industries themselves, called for increasing 
amounts of capital investment. The pace. of development was 
not so fast as to make the necessary adjustment of Western 
European industries unduly difficult. In the first stages, the 
increasing supplies of foodstuffs and raw materials supported 
both an unprecedented growth._of populatio!l and a m.!lch heavier 
concentration of manufacttmng urban mdustry 1n Europe. 
Later, as manufacturing developed, there was a territorial 
division of labour in which the countries of Western Europe 
continued to lead the way in providing the costly produ.cts of 
skilled labour, while more and more they drew revenues from 
the interest on their investments and the provision. of shipping, 
commercial and fim1ncial services. In this period, Western 
Europe became truly " the world's bal).ker ... 3 Even the United 

· 1 0. Morgenstern, " I<apltal- und Kurswertanderungen.der an der W_iener.Bllrse 
· Notierten Osterreichischen AktiengeseUschaften 1913 bis 1930 '', Zezlschrzfl /ilr 

National/Jkonomic, January 1932. 
• The Course and Phases of tlze World Economic Depression, pag~ 174. 
• Ct. Herbert Feis, Europe: Tf!e World's Banker, 187o-t914. New Haven, 

Yale University Press, 1930,0 • 
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. States, whicli had already begun to make foreign investments, 
particularly . in South America, remained a considerable debtor 
on balance. 1 · · 

Moreover, these overseas loans of the pre-war period were 
dominantly long-term in character .. The general feeling of con
fidence made it possible for investors to place their money abroad 
for long periods. While governmental loans were not unimpor
tant, a very large proportion of the capital was pla:ced in private 
undertakings, and even in the governmental· loans of pre-war 
days there was a distinctively economic purpose on the whole. 
Exceptions would be easy to cite, but, broadly, it is true that 
the movement of capital before the. war was predominantly 
an economic movement for productive and constructive pur-
poses. 2 . 

The use of· short-term credits at this period was much less 
in volume and very different in character from that which 
developed after the war. For the most part, these short-term 
loans were used as a " compensation balance " in international 
relations. A country's deficit in the balance of international 
payments, due to seasonal or other causes, might be met by 
temporary loans. If the deficit proved to be of a lasting charac
ter, it was remedied by the export of goJd and the· consequent 
contraction of credit and relative lowering of tl1e price-level 
within the country concerned. The short-term loans, therefore, 
were used mainly as a substitute for gold mc;>vements. So sen
sitive were the money markets tpat even small changes in dis~ 
count rates were normally sufficient to ·bring these corrective 
forces into play .. 'Fhe relatively small volume of. short-term. 
credit available moved quickly by the attraction of the ruling 
rates of interest as between one country. and another ; but the 
tendency always was for credit resources to be directed, as far 
as possible, into the more productive long-term channels of 
investment. Though the amounts of short-temi credit involved 
were large absolutely, they were small relatively both to the 

1 Cf. The Course and Phases of the World Economic Depression, pages 28 and 29; 
·and James Harvey Rogers, America weighs her Gold, page 46. 

• Fcis, op. cit •• page 27, gives a table which may be summarised as. follows : . . 
The Employment of .British Capital (as. at December 1913) publicly invested 

• in Other Lands. . . 
£ . · Percentage 

(OOO,OOO's) or total 
Loans to Dominion and Colonial Governments . . . 675 18. 

• Loans to Foreign Governments . . . • . . . . • 297 8 
Loans to :Municipal Governments . . . . . . . . 152 4 
;Railway securities . . . . . . . . . . . . . . . 1 531 41 
Other industrial undertakings . . . . , . . , . . 1'108 29 

He adds (page 58); apropos ·or the French pre-war in~estments, that " much 
more than half, perhaps as much as three-quarters, of the total French investment 
served a. direct economic purpose ". . 



-37-

volume of long-term credits before the war and to the amounts 
that have become available since the war. 

A good many Western European countries shared in this 
pre-war export of capital ; but the. d.ominating part, particularly . 
m the long-term non~governmental mvestments, was played by 
Great Britain, whose overseas investments at this time have 
been estimated at about $18,000 million. French foreign loans 
were also considerable, perhaps $8,700 _million, and Germany, 
which had entered the field later, had rapidly invested some
thing like $5,600 million. Other countries, such as Holland, 
Switzerland and Belgium, were also creditors on balance, but 
for smaller amounts. There were considerable differences in 
the character of the investments, particularly as between Great 
Britain and France, since, in the latter' country, there was a 
relatively larger .number of small investors whose preference 
naturally was for loans of a governmental character largely 
within Europe. The dominating money market, however, was 
London, the influence of which was particularly strong in regard 
both to the long-term loans for distant constructive enterprises 
and to the movements of short-term credits by which inter
national_ balances were mainly adjusted. It was Great Britain 
also that displayed the greatest readiness to provide a steady 
flow of new capital by the reinvestment of profits, and to face 
the consequences of foreign investment both by accepting a. 
growing volume of imports from the developing countries_ and 
by making the necessary readjustments in domestic economic 
organisation. -

The financial transactions of the war period changed this 
situation very radically, After the war, not only were there 
large shifts in the SOJ.l.rces of capital, but the manner of _lending · 
and the proportion between long- and short-term c~ed1ts, · !he 
direction of the capital flow and the attitudes of the chief lending, 
countries towards the results of their investments have proved to 
be very ~ifferent. · . 

Great Britain emerged from the war w1th large overseas 
investments, even though she_ experienced heavy losses of former 
holdings and the necessities of war finance had_ forced the 
relinquishment of a considerable voluJ!le of pre-war mv~stme~ts, 
particularly in North and South A.menca, as well as the mcurr~ng 
of new obligations. to the United States_ Jor war purpo_ses. 
International lending was quickly res~n:ted _on· a large scale, so 
that by 1929 the total volume of Bntlsh mvestment _over~eas 
was estimated at £3,738 million 1 - a figure almost Identical 

1 Sir R. Kinderslcy, "British Foreig~ Investments fn 1929 ", :economic ;Tournai, 
Septembe~ 1931, page 382. 
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with the nominal value of the pre-war holdings quoted above, 
although less in real value if allowance is .made for the higher 
level of prices in 1929. . · .. 

There is some· evidence. that, even before the onset of the 
· world economic depression, these substantial new overseas invest

ments of capital were made with increasing difficulty. It is not 
easy to arrive at a definite estimate of the balance of transactions 
year· by year ; but the following table shows the striking decline 
in '' annual new overseas investments, not only since 1913, but 
also since 1927".1 Their decline was most marked after the 
restoration of sterling in 1925 to its pre-war gold parity involved 
a substantial measure of deflation. .The coal strike of the 
following year was an important factor in its aggravation also. 

New Capital Issues for Foreign Accow2t less Amortisation 
Payments received in Great Britain . . 

£ 
· (OOO,OOO's) 

1913 :• .. 243 
1927 -~ 

134 
1928 -. 108 
192~ 47 

The position of Great Britain as a creditor country was very 
different and, on the whole, weaker and less stable than in the 
pre-war period. Though the total a.mount of overseas investments 
remained substantial, it was less in real value than before the 
war, and . its replenishment by new capital was proving to be 
increasingly difficult. -Moreover, the provision of such :new capital 
(for domestic as well as foreign issues) was largely dependent · 
upon the maintenance of credit policies which did not ·cripple 
the money markets. An increasing proportion of the funds in 

· later years was lent in the form of short-term credits, par'
ticularly to various European countries,_ which later were 'frozen 
in the depression, and, on the other hand, the existence of very 
substantial short'-term foreign holdings in London made the 
maintenance of both domestic and foreign lending policies 
precariously dependent upon international influences. 

The other great lending _countrieS of pre-war Eur9pe were 
se:i-iously affected .by the war. Currency inflation disturbed 
the money markets so seriously in the immediate post-war years 

' Sir R. Kindersley, " British Foreign Investments in 1929 ", Economic Journal, 
September 1931, page 383. The figure for 1913 is adjusted in accordance With 
the Index-number of wholesale prices :for 1929. 'rhese estimates represent new 
capital issues for foreign account, less . am,ortisation payments received~ i.e., the 
portion of new subscriptions for foreign account whicll may be estimated as taken 
from the current income of the country. . . 
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that it is difficult to estimate capital movemen·t·s :tl 
S I · f t' . . WI . 1 any accu-

racy. .uc 1 ~n orma IOn as Is available may perhaps best be 
summansed m ~he ~on owing table ... There are unfortunate 
gaps, but the mam drift t>f the figures is clear. 

Exports of Capital from .the Principal Creditor Countries. i 
$ (OOO,OOO's) 

1923 192·1 1925 1926 1927 1928 1929 1.930 
United Kingdom 3 700 380 261 -1273 386 569 574 112 France 4 • 503 237 -20 -252 3 

Switzerland 23 43 28 
Belgium-Luxem-

burg and Congo5 69 
Sweden 1 10 20 33 65 18 71 26 
Czechoslovakia 17 55 61 61 24 50 
United States. ~104:l 590 642 173 580 1,099 206 196 

The great fluctuations in British investments have already been 
commented on, together with the difficulty that l1as been expe
rienced in recent years in providing the large sums that were 
actually invested in the boom period 1927-1929. The position 
of France was affected ill}mediately after the war by currency 
depreciation, one aspect of which was a flight of capital not 
easily measurable but substantiaL It took the form not so much 
of long-term investments as of holding short-term balances abroad. 
After the stab,ilisation of the franc in 1926-27, it became possible 
to measure the export of French capital with more accuracy, ·.It 
is_ evident that the repatriation of French balances was proceeding 
on a considerable scale as early as the latter part of 1928. 

Imports of Capital to the Main. J)eblot Countries. 1 

. $ (OOO,OOO's) 

Europe : 1924 1925 1926 1927 1928 1929 1930 

Germany. .. 421 857 151 1,072 1,007 553 148 
·Hungary. 27 26 89 91 38 24 . 

+72 6 82 124 67 Poland .. . 48 69 
Yugoslayia . 8 23 27 +13 6 

1 Indirect estimates calculated on the basis of figures relating to ~erchandise, 
gold and services. 1'\eparation receipts and payments are included With merchan-
dise and services. . . 
. ~ Excluding . Government capital transactions. 

• Imports of capital. . . . . . . 
• Including the French overseas territories, except l.ndo-Ciuna.. The amorti-

sation of inter-Allied debts Is excluded. 
1 Excluding amortisation of inter-Allied debts; 
• Exports of cap! tal. • 
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Imports 1>/ Capital to the Main .Debtor Countries (continued). 
$ (OOO,OOO's) 

Olher continents: 1924 1925 1926 1927 1928 1929 1930 
Argentine1 . 2 2 226 122 181 4 243 
Australia 3 • 220 110 170 257 193 166 187 
Canada . 107 277 173 51 164 +87 4 +1604 
India 5 . 7l +69 4 178 120 67 36 92 
Japan . "226 74 128 -50 80 + 94 +1284 
Dutch East Indies · +187 4 +45 4 +574 0 66 34 
New Zealand s . ·. 22 33 67 + 3 4 +5 4 53 49 

· Union of South 
Africa. . • . .. 5 34 20 72 26 46 65 

· The most dramatic feature of the table above, however, is 
obviously the emergence of Germany, which, before the war, 
was a creditor country, as the world's greatest borrower. Several 
other European countries also borrowed heavily again, especially 
after 1925. On the other hand, the countries outside Europe, 
though still eager borrowers, found themselves able to command 
smaller amounts of capital as the demand for Europe increased 
after 1926. 

It remains only to draw attention to the most important 
of all the. post-war changes in this respect . .:._ the transformation 
of the United States from a debtor to a very large creditor country. 
In 1914, the investments of foreigners in the United States 
exceeded American holdings abroad by approximately $3,000 
p:rillion; but, after the war, American foreign loans had created 
a strong balance in their country's favour. This balance was 
increased heavily in the po~t-war period, until the net figure 
of American long-term foreign investments· was approximately 
$10,000 million at the end Qf 1930, exclusive of war loans with 
an estimated value of $7,390 million. From this total of long-term 
obligations there must be deducted the amount of short-term . 
loans held in the United States il;r excess of American short-term 
loans abroad .. 

Payment to the Uirited States might have been made by 
increased commodity exports or by the transference of gold. 
Gold did flow in large quantities to that country. immediately 
after the war. Such increase of commodity trade as took place 

1 Economic years, ending September 30th. 
• IX.1923 to 31.IX.1925 :. '87. . 
• Economic years, ending June 30th. 
• Exports of capital. . . . · 
' Economic years, beginning March 31st.'· 
.• The figures for 1927 and later years refer to economic years, beginning · 

· ··Aprillst. 
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was greatly hampered, on the one_ hand, by high t~riffs and, 
on the ot~er, by reluctance to adJust the national price-levels 
so as to stimulate exports from the debtor countries. A solution 
w~s found by th_e provision of American loans which temporarily 
?ndged the gap. m the ba!ance of payments, maintained monetary 
mcomes and pnce-levels m the debtor countries, and enabled the 
United States to retain, and even expand, its "active" export 
balance of commodity trade. 

This solution, obviously necessary in the immediate post
"\var years .of economic and psychological exhaustion, postponed 
the necessity for wholesale and drastic reorganisation of world 
trade and prices, but obviously widened " the gap in <the balance 
of payments ". Its continuance depended upon the ability of the 
debtor countries to use their borrowings productively, so that the 
growing interest payments might be covered by increased income, 
and the capacity and willingness of world markets, particularly 
those of the main creditor countries, to absorb the export surpluses 
necessary for the payment of interest. It is clear that no perma
nent solution was found . by piling up indebtedness covering 
interest charges as well as new investments. · 

There is perhaps a distinction to be drawn in regard to these 
related but separate problems of the productivity of investments 
and the transferability of the_ extra production which was de
veloped by them. The loans which have been made naturally 
differ considerably in productivity. Not only must each transac
tion be considered on its merit~, but a great deal depends upon 
general economic conditions in the world as a whole. Loans 
which were regarded as sound at a certain level of prices - either 
because they were invested in undertakings the increased returns 
from which might reasonably be expected to cover interest and 
repayment charges, or because the needful taxation appeared 
adequate to secure them - presented a· different appearance 
when the level of prices dropped heavily and international trade 
was reduced. There is probably room for criticism of particular 
lending or borrowing policies in most countries ; but the greatest 
immediate difficulties in the depression period arose from the 
vulnerability of those countries ·which were burdened with an 
undue proportion of short-term obligations. 'The world del?ression 
seri(fusly embarrasses all borrowers; but those whose commitments 
are for longer terms are in a stronger position than those who 
must face demands for large repayments as well as interest. 

· The transfer problem, on the other hand, is common to ~ 
the borrowing countries. In so far as the investments made m 
them were well placed, the natural consequences were increa~ed 
production and the possibility of creating a surplus out of whtch 
interest and capital repayment might normally be expected to 

3 
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be paid by the transference of goods to the creditor countries. 
The transference of such a surplus, once created, could only 
have taken place through the ordinary channels of commodity 
trade, and tP.e necessary stimulation of exports would have 
required a readjustment of national price-levels, so that costs 

· of production were relatively -_lower in· the debtor . countries. 
· That readjustment did not take place. The inevitable conse

quence was that, in the years immediately preceding 1929, there 
were clear signs that the transfer problem would prove difficult 
as soon as the supply of new loans ceased. 

In 1928 and 1929, as in 1925 and 1926, there was a definite 
dwindling of the supply of capital available to borrowing countries, 
primarily becaus~ of the diversion of credit resources elsewhere . 
. In the latter period, two main factors were responsible. A strong 
investment boom developed "in the United States, which not 
only drew an increasing amount of local capital into the security 
markets, but also attracted short-term investments from abroad. 
Annual figures do not show the movement. clearly, and it is 
complicated by·the repatriation of French short-term balances; 

·but about the middle of 1928, the volume of capital available 
in the United States. for foreign investment began to shrink 
rapidly, and the year 1929 shows a total invested abroad in this 

· way of $272 million as agains~ !$_.727 million in 1928. In the 
latter year also, the accumulation of short-term balances in the 
Uilited States was sufficiently great, despite the continued repa
triation of French balances, to convert an o~tward movement 
of $386 million to an· inward movement of $24 m:illion. The 
conibined result, therefore, was that the total of long- and short
term net movements fell from $1,099 million in 1928 to $206 
million in 1929.. ' . · 

This shortage of funds available in .the United States for 
overse_a~ investment d~veloped at the same time as the shrinkage 
of Bntish funds, which h~ · already been commented upon. 
A further very strong factor tending in the same direction was 
the repatria"t!on of ~e Frencl~ short-term foreign balances, which 
had been built up m the earlier years of currency disorder. Up 
t_o 1927, an annual amount, estimated at approxiplately $500 mil
han, had for some years been left on deposit for short terms in 
various foreign centres, especi:illy London and New York. OThe 
. money markets of the :world had become adj_usted to this impor
tant d~velopm~nt, which helped to. create the possibility both 
of. fo_!Clgn lending_ and of dome~tic credit expansion. . The repa
tria~?n ?f these balances, which proceeded_ steadily after the 
~tabilis!ition of the franc, and was reinforced later by the deposit 
m Pans of the short-term balances of other countries seems 
to h~ve b~gun early· in 1928 before the ·shrinkage of A~·erican 
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foreign loans. The movement of gold to France is the counterpart 
of the reduction of balances abroad, as the following table shows:l 

192.7 

Net import of capital -12,855 
Import of gold. • . 14 

1928 1929 
Francs (OOO,OOO's) 
-6,032 +5032 

6,509 8,673 

1930 

+6,429 1 

12,320 

The shrinkage of overseas loans in these various ways was 
accompanied by a distinct industrial and investment boom in 
the main creditor countries, while at the same time it created 
credit stringency in the borrowing countries. By the middle of 
1929, a very unbalanced position had been created. The borrowing 
countries were forced to decrease imports and increase exports. 
In the raw-material-producing countries there was a contraction 
o{ credit which forced extra sales and efforts to counteract 
lower prices by increased production. On the other hand, the 
credit contraction in such heavy borrowing countries as Germany 
forced a restriction of imports and consumption of stocks. Both 
tendencies contributed to a derangement of the markets and 
raw-material prices sagged. When the . investment boom burst 
in the autumn of 1929, the weak position of these commodities 
precipitated a rapid fall in prices, and, before recovery could 
be achieved, the unstable financial situation in Europe caused 
credit and financial stringency amounting almost to panic, which 
froze up the sources of capital and aggravated the crisis in every 
direction. 

(ix) INTERNATIONAL FINANCE AND EcoNOMIC NATIONALISM. 

. I1 the analysis contained in the preceding sections of this 
chapter could be summed up in a single statement, it would 
be that the post-war world as a whole had failed to realise and 
provide for the necessities of an economic, and more particularly 
a financial, system that was international in its obligations and 
commitments. The extent of international economic develop
ment can easily be overstated. Indeed, the problems of mal
adjustment arise largely from the fact that, while some parts of 
·the economic,· and still more the financial, mechanism are tho
roughly international and· even cosmopolitan, other important 
sections of it are still organised and planned oq a national basis . 

. The financial structure of the world has made very rapid 

' The territocy considered includes the French· overseas territories, except 
Indo-China. The· balances, which represent Indirect estimates, . based on figures 
relating to merchandise, services and gold, exclude reparation receipts as well as 
payments on account of inter-Allied debts. · 

•· Net .export of capital. 
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strides towards complete international integration. Not only 
is the whole world community involved in a network of financial 
obligations and counter-obligations, but the delicate credit 
machinery that has been constructed to handle these obligations 
and to finance a growing world trade and an increasing degree 
of industrial and commercial specialisation is capable, quickly 
and effectively, of transferring credit buoyancy or strain from 
one country to another. The stock markets are closely linked, 
the fortunes of one affecting all the rest ; banking policies have 
an immediate effect upon monetary ease or stringency. not only 
in the country immediately concern~d, but indirectly in all 
others. The transference of short-term credits can now be arranged 
by telephone, but the actual transferences and their consequences 
take time to work themselves out, first in the monetary sphere 
and later in the changed conditions of commodity trade. The 
world has become a financial unit and, moreover, carries a complex 
and very heavy burden of inter-indebtedness. 

But the remaining parts of the economic structure have not 
yet developed to this point. Even commodity trade, widespread 
and important as it is, and necessary as it has become to tlle 
amenities of civilised life in every country, is much more sluggish 
and considerably more hampered than are financial transactions. 
A few sentences spoken across the ocean may cause the trans
ference of large credits from one country to another; the country 
from which they go finds its exchanges depressed, perhaps 
loses gold and. tends to find its price-level falling, and an encour
agement given in consequence to exporters. In the normal 
course of events, the balance is righted by the. actual transference 
of goods, and possibly by a change in the price-structure of that 
country as compared with others. If there were no obstacles 
imposed to the completion of this sequence of events, there 
would be little danger, _but, on the contrary> many advantages· 
in the international working of the economic system. .. · 

But as a matter of fact there still remain considerable obstacles. 
Even the international transference of commodities is subject 
to restrictions which, in recent years, have markedly increased. 
The economic organisation of national life that lies behind these 
:transferences is still more resistant. · 

In the ppst-war decade, and particularly· in the years just 
before, 1929, world mo~ements of capital and world currents of 
trade were not harmorused. The financing of the war, and the 
economic changes consequent upon war and revolution, had 
greatly changed the pattern of international indebtedness. ·There 
were considerable changes also in the currents of :world trade. 
The payment of heavy interest obligations by the debtor countries 
could have been made in three ways - by increasing their 
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exports of commodities, by exporting gold, or by contracting 
fresh loans.. Thek gold resources were limited, and such losses 
of gold reserves as occurred placed a strain on the banking 
systems of many countries which, in consequence., were later 
buttressed by fresh borro~gs. Payment by commodity 
exports led to strong compehtwn between the. expanded agricul
tural, mineral . and manufacturing production of many non
European, and the restored production of the European, countries; 
The reluctance of some important creditor countries to receive 
increased imports and the failure of the debtor countries to lower 
their costs of production set limits also to the possibility of 
payment by commodity exports. Recourse was therefore had 
to fresh loans, which postponed the necessity fo;t' drastic reorgan
isation of relative price-levels and the economic structure of 
almost all countries,. debtor and creditor alike. ·A further exten
sion of credit took place and, incidentally, in its latte;t' phases, 
diverted capital from those parts of the world where natural 
resources were abundant and population and, industry were 
growing fast to countries already highly organised and fully 
populated. 1 

The virtual cessation, in the course of 1928 and 1929, of this 
unusual capital movement revealed the instability of the situation. 
The financial obligations which had in the first ten years after 
the war been largely postponed could no longer be met by 
fresh borrowing. They might conceivably have been met without 
intolerable strain if, in the meantime, the mechanism for world 
trade bad been extended and freed from restrictions and if,. 
also, the debtor and creditor countries alike had been prepared 
to allow the forces of competition to bring about a new adjust~ 
ment of world industry and commerce. This, however, they 
were not prepared to do. The strain of adjustment was thrown 
on to a small unregulated segment of economic life. It proved 
in the event to be intolerable, the profits of business enterprise 
failed and the international :r;nonetary system worked with 
increasing friction and difficulty and finally broke· down. One 
country after another turned desperately to shelter its own 
industries while, at the same time, endeavouring to extend its 
outward commerce. As industrial organisation based itself upon 
national support and protection, and international trade fell 
away the magnitude of the international financial commitments 
bec~e more and more out of Eroportion to the possibilities of 
payment. These developments, however, will be traceq in more 
detail in succeeding chapters. They were revealed unmistakably 

• Cf. Felix Somary, Die flrsachen der Krise: Tiibingen, J. C. B. Mohr, 1932, 
page 12. · 
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in ail unstable price situation towards the close of 1929, accom
panied by a piling-up of stocks and a falling-off of production 
and trade. The subsequent break in prices and the rapid 
disintegration of the. price-structure created problems on every 
side, but it is possible that, even after the break in the price-level, 
the situation might have been relieved with nothing more than 
the usual liquidation of an economic crisis. A financial crisis, 
however, supervened, the danger signals coming, significantly 
enough, from countries which had been impoverished by the 
war and had subsequently borrowed heavily for reconstruction. 
This fact in itself is sufficient to indicate that behind the rapid 
sequence of events traced below there lay a highly unstable 
situation, the roots of which are to be found in the financial 
consequences of. the war and of the first decade of post-war 
reconstruction: · 



Chapter. 11. 

THE DEVELOPMENT OF THE CRISIS. 

· (i) THE DowNWARD TURN, 

The first ten years of reconstruction after the war registered 
many striking successes. From the depths of depression and 
disorganisation in 1919, when whole populations were menaced 
by food shortages, there was. a remarkable advance to the high 
level of prosperity after 1925. Currencies were stabilised, inter
national trade was resumed and production restored. For some 
years, particularly after 1925, it seemed as if the major problems 
of reconstruction had largely been solved. The years 1925 to 
1929 were, on the whole, years of considerable and widespread 
prosperity. Prices were 'practically stable, production and trade 
developed rapidly, and many of the characteristic phenomena 
of an industrial and investment boom began to appear. Beneath 
this apparent prosperity, however, there were the many elements 
of instability which haye already been reviewed. . 

The depression which has lasted from the breakdown of these 
boom conditions in October 1929 till the moment of writing in the 
middle of 1932 was caused by a reaction from the previous 
period of credit expansion superimposed, as it was, upon the 
more fundamental elements of instability outlined in the previous 
chapter; The length and severity of the depression indicate 
that there are very deep-seated causes of economic distur
bance ; }:lut it is clear also that these were largely hidden until 
they were uncovered by the downward swing of the investment 
cycle. In that downward_ swing, as in the ·preceding boom, 
monetary and credit policies played a very important role. 
The previous chapter dealt primarily with the non-monetary 
factors of maladjustment in the post-war world. Before sketching 
·the development of th~ crisis,- however, it is necessary to draw 

· attention also to the · monet~ry elements in . the situation. 
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To trace the monetary policies of the post-war decade in a de-. 
quate detail would go far beyond the scope of this volume. 
Certain aspects of these policies may, . however, be stated very 
briefly. As a result of the economic and financial changes wrought 
by the war, the United States of America became the dominant 
creditor country of the world. On the other hand, the countries 
of Western Europe, which had formerly been a great reservoir 
of capital, found themselves with diminished resources and 
impaired credit, as well as depreciated, and in some cases unstable, 
currencies, In payment of obligations inc.urred during the war, 
a steady flow of gold to the United States set in. Such a flow, 
inevitable because there was no cheaper way of settling the 
balances of international payments, had the· double effect of 
draining the gold reserves of the European arld other countries 
and of piling up large accumulations in the United States. Since 
the United States was the only import{!.nt commercial country 
remaining on the gold standard, the loss of gold did not act 
directly in stb:nulating a contraction of credit and in a lower
ing of price-levels, until after the :resumption of the gold 
standard by . most of . the important trading countries, and 
more especially. until after the resumption by Great Britain 
in 1925. 

In the United States itself, it was realised that the accumula
tion of larger reserves would make possible an expansion of 
credit causing . prices to rise. Banking policies in the early 
post-war years were largely directed towards an attempt to . 
divert the large .net inflow of gold into ·channels where its infla
tionary influence would be minimised.. The volume of gold 
reserves in a currency system is, however, only one among many 
~actors influencing the course of prices, and it is not possible 
to trace with certainty the effect of a single factor in such a 
complicated and changing problem. There were strong forces 
making towards lower prices - rationalisation and technical 
progress, the impoverished purchasing power of important 
markets, strong competition on world markets, and deflationary 
policies in many countries. Moreover, gold reserves are merely 
the foundation for a pyramid of credit, and not only the amount ' 
of credit but the rapidity or " velocity " of its turnover vary con-
siderably according to demand. . · 

In practice, between 1921 and 1929 in the United States, 
about $700 million of the increased gold reserves were used as a 
backing· 'for ·gold certificates which displaced Federal Reserve 
notes of an approximately equal amount as circulating inedia. 
The gold thus used was not, however, " sterilised ", since the 
increase of member-bank resei've deposits (daily average)· 
amounted, between September 1921 and September 1929, to · 
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$706 million. 1 
. It was on the basis of these increased resources 

of t~e member banks th~t an _expansion of credit took place. 
Durmg th~ whole of. this p~10d, therefore, there existed an 
ample basis for credit expansrm~ made possible by the accu
mulation of larger gold stocks. 

'fhese.years as ~whole Were years of prosperity and active 
bu.smess 111. the U~ute~ States, but not of rising prices. It was 
this unusual combmahonthat led to the general denial of infla
tionary. ten_denc~es. In the years before 1925, however, the 
economic srtuatwn elsewhere was so disorganised that risincr 
prices in terms of gold and general prosperity were not possibl~ 
even in the most important creditor country of the world. It is 
not without significance that it was in the years of flagging 
trade, 1924 and 1927, that the Federal Reserve Banks increased 
the volume of credit available, most of the increase being absorbed 
by the security and real estate markets. 

In addition to the indirect effect of conditions abroad upon 
the United States commodity markets, credit policies were affected 
more directly by international influences, and particularly 
by the definite efforts at central banking co-operation. In May 
1927, for example, a large movement of gold from London to 
Paris set in, threatening the ·stability of sterling, which had 
been restored to its pre-war gold parity in 1925. Consultations 
between the banking authorities of the principal financial coun
tries were held in New York and an understanding was appa
rently reached. A few months later, in August 1927, rediscount 
rates were lowered in the United States and gold flowed out 
to Europe. It is noteworthy that, until the later stages of the 
depression, as-will be. shown in more detail in Chapter VI, the 
only post-war years in' which the United States lost gold on 
balance were 1925 and 1928, in each case following the initiation 
of a cheap credit policy. . . .. . . . · 

By 1927 the resumption of the gold standard had progressed 
a long way. Great Britain and Germany were. ~n the gold 
standard again and the French currency was. stabilised de facto, 
although legal stabilisation ,did not _come till 19~8. By 1927 
also the yery considerable increase m European m~1;1stry and 
trade described earlier 2 was well under way, facilitated by 
stabilised currencies and renewed international trade. When 
the Federal Reserve Banks initiated . their cheap credit policy 
in 1927, therefore, there were few obstacles ib. the internatio!lal 
situation to .an expansion of credit on a large scale resultmg 

1 See c. Reinold N~yes, •• The Gold Inflation in the United States,1921-1929 '', 
Americano Economic Review, June 1930. · 

• .See Chapter I,. section (IIi)' 
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in an investment boom. The newly restored gold-standard 
currencies were buttressed by the outflow of gold from the United 
.states ; the reconstruction of Europe opened a wide market ; 
international trade leaped ahead and with it the flow of capital 
rose to a high level. . . · 

Despite the relative stability of the indices of wholesale 
. commodity prices, therefore, there is much evidence of wide

spread credit expansion after 1927. There were, indeed, many 
factors tending ~o cause lower levels of commodity prices ; but 
it is probable that the credit expansion did in fact exert some 
upward influence on the price-level in the United States, which 
might, in the !ilisence of such expansion, have fallen further 
than it did. Moreover, the stability of. the wholesale commodity 
indices is exaggerated by the fact that they are heavily weighted 
with ·commodities entering into international trade whose prices · 
were trending downward. The analysis of various price-move
ments in Chapter IV discloses definite evidence that agricul
tural prices particularly were sustained in the years 1927 to 
1929 at relatively high levels, largely hy valorisation schemes 

.fmanced with· cheap credit. 
. . The expansive possibilities ·of the Federal Reserve system 
had been increased, not only by the accumulation of very large 
gold reserves, but also by the continued decline relatively to 
deposits of the holdings of vault cash by.member banks. Legis
lation had been passed, in 1917 to give greater flexibility in 
this respect, and investigations by the Committee on Bank 
Reserves of the Federal Reserve System show that great advan
tage was taken of the new provisions. . This was especially true 
of the city banks, which had ready access to a Reserve Bank. 
The diagram on the. following page shows graphically the very 
great expansion of credit which did in fact take place, especially 
after 1927. In indicates also the important fact that an enormous 
increase in the total· volume of dollar transactions was possible 
without any increase in the balances maintained by member· 
banks with the Reserve Banks. J'he legislation which was based 
upon the principle of. requiring reserves of a certain. proportion 
to ·the demand deposits was largely nullified, both by transfers 
~ade betwee~ time.and demand d~posits and by the fact that, 
ih a speculative penod, the ... velocity " of the demand deposits 
is greatly increased. · . -

. The manner in which this very large increase in bank credit 
found its way i)lto commercial and financial transactions presents 
some unusual features, both in the United States and inter
nationally. There has been a general assumption ·that in the 

. boom ~f 1927-1929, as i~ earlie~. boom periods, the expansion 
of credit promoted over-mvestment, and . that. this investment 
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Legal Reserv~s, Net Deposits and Activity of Deposit Accounts 
at Member Banks.l 

% r--~-y-----,----~r-----r-----~--~.-----~% ~ D 

1924 1.925 1926 1927 1926 1929 1930 

1. . Total debits -- i.e., the total dollar volume of trans
actions which pass through the deposit accounts of .customers 
of member bfinks. . · 

2. Net deposits-- i.~., member:-bank time and net demand 
deposits combined. · . 

3.. Member-bank reserve balances -- ·i.e., reserve balances 
of member banks with Federal .Reserve Banks. 

1 Source : "Report of the Committee pn Bank Reserves of the Federal Reserve 
System", Washington, 1931, page 10. . · 
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for the most part went into typical production industries engaged 
in the production of capital goods rather than goods for imme
diate consumption. This assumption is supported, for example, 
by the Federal Reserve Board's production index~ which shows, 
from the latter months of 1927 to the third quarter of 1929, 
a very considerable rise in the production of capital equipment, 
as contrasted with a much more modest rise in the production 

. of consumers' goods. .. 
. The distinction between capital equipment and consumers'· 
goods, however, is not easy to draw and a great deal depends 
upon the definitions adopted. Many of the staple consumption 
industries - textiles, leather and shoes, and. food products, 
for example - did not share largely in the great . increase of 
production between 1927 and 1929. On the other hand, there 
is a good deal of evidence that there was a considerable expansion 
of the newer industries catering for consumption demands. A 
glance at the complete list of public issues on the London money 

. market in 19281 reveals the extreme difficulty of division between 
capital equipment and consumption industries, but. the fre
quency of investment trust. flotations, of artificial silk, gramo
phone, motor-car, cinema and similar issues contrasts strongly 
with the relative absence of overseas railways, industrial, banking 

. or land enterprises. In the United States also, the rapid growth 
of production in the motor-car, radio, gramophone and similar 
industries suggests that a large proportion of the investment 
was in the industries producing goods for" durable consumption''. 
There was, in addition,. an enormous demand· for new roads 

· and road-making equipment. 
There is a sense in which such production may be classified 

· as · " capital " ; but much of it is consumption rather than 
instrumental capital, even in the case of roads, in so far as their 
construction has been called forth by the increasing use of cars 
for recreation in leisure. periods. . The importance of this point· 
is increased by the fact that, in the recent boom, a considerable 
proportion of .the production of such industries as ·iron. and steel 
went to the building ·of cars, residential buildings and roads 
rather than to the building 'of railways or the equipment of 
factories in new countries. 

While,· therefore, it may be said tliat the boom was an 
investment boom, it is important to realise that the investment 
~as· dir~cted lar&elY ei~her to the direct production of goods 
or ~ervices for Immediate consumption, or to an increased 
eq~pment of consumption-capital, very ·largely of a public or 

"The Economic Journal, December 193t,. p~ges 579 et seq •. 
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commun~l chaz:a~ter. The boom, ~n. other w?rds, was directly con
nected ~t~ a nsmg standard of hvmg. It drffered somewhat from 
the earh~r mvestment. booms created by an excess of investments · 
over savrngs, unless, mdeed, the system of instalment purchases 
by which so much of the expansion was supported can be regarded 
as a form of saving. The boom was in the more durable forms 

. of ?onsumption. goods, an?. th~ capital equii?ment required for 
their consumption and utihsatwn, and not m either the older 
and simpler articles of consumption such as food and dress 
or in the heavy capital equipment of production industries' 
strictly defined. ' 

There is one aspect of the investment boom· which deserves 
~uf1:her investi.ga~ion. A diawam reproduced in . ~hapter vr 
mdicates . a distmct connection between th~ . rmsmg of the 
rediscount rates, the relative prices of raw materials and 
finished products and the development of industrial production. 
It seems probable that the increased pressure exerted by the 
Federal Reserve Banks in the middle of 1928 had the paradoxical 
result of stimulating industrial activity and speculation. This 
was because the higher rediscount rates affected different. elements 

· of the price-structure unequally. . Prices of finished products 
were more resistant than those of raw materials, and as the 
gap between these price-groups lessened, there was some tem
porary stimulus to industrial production. 

Moreover, a substantial proportion of the inflation in the 
security markets appears to have caused immediate profit
taking on a wide scale in the sense of increased consumption, 
mainly of. durab~e good~, based upon the paper p_rofits of spe
culation. In the mternat1onal sphere also a s~1bstantial proportiOn 
of the loans which were gr~nted in the boom period wez:e. for 
purposes of public consumption, such, for exa~pl~, as muruCipal 
housing schemes and improvements. Indeed, 1t ffilght be ar~ed 
that the cheaper credit policy of the United States, by m~~ng 
possible similar policies in other cotmtries, and also by prOVIding 
a means of interest payments in the shape of new loans, enabled 
the. debtor countries to maintain wage levels and . standards 
of living that would have been impossible w!-thout such support. 

The manner in which the credit exp~nswn w~s largely ~on
centrated in the security markets, partiCul~ly m the Um!ed 
States, is .in itself significant. The fo~owmg tab~e, showmg 
the different varieties of capital issues m the Uruted States, 
shows how great was the increase in 1928 and 1~29. 
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Corporal~ Issues (New Capital and Refunding) in the 
United States, 1919 to 1930; 1 · 

$ (OOO,~'s}. 

Year Total Long-tenn Short-term Stocks bonds bonds 

1919 . . . 2,740 634 540 1,566 
1920 .2,966 1,234 661 1,071 
1921 . . . 2,391· 1,896 215 279 
1922 .. 3,073 2,304 145 . 624 
1923 . . . 3,232" 2,316 181" 736 
1924 . 3,839 2,569 403 866 
1925 ... 4,738 3,040 387. 1,311 
1926 . . . 5,300 3,648 334 1,318 
1927 .. 7,319 5,190 356 1,773 
1928 . . . 7;818 3,917 274 3,627 
1929 .10,026 2,842 263 6,921 
1930 . . . . 5,473 3,248 657 1,568 

Such an increase is usual in periods of speculative activity. 
The process is simple, When abundant supplies of cheap credit . 
are available for investment, the first effect is to. raise the prices 
of existing stocks. An index of 90 representative stocks on the 
New York market compiled for the first week of September 
in successive years is given below.2 · 

Percentage Annual 
Index of value increase in average 

Date 192& = 100 value over yield 
preceding year per cent 

1926 106.2 .. 4.84 
1927 131.8 :?4.1 4.51 
1928 •. 167.5 27.1 3.79 
1929 246.3 47.0 2.94 

When capital appreciation takes place so rapidly, new 
resources are attracted to the investment market, despite the 
low yields o.f . existing stocks. 

There was, . however, a significant development in the new 
issue5 floated in the United States during 1928 a.nd 1929. · In 
the former year, 12 per ·cent of all new issues were supplied 
by new issues of shares in investment trusts. In ·the first six 

1 Source: c'ommercial" and Finandal Chronicle; s~mmarised in the "Statistical 
Abstract of the United States, 1931", page 317, . 

~ Source : Standard Statistical Bulletin,.· Base Book, 1930. 
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months of 1929 this percentage rose to 41 and in Augu t .f 
that yea: to 87. The tota! capital invested' in such instituto~s 
rose· rapidly, as th~ folloWing table will show : 

Capitalisation of American Investment Trusts, 1923 to 1929.1 
Year 

1923 
1924 
1925 
1926 
1927 
1928 
1929 

li • -

. . . . •-

Total capitalisati1.n New capital issues 
$ (OOO,OOO's) 

15 
75 

150 
300 
700 

1,575 
3,990 

60 
75 

150 
400 
875 

2,415 
Much of the new subscriptions, it is clear, took the form of 

1 issues by investment trusts. The new stock issues in 1928 were 
$3,627 mil~o_n, and in that y:ear investment trusts accounted 
for $875 million, or almost 25 per cent. A substantial proportion 
of the total new investment therefore was directed to the pur
chase of existing securities. Moreover, a considerable propor
tion of the capital appreciation in the securities which were 
purchased was distributed in the form of dividends and thereby 
went to increase 'the already large volume of consumption. 
. In much the same way, the increase of brokers' loans, which 
was dangerously rapid in the boom, facilitated the process by 
which the capital reaching the investment market was trans
ferred to consumption. Brokers' loans in New York outstanding 
at the end of September in successive years showed the 
following increases : · 

Year 
1926 
1927 
1928 
1929 
1930 

S (OOO,OOO's)• 

3,219 
3,915 
5,514 
8,5~9 
3,481 

The credit. available for this purpose was provided in part 
by the accumulation of short-term balances on the New York 
market on acccillnt of foreign holders, and the encashment and 
withdrawal of these balances was one of the .~auses for t~e 
collapse of the boom. As the investing pub~c was able to o~tain 
this .increased volume of, loans on the basis of the apprec~ated 

· 1 Sources : J. T. Fowler, " American Investment Trusts, New York, 1928 ", 
Page 6,- completed for 1928 and 1929 by E. Petersen in " Investment .truster 
Stats~konomisk Tidskrift ",. Oslo, 1931, No. 4-5, page 125. . . . 

·• .source : " Statistical Abstra<:t of the United Sta~es, 1931 ",page 319. 
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security values, not only was there a further stimulus to appre
ciation, but substantial amounts were liberated to support the 
increased levels of consumption. 

There has been some controversy as to how far the increased 
speculative activity in the security markets . diverted resources 
froni the more usual channels of long-term investment. There 
would not appear to be any doubt as to the increasing difficulty 
of financing long-term industrial enterprises, both domestic and 
foreign, in the later stages of the boom. There was a large move
ment of short-term balances from other centres to New York, 
. attracted by the high rates of interest ruling there. Foreign 
capital issues on the New York market sho\v a distinct decline 
in 1928 and again in 1929. 

Capital Issues on the l'{ew York Market, 1924-1931. 1 

$ (OOO,OOO's). 

Percentage of total 
Year Domestic Foreign Total 

Domestic 1· Foreign 

1924. 4,588 1,005 5,593 82.0 18.0 
.1925 .. ; . . . 5,125 1,095 6,220 . 82.4 17.6 
1926. . . . 5,189. 1,156 6,345 81.8 18.2 
1927. 6,219 1,573 7;792 79.8 20.2 
1928. . 6,789 1,325 8,114 83.7 16.3 
1929. . . 9,420. 763 10,183 92.5 7.5 
1930. . . . 6,004 1,020 7,024 85.5 14.5 
1931. 2,854 255 3,109 91.8 8.2 

These figures may ·be compared with the table quoted earlier 2 

showing the increasing difficulty with which the London money 
market found new capital for overseas issues in 1928 and 1929. 
Investigation . of the international movements of capital as 
disclosed by the balances on account of goods, services and gold 
reveals a sharp declin~ in the net capital exports from the l}nited 
States and. France In the year 1929. 3 The only available 
~gures in this connection are computed annually, but there· 
IS muc~ e~dence to show that the decline of capital available 
for foreign mvestments on these markets set in during the latter 
half of 1928. · · 
T~ important phenomenon, which is paralleled by a diversion 

of cap1tal from the domestic long-term ·markets,. is explained 

1 Source : TM Comm.ercial and Fi/UlltCial Chronicle. · 
" Chapter I, section (viii). . 
• See Chapter VI. · 
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partly by the 1.m\v:i~e. flotation of numerous unsound enterprises 
and partly. by the nsmg level of consumption which has already 
been mentioned.. The extent of_ unsound fmancing in the boom 
may perhaps b.e mferred f~om a calculation of the values in 1931 
of new enterpnses float~d .m 1928 on the London money market. 
The net capital depreciatiOn at May 1st, 1931, of the 284 new 
issu.es of 1928 .was 4~ l?er cent 1

; 111 companies, with a total 
cap1t~ of. over £25 million, had lost all their capital. 2 . 

It IS difficult to set a precise date as mar]{ing the downward 
tu:n of the cycle. F:om th~ foregoing paragraphs it will be 
evident t?at, even wlule the mvestment boom was still proceed~ 
ing mernly, there were many signs of difficulty and malad
justment, particularly in the debtor countries. It is probable 
that invest~ent had outru~ savings at least as early as 1928, 
and. the mamtenance of h1gh levels of consumption deprived 

. not ~mly the d~btor countries, but also many industries in the 
. cred1tor countnes, of the resources necessary for their develop
ment or for the maintenance of existing standards of living .. 
It was. in the debtor countries which had, wisely or unwisely, come 
to depend upon a steady inflow of new capitalthat the first signs 
of depression began to appear in the second half of 1928. Such 
international maladjustments, added to the uneasy COllUJ10dity-. 
price situation, gave warning of a dangerous instability. It was not 
until the investment and industrial boom broke in the autumn of 
1929 that there was any very_ general realisation of these dangers, 
and it is usual therefore to date the beginning of the crisis from 
the collapse of the American security market in October 1929. 
But production in many countries was falling off before this date 
and commoditiy prices in the world as a whole began t6 fall in 
the latter part of 1928; · 

Reference has already been made. to the accunmlation of 
balances held by French bankers and trader;; in foreign centres, 
and further attention will- be drawn to the IIDportance of these 
large holdings when the movement of repatriation began after 
the de facio stabilisation of the franc in 1926~27. ·3 The balances 
were accumulated mainly in the years.1923 to ~926, partly as 
a result of a " flight from the franc " m the penod of currency 
inflation and of foreign speculation in French cur~ency ... In 
addition, there was, during the period of currency mstabihty, 
~ very general practice of holding balances due to French traders 
m foreign currencies.- For several years the French balanc~ of 
commodity trade had been active, first because of the preromm 
on exports as the currency deprec~ated, and later. pecause the 
franc was stabilised at a low rate of exchange. . 

1 If the Ford l\fotoi: Company flotation is excluded, tlie percentage becom~ 47, 
• Th~ Economic ·Journal, December 1931, page 577 el seq, . 
'See. Chapter I, section (viii)> and Chapter VI. 

4" 
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It is estimated, therefore, that after .1923 roughly 
$500 million annually was added to French balances abroad. 
The provision. of such large sums, which were used almost 
wholly in the short-term market, was .a material factor in the 
encoura. gement of the investment boom and also in the r.aising. 
of foreign loans. When these balances began to be encashed 
and drawn hack to France in the form of gold, three important 
consequences followed : it became more difficult, and ultimately 
impossible, to maintain the security boom, .. foreign loans were 
raised with increasing difficulty both in New York and in London, 
and, on the other hand, the building up both of gold reserves 
and of credit resources in Paris promoted .a considerable invest
ment boom in France which was prolonged until well into 1930, 
There appears to have been some tendency for the balances 
to move hack to France as early as the latter part of 1927 ; 
hut they continued, on the whole, to accumulate till a few 
months before legal stabilisation in 1928. In. the latter part of 
1928 there was no longer any doubt of the substantial move-
ment, and this continued at least till the end of 193~. . 

The movement of balances was reflected ·in a continuous 
import of gold, which swelled the reserves of the French banks. 
There was a steady rise of the note circulation, together with a 
large increase in capital flotations and savings deposits and 
some indication of the hoarding of currency which, after the 
crisis developed, increased very considerably. The capital issues, 
excluding those of the large railway companies, rose rapidly 
after the stabilisation of the franc and production also increased 
substantially, as the following table shows. From the middle 
of 1928, part of the increase in capital issues was due to conversion 
of old securities into new; part to fresh subscriptions. 

Currency, Capital Issues and Production· in France, 1()25-1931. 

I Gold 
Notes Capital Index of 

Year in cir- ~roduction reserves 
culation issues '913 = 100 

1925 . 
Francs (OOO,OOO's) · 

•. 18 50 307 85 
1926 . . . . 18 52 401 99 
1927 . . 18 56 . 616 . 87 
1928 . . . . 32 62 876 100 
1929 . . .. . . . 42 69 1,259· 109 
1930 . . . . . . 54 76 1,823 110 
1931 . 69 86 1,362 98 
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This table a~ords clear evidence that the investment boom 
in France contmued long after the breakdown of the Stock 
Exchange ~peculatiol;l in the United States. The. monthly index 
of productiOn remamed at a relatively high level until the 
middle of 1931. · 

These developments have been traced in the United States 
an~ France because these were the two great creditor countries 
wluch .were able ~o command the larges~ capital resources. The 
other great creditor country, Great Bntain, was struggling on 
the ec.onomic defensive th~~ughout al~ the period after 1925, 
when 1ts. currency was stabilised at a lugh level. Even so, there 
was a marked increase in production in 1929, when the index 
showed a gain of 6. pe! cent over the previous year. In the 
same year the Swed1sh mdex rose 13 per cent, and remained at 
this high level during most of 1930. Canadian production 
increased 12 per cent, United States 7 per cent, and France 
9 per cent in 1929. 

There was, in fact, a marked increase of production in most 
of the great manufacturing countries, which benefited consi
derably from the lower prices of raw materials relatively to finished 
products. How far this was due to the difficulties. in which the 
raw-material-producing countries were placed by the tendency 
for their imports of capital to decline, is a problem that needs 
further investigation. Indeed, the whole problem of the relation 
between the divergent movements of the prices of raw materials 
and finished products; the effect upon them of alterations in 
monetary policy, and the international implications of these 
relations as affecting both commodity trade and capital move
ments, would seem. to lie at the root of the crisis. 

)t is at least clear that by the middle of 1929, while the 
investment boom was still in full swing, many of the raw-material
producing countries were experiencing financial stringency, 
This i$ true also of the great borrowing countries in Europe, 

. ~hich found the supply of capital availabl~ for long-term 
111vestment failing and endeavoured to meet their needs by more 
expensive and insecure short-term advances. In many cases they 
had over-borrowed, and further borrowing might merely have 
postponed (and aggravated) their difficulties. The 'Yeakness of 
their position was such that, when the breal~ came m the N<:w 
,York stock market in October 1929, :many forces were set. m 
motion which combined to precipit~te a seyere fall in .commodity 
as well as security markets. Severe lndustna! contractiOn redu~ed 
the demand for raw materials at the same time as th~ producmg 
countries strove to liberate export surpluses, a strong demand set 
in for short-term credits to tide over immediate payme1:1ts, and 
:money rates were raised hurriedly, further contracting the 
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supply of available credit. Many of the contrJl's by which the 
prices of important commodities had been maintained were 
weakened and further reductions of prices were inevitable. 

The immediatE) causes of the breakdown of the Stock Exchange 
boom are, as_ always, somewhat obscure. The Federal Reserve 
Board, after its effort to stimulate credit expansion between 
August 1927 and February 1928, raised its rediscount rate and 
sold -securities steadily in an effort-to control the boom: The 
rediscount rate rose from 37'2 Pyr cent in January 1928 to 
5 per cent in July 1928, but remamed at·that figure till August 
8th, 1929, when it was again raised to 6 per cent. This pressure 
affected different parts of the price structure unevenly. The 
advance in the stock market was at first little affected, because 
higher interest rates weighed little against the· prospects of 
capital appreciation. ln the commodity markets, there appears 

· to have developed a much earlier pressure on raw material and 
. agricultural prices, which were tending to fall from the middle 
of 1928. The rediscount rate remained unchanged from July 1928 
to August 1929, and during that time the very large consumption 
boom developed which supported prices, particularly of manu• 
factured consumption goods, while valorisation schemes supported 
agricultural prices. The cumulative effect of higher discount 
rates, however, supported by the transference of· the French 
balances, ·must· have undermined the confidence of professional 
operators. - · · · · 

In the United States, the· peak of production was reached in 
the summer of 1929 and production was falling off for some months 

_ before the. break occurred in_ the security markets. Speculative 
activity on the Stock Exchange continued to increase until 
October, supported by such new credit devices as the investment 
trusts. It was not until the Federal- Reserve Board began to 
discriminate against further advances to support security prices 
that this speculative activity came to an end. . 

_The final break in such a ~ituation is largely dependent upon 
more or less accidental factors of a psychological character. But 
behind them lies the significant fact that the speculative invest
ment and the industrial development' which it promoted, parti
~ularly in the consumption. industries, finally outran consumer 
mcome. It became evident that security prices had reached 
levels at which the highest dividends that could reasonably be 
expected represented a very -low yield, and it needed only a 
slight shock to confidence for the whole structure of inflated values 
to crumble. At the same time, the actual income of substantial 
sections of the community, such as the agriculturists, was 
affected when the tendency to falling pr~ces reasserted itself. 

The international side of "this story is clear. The export of 
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A.m~rican capital had create~ ~dditional purchasing power in 
foreign mark~ts and :made possible a la!ge active balance of export 
from the Umted States. The reductwn of these overseas loans 
ill 19~8-~9 c~~e at ~he s~e .time as the British money market 
was fmdin& diff.1culty m furmshmg new money, and French capital 
was returnmg m large volume to. France. Gold began to flow, 
not only to France, but to the Umted States, in the early part of 
1929. The result of these factors and their influence on bankina 
policies elsewhere was " a severe crimp in credit Jn almost every 
nat~Ol} all rot~nd the world ". The consumers everywhere found 

. their mco~e madequate to purchase the greatly increased volume 
of production. . · 

There came a check, therefore, both to new capital construction 
and to the operations of existing plant. Unemployment increased, 
and" early in 1929 it became evident that the profits of American 
business corporations would not continue to increase. It later 
became evident that the profits of these enterprises would not 
justify the inflated prices of their securities on the stock exchange. 
The Federal Reserve Board began to oppose further use of bank 
credit to support the inflated prices of securities. The stock 
market tumbled, and business started on its long slide 
downward," 1 

.'(ii) THE DEEPENING OF THE ECONOMIC DEPRESSION, OCTOBER 
1929 TO MAY 1931. . · 

·After the break on the New York Stock Exchange in October 
1929, a rapid fall of prices set in, which strengthened the already 
existing depression in the raw-material-produ~i~g debtor c.o~n
tries and gravely aggravated the already d~climng productivity 
in most industrial countries also. A detmled account of the 
spread of the crisis in this first period has been given in a former 

· publication and need only be summarised here. 2 · • 

The year 1930 in the United States h~s b~en desc~ibed ~s a 
period of " continuous but orderly deflatwn m secunty pnces, 
commodity prices,. credit outstanding, and in the ~an~fact~re, 
.distribution and sale of goods " .. a . This des.criptwn Is fa~ly 
tYPical of the generally optimistic view taken m most countnes 
in early 1931. A year earlier, it was only fro~ the,weaker debtor 

· 1 See discussion " The Business Depression or 1930 ", at the annua! mee~ing 
ol the American Ec'onomie Association, reported in the American $conom1c Remew,. 
Supplement, 1\farch 1931, pages 172-201. . ·• 1931 

~See The Course and Phases of the World Econom1c DepressiOn, Geneva, • 
Chapters V and VI. · . • F 14th · 

'"Commercial History and Review of .1930 ", Th~ Economzsl; •ebruary • 
19'31. . . . 
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countries that reports came of discouraging conditions in 1929. 
Though the Stock Exchange break in October had unsettled not 
only security prices, but money rates and some commodity prices 
also, the full extent of the depression was not generally realised. 
There was indeed, at the end of 1929 and in the early months of 
1930, some measure of relief, particularly to the European money 
markets. Short-term balances were no longer attracted to New 
York by the high rates pf interest that had ruled during the 
boom.; there was some tendency towards a reversal of capital 
movements back from the United States once more, the United 
States exported gold, and credit conditions were noticeably 
easier. Moreover, the advance in security prices had not reached 
the same proportions and had been checked earlier in most of 
the other principal· centres, so that the shock to other stock 
exchanges, despite th.e collapse of certain speculative enterprises, 
was not as severe as might have been expected. When, in the 
spring of 1930, there was a fairly considerable rebound of security 
prices in .New York, optimism was expressed in many quarters 
and there were hopes that the depression would he of compara
tively short duration. The subsequent steady deepening of the 
depression belied these hopes, and the second half of 1930 and 
the first months of 1931 proved to be a period of unrelieved 
deflation and deepening depression. Even then, as the quotation 
above will indicate, the deflation was regarded in many quarters 
as the inevitable and wholesome liquidation period of a major 
economic cycle. When, however, an acute financial crisis was 
superimposed upon this liquidation.' in the early summer of 1931, 
~he underlying gravity of the situation. could no longer be 
Ignored. : · · 

The dominant factor in the deepening economic depression 
of 1930-31 was the collapse of agricultural· and raw-material 
prices. The prices of finished manufactured products were 
relatively well sustained ; but there was a precipitate decline not . 
only of foodstuffs, such as wheat and coffee, but also of many 
important minerals such as copper. For a time, animal products 
were less affected than the cereals, and it was noticeable 

· that the countries where animal products were important 
remained relatively prosperous till towards the end of the year 
1930. In the case of such countries as Denmark, Ireland, 
Estonia and Latvia, the maintenance of butter and meat 
prices, ~ombined with a fall in cereals, gave a relative advantage in 
producmg costs. 

The following table, reproduced from the League's Review of 
World Trade, 1930, is sufficient to illustrate the range of these 
disparities in price movements : · . 
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Percentage Change in Average Gold Export Prices from 1929 to 1930. 

l. Coffee (Brazil). • -43 14. Petrol (U.S.A.) -11 2. Rubber (British 15. Frozen meat Malaya) -42 (Argentine) 9 3. Wool (Australia) .. ·- 40 16. Silk tissues 
4. Maize (Argentine) -40 (France) 9 5. Raw silk (Japan) -30 17. Wood pulp 
6. Tin (Br~tish Ma- (Sweden) 8 laya) ••.• -28 18. Motor-cars. up to 
7. Cotton (U.S.A.) . -25 $1,000 (U.S.A.) 2 8. Copper (U.S.A.). - 25 19. News-print paper 
9. Wheat tustralia) - 22 (Sweden) 1 

10. Sugar Czecho- ·· ft!J'%:· !•• 20. Steel girders 
slovakia) - 20 (Belgium) 1 

1L Butter (Denmark) - 19 21. Pig-iron (U.K.) •. + 3 
12, Bacon (Denmark) - 15 22. Coal (U.K.). . . + 3 
13. White cotton 

piece-goods (U.K.) -11 

These, it should be emphasised, are annual average calcula
tions. If the percentage declines from the peak to lowest levels 
were taken, the fall WOl,lld be heavier and the discrepancies 
greater. 

This. wholesale decline in agricultural and mineral prices in 
1930 is treated in more detail later. 1 It was caused by two main 
factors operating in the more rigid economic system of the post
war period. a During the boom period, many, if not most, of these 
commodities were maintained at relatively high price-levels and 
production was extended behind the shelter of control or valori
sation schemes financed at increasing cost. It has already been 
argued that the progressive tightening of interest rates in the later 
stages of the boom had made the maintenance of these controls 
increasingly difficult. Production had been extended, stocks 
were piling up and prices were already tending to fall, when 

. · higher interest rates followed by the collapse of the security boom 
swept the credit basis from under the control schemes. 

The. second main. factor in depressing the prices of· raw. 
materials and foodstuffs is the. dwindling of capital export 
already noted.. From the latter half of 1928, the total su~ply 
of capital available in the main creditor country, the United 
States, fell off steadily. The debtor countries were thereby 
------

1 See Chapter IV'. . • _: 
• See Chapter I and Chapter VIII. 
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seriously embarrassed in the settlement of their international 
qalances. They had come to rely ·upon targe annual borrowings 

. as .a means of " brid~g the gap " between their in~ome and 
outgo. It has been estunated that the annual volume of new 
c_redits necessary for this . purpose reached a total of $2,000 
million.l In 1928 the total of. foreign investment exceeded this 
figure ; but in subsequent years it dwindled away very consi
derably. There may be ground for criticism of a large part of 
the. competitive lending which characterised the boom period 
and it is probable that there must be a considerable scaling 
down of obliga~ons.2 Even s?, the sudden ce.ssation of lending 
must be tecogmsed as a maJOr factor both m the collapse o{ 
the price-.control schemes and in the general· worsening of the 
international financial situation in the debtor countries. 

These two aspects of the problem are, indeed, inseparably 
intertWined. . The fall in the prices of agricultural products 
reduced the incollles of the debtor countries and enormously 
incre~ed the. real burden of their debts. The pressure of their 
obligations in turn necessitated both heavy taxation and banking 
policies directed to securing the necessary foreign exchange for 

. the service of external debt. Such measures further· depressed 
the commodity markets. As prices fell, production was increased 
in a desperate effort to attain the same income. Heavier export 
surpluses were thrown on ~orld markets. At the. same time, 
very strong measures were taken to restrict imports, and 

·particularly to protect the peasant production of European 
countries. . 

' .Most of the debtor countries did, in fact, by drastic reduction 
of imports and some. export expansion, achieve a considerable· 
increase in their export balances or a reduction in their import 
balances in 1929, 1930 and 1931, despite the lower levels of export 
prices under which they were labouring. Some of the details of 
this process are dealt with in the Review of World Trade, 1930. 
Th~ most striking development was that of Gerniany, whose value 
of :unports was reduced by 25.8 per cent between 1928 and 1939, 

·While the value of exports rose. by 9.8 per cent in 1929 and lll 
· 1930 remained only 2 per cent below the 1928 level. In conse,

quence, a large import balance in 1928was turned into a consider
able export balance in 1930. Other debtor countries - the 
Argentine, Austria, Australia, Brazil,. Bulgaria, Colombia, Finland, 
Greece; Hungary,· Lithuania, Polro1d, Venezuela, are so~e 
exampl~ - were forced to. the same effort. to improve their 
commodity .trade. 'balances. · 

1 Sir~ Arthur Salter, Rerovery, l.ondon, Bell, .,932, pages .51-54. 
1 Ibul., Part II, Chapter ~I. ' . . 
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lt is 'noticeable that this change began in many cases as 
early as 1928 and ~as most successful in 1929, when good 
~arvests .were a help.m many coun~ries. The collapse of prices 
m 1930 11\ most agncultural countr~es neutralised the increased 
exports (and the import restrictions), dra~~ing down the balances 
of trade 111 that year to less favourable posrtwns. The improvement 
of trade balances up to the third quarter of 1931 was caused 
mainly by the application. of. economic pressure exercised through 
tM restriction of domestic credit. But even in 1929 and 1930 
there were cumulative tariiT jncreases, and after the abandon~ 
ment of the gold standard by many countries in the latter months 
of 1931, extraordinary measures were taken to regulate foreign 
balances: 

In the _great creditor countries the reverse movement took 
place: In the United States of America the active export 
balance over imports was considerably reduced ; Great Britain, 
France and other creditor countries increased their import 
balances, . 

It is obvious that such large shifts in the balances of trade 
entailed <;lislocation of existing organisation. The capacity of 
the borrowing countries to purchase manufactured articles,. Ito 
longer sustained by heavy capital imports, fell oiT very conside
rably. For a time the sustained prices of manufactures, as 
compared with raw materials, enabled European countries to 

· maintain their trade much more satisfactorily than was possible 
for the raw-material-producing countri.es outside Europe. The 
share of Europe in world trade was substantially increased. 

But even in ·Europe, and in other areas also~ the deepening 
of the agricultural crisis and the incre~sed. exp?rt surplu~es of 
debtor States created a dangerous tanff situation, It will be 
shown Iaterl that, as early as 1929, many of the raw-material
pro<;lucing countries had incre3:sed. their tariff duties in ~ double 
eiTort to gain revenue and restnct unports. The great tanff ~ve?t 
of 1930 however, was the passing of the Hawley-Smoot tanff lll 
the United States, by which additional duties were ~posed ?n 
more than 900 items. · The greater number of the heavier duties 
were imposed upon manufactured .articles, so that the exports 
of European countries, and . particularly Qf Germany, to the 
United States were most affected. Europe is on balance a la~ge 
debtor· to the United States· and, in default of new loans bemg 
available or of direct payment by exports of ma!'~factured 
articles, the European countries must seek . to ~obll1se do~lar 
resources by exporting to other markets, which Ill. turn receive 

1 See Chapter X. 
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payment from the United States for their exports. The trans
action, at its simplest, must be three-cornered, the European 
debtor country exporting manufactures to a ra:v-material .. 
producing country which in turn ca1.1 export to the Umted States. 
But in 1929 and 1930 these raw-material countries 'Were in 
serious difficulties, the supply of new capital fell off during 1929 
and when the United States tariff further restricted the possi
bilities of direct payment of debt obligations, it was not feasible 
to increase exports of manufactured goods to neutral markets. 
The result was a. further very heavy pressure upon prices in 
the debtor States, or, more precisely, upon their export prices .. 
Moreover, the United States tariff was the precursor -of many 
others, and by the end of 1930 there was a serious constriction 
of international trade, still further outlining the difficulty of 
discharging debt obligations. · 

The deepening of the economic crisis throughout the latter 
months of 1930, therefore, was due largely to the. accumulating 
difficulties of the debtor countries, and particularly of . those 
among them which relied primarily upon exports of raw materials 
and foodstuffs. There were many complications, perhaps the 
most important being the continued attraction of the French 
short-term balances back to France and the imposition of the 
Hawley-Smoot tariff. The former was accompanied by a 
continued drain of gold to France, and not only weakened the 
financial position of other gold-standard currencies, but hindered 
any large possibilities of renewed long-term capital exports 
from the United States and Great Britain, The latter still 
further hampered· the free exchange of commodities by which 
alone the heavy payments on account of debt service might 
have been achieved. These and many other complications,. 
some political, others economic, malting for credit _ string
ency and insecurity, steadily aggravated the already difficult 
problems of international finance. Efforts at recovery, made, 
particularly_ in the United States, in the sprmg of 1930 
and _again in the spring of 1931, were dragged down py the 
contmuous fall of raw-materi,al prices and the pligl).t· of the 
debtor countries. · - · 

The strain and insecurity of the year are well illustrated both 
by ~old movements and by the violent fluctuations of short-term 
cap~tal, ~ogether with the great shrinkage of long-term inter-
natiOnal mvestment. · · 

Some of the more significant statistics 'are summarised in 
the following table : · · 
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Capital.Mouemenls and the Movement of Gold, 1928-1930. 
$ (OOO,OOO's). 

Capital Jndircct Gold movement: estimates movemettt direct (balance 
Country Year estimates Total on .. "' balance account 

.,~ .,~ 

~.o= § " s:~ C)~ 

~=~ of goods, -o -c. 
.§~ §5.§ 5ca 3= 

:::3-; services s:: <'<1> 
..J.~ ~ and gold) ~"-' .0 (/) .0 

0 0 

United Kingdom 1 

(+ = inward, - = outward balance) 
1928 . . .. . . t--- 569 24 
1929 

. . .. . :!'' . . 1-- 574; 73 
1930 

~ .... 
•:. .,. . . t--- 112 24 . . 

United States. 1928 1--727 f---386 1--1,113. r--1,099 392 .. 
1929 1--272 +24 1-- 24;8 1- 206 175 .. 
1930 1--236 r--334 '- 570 r-- 196 280 .. 

France 2 1928 .. . "'' .. 1-- 236 254 .. 
1929 . . .. . . + 20 337 . . 
1930 . . .. . . + 252 460 . . 

Germany 3 1928 +426 .. . . +1,007 2181 . . 
1929 +157 .. . . + 553 . . ·10.5 
1930 +367 .. . . + 148 . . 14 

·Unfortunately, the data available are still fa.r from complete 
!or most countries. In particular, it is not possible to get adequate 
information concerning the movements of short-term capital in 
these years. That they were violent may be inferred from the 
fluctuations in the estimates shown above for the United States 
and Germany. There were withdrawals of short-term balances 
on a. considerable scale from Germany in 1930, at the same time 
as large temporary advances were extended. A transcript of 
this section of Germany's international balance-sheet gives an 
illuminating picture of the complications .. involved in the 
necessity of raising a considerable volume of fresh short-term 
loans to ·protec·t the currency, while there was at the same time 
a steady withdrawal of private deposits, · 

1 The figures for the capital balance exclude Gove_rn~ent capital tra!tsactions. 
• The figures for the capital balance exclude amortisation of JRter-Alhed debts. 
1 The figures for long-term capital are. ~ncomplete. 



Capital Items in Germany's Balan£e of lnlel'llalional Payments, 1928-1930. 

Reichsmarks. (OOO,OOO's). 

. Inward Outward 

or credit capllal movements or debiL'capital movements 
Items 

·- 1028 ·I 1920 I 1930 1928 I 1929 I 1930 

I. Long-term Operations. 
1. Amortisation payments, including .. 
· repurchases of domestic bonds . . . - - - 100 111 130 

2. ~~d, p~ch~' .•~d .'"~'~ ~~ ~~,t~n~ I 
2,276 '1,546 .1,013 1 l 1 

3. Purchases and sales : 
(a) Of domestic shares . . . . , . 

.. - 1,361 1,175 
(b) Of foreign shares . . . · . .. . . 1,846 
(c) Of real estate in the country . 14 7 - 57 17 

'1, New capital issues (net proceeds) .· . 1,341 321 1,058 14 19 
. . 

5. Release of German property in United 
632 

States of America . . . . . . . 147 275 800 - - -
6. Other long-term investments • . 27 19 39 - - -

• 0 

II. Short-term Opemlions. 
7. Change in the gold deposits of the 

Reichsbank abroad . • • • • .. . - - - 5 64 72 

~· 
00 



8. Increase or decrease : 
(a,) ·In . foreign deposits. in .German 

banks . . . . . . . . . . 
(b) In the foreign .exchange holdings 

of the banks of issue . . . . . 
(c) In foreign assets of other German 

banks ..••........ 
9. Short-term loans and credits raised 

and repaid . . . . . . . . • . • . 
10. Increase in cash balances of the Repa

ration Agent . . . . . • . . . • . 
11. Other known movements of short-term 

capital . • . • , . . . .. 

III. Undefinable Capital Movement. 
12. Undefinable net.import or export of 

capital 4 • • • • • • • • • • • 

Total . 

Net inward (+) movement o(capital 

., Included with item 3. • 

1,914 

173 

62 

21 

1,175 

7,150 

987 

389 

199 

915 

4,658 

52 

.56" 

1,135 

+ 4,228 + 2,322 + 623 

·• Participation In the Onnk for lJjtcrnalionnl Sctllemenls. 

65 

693 

111 

31 

2,922 

• Decrease in balance. • . · 

281 

438 

45 

2,336 

• The figures entered against this item arc- nol based, on dirccl evidence (cf. Balance of Paymenls, l93Q). 

428 

572 

923 

3,530 
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. It is, unfortunately, not possible to illustrate the position 
of other debtor countries in this way ; but the remarkable move
ments ·shown above for Germany are perhaps sufficiently indi
cative of the violent fluctuations in capital movements in 1930. 

·. (iii) THE FINANCIAL CRISIS,.1931-32._ 

In the spring of 1931, as in the spring bf 1930, there seemed 
to be a definite easing of economic and financial conditions. 
The early months of the year were calm, there was some return 
flow of capital to Germany and bf gold to Great Britain, security 
prices rose somewhat in most countries in the spri!lg, and money
market rates were extremely easy in the chief financial centres. 
The Bank of England rate stood at 3 per cent in January, the 
rates in Paris and Zurich were lbwered to 2 per cent in that 
month, and on May 7th, the New York rate, which also had 
stood at 2 per cent, was further lowered to 1 ¥2 per cent, enabling 
the- Bank of England to reduce its rate again to 2¥2 per cent, 
the lowest point since the war. During the first five· months 
of the year, with the one significant exception of India, where 
the rate was raised by 1 per cent in January,. 1 all the changes 
in otncial bank rates were dowhward. There was ample evidence, 
therefore, of monetary ease in the chief creditor countries, and 
of the. accumulation of liquid ~pital funds. 

In past crises, such conditions in the principal money markets 
have always been the precursor of recovery from depression ; 
but in 1931 the fmancial weakness of the borrowing countries, 
and of borrowers within the industrial countries, was such that 
improvement did not follow. It is significant that none of the 
debtor countries, 'with the exception of Roumania on April 1st, 
was able, to reduce its discount rate. Meantime, prices, parti
cularly of raw materials and foodstuffs, continued to fall steadily. 
The fmancial crisis which followed made it abundantly clear 
_that it was the plight of t_he debtor countries, at once a main 
cause and the consequence of falling commodity prices, that 

·was the darkest spot in the almost universal depression. Only 
·soviet Russia and China, which were insulated to some extent 
- the former by its planned and closed economy, the latter 
by _being. on a silver currency --l escaped the worst effects of 
falling pnces. 2. In both these cases, however, the fall of prices 
on world. market$ caused difficulty through the lowered receipts 
from therr export trade: Elsewhere the heavy financial burdens, 
high: rates of interest, increasing ris~ premia a and the continuous 

~ The Indian .rate was towered again on May 28th. . . 
0 

Se«: The Course and Phases of the World Economic Depression, pages 239-246. 
- Ibzd., page 303. 



narrowing ~f interna;tional market~ together with the rapid and 
severe dec~me of pnces, brou~ht mcreasing financial stringency. 

The phght of the b_orro;vmg countries, reinforced by their 
fallu~e to secure.new cap1tal1~port~, 1 w3:s inevitably reflected in 
cons1derabl~ shnnkages of the1r nat10nalmcomes and purchasincr 
power. This ~a,:u_sed a f?-rther ?eclin~ in their imports and neutra~ 
Used the po~s~b1hty of mdustnal rev1val in the creditor countries, 
whose condrt10ns were further a1Tecte~ by the steadily growing 
volurn_e of u~emplo~ent: The ~1screpancy between raw
rnater~al and m~ustnal pr~ces ?escnbed in. Chapter IV was a 
rnatenal factor m . preventmg nnprovernent in this situation. 
The volume of agricultural product.ion did not fall appreciably, 
and there was heavy pressure particularly on the prices of the 
export surpluses seeking world markets. On the other hand 
the prices of manufactured products were relatively well sustained 
and production fell to very low levels. Savings piled up but 
investment fell oiT, and very large amounts of credit were held 
at low rates of interest on short term. On the other hand, long
term rates of interest remained relativ~ly high. 

Failure to correct these maladjustments negatived the hopes 
that had been placed upon the progressive cheapening o·f short
term credit. The New York discount rate remained at 1 Y2 
per cent, the lowest rate ever quoted, from May 8th to October 
9th, 1931, gold reserves were ample and the expansive possibilities 
of the Federal Reserve system undiminished, but it. did not 
prove possible to " pump credit into the markets ". Several 
factors blocked the way, of which probably the most important 
were political insecurity, leading to feat for the safety of inter-. -
national investments ; the weak position of the London money 
market, which before the war was the main distributor of such 
investments • the failure of either the New York or Paris markets, 
which were 'stronger~ to take London's place in this respect ; 
the resistance to c1.1rtailing production of agricultural products 
and to reducing_ costs ~d prices of manufactur~s; long-term 
rates of interest maintained at levels too high for mvestment to 
be profitable · and most immediately important of all, the over
borrowed state of' many debtor countries. There was a block 
in the circulation of capital which could not be removed merely 
by lowering the short-tenn rates of interest. · 

The various difficulties enumerated were render~d J?-Ore 
trou})lesome because they were interlocked. The block m cmu
lation, first of capital .and. then of goods, was comparable to-

hal
.f1 There had been an actual exptriort balandce on00Cl5~~~:~i:c~~~~~t;~n~ei~;~~t~ · or 1930 in some of these coun es an a c . 

in most, together with higher rates of. interest. 



a iam in logging operation~ on a river .. Circulat~on co:uld have 
been restored only by findmg the key logs andliberatmg them 
almost simultaneously before another jam ~o.uld form. The 
high rate of long-term interest, for example, ongmally established 
by .the scarcitv of capital and strong demands for reconstruction 
after the war; was maintained by the boom in. investment and 
the security speculation which was described earlier in this 
chapter. After these demands failed in 1929, th~ rate was, still 
kept up by borrowers whq were prepared to pay mterest higher 
than that which. could have been paid if the capital had been 
used profitably in industrial prqduction. This " distress " 
borrowing, based upon the effort to maintain the solvency of 
already excessively burdened debtor countries, \vas· the actual 
point upon which the financial crisis broke .. 

l'he interlocking of economic, monetary and political factors 
is particularly well illustrated by . the heavy borrowings on 
long term at high rates of interest, by Governments and banks, 
" not for investmen1; in productive enterprise, but to build 
up liquid reserves,. partly gold and partly foreign balances, 
with which to protect their newly restored currencies ".1 This 
process, by which it has been estimated £500 million was borrowed 
in the New York market in 1927-28 on long term and re-deposited 
on short term mainly by European countries, gave that market 
a plethora of short-term funds (which was part of the basis 
for the security boom) while helping to keep the long-term :i,nterest 
rates at levels which checked pro'ductive investment. · 

In May 1931, while money rates were still easy and there 
· was still some meas.ure of faith in a speedy recovery from the 

.depression, a large Austrian bank, the Creditanstalt, disclosed 
heavy losses. The importance of this news from Vienna, which 
travelled round the world's fntancial centres like a seismic shock, 
lay less in the event than in its general. significance. 2 It was 
instantly realised that, not only other banks in Austria and 
foreign countries, but virtually the whole industrial structure 
?f Aust~a, and other Eastern· European countries, would be 
mvolved. It was equally. evident that 'neighbouring debtor 
States, and particularly Germany, would be at once exposed 
to the danger of panic withdrawals of capital. A crack had 

. ~evelop~d in the carefully constructed and patched fa~ade of 
~ternat10nal financ~ antl, through that crack, already timid 
u~vestors and depositors caught glimpses of a weak and over
·burdened structure. It was not only ·a bank which· threatened 
to collapse, . but the whole system of over-extended financial 

. 
1 cr. J. M. Kc}'lles, 'the Future of the Rate of Interest Index VoL v: No. 57, 

September 1930. · · ' ' . 
• ~f. the graphic a.ceount given by Sir Arthur Salter, Recouery, Chapter IV. 
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co:mmitments which was the worst legacy of the war and of 
subsequent credit expansion. 

~~str~a had been the firstEuropean State, except Sweden, to 
stabilise It~ currency and undertake a ~omprehensive policy of 
reconstmction. The success ol that policy was the earliest and 
in man-y: respects. the I?ost c~nvii!cing, proof of the effica~y of 
internatiOnal co-operative actiOn m the financial and· economic 
spl~ere. It was, moreover, bo~h a model upon the experience of 
wluch. subsequ~nt recon~truct10n schemes drew heavily, and a 
matenal factor lil promotmg the recovery of industrial production 
and trade which was worldwide after 1925 .. 1 · When, in June 
1926, the League Commissioner laid down his office, financial 
stability had been restored and competent economic investigation 
had given reassuring evidence of sound economic recovery.~ The 
economists' report, however, drew attention to the dependence 
of Austria upon external commercial conditions and her vulner
ability to tariffs, to the necessity of maintaining the foreign 
credits that had been obtahted, and to the danger that might 
.arise from her "swollen banking apparatus, too large· for her 
present needs ". The main drift of the economists' report was 

· summarised in the statement that " the factor which will decide 
whether Austria remains in poverty or is able to recover to 
a more normal standard of comfort is her ability to sell her 
goods abroad ". 3 

During the boom period 1926-1929, private capital flowed 
into Austria, as into the other Central and Eastern European 
countries, in considerable volume. Industrial, commercial, banking 
and State enterprises were extended and heavy debt liabilities 
were built up. The first indication of the extent to which the 
banking and industrial structure of Austria had become dependent 
upon the continued flow of new capital came in October 1929, 
after the curtailment of capital exports from the United States. 
The Boden Creclitanstalt, a large industrial and agricultural 
bank, became embarrassed and was absorbed by the Credit
anstalt on terms which .represented a severe loss to .the sha:e
holders. The Creditanstalt, itself deeply comm1tted Wl~h 
industrial investments, by absorbing those of the_ ~oden Cre~It
anstalt and two other hanks . was in a weak position when the 
full force of the world depre;sion burs.t upo~1 ~tin 1930. I!l ~hat 
year it suffered a loss of 14;0 million schillings ($20 million), 
so that in May 1931 the Austrian Government, in order to avert 

-;;h-;p;;;ancial .ReCQnstruclion of Austria, (document C.568.i\'I.232.1926-:-Iii • 
. • R,eporl by Mr. w. T. Layton· and Professor Charles Rist on the Economzc 

S1tu.atzon of Austria (document C.440.M.l62.1925.II). 
• The Financ.ial Reconstruction of Austria (document C.568.M.232.1926. II), 

Page 244. 
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a breakdown of the banking system, )Vas forced to guarantee 
all deposits, foreign and qomestic, of the bank. In this operation 
it was assisted by an advance of 150 million schillings from the 
Bank of England, while at the same time the Bank for Inter
national Settlements advance(}. 100 million schillings to the 
National Bank of Austria.1 The foreign creditors of the· Credit
anstalt, for their part, undertook not to "Withdraw their advances, 
amounting to 500 million schillings, for a period of two years. 2 

For the time being, the situation in Austria was saved. The 
subsequent history of the Creditanstalt- became merged with 
that of the National Bank of Austria and the Austrian Govern
ment. On August 7th, the latter addressed a letter to the League 
of Nations requesting the Council ·~ to proceed to an examination 
of Austria's economic and financial difficulties and to seek the 
means of remedying them ". When the :financial Committee 
of the Leagt;te 'met in September, Hungary also had requested 
assistance. Greece and Bulgaria followed in January 1932, 
and in March of that year the League was faced not only with 
the specific situations in those countries, .but with the general 
problem of the financial and economic structure of .Eastern and 
Central Europe in relation to the world depression. 

Before' these developments took place, however, the storm
centre had shifted, first to Germany, then to England, and later 
to the United States. The revelation of financial weakness 
in Central Europe created a panic among investors and holders 
of short-term balances. As early as September 1930, the Reichs
bank had suffered a run. Political conditions were disturbed 
and there was· fear of a revolution. The reserves of the.Reichs
bank fell alarmingly as securities were· sold and short-term 
credits were withdrawn to the extent of almost RM. 1,000 million 
($250 million) iri the last quarter of the year, 10 per cent of 
the foreign exchange holdings being lost in a single day.- The 
run was temporarily stopped by an international banking group 
advancing $125 million for six months, with the possibility 
of three renewals. · · 

The 'Austro-German protocol announcing the plan of a 
Customs Union appeared on March 21st, 1931. The European 
political situation· was strained and. international economic 
co-operation became more difficult. Soon after the Credit
anstalt d.iffi.culties were announced, · a renewed run began on 
the Reich~bank, which lost $250 million of its gold and foreign 
exchange m four weeks. The Bank for International Settlements, 

• 
1 The Austrian Government had successfully floated a loan of S102 million 

in July 1930. 
• League of Nations Financial Committee : Report to the Council, September 

19th, 1931 (document A.55(b).1931.II.A), 
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on June 25~h, arranged a rediscount credit of $100 million to 
help the ReiChsbank ; but three~fourths of this credit was used 
in a month. . . 

Meantime, the President of the United States launched 
on June 23rd, the proposal for a year's moratorium of reparatio~ 
and war-debt payments. On July 6th, the proposal went into 
force amended by al! .arrangemei?-t. under which Germany agreed 
to pay the uncondrtwnal annu1t1es to the B.I.S. and France 
agreed to reirlYest them in guaranteed bonds of the German 
State Railways. The relief thus. given to. Germany did not, 
however, stay the C?urse o~ the pamc. <;>n July 8th, an emergency 
decree was Issued m Berhn under winch effect was ·given to a 
joint guarantee by banking, industrial and trading establishments 
of RM. 500 million to be placed at the disposal of the Gold 
Discount Bank in order to sustain foreign credits. Withdrawals 
of foreign exchange continued, however, and the disclosure of 
enormous losses by the North~German Wool Company involved 
the closure of the Danat (Darmstadter und Nationalbank) on 
July 13th, despite a Government guarantee of its liabilities on 
the previous day. Other German hanks were subjected to runs 
and were compelled to limit wi~hdrawals to from 5 to 20 per cent 
of deposits. The Bourse was thereupon closed, the discount 
rate rose from 7 to 10 per cent and the statutory reserve ratio 
of the Reichsbank was lowered from 40 to 30 per cent. At the 
same time, provision was made for control of foreign exchange 
payments to be centralised in the Reichsbank and for restriction 
of bank payments. . · 

International effort was continued. The British Government 
announced that it would not require payment of its· share of 
the reparations due 'on July 15th, and the B.l:S. next day renewed 
its rediscount credit to the Reichsbank. An international 
conference was held in London from July 20th to 23rd,1 which 
invited the Bank for International Settlements to. •• set up 
without delay a committee of representatives . nominated by 
the Governors of the Centra.! Banks interested, to enquire into 
the immediate further credit needs of Germany and to study 
the possibilities of converting a portion of the short~term credits 
into long~term credits ". . · 

This Committee met at Basle on August ~th, and proceeded 
to a careful detailed study of the. G~rman sit~a~ion. a . The report 
stated emphatically its agreement w1th the opmwn of the. London 
Conference that the withdrawals of short-term balances were 

. ~tended by :representatives of the Unit~d States, Belgium, J.<'ranc(l, Germany, 
Italy, Japan and the United Kingdom. . - · . L d 

'Report of the Committee' appointed on the Recommendation or the . on on 
Conference, 1931. · 
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" not justified by the economic situation of the country ". 
Withdrawals had, however, taken place, and the large volume 
of short-term liabilities still remaining rendered Germany 
extremely vulnerable.. Germany, at the end of 1930, had short
term investments abroad amounting to about RM. 5,300 million 
but her foreign short-term indebtedness was estimated at RM. 
10,300 million. ,:As.in Austria and the other borrowing countries, 
the bulk of this mdebtedness on short-term was on private 

. mainly banking account. '' RM. 1,100 million consisted of th~ 
short-term debts of the Reich, Federal States and Municipalities, 
RM. 9,200 million of the obligations of the banks and the balance 
of other short-term liabilities. "1 The seriousness of the drain 
is illustrated by the fact that, in the first seven months of 1931, 
no less than RM. 2,900 million were withdrawn, of which RM. 
2,100 million came from. the short-term liabilities of the banks. 

It was for this reason that arrangements were made for a 
meeting of the foreign banking groups concerned, from August 
14th to 19th, with the . result that a ·~ standstill '' agreement 
was arranged " for the continuation of credits to the German 
debtors up to the total then outstanding for a period of six 
months, subject to an arrangement being made with regard to the 
existing central bank ·credits ". · Similar standstill agreements 
were made by the creditors of other debtor countries such as 
Austria and Hungary. When the German agreement expired in 
February 1932, it was possible, after ·prolonged negotiations, 
to arrange a further renewal, subject to the repayment of 10 per 
cent of the outstanding total. · 

The second half of the Committee's task required it •• to 
consider the possibility of Germany raising a long-term loan " ; 
but the Committee pointed out the dependence of any such 
proposal upon " the assurance that international political 
relations are established on a basis of mutual confidence, which 
is the sine qua non of economic recovery, and that the international 

· payments to be .made by Germany will not be such as to imperil 
the maintenance of her financial stability ". Their report 
concluded on a note of urgency, printe.d in heavier type" urging 
most earnestly upon all Governments concerned that they lose 

· no time in. taking the necessary measures for bringing about 
such conditions. as will allow financial operations to bring to 
Germany - · and thereby to the world - sorely , needed 
assistance ". · 
. ~s a resrilt of. these emergency measures, the danger of 
mnnment collapse m Germany seemed to have been tided over. 
Immediately after the London Conference it was announced 

. - ' ' 

' Report op. cit., page 3. 
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(on July 25th) that the Danat B_ank ~ould be reopened. On 
August 1st, the banl< rate was rarsed from 10 to 15 per c~nt. 
but aft~r. the renew~l, on Augu_st 3rd, of the B.I.S. ·credit of 
$100 nullion, the Rerchsbank g~ned gold and foreign exchange 
cover. The rate was reduced agam to 10 per cent on August 12th, 
and 8 p~r cent on August 19th. On the latter date also the 
"standstill" agreement was signed with the Bankers' Committee; 
the sto~k exchanges reopened on September 3rtl, on the same 
day as rt was announced that the proposal for an Austro-German 
Customs Union would be dropped. The strain was not renewed 
until after the fresh disturbances caused by Great Britain's 
abandonment of the gold standard on September 21S,t. · 

(iv) THE ABANDONJ1.1E~T o:~: THE GoLn STANDARD. 

Great Britain's difficulties were connected both with Germany's 
. and with those of Central Europe, which were very much 

aggravated by the run on German banks. The movements of 
bank rates in June, July and early August were all upward. 
The Bank of England raised its rate from 2 Yz to 3 Yz per cent 
on July 23rd and to 4% per cent a week later. Despite this 
action, it lost over £30 million in gold in the last fortnight of 
July. It was known that British bankers had lent, not only 
Germany, but other Central European countries, a large amount 
of short-term credit which was rapidly becoming " frozen " by 
the inability of these countries to meet their foreign obligations. 
The Macmillan Committee, in its report published o.n July 13th, 
had drawn attention to the volume of short-term claims 
on London and, even though it was pointed out that the amount 
had fallen, some uneasiness was created by the magnitude of 
the total. On July 31st, the May Committee published its re~ort 
upon the condition of the public finances, and for the first t~e 
there was general realisation of the probability of a large defic1t, 
estimated at £120 million. The Cabinet disagreed on proposals 
to balance the. budget, and on August 24th the National Govern
ment was formed. 
· At the beginning of August, theBank of En~land had sedu~ed 
a credit of £50 million from French and Amencan banks, Wlth 
which to withstand the drain on the gold reserves caused b~ ~he 
withdrawal of short-term balances and the sale of Bntrsh 
securities. On August 29th, a further cred~t of £89 million was 
arranged by the Treasury ; but ~he dram. contm.ued. Ov~r 
£200 million was withdrawn from tJie London money, market m 
th¢ two months preceding September. 20th. A supplementary 
budget imposing heavier taxation was mtroduced on, September 
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10th,as ~ me~sure _of financial re!orm; but o~ the 15th, a protest 
by naval ratmgs uithe Atlantic Fleet agamst pay reductions 
was given wide publicity. The run on London rose to extraordi
nary proportions. Between Wednesday morning, September 
16th, and Saturday midday, the 19th, over £43 million of short
term funds were withdrawn. On the other hand, British short
term holdings amounting to £70 million in Germany alone 
had be~n locked up by the London Confer.ence Agreement. On 
September 21st, therefore, legislation was passed suspending 
the Bank of England's obligation. to sell· gold. The bank rate 
was raised to 6 per cent and the Stock Exchange closed for two 
days, while restrictions were imposed temporarily upon dealings 
in fm:eign exchange. 
· The immediate effect of this momentous decision in Great 
Britain itself was not alarming. As soon as the Stock Exchange 
opened, there· was a, small boom in the sterling prices of industrial 
securities. Exchange rates on goldcurrencies dropped 25 per cent 
almost immediately ; but prices in Great Britain remained. steady 
and the people were calm. The Natiop.al (iovernment appealed 

. to the country, and was given an overwhelming majority on 
October 27th. There was no longer any doubt about the neces
sary financial measures being taken to balance the budget, and, 
in ~act, · these measures pr~JVed more fruitful than had been 
expected. As domestic prices remained steady; tension gradually 
relaxed. On. Octooer 30th, the Bank of England repaid £20 
million of its first loan from the French and American banJ<.s, 
the remainder being renewed for three months. At the expiration 
of this period, the balance was met. The greater part of the 
Treasury Loan ($150 million and Fr. 1,600 million) was repaid 
at the end of February, the remainder of the American portion 
($50 million) being repaid at the end of March, thus wiping out 
the advance, with the exception of a part of the French loan, 
which was in a form that could not be redeemed in advance. 

The inherent financial strengt];). of ·Great Britain was 
also displayed in the fact that the mere cessation of overseas 
lending once again enabled her to draw resources from her 
debtors all over the world. Imports increased heavily and 
a series of measures, ·beginning with the· Abnormal Irnportatibn 
(Customs Duties) Act:of November 19th, was taken to restrict 
them. Exports of. gold from India, tempted out of hoards by 
the premiu~ i~ terms of, rupees, flowed in' increasing quantities 
to Great B~tam 11-~d were ~ material help in enabling the Bank 
to pay. off 1ts fore1gn cred1ts.1 Essentially the process was a 

1 For an estimate of this movement, see R~port of the Gold Dele"ation. of the 
Financial Committee, Geneva, 1932, League or Nations (documcnt"'C.502.M.243. 
1932.II.A), Sectiqn 'IX, "The Suppl:f of r.Ionetary Gold".. · 
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mobilisation of overseas investments, since the Indian Govern~ 
m.e:nt ·. used the gold off~red to. i.t to pay oiT maturing loans. 
fmall~, t~1e strong creditor posrtlon of Great Britain began to 
e.xert lts mfluence upon. the exchange rates, despite the large 
repayments to France an? the United ~tates, The pound was 
undervalued,· and, . when rt. began to nse, speculation assisted 
the process. From the 30 per cent discount to which it had dropped 
in February, sterling recovered quickly to less than 20 per cent 
discount in April. Bank rate was lowered to 5 per cent on 
February 18th, to 4 per cent o!l March 9th and to 3 Yz per cent 

· on March 16th, the upward swmg of the exchanaes was checked 
but sterling remained strong. 1 "' . 

Elsewhere, on the other hand, the repercussions of 
the fall of the pound were . more serious immediately. The 
first eiTect was to cause the abandonment of the gold standard 
by a number of other countries which were in close relationship 
with Great Britain. The Argentine a11d Uruguay had suspended 
gold ·payment in December 1929, Canada had introduced 
restrictions on the gold standard at the end of 1929 also, and in 
1930 the exchanges of Brazil, Chile, Venezuela, Paraguay, Peru, 
Australia and New Zealand fell and remained below export gold 

·point. After Great Britain's action, the number of countries pff 
gold . was greatly increased. Before the end of October 1931, all 
the British Dominions except Soutn Africa, the rest of the British 
Empire, and the three Scandinavian .countries, as well as Portugal, 
Egypt, Bolivia, Latvia and Finland, had departed from gold. 
Japan followed in December 1931, Greece in April and Siam 
and Peru 'in May Hl32. 

This very considerable breakdown of the world's monetary 
mechanism was important in itself. Even more important in 
the. immediate situation, however, . was the reaction . upon the 
remaininO' gold standard countries and upon the financial 
structure"' of the world as a whole. When Britain went off gold, all 
the European stock exchanges, except those of Paris, :Milan ~nd 
Prague closed for vario1.ts periods ; bank rates rose, foreign 
exchange restrictions (ranging from limitation !lf imJ;lorts .to 
moratoria)a were imposed in thirty different couptnes,, tariffs were 
increased, conting~nt, priority and quota .sy~tems mtr~duce~.a 

Partly as a result of these trade restnctiOl~s, the fmane1al 
storm burst with redoubled force on Germany, which on November 
19th applied to the Bank for· Intemat.ional Sett~eroents for the 
convocation of the consultative Committee provided for by the 
Young Plan. Tb.e Committee met at Basle on December 7th, and 
----~~ . . 

' The rate was further reduced to 3 per cent on April2tst, and 2 Y2 per cent 
on Mny 12th. 

• See Chapter X, 
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n:ext day the German Government published an Emergency 
Decree, the fourth of a series. effecting sweeping economies in the 
public service, hea-vier taxation, salary, wages, rent and price 
cuts and economies in unemployment insurance. There was no 
precedent, outside of Russia, for such drastic measures both of 
control of economic life and of sacrifices imposed on a whole 
people. The Committee, in support . of its conclusion that 
Germany, after the expiry of the Hoover Moratorium in July 1932, 
would not be able to provide the " conditional " reparation 
payments. under the Young Plan, made a thorough investigatiort 
of the developments since the Advisory Committee of the Londort 
Conference had reported in August. It found that " the total 
commercial debt, and in particular the amount lent on short
term", was larger than the earlier estimate, amounting to 
nearlyRM. 12,000 million .at the end of July 1931. Of this 
total, however, RM. 4,000 million were non-banking credits and 
therefore less liable to be withdrawn, while RM. 6,000 million 
were under the standstill agreement. It was significant that, 
of the amount not covered by the standstill agreement, RM. 1,200 
million had been withdrawn by November 20th. The renewal of 
the standstill agreement in February 1932, and the extremely 
vigorous measures of deflation within Germany itself, kept the 
currency stable and the acute stage of the panic passed once more. 
In the spring of 1932 there was relative economic calm, but on a 
basis of lower prices, higher unemployment, and greatly shrunken 
trade. 

Before the acute stage of the panic passed, however, New York 
was for a few weeks subject to much the same kind' of run as 
London and Berlin had experienced. In October, a " gold rush " 
set in which had the net effect of reducing the United . States 
stocks by $715 million. For a time there was some discussion of 
currency stability ; but, beyond its effect on timid investors and 
depositors and through :them upon bank failures, this discussion 
had little reality. 

France also did not go unscathed in the panic. After the 
depreciatlon of the pound sterling, a number of banks were 
forced to close down. The Government came to the rescue of 
the Bangue Nationale de Credit and also made special arrange
ments w1th the Banque de France covering its losses on sterling 
holdings. 

The most important results of the British action, however; 
were slower. The panic passed, and in the spring of 1932 there 
was lethargy - a state of suspended· animation - rather than 
feverish action. But in the meantime the fundamental.difficulties 
of the crisis were sensibly aggravated .. The apparent stability of 
prices in the countries ·that had abandoned gold contrasted 
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stron_gly. with the pre~ipitate further decline, of gold prices. 
Foreign mvestment, whtch h~d been reduced before, in the latter 
part of 193J became negattve as the great creditor countries 
ceased leu ding _ and drew upon their _vast resources, Trade 
~ircula~ed mor~ ~eebly than eyer in the face of continually 
mcreas~ng restnctions., Standstill agreements imposed .a virtual 
paralysiS upon a growmg part of international finance. 

Statistics are given ill Chapter VI of the extent to which the 
flow of capital from credilor to debtor countries has been reversed 
in ihe depression years. · 
. Su?h violent reversals of the normal flow of capital i11ovement; 
mvolvmg altogether unprecedented gold shipments a11d accu
mulations, have completely disorganised world trade. The 
world's creditors have not only stopped lending, but have been 
drawing in both interest and capital as far as that has been 
possible.. The international economic situation thus created is 
comparable only with that which would result if all the banks in a 
developing mercantile community were to refuse new accommo
dation, and press for both interest payments and reduction of 
overdrafts. · 
· Throughout 1931 and the first half of 1932, Europe held the 

centre of the stage, with only occasional attention diverted to the 
United States. But the financial situation of- the rest of the 
world for the most part grew steadily worse also. Japan affords a 
good example of the strain. Prices fell in that country from 228 
in January 1929 and 201 in January 1930 to 159 in January 1931 
and 14;7 in November 1931, after which Japan left the gold 
standard. Exports fell off from Yen 2,218 million in 1929 to 
Yen 1,179 million in 1931, while imports were virtually halved 
also. In the invisible trade a surplus of Yen 220 million in 1928 

· had become a deficit of Yen 15 million by 1931. Earnings fell 
practically 10 per cent in 1931 and employmentd~clined in 
approximately the same degree. In the first eleven months of 
1931, Japan lost almost 40 per cent of her gold reserves, a~1d this 
after she had lost 25 per cent in 1930. Her reserve, whlchhad 
been Yen 1,087 million on January 18th, 1930, fell to Yen 
521 million on December 5th, 1931. ·. . 

Other t::xamples might be quoted ; but, with the possible 
exception of Australia after the abandonment of the ~old standard 
by Great Britain, there is a consistent story of unrelieved deepen
ing of the depression. In ~ustralia, ~ currency already. 30 _per 
cent below sterling shared 111 the ste~ln~g fall also. Tariffs }lad 
been raised, wages, sala~ies ~nd doD_Iestic ~nterest had been reduc~d, 
and even the slight nse m sterling pnces br?ught some reli~f. 
There was, mdeed, some softening of the shock m ~ the ~ountJ:ies 
which had followed Great Britain off gold ; but1 smce th1s action 



-82-·· 

was not universal· and its immediate effect was to precipitate a 
· still further decline in gold prices and to concentrate the deflation 
still more heavily on the gold-standard countries, the restrictive 
measures introduced to cope with this situation engendered so 
much deeper depression that not even .the countries which had 
abandoned gold could wholly escape further contraction. In the 
spring of 1932, Europe· and the world as ·a whole lay prostrate and 
exhausted by . a succession of disasters ; but there . was little 
indication that any of the restorative measures proposed were 
_capable of restoring it'> \"igour. 



Chapte~ lU. 

THE DISORGANISATION OF PR.ODUCTION, 

(i) THE CHANGING STRUCTURE .OF WORLD PRODUCTION • 

. T~e. ba~is of t~e world's work is individual effort. Despite 
scientifiC discovenes and mechanical contrivances, the bulk of 
the world's production is still carried on from year to year by 
comparatively simple processes and on a small scale. A super
structure. of manufacturing production has been erected upon 
the foundation of the extractive industries, and an elaborate 
organisation of commerce and credit has become necessary for 
the whole system. In the last analysis, however, the production 
of foodstuffs and raw materials is not only the primary process, 
but may if necessary become the basis of a simpler, less extended 
and less intricate economic organisation supporting a lower 
standard of living. • . . . . · 

In ;modern times, not only the superstructure of manu
facturing, . but the commercial and credit organisation - all 
the secondary and tertiary processes of economic production -
have come in most countries to play an increasingly important 
role, Moreover, the widespread and complex organisation has 
called for increasing attention to the co-ordination of individual 

·and group activities. The organisation of co-operatio:q. deJ?~nds 
a larger proportion of thought and effort, and· many specialised 
parts of the organisation become · somewhat remote from the 
ac~ual product~ve processes. The ,f\m~am~nt~ rea?on _for t~e 
exrstence of commercial and· bankmg mstltutwns lies m their 
Utility in facilitating co-operation. among prod_ucers an? con
sumers · but S\lCh institutions tend to take on a life of therr own, 
to exer~ise a directive control over production, and, by theif 
own difficulties to exert at times a disturbing influence on 
prod,uctive acti~ities, · lt needs, therefore, to· be remembered, 
·especially in times of crisis, that econmnic activity is de~igned 
primarily for -efficient :production, and. that the production of 
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.foodstuffs and raw materials is. the first and most essential stage 
in the process. .. · 

It is, moreover, the most stable and reliable part of the 
economic organisation. As was recorded after a previous depres~ 
sion, seed-time and harvest, cold and heat, summer and winter, 
do not cease, even in times of acute ecqnomic crisis. It is the 
superstructure rather than the foundations of economic life 
which is shaken by most crises. Indeed, the crises have often 
arisen from the unsatisfactory operation of the commercial 
and credit mechanism ; though at times a disequilibrium between 
the demand and supply of agricultural products plays an impor-
tant part. ·. ·. 

The records of most previous crises · are remarkable for 
the comparatively slight variation they disclose in the quan
tity of production. Statistics do not extend very far back 
and are not very complete for most countries. Perhaps the most 
elaborate are those for the United States of America, a. country 
which has experienced an unusually rapid and sustained economic 
expansion. 1 Even when the- upward trend of the statistics is 
eliminated, however, the degree of fluctuation of productive 
activity in economic booms. and depressions is comparatively 
small. Some evidence of this was collected in a previous League 
publication. 2 ·· 

Most recent depressions,· those for which fairly adequate 
records are available, were quite clearly concentrated in, though 
not confined to, the credit and commercial structure. The 
liquidation and reorganisation which they caused necessarily 
extended into the productive organisation, but mainly into the 
secondary manufacturing processes. Aberrations in the mecha
nism shook the superstructure and perhaps caused some strains 
and breakages before it settled ·to a new equilibrium, but the 
foundations of economic life were less affected. The basic curves 
of the production of raw materials and foodstuffs, indeed, show 
remarkably constant movement. There are, from time to time, 
important changes in the. production of individual commodities 
or groups of commoditi.es ; but the general trend of production 
appears to have been affected only to a minor degree by 
fluctu~ti~ns .in business activity . 

. This . IS even ~ruer of foodstuffs and agricultural than of 
mmeral raw maten~s, bec~use of the primary and stable demand 
for fo?d and cl~thmg wh1ch they meet and also of the nature 
of therr production. The rapid progress of mechanical methods 
of manufacturing production tends to obscure the fact that an 

'.Cf. the diagrams shown In Chapter Il of Carl Snyder, Business Cycles and 
B!l~mess Measurements; New Yorl!:, Macmillan, 1927. . · 

The Course and Phases oflhe World Economic Depressibn, Chapter Vll. 
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overwhelming proportion of the world's population even in the 
twentieth ce!ltury, stil) lives_very close. to the land .. Not only 
the vast agncultur_al P?pulatiOns of ~s1a, but the peasantry of 
Europ_e depend p~·1mapl~ up~n the tillage of the soiL Manu~ 
factunng productiOn .m Its highly mechanised forms has until 
recently been lar&ely conf~ned :to a sma_ll area of west(:ll.'n Europe 
and North Ame~·ICa. It Is· this urbamsed and mechanised part 
of ~he. world W~Ich .has suffere~ most severely in the past from 
:renodic depressiOns. In proportiOn as the population has become 
divorced ~rom the elementary processes of agricultutal prod1.1~ 
tion has 1t become more vulnerable to fluctuations in economic 
activity, · 

In the present depression, however, there has not only been 
a greater decrease in production as a whole, but the effects of 
that decrease have shown themselves more than in any pr(:lvious 
depression in almost every branch of economic activity and in 
every country. Even in previous depressions when the derange
ment" was primarily a credit phenomenon or an interruption of 
unduly rapid or unbalanced growth in manufacturing production, 
the disturbance of prices which resulted necessarily affected in 
some degree the livelihood of the producers of foodstuffs and raw 
materials. . 

Moreover,· there have bee11 times when substantial shifts in 
basic production have themselves played a large part in unsettling 
economic organisation. The opening up of vast new areas 'of 
production by improved means of transport .in the third quarter 
of the nineteenth century was equivalent to a shift in the 
foundations of economic life and played a large part in the 
especially severe crises of the last period. of falling prices from 
1873 to 1895. . • 

The very much more violent fluctuations of productive 
activity in the. crises of 1920-21 and 1929. to 1932 are P\o
bably to be attributed in part to a similar f~ndamental dis
turbance of the world's economic organisation. Some of t~e 
evidence for this assumption has alr~ady been pr~sented m 
Chapter I • .and further evidence, relatmg more particularly. to 
agricultural production, will be considered in the next sect~on 
of this chapter. It has been. emphasised. tha,t the forces whlC,h 
hllve tended to modify the basic orgamsatwn of the world s 
economic activity were in operation even before th~y . were 
accentuated and accelerated by the war. lY.{anufacturmg pro
duction was growing fast in a.reas outside w.este!l?- Europe and 
the application of machine methods and sc1entif~c research to 
farming was well under way before the pre~ccupatwn of .Eurol?e 
With other concerns from 1914 to 1918 stlmlf-lated t~e1r rapid 
development. The post-war credit expanswn . which made 
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possible tlie reconstruction of European pr.oduction also contri
bute<;\ further to the rapid expansion of ~ompetitive production 
in ~tl;t~r areas. This w~s particularly t~e ?f such a ~un~amental 
-actiVlty as cereal-growmg; the mechamsatlon of which 1n North 
and South America and Australia was greatly facilitated by easy 
credit conditions. . · 

The present depression; therefore; was caused, not only by 
an over-expansion of credit and international lending, leading to 
an unsound extension of the manufacturing superstructure at a 
time when the world had not· recovered from the disorganisation 
caused by the war, but also by .. a considerable shift in the 
foundations of agricultural and mineral production upon which 

. the superstructure was erected. 1 It is ·this fact which not only 
goes far to explain the severity of the depression, but accounts 
also for its ·intractability. The recuperative forces which have 
been effective in previous depressions, and particularly the 
cheapening of credit, have so .far proved in!3-dequate to the task 
of bringing ~bout a readjustment based soundly t1pmi the 
fundamental alterations that have taken place in the ground-plan 
of organisation. · · · · . 

The importance of these facts. is very clearly illustrated by 
the position of the cereal and especially ~he wheat-producing 
countries. There has, in the last two decades, been an " agri
cultural revolution". Not on1y mechanical methods of cultivation 
and harvesting, but the scientific work .of the plant-breeder, the 

· parasitologist, and the soil chemist, and the better organisation 
of transport and marketing have brought new areas into culti
vation, increased the yields, and cheapened the costs of pro
duction. . The peasant farms- of eastern Europe, working under 
small-scal.e enterprise, with little machinery, iess scientific 
research, and costly commercial credit and transport organisation, 
face a greatly increased and -more formidable competition, The 
importance of cereal-growing in the economy of many European 
States is such that. they cannot ·contemplate with equanimity 
the irruption of this competition into. their markets. Their own 
production, expanded in the effox:J; to meet their financial 
obligations and encouraged by the Cheap credit which was 
available to them in the boom period, cannot compete success
fully on equal terms with that of the newer mechanised farming
lands. lt is difficult for them either to adopt the new methods, 
or to lower their costs tmder the old methods. Even with high 

1 Cf, Bertil Ohlin, Now or· Neuer, Index Vol. VII, No. 77, May 1932, page · 
128 ~ " A period of industrial depression· set in almost simultaneously with 
an agricultural crisis due to quite different causes, at a time when the powers 
of resistance and the stability of the economic situation were, lot various reasons, 
reduced and were much smaller than during the decades immediat,ely preC4(lding 
the war". · 



protection it i~ difficult ~o absorb their increasing populations 
in manuf:=tctunng prodl~Chon, and their export markets tend to 
close ag~mst them. It IS argued later that it was precisely these 
difficulties of the European agriculturists which led after 1925. 
to the .mark~d r~vival of tariffs and other manifestations of . 
economiC natwnahsm. 1 

The existence of sucl? problem~ as .these l.'enders it necessary 
to commence. any detailed exammabon of the course of the 
depression with a!l exposition o~ the changes which,it has brought 
in world productwn. The prevwus chapters of this Survey have 
been concerned with a sketch of the .background of structural 
cl1ange and instability and its complication by credit inflation 
a11d with an outline of the overt manifestations of the depression 
as it developed from 1930 to the middle of 1932. In this and 
succeeding chapters an attempt will be made to examine in 
more detail the underlying realities of economic disorganisation 
- the .confusion into which production, prices, international 
trade, employment, banking, ._ public finance and commercial 
policy have fallen, Because of the profoun(\ importance in the 
present crisis of structural maladjustments, a beginning is made 
with production, but all tht;J phenomena are interrelated and it 
would" be superfici_al reasoning either to ascribe the depression 
to any one single cause or to seek a solution of its problems by 
any simple panacea. The confusion into which the eco?omic 
organisation has been thrown by an unhappy accumulatiOn of 
strains in the foundations as well as in the superstructure of 
industry and the credit and financial mechanism deman~s a 
very complex and probably a protracted effo:~ of reconstructiOn, 
the basis of which, however, must be a recogmbon of fundamental 
structural changes. · 

(ii) STATISTIC$ OF WoRLD PllODU<;TION. 

Since so large a part partic~la:l:y of t!le.agricllltural prod~ction 
of the world is carried on by mdiVIduahstic, small-sc~le methods, 
it is possible to gain an understandi~g. of. the. mam trends. of 
development only by :using such_ statiS~Ics. of world productiOn 

·as are available. The statistical matenal fortun.ately tends to 
become more abundant and to improve in qual1ty ; but there 
still remain very large gaps. There i~, for exampl_e, no . adcfi-a~e 
information concerning the productiOn of fpodstuffs Jn.. m d 
nor concerning the production of forestry _produtis'·s at~~~~s 
poultry farming, fruit and vegetable growmg. · 1 0 ' 

• 
1 See" Chapte_r X, section (ii). 
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indeed that the statistics commonly used refer especially to those 
parts ~f the world which form part of the devel?ped trading and 
financial system which links th~ modern worl? mto one ~omplex 
oraanisation, · It is, however, m such tradmg countnes that 

· th~ fluctuations of the depression are most pronounced. 
· For some years, the Economic Intelligence. Service of the 
League has prepared indice~ of ~orld produ?twn! and in the 
discussion which follows rehance IS placed pnmanly upon the 
statistical material thus made available.1- The first important 
series of indices calculated in the Review of World Production, 
1925 to 1931, combine the information available from :various 
sources concerning the production, for t~e world as a whole 
and for its main territorial divisions, of. s1xty-six commodities, 
which are mainly foodstuffs and raw materials, though a few 
semi-manufactured commodities are included. The output of 
manufacturing industry is more difficult to measure ; but the 
Review proceeds to bring together various national indices 
of production and to supplement them by statistics relating·, 

. ·to particular important industries. In this connection, an 
illuminating analysis is given of the differences that emerged; 
during the period 1925 to 1931, between the production of 
consumer's goods and that of producer's goods. · · 

Certain significant general· conclusions which emerge from 
the_ la~orious compilation of the mass of statistical information 
which 1~ necessary for the calculation of such index-numbers may 
conv~rue~tly be set out before entering upon a more detailed 
exammatlon of the particular groups of commodities. The 
first table which follows. compares, for the world as a whole, 
the movement of the main indices. 

World Production of Various Classes of Goods. 2 

(Average 1925 to 1929 = 100.) 

Foodstuffs . 
1925 1929 1930 

Raw materiais : 
. 97 103 101 

92 111 101 
Raw materials fo~ c~n~u~~r·~ g~o.ds. s · 98 104 100 
Ra~ materials for producer's goods 3 : .. 91 113 98 
W e1ghte~ avera&e of production. indices ·· 

of 12 mdustnal countries 3 91 112 97 
International production inde~ (ln~ti~ 

tut fUr Konjunkturforschung) 4 • • .93 112 101 

1931 

99 
91 

100 
82 

84 

85 
• Cf. successive issues · · . · . • _; 

Review of World Produc?i~~~e Memorandum on Production and Trade; since 1932, 
1 For further details s R · 
1 Excluding the Uni~n ~f s:!'f:. ~- l_Valio!"ld Production_, 1925 -to 1931, 
' See Vierfeljahrshejle ., . OCI st Republics. 

· . :ur nOnJunklurforschung, 6.Jg . .' 1-Icft IV, Teil B, 1932-
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The in<;Iices shown ab~ve, even when their limitations are 
fullY c~nsidered, reve~l In broad outline certain important 
tendencies. . The first IS the extent to which the fluctuation 
of pro<;Iuction has been <:oncentrated in the manufacturing 
industnes. · 

Th~re i.s no possibility at presei?-t of. obtaining a fully repre
sentative mdex of world productiOn mcluding manufacturing 
~mtput, so that the m~a~ures of production given above are 
not complete. The positiOn of the Union of Soviet Socialist 
Republics further complicates the problem of measurement 
since th~re h_as been a rapid advance in ~ndustrial and agriculturai 
productwn m that country even dunng the depression. The 
situation in Soviet Russia .is, however, so different from that 
of the rest of the world that it demands separate treatment. 

The nearest approaches to measurements of manufacturing 
activity are contained in the second and the last three indices 
cited. As will be shown later, i it is probable that manufacturing 
production fluctuated even :more widely than the last two indices 
suggest. 

A second fact of some importance is the very marked rise 
shown in these indices during the boom period, which, however, 
has been more than counterbalanced by the sharp curtailment 
of production in the depression. · .· · · · 

The relatively stable production of foodstuffs, which . is 
reflected also in the index of raw materials for consumer's goods, 
stands out in clear contrast with the more fluctuating industrial 
production. 
. In considering. the significance of these ind.ices, it should be 
remembered that the continuous increase in world population 
and in. productivity has for many decades resulted in a substa~tial 
and cumulative . annual average increase in world prod~ction. 
In the present depression, as in t~e war. period, the falh~g-off 
of production should be measured In relation, not to the highest 
point actually reached, but to the point which might h~ve }leen 
reached if the nor:mal rate of increase had been mamtamed. 

The geographical distribution of the declin~ in product~on 
during the depression further supports the mference. wh~ch 
may be drawn from the figures cited above, that. the declme 
is greatest in the manufacturing countries. . Th_e next table 
shows how marked the differences have been m different areas. 

1 See sectipn (iu). 
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General Indices of Production of Foodstuffs and Raw M alerials 
. . . weighted, by 1930 Values. ' 

(Basis t Average for 1925 to 1929 = 100.) 

Continenti.I groups l:t92S lt929 lt930 11931.' 

Euro.ee {excluding U.S.S.R.} . 95 JQ_ 103 ~ 
Europe (including U.S.S.R.) ' 94 110 104 100 .. . 
North America . . · . • • . . -!" .96 102' 93 88 
Latin America . 96 104 102 97 
Africa . . .. ·- . . .- . . ., . ~ . ·- . 95 108 106 104 
Asia (excluding Asiatic Russia) 3 .. 97 105 108 102 
Oceania. . • • . . . . . ... '" -~ . ~ 102 110 108 

World . . . 95• 106 101 96 

This table refers to the conibined indices of the production 
of foodstuffs and raw materials. If these indices are considered 
separately, th¢ position is even clearer, since the production 
of foodstuffs increased from 1929 to 1930 in Africa,. Asia and 
Oceania and fell in the remaining areas less than did ;the produc
tion of raw materials. a. The indices for raw-material production 
are reproduced in Section IV and show hQw greatly the decline 
of production has been· concentrated in the industrial countries. 

The various national .indices of production, which take 
account also of manufactures, show the decline even more clearly, 
as the following selection of indices will show : 

National Indices of Production. 
(Basis: .A.verage for 1925 to 1929 = iOO.) 

Canada .· , · . .. . . . . • · . • .. 
United States of America . . . . . 
Japan . . . . :• . . . . • . . . 
Union of Soviet Socialist Republics 
Germany ......... · .... . 
Belgium. . . . . . . . 
France .•... ·. 

··Poland ..... 
' United Kingdom . . 

Sweden 4 •••.• : • 

Czechoslovakia . . . 

1925 
79 
95 
90 
62 
87 
80 
88 
84 
99 
90 
88 

192ll 
121 
108 
118 
143. 
112 
111 
114 
115 
112 
110 
115 

1930 
103 

88 
110 
175 

92 
93 

115 
.95 

100 
106 
101 . 

1931 
87 
74 

109 
195 

76 
84 

'102 
80 
.85 
94 
90 

• Provisional Indices, partly based on estimates · · · 
: Exc~uding production of foodstuffs in Chi_"na.· · . 

.Rer11ew Of World Production 1926 to 1931 
· • Unofficial index not cov 1 t t 1· • • 

official index of total' producti enng ? 1a92produ.ctlon. The figures of the annual 
yet available. · · on are · 5, 87 • 1929, 117 ; 1930, 116; 1931, not 
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, It. should be P_?i~t~d out also that the yearly figures quoted 
above tend ~o mim:~mse . the extent of the decline,. which has 
been l?roceedmg rapidly m recent months. Thus the Canadian 
index m March ~932 stood at 77, as against 126 in March 1929. 
that for the United States fell m the same period from 109 t~ 
61·~ the German index fell from 110 to 61 ;. the French which 
was .113 in March 1929, .remained ~igh till 1931 (standing in 
March at 108) but fell rapidly to 80 m March 1932. The Polish 
index also fell .from 118 in March 1929 to 61 in March 1932. 1 

The only exceptions to this ~?tory of continuous and accelerated 
decline, as far as the industrial countries are concerned are 
those countries w~ich, like the United Kingdom, abandoned 
the. gold standard In the latter part of 1931. The British index 
which. stood at 110 in the first quarter of 1929, fell rapidly i~ 
1930 and by the third quarter of 1931 stood at 82; but recovered 
and; in the first quarter of 1932, had risen to 93. Sweden shows 
much the same general tendency, though the decline of production 
in that . country up to the third quarter of 1931 and the 
subsequent recovery have not been quite so pronounced. 

The general conclusions to be drawn from these figures on 
the whole support the analysis with which this section began. 
The present depression is a combination of agricultural, industrial, 
commercial and financial disorganisation. But that disorgan
isation, which has arisen from a combination of different causes, 
affects agricultural production very differently from manufactur
ing production. The crisis which has paralysed international. 
finance and credit, and bids fair to strangle international trade, 
has severely shaken manufacturing enterprise, including the 
production of mineral raw materials. But agricultural production, 
the extension of which in recent years is one of the causes of 

· . disorganisation, does not decrease though stocks accumulate. 
The farmer, faced with a reduction in his income, exerts every 
effort to increase his productio_n ~n or~er .to cot~nter:ac·~ the ef!ect 
of lower prices. There are limits Withm w~1Ch. It IS possible 
for him to do this. He must purchase or hire mstruments. of 
production and he must in the end sell ~is produce. Th~ closmg 
m of these limits will be considered m the next sectiOn, but 
meantime it is clear that agricultural 'production . has· be~n 
sustained in a remarkable way during. the depress10~. Tlus, 
however, is a different thing from the mamtenance of agncult.ural 
purchasing power which, it will be show!!- later, 2 has declined 
alarmingly., It is the decline of purchasmg power because ~f 

· low agricultural prices wh~ch, added. to the . manufacturer s 
. own troubles,. and to the breakdown of international trade and .. 

.... 1 Cf. mon"utl~ figures annexed to Review oflVorld Production, 19Z6 to 1931 • 
. • See Chapter IV. · 
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finance, has brought about the severe contraction of industrial 
prQduction. . . . . · . . . 

This contractlon1 1t should be emphasised agam, IS far greater . 
than in any similar period of d~pressi?~ fo~ which there are 
statistical ~ecords. Prof~ss?r Ohlin, y;ntmg m the latte~ part 
of 1931, c1ted several sigruflcant estimates of the severity of 
the decline in industrial production during the. recent deptession,l 
Later information shows that, in the months smce these estimates 
were put together, the decline has been even more severe. Thus 
the production of pig-iron in six important producing countries, a 

·which declined from 1929 to. the first half of 1931 by abou.t 
40 per cent,. in March 1932 had declined by 64 per cent from 
the 1929 level. In the United States of America, the volume 
of industrial production, as measured by the index. of the Federal 
Reserve Board, declined by 23 per cent between 1920 and 1921 . 
and by 33 per cent between June 1929 and December 1930, 
but by December 1931 the decline was 41 per cent. The abnormal 
decline in world trade, which was estimated as about 40 per cent 
between the spring of 1929 and that of 1931, was nearer 60 
per cent in the spring of ·1932. 3 There is ample evidence, 
therefore, concerning the unprecedented degree to which the 
industrial structure of the world has been shaken, especially 
during the most recent phases of the depression. 

(iii) THE DEPRESSION IN AGRICULTURE. 

The depression in agriculture, which is a. large part of the 
present crisis, is almost world-wide. With the possible exception 
of China and Russia, there is no country where the agriculturists, 
despite special measures of protection, have not suffered severely 
from the precipitous decline in . the prices of their products. 
There are few commodities of agricultural origin which have 
not fallen heavily in price. The Javanese peasant who produces 
rubber, cocoa and similar tropical products suffers together with 
the Brazilian. coffee-grower,. the sugar-planters of Hawaii and 
Cuba, the dairy-farmers of New Zealand ; the meat-producers 
of Argentine share the difficulties of the Danubian wheat-growers. 

· Altho~gh the fall in the prices of agricultural products h~s 
been particularly severe and the sufferina caused thereby has m 
m~y countries been intense, the productive organisation of 
agriculture . is not disorganised in the same way as that of 
manufactunng, commerce and .finance. The purchasing po~er 

· .'Course and Pluues of the World Economic Depression, pages 274 to 277. The 
sen;s c~osen have· all been adjusted for. seasonal variation. · 

Umted Kingdom, France, Germany, Belgium Sweden United States. 
• See Chapter V. ' ' 
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of the farming comn;mnities. h.as .greatly de<:lined, and. this is a 
very powerful factor m creatmg disorganisation of the secondary 
processe.s -:--.trade! m~nufacture .and finance ~ but agricultural 
production 1s mamtamed. and, In many cases, even increased. 
The table below shows th1s fact quite clearly ; 

Group Indices of Production in the World as a Whole weighted 
by 1930 Values.l 

(Basis: Average for 1925 to 1929 == 100.) 
Group of Products 1925 1929 1930 1931' 

Cereals . 99 101 102 98 
Cereals and othet food-crops. 97 102 103 100 
Meat . , •...... , . 95~ 104 2 99 2 

Wine and hops . . 109 108 94 96' 
Cof{ee, tea, cocoa , 88 120 92 106 
Tobacco •...• 99. 106 109 
Vegetable oil materials . 95 107 100 105 
Textiles .• 97 106 103 104 
Rubber . 80 132 125 121 

·Wood-pulp. 86 117 113 
Fuels ... 93 110 101 92 
Metals. '!' •• 88 116 95 71 
Non-metallic minerals . 87" 112 109 
Chemicals (fertilisers) 88 123. 111 
' The maintenance of agricultural production disclosed. by these 

figures m.ust, however, be considered with the available statistics 
of world stocks of important commodities. Then~ has been a 
very great accumulation of stocks as the depression has proceeded. 
Some of the outstanding statistics are reproduced in the next 
table: 

·World Stocks of Important Agricultural Commodities, 
7.925 to 1931. 

Conunod.ity and Unit Month 1925 1929 · 1930 1931 

Wheat(millionsofquintals)August ·• 114 233 220 246 
Sugar (millions of quintals) December 37 3 57 7l 87 
Coffee (millions of quintals) March . 5 3 9 16 · 17' 
Cotto11 (millions of bales) December 5,635 7,234 9,396 10,709 
Rubber (thousands of me .. · · 

tric tons) . . , , . . March. 243 367 556 5 

1 See Review of World Production, 1926 to 1931. 
• Provisional indices. partly based on estimates. 
• Statistics for 1926. · . . . . 

· • Stocks at February 29th, 1932, were 205,000,000 qumtals. 
• Stoc~ !lt February 29th, 1932, were 654,000 metric ton~. 
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Production and Stocks of Staple Commodities. 1 

~ROMENT•WHI:AT CAff.· COTON-COTTON 

ISO 

100 

so 

0 0 

so 

100 

100 

so 

0 Yearly production IIIli Stocks 

. ·,All stocks are for March 31st of each year, except wheat-July·31st; cotton 
-December 31st ; and silk-June 30th. . • · · · 

. Sources. : . 
Wheat : WheQl Studies, Stanford University.· 
Coffee, Copper, Zinc, Tin, Sugar, Rubber : Monlhly Bulletin, London and 

Cambridge Economic Service. · . 
Cotton : Economisch-Siatistisahe Berichlen, 
Silk: Stmistisches Jahrbuch tar das Deutsche Reich 1931, International sec,tion. 



Such very heavy stocks obviously represent. a serious mal
adjustment of demand and supply. The stock of wheat is the 
largest in the history of the . trade and represents nearly a fifth 
of the total ~orld crop in 1930-31.. The sugar stocks represent 
about one-!hird of the a;erage yea~ly supply, and coffee stocks 
represent fifteen months consumptiOn at present levels. 

Many factors enter into this maladjustment. There is, in the 
first place, some fluctuation in demand. It is difficult to sum
marise .th.e cox:flicting ten?~ncies at work; but, in the post-war 
y~ars, It. IS evident that nsmg st_and~rds of living and ~hanging 
diet habits caused Important sh1fts m demand for agncultural 
products. The substitution of mechanical tractors for horses in 
the farming operations of many countries also disturbed both 
the demand for cereals and the rotation of crops in many areas. 
In face of the changes talting place in demand, the markets for 
production have been rendered rather· more uncertain, but 
there has .been no decline in the world demand for agricultural 
products as a whole or for such an important product as wheat. 
The demand for wheat may have fallen off somewhat in the 
United States and in certain parts of. western Europe, though 

·this is doubtful, but, with prosperity, large groups of people 
who formerly ate the cheaper grains began to use wheat. There 
is an enormous potential, but not as yet effective, demand for 
foodstuffs and raw materials in the Far East, and in recent years 
an increasing quantity of wheat has in fact been imported to 
China.l It has, however, been suggested that a decline . in 
consumption caused by restrictive import policies and by .falling 
purchasing power, as distinct from changing diet habits, has 
played an important part in the fall, for example; of wheat 
prices after 1930.~ 

On the side of production, two. important factors have con
tributed to maintain world production and increa~e w.orld~ stocks. 
The first is the revolution in agricultural. techmque. which has 
been proceeding mainly in the newer farmm~ coun~tnes, and.the 
second is the restoration · of European (mcluding Russian) 
production, particularly after 1925. . · · · 

There is no doubt of the enormous advances alre~dY. made 
and of · the possibilities still r~aining in .the ·. application of 
scientific and mechanical techmque to farmmg pr~cess~s. Th;e 
case of cereal-growing, and especially wheat-groWing, 1s partl
c.ularly significant. The use of the tractor ~nd the harvester 
combine, the breeding of new wheats to. ~esist drought or to 
mature quickly in regions likely to be VIsited. by e~rly frosts, 
the improvement of fertilisation and the control of ms~ct and 

• 1 See •• Wheat Studies "• Food Rese~rch Institute, Stanford University, 

Vol; tl•loJ.OEnficld, " The World's Wheat Situation", E~onomic . Journal, 
December 1931. ·. · · 
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fungoid diseases, have added large quantities· of important 
foodstuffs . to the world's production. Cane-sugar production 
has also been increased greatly by mechanical . methods of 
handling and tr~nsport and particularly by pl~nt-breeding and 
control of parasites. Many other examples might be cited of 
the increase of output, cheapening of cost, and improvement 
of quality which have followed upon more scientific organisation 
and control of the productive processes. 

The disturbing effect of these improvements arises, not so 
much from over-production in any absolute sense of the word, 
but from the disorganising effect which they have upon existing 
economic arra_n~ements. There i~, no doubt, ~v~n the. e~s·~ing 
standards of hvmg and food habitS and the eXIstmg restncbons 
on freedom. of trade, some measure of temporary over-production 
of important agricultural products. The mere existence of large 
surplus stocks is sufficient to indicate such a maladjustment of 
supply and demand. Whether that maladjustment is anything 
more than temporary. is, however, quite another matter. It 
would' be hazardous at the present moment to conclude that 
widespread curtailment of production was essential to relief of 
the depression in agriculture. 

It is clear,. however, that there have been very large shifts 
in the chief areas of production and that these are disturbing 
causes in the crisis. A comparison of the production, and still 
more of the exports, of wheat in the pre-war and post-war periods 
is illuminating in this respect. · 

Net Wheat Exports Pre-War and. Post-War.l 
Quintals (OOO's) Percentage of' ·world .exports 

(Annual average, 1909 to 1913.) 

·U.S.S.R .• , . . . • 41,174 
Argentine • . • . . 24,249 
Canada . . . . . . 20,152 
Danubian countries . 19,056 
U.S.A. 14,296. 
India . . . . . . . 13,176 
Australia · . . . . • 11,430 

(Annual average, 1926 to 1930.) 
Canada· . 
Argentine 
u.s.A. 
Australia 

•' 70,051 

.• 

U.S.S.R. ... , .. 
Danubian countries . 

40,764 
27,334 
17,459 

8,149 
5,720 

24.1 
14.2 
11.8 
11.2 

8.4 
7.7 
6.7 

37.1 
21.6 

. 14.5 
9.2. 
4.3 

'3.0 

. • See A.nnuaire international de Slalislique agrioole, 1930-31,. Rome. 
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.The large increase .in the export surplus of those countries 
wh1ch are able most easily to apply the new methods of production· 
is very clear. B~t the ren~wal of strong competition from the 
European producmg countnes was very marked also after 1928 
Between 1928 and 1930, the share of Europe in the world export~ 
of wheat rose from 4 to 25 per cent.I 

A substantial part of this increase in European. exports ~as 
due to the re-emergence of the Un~oli of Soviet Socialist Republics 
as an exporter of wheat on a cons1derable scale. Before the war 
the Russian exp9rt surplus was larger thai! that from any othe; 
country. Even m 1928 and 1929, the Soviet Government found 
it necessary to import wheat. In 1930, however, and in .1931 
large quantities were exported under the Five-Year Plart.z ' 

There is a substantial difference between these Russian 
exports and those from other European wheat-producing coun
tries on the one hand and the. export surpluses of . the new 
producing countries on the other, Pressure of necessity forces 
the European exporters to sell, but, during the early stages of 
the depression, the producers in other countries. were able to 
hold supplies off the markets for a time. As, one after another, 
th¢ price control schemes broke down,. successive accumulations 
of stocks were dumped on an already demoralised market. The 
fall in prices and the persistent low level which has prevailed 
since 1929 are not, therefore, to be attributed to any one factor. 
They are the result of the combined pressure of increased supplies 
from many countries upon a world-demand which is restricted 
by trade barriers and diminished by lowered purchasing power. 

ln the case of certain products, such as sugar and rubber, 
part of the production of which. is. dependent upon large-scale 
capitalist organisation, there enter other factors. such as the 
time-lag before investment becomes producti':e .. lt takes about 
.seven years for a rubber tree to mature and It IS. probable that 

· still greater production of this commodity is to be expected as 
trees come into profit which were planted. in the boom. S_ugar 
production also calls for capital investll!-ent and cannot q~uckly 
be restricted. Moreover, the greatly . mcreased productiO!l:· of 
cane sugar. in recent years. has encountered renewed competitiOn 
from beet-sugar .in Europe. . . · . . · . 

Credit expansion in the _Years 1925. to.1929 obv10usly played 
a considerable rOle both m promotm~ th~ new methods. of 
productiort in such countries as the Umted States of Amenca, 

1 The increase was equally marked :in other ~eals. - e.g,, in .rye, from 4~ 
to 96 per cent ; in barley, from 21 to 82 per cent ; m oats, from 38 to 60 per g:.;m)t , 
in maize, from 7 to 26 per cent• (See Review of World Tra_de, 19~0,, paj{e · . 

• The uantities of wheat exported from the Union of SoVIet Soc1~hst .epubh?s 
In recent jears have been : in 1928, 33,283 quintals ; In 1929, 50 qmntals , and, m 
1930, 25,309,350 quintals" · 
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Canada, the Argentine, Australia and the Soviet Union, and 
also in. restoring the . production . of the ~uropean . countries. 
Cheap .and easy credit made possible a rapid extenswn of the 
use of the new agricultural machinery, and also .facilitated the 
various attempts at pri~e-:-controls. At t~e s~me time, a. high 
11eneral level of purchasmg power was mruntamed, the pnce of 
~gricultural products remained high and European production 
was tempted again into world markets. 

The subsequent breakdown of the credit inflation and the 
fall in prices which xesulted from it have been aggravated by the 
almost complete collapse of international markets for many of 
the most important foodstuffs. In the next chapter, a. table is 
given showing how widely the domestic prices of wheat in different 
countries now vary. Tariffs, quota systems, contingents, clearing 
arrangements, milling regulations, have destroyed free compe
tition in the international market and have substituted for it 
a series of sheltered but inevitably weak producers for domestic 
markets. Such measures are encouraging production where it 
is costly and discouraging it where .it is more efficient. If it is 
only by such measures as paralyse world trade that temporary 
shelter may be given. to the threatened producers, such shelter 
may prove to be dearly bought in the long run. 

There is, in the spring of· 1932, little sign of significant 
restrictions of acreage under cultivation.! Marked reductions in 
winter wheat acreage in the United States have been followed 
by favourable spring sowings, and from Canada at least a large 
export surplus is expected.l1 The harvest prospects in the Soviet 
Union and in other exporting countries are not yet known. 
There is, however, significant difficulty in providing mechanical 
equipment in many of the more efficient areas ; and .also in the 
provision of fertilisers for the world as a whole. This phenomenon, 
to be noted in -many individual countries, is manifested also in 
the production of the chemical industry, which fell by 10 per 
cent in 1930 and by a· further 25 per cent in Hl3L It would 
be ironical if the restriction of production ultimately induced by 
the depression were carried to the point where not only existing 
stocks disappeared, but production was curtailed. especially in 
the areas o~ cheaper producti~n. 

(iv) THE DECLINE lN lNDVSTRIAL PRODVCTION. 

· The .statistical information that is available concerning the 
prod.uction of raw materials as distinct from foodstuffs, and 
partiCularly of those raw materials used for·the production of 

1 Cf. Monthll{ Bulletin of Agricullural and Commercial Statistics April ;1932. 
'See The T1mes, London, June 7th, 1932. . ' 
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inv~stme.nt good.s, supports the argument advanced in th 
first section of this c_hapter that the diso~gani~ation of productio~ 
has. beeJ1 great~r . m the . ma~ufacturmg mdustries than in 
agnculture.. This, mformation Is m accord also with, the trend 
of th~ natio~al m?ex-numbers ?f production and with such 
material as Js available conccrmng tb,e position of particular 
important manufacturing industries. · . 

. When the. whole peri?d ~925 to 1932 is considered, it becomes 
evident that, by the begrnmng of .1929, the disequUibria inherent 
i~ the reconstruction·. ·boom had become apparent. The table 
cited below ofiers evidence of this. 

Index-Numbers of Raw Material Production, weighted by 1930 
. Values. 

(Basis: Average for 1925 ·to 1929 = 100.) 

Continental Groups 1925 1929 1930 19311 

Europe, excluding U.S.S.R. 90 117 102 91 
Europe, including U.S.S.R. 88 117 107 99 
North America ...... .. 94 108 93 81 
Latin· America I 92 111 105 -
Africa . .. • .. • /0 "' • .. • • • 97 110 108 96 
Asia (excluding Asiatic Russia) • ,,,- .. 94 107 109 97 
Oceania ... ·: ....... ~ 102 97 95 - - -

World. . . . • . 92 111 101 91 

It is significant that the production of raw materials in the . 
years 1925 to 1929, as measured in this table, increased fastest 
in Europe and Latin America, where American loans were 
extended most freely.· The development was most marked in 
Europe, where, even when the Soviet Union is excluded from 
consideration, there was a cumulative annual increase of 4 per 
cent. The subsequent decline in production has been greatest 
in these area!; and in the United States itself, where the inflation 
was most pronounced and where . there was a very marked 
expansion of production between 1913 and 1925. 

Even the severe measure of decline which is revealed in the 
production of raw materials does pot reveal the full . extent of 
the industrial depression. As in the case of agricultural products; 
there have been marked accumulations of stocks, and, in many 
Cases, price-control f;Chemes which have, after sustaining prices 
for a short time, broken down and released a,ccumul~ted ~tacks 
on an already disorganised' market_. Many 1mporta11t mmeral 

• l>rovisional indices. 
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raw :materials -· copper, lead, zinc, tin, a!uminium ~ are 
controlled by more or less stron~ly orgamsed cartels. The 
stocks of non-ferrous metals have mcreased Yery greatly since 
the depression began. 

Stocks of Non-Ferrous Metals. 1 

(Metric tons, OOO's.) 
Aprillst Copper Lead Tin Zinc 

1925 ' 401 .... ~ 20 16 
1929 ,·~ 278 ·27 36 
1930 487 45 143 91 
1931 518 132 61 142 
1932 165 62 140 

In the Review of World Productlon, :Z925 to 1931,. from which 
these and the other statistics cited in this chapter are drawn, 
an attempt is made to estimate the degree of decline in industrial 
production. It is obvious that this must be greater than the 
decline in raw material production if only because stocks of 
raw materials have. accumulated in such great quantities. A 
combination of the national indices of production compiled in 
the main industrial countries, shows that production as a whole 
fell by about 25 per cent between 1929. and 1931. Since the 
production of foodstuffs in the world was practically stable, 
it is obvious that the decline in raw materials and in manufacturing 
production must have been very great. If an index of manu
facturing production alone could be obtained, it would show a 
greater decline than 25 per cent. Moreover; the decline has 
been very rapid in the latter part of 1931, so that the annual 
average understates the decline. 
. . Conditions have varied from country to country and from 
mdustry to industry. The publication referred to above briefly 
surveys the main facts first by countries and then by industries. 
!he only country which records a marked ap.d cumulative 
mc:ease in industrial production during the depression is the 
Umon of Soviet Socialist Republics. The available statistics 2 

show an increas~ in the total value of industrial productio;n 
of 30 per cent m .1930 (at constant ·prices) and of approXl
mately 22 per cent m 1931. This increase is of course calculated 
from a com:para.tively smalJ.. base, so that it is hardly likely to 
b.e f.u~y mamtru.ne~. But 1t represents a very sub.stantial 3;nd 
sigruficant change In the Soviet Union's relation to the outs1de 
world. This is evident from the share· of the Union of Soviet 

1 See Review of World Production 1925 to 1931 
• Institut fllr Konjunkturforschu~g. Berlin. · 



-tot.._ 

Social!st Rep!-lblics in the world production of industrial raw 
matenals, whtch ros~ from 3.7 per c~nt in 1925 to 7.9 per .cent. 
in 1931. The condtbons under whtch that. increase· has been 
atta~ned are, howeyer~ U~:Iique. The index of production is 
admtttedly not an mdtcatwn of the goods made available for 
consu~ptwn by !he people.. A su~tained effort is being made 
to eqmp the Urnon of Soviet. Soctalist Republics with heavy 
industries and the energies of the whole people are bent to that 
end, rather than to the satisfaction of individual wants. This 
disciplined effort makes Soviet Russia a world apart, whose 
experiences have at the present time little relation to the situation 
in other countries. 

The heaviest declines in manufacturing production have 
taken place precisely in those countries - the United States 
of America and Canada - where credit expansion was most 
pronounced jn the years 1925 to 1929, but was followed by 
de:ijation in 1929-1932, and in countries like Germany and 
Poland, where there was a rapid recovery in 1925 to 1929 accom
panied by a large volume of foreign borrowing. The most 
recent monthly indices of production available in those countries 
at the moment of writing show the following declines as compared 
with the corresponding month in 1929; 

United States (February) 
Canada (February) 
Germany (March) . . . . 
Poland (February) . . . . . 

Percentage 

41.5 
36.6 
44.1 
48.5 

There were other countries, notably France and Sweden, 
which maintained a high level of industrial activity until well 
on in 1930 · but as the table cited earlier in this chapter shows, 
all of thes~ countries were suffering quite heavily from !he 
depression in 1931 and 1932. Japan showed a spurt of productiOn 
in the textile industry ·in the second half. _of 1931 .and those 
countries which abandoned the ·gold standard 1n the thtrd quarter 
of the year were able at least. temporar~Y. to. check ~nd even 
reverse the decline in production. Statistics are av~lable .for 
Sweden which show a temporary stimulus to the e~port md.ustnes, 
.succeeded by an improvement .in the ind.ustnes catermg for 
the home market. 

(1925 to 1930 = 100.) 
1931 

Home-Market in- Aug. Sept. Oct. Nov. Dec. 

dustries • . . 98 99 97 94' 104 
Export industries 83 88 91 . 94 98 

1932 
Jan: ·,Febr. March April 

98 102 100 104 
83 94 83 77 
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Perhaps the most sig~ftcant of these fi&ures, however, are 
those which show how export trade slackened 1n the early months 
of 1932. This slackening is primarily ;due to the progressive 
closing of export markets by the vanous m.ea~ures of trade 
restriction imposed in those months. The ~tatlstlcs cited above 
for Sweden may be paralleled by those which reflect the check 
to exports fr~m the Uni.ted Kingdo;n. In the same way, the 
later falling off of Swed1sh ·production for the export market 
finds its counterpart in the t~ndency .for British unemploYment 
figures to increase again in the Spring of 1932. 

The statistics which show the decline in production of the 
more important industries reveal a wide range of variation, as 
the following reughly comparable statistics for Germany and 
the United States of America will show . 

.Percentage Decline in the Production of Various Classes of Goods 
from 1928 (Average) to End of 1931. 

GERMANY • 
. Producers' .Goods 

Timber ......• ~ 27 
· Iron and steel (rolling- · 

mill products). • · . -. 43 
Non-ferrous metals. - 51 
Cement. · · -54 
Machines - 58 
Steel . .__,... 61 
Iron . - 64 

. Lorries - 65 

Consumers' Goods 
Foodstuffs • . . , 
Footwear •.. 
Paper ...•. 
Textiles 
Passenger cars . 
Clocks ...• 
Porcelain .. 
Pianos . , 
Motor-cycles. 

UNITED;!_STATES OFfAMERICA. 
Producers' Goods 

Electpcal goodsl .. · 
Cement (Portland) . 
Commercial motor 

vehicles ... 
Electric motors 1 . 

Woodworking 
machines.· 

Machine tools . . . 
Steel castings . . . 
Foundry equirmen,t 
Locomotives . . . 

"Values. 

~ 43' 
-~ 43 

-52 
-53 

-72 
-69 
-73 
-82 
-90 

1 Decline from average 1927 to 1929. 

Consumers' Goods 
Silk consumption · . • 
Foodstuffs . . . , .. 
·Gloves ..... . 
Tobacco products ·. 
Cotton textiles . . 
Books sold , . . . 
Household furniture 
Boots and shoes . 
:vacuum cleaners 
Baths ...•. 
Passenger cars 
Enamelled ware 

- 9 
-19 
-23 
-32 
-39 
-41 
-58 
-81 
-85 

+ 9 
-· 5 
- 5 
~ 10 
-20 
-20 
_150 
- 2& 
·- 38 
-72 
-79 
-:- 83 . 
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Broadly sp~aking, prod~cers' goods have declined further 
than consumers goods, and, m both categories, the more durable 
products ~av<: fared the worst. There is evidence indeed of a 
·sharp dechp.e m th~ s·~and!ird of living in both countries, a decline 
ex~ressed 1n the dunmutlon of_ dema_nd for the more expensive 
articles of personal ~nd household eqmpment. _ This ~evelopment 
supports the analys1s of the boom wluch was made m an earlier 
chapter 1 • 

The heavy fall_ in production of those commodities which 
are primarily classified as investment goods is clearly demon
strated ~lso_m the case of r~w materials, ·and particularly metals. 
The Remew of World Producizon 1925 to 1931 cites further evidence 
from Sweden, Poland, the United Kingdom and the United 
States of America, supporting the conclusion that, in all these 
cases,_ the production of investment goods fluctuated more 
than that of consumption goods. Moreover, the rate of decline 
has accelerated notably in recent months as the following table 
shows, 

The alarming significance of this table is · only too clear. 
The volume of production of investment goods in the United 
States, Germany and Poland has fallen very heavily indeed in 
recent months. 

The only country where the production of investment goods 
has risen faster. than that of · consumers' goods during the 
depression is the Union of Soviet Socialist Republics. The 
index of the former (based on the average Hl26 to 1929 as 100) 
rose from 140 in 1929 to 249 in1931, while the index o,f consumers' 
goods rose from 133 to 187. At the same time, the Russian imports 
of capital goods have increased, Imports of metals, metallurgical 
products, electrical machinery and apparatus represented 31.4 
per cent of the total imports in 1926-27, but, _in the first_ six 
months of 1931, such imports amounted to 73.7 per cent of the 
total. This large demand for capital equipmeiJ.t has naturally 
affected production in certain other countries, particularly 
Germany. ·. __ _ . . . · 

It was shown in the preceding section of this chap~er that 
the production of agricultural f?odstuffs and ra~ matenals has, 
up till the present, been relatively well s~stamed, · Altho_ugh 

. large stocks are being accumulated, there .Is reason. to beh.eve 
that production at present exceeds consummg capac1ty. Pnces 
of agricultural products are very low. . . 

On the other hand, the production . of ca~1t~ eqmpm~nt, 
except in the case of the Union of SoVIet Soc1ahst Republics, 
has fallen to levels which are obviously below the need~ of the 

'""' ' -

1 See~ Chapter II, section (i). 



Indices_ of Piodu~lion of Jnuestment_ and Consumers' GoodS. 
(1925 to 1929 = 100.) · 

--

1 l 
1929 1930 1931 11932 

Comitry Grouping 

I II /m) I I II 1 Ill I I I IV IV. I II III IV I 

G~rmany: 
{ Investment goods 105 125 119 109 100 93 84 78 72 75 67 56 46 

Consumers' goods 108 107 102 106 103 103 94 91 86 96 90 92 86 

Poland· .. Investment goods 123. 127 120 117 107 96 96 89 77 76 76 63 '48 
Consumers' goods 122 109 104 103 92 90 92 91 87 88. 81 73 68 

Sweden .. Investment goods 114 113 116 118 122 109 106 99 97 86 86 94 87 
Consumers' goods 105 108 104 103 113 103 99 102 1 (79) 102 109 105 110 

United 
~ Investment good; Kingdom. 105 111 107 107 108 102 93 85 83 80 73 77 78 

(1924, 27- Consumers' goods 99 102 98 101 94 90 87 89 85 86 87 95 93 
29= 100) -

U.S.A. f Investment goods 110 124 124 94 96 91 79 64 65 59 48 41 35 .. l Consumers' goods 104 107 106 99 95 89 85 87' 88 91 93 86 83 
1 EKtensive ~abour eonflict in the textile industry. 
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-yvorld,. but prices of thes~ goods remain relatively high. i This 
IS obvi~usly one. of the chief obstacle~ to.recovery in the present 
depressiOn. Until the costs of production m the capital equipment 
industries, which are in ~ost cases strongly controlled, can be so 
redu~ed as to ma~e possible expanded production, lower prices 
and ll~creased pr~flts, these b~sic industries whose products are 
essential to busmess. expanswn generally, will remain in a 
~ep~essed C?n~ition. As long as their products remain expensive 
rt Will ~e difficult to evoke a larger demand for them .. Business 
enterp!Ise de~ends upon t_he e:xpect~tion of profits and, as long 
as capi!al eqmp;n~nt remams expe!lsive, the prospects of business 
expanswn are hmrted. Recovery m the output of the industries 
producing investment goods therefore will be a sign of renewed 
business expansion, but that recovery cannot come until the 
disparity which at present exists between the prices of consumers' 
goods and those of investment goods is remedied, either by a 
rise ·in tl!e former or by a fall in the latter consequent upon 
lowered costs of production. 

(v) INDUSTRIAL PROGRESs IN THE DEl'RESSro:t-t. 

It would be obviously impossible to attempt in a short space 
any systematic survey of the fortunes of all important industries 
during the depression. The Review of World Production,1925 to 
1931, contains some brief notes upon the situation of certain 
principal industries; but even those fuller notes and the statistical 
appendices by which they are supported can only be fragmentary. 
In this section, all that can be attempted is the raising of certain 
broad questions relating to the effect of the depression upon 
industrial progress. . . . 

It should first be said that the rapid development of new 
technical methods and the growth of new industries, ~ogether 
with the spread of industrial organisation to new countnes, was 
one of the structural changes which tended to create an unstable 
situation in the years before the depression. rt is true that such 
chanaes are always ~n progress and that they seldom cause such 
vi:>le~t paroxys~s of readjust~ent . as the ~orld has recently 

· Witnessed. But, m the present situatlo~. tw~ rmpo!tant elements 
have to be taken into account. The first IS the mcreased p_ace 

. at which the changes took place, partly as a result of mechamc~l 
invention during the war period and partly as a result of cr~dit 
inflation during the boom which preceded th~ pr~sent depresswn. 
The· .second lies in the Jess fle~ble . orgamsation of post,..'Yar 
economic life, a:s a result of which readjustment to meet changmg 

1 See. Chapter IV. 

7 



- 106 -~ 

conditions of production ~vas r~nde~ed much more difficult. An 
the apparatus of economic nat~onahsm a_nd _governmental inter
vention cartels and industnal orgamsatwns, and banking 
assistan'ce to threatened in~ustries! interposed obstacles to the 
elimination of less .effective_ mdu~tr1al metho~s. . 

The credit expansion which was s~ mark~d m the latter part of 
the first post-war de?ade supported f1rst a_ lngh level of. consump
tion and theil an mvestment boom. With the result that an 
expansion of the new, and ~ ma~ntenance of th~ old, in~ustries 
finally culminated ~in a situat10n where ~ ~ap1~al eqmpment 
outran consumers' demand. Examples .of th1s might be drawn 
from many industries. Cereal-growing has already been men
tioned · the textile industries offer another example, not only 
- f ' ' • .• 

of new products and new_ metho.ds commg mto v?gue, but also 
of new areas of product10n bemg developed ·w1thout corres
ponding liquidation of the older areas. The coal industry in 
many countries has been the subject of governmental intervention 
to save it from the full consequences of the increased competition 
of other fuels and sources of power. Competition between the · 
railways and newer forms of road transport is acute in most 
countries. 

It seems clear that many unsound· elt)ments crept into the 
expansion of business enterprise <;luring the boom period and 
that t'qe process of contraction during the depression has been 
especially severe in certain of the newer industries.. This is true, ~ 
.for example, of the motor-car industry. The monthly production 
of cars in the United States in 1931 averaged less than 50 per 
cent ?f the comparable figures in 1929 and fell much lower in 

. the fmt quarter of 1932. The recession in Canada was even 
more marked, production . in the first quarter of 1932 being 
only 18. per cent of that for-the first quarter of 1929. German 
productiOn also fell off very heavily but the fall in France and 
the United Kingdom was much les;. 

Many factors enter into this situation. Recession has been 
gr~atest. where there was the most marked credit inflation. It is 
ev1~ent also that t~e technical methods of mass production 
which f?rmed ~~e ch~ef advantage 'of the American industry are 
now b~mg utilised m other countries. Behind tariff barriers 
~me~ ~arke~s in these countries are slowly being expanded. 

e . encan· m~ustry, faced with a sudden contraction of 
purJl_l.as;ng po":er m~ a market already close to saturation point, 
~s .so aced WI_t~ export difficulties arising from more effective 
orte~nt. competition . as well as from tariffs and other trade res nc 1ons. · ~ ~ ~ 

· The failure~.of dema_n<I;, from ~he motor-car. industry and also 
from constructional buildmg acbviti~s lies behind the plight of 
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the iron and steel industry, especially in the United States. This 
is a typical and important example of the way in which an unduly 
extended .consumer's dem~nd, ~specially for products of durable 
consu~ptwn, wa~ respo~s1ble I~ the b~om pe::iod. for an over
expansiOn of capital eqmpment m certam leadmg mdustries. A 
large part of the recession in production has come in the industries 
w_hich cater for the . ;n~w ranges of ~emand made possible by 
higher standards of liymg. The recml of these standards from 
the levels reached during the boom has been very marked, 

This, however, is quite consistent with the much more 
important fact that, broadly speaking, the new industries, new 
methods and new areas of production continue to win their way 
in competition with their older rivals. It is obvious that, when 
purchasing power declines, motor-car production is likely to be 
curtailed more than the productiOI! of foodstuffs and clothing, 
but,. if the motor-car industry is badly hit, it is mainly on the 
passenger-car side of the business. Motor transport continues to 
make headway against the railways of most countries. 

There are many examples which might be cited of the con
tinuing advantage, even during the depression, of new products,, . 
new methods and new areas of production. Shipbuilding has 
suffered heavily. In March 1932, the total tonnage under 
construction was 1,298,000 as against 3,266,000 in March 1930, 
and even this decline does not fully represent the position since 
work was suspended or slowed down on many ships.. The 
contraction was very heavy in the United Kingdom, Germany, 
Japan, the Netherlands and Denmark, but less pronounced in 
France, the United States and Sweden, while Italy recorded an 
uninterrupted expansion throughout the · depression. It is of 
interest also to observe that motor-ships, which in 1925 accounted 
for· 38.5 per cent of the tonnage launched, in 1929 accounted 
for 45 and in 1931 for 57 per cent. Of the total steam. ton:nage 
launched in 1931, approximately 79 per c~nt refers ~o ships fitted 
for burning oil fuel, the tonnage dependmg exclusively on coal 
for propulsion being less than 10 per cent ?f the ":orld output 
in that year. This is clear evidence of rap1d techmcal changes 
being accentuated during the depressiOI1· : 
· In the textile industries tJ1ere is much evidence of ·growth 

in the newer areas. of production, which, in ad~ition to other 
. ~dvantages, are able to use the most modern eqmpment. Thus, 

m India and in China, cotton manufacture expanded throughout 
the depr~ssion.l 

' Full statistical summaries of these and o~her !n~ustrics cited arc given in 
the appendices or the .Review of World PrOd!ICI!On, 19~5 to 1931. 
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It seems clear also that there ha~ been _a strong trend in 
favour, not only of artificial silk and silk fabncs, but· also of the 
finer qu~ties of .cotton and wool, and that the world output 
of hosiery and kmtted goods ha_s.e~pa~ded gre~tly. Th~ output 
both of natural silk and of arbf1c1al ~Ilk con~~u~s t~ In?rease, 
but with important shifts of production. Artificial silk Indeed 
is one of the very few industries ~ha~ h~s bee.n. able ~oth to 
expand its pr~duction. and to mamt~m 1ts pn?es dunng_ the 
depression. Pnces, which fell,; accordmg to Italian quotations, 
by 60 per cent between 1925 and 1929, have not fallen more 
than about 7 per cent between 1929 and the beginning of 1932. 
As in the case of natural silk, production tends to shift to the 
United States and Japan. 

The production of electrical energy, which increased very fast 
between 1925 and 1929, has been maintained during the depres
sion. The advanc(l was particularly great in the Union of Soviet 

. Socialist Republics, Finland, New Zealand, Netherlands, Belgium 
and Japan, but this form of power is being developed very 
rapidly in almost every country and with it new engineering 
industries and new technical methods in the older industries are 
being sustained. ·· 

The general impression gained from the survey of manu
facturing production during the depression from which the 
above_examples are cited, is one of continuing technical progress 
and increasing competition from the newer methods. The more 
efficien~ methods tend to ~ the battle during a period. of 
depression, but the vested mterests of the older productive 
organisation are very strong, and many obstacles are put in the 
way of readjustment to the new technical situation. Such obsta
·cles, expressed, not only through governmental, but also thro.ugh 
· industrial and banking. :Policy, form a large part . of the back
gro~d of the pre~ent depression and are no less important in 
delaymg the re!idJus~en~ of the relation between prices and 
costs of production which m necessary to recovery, 



Chapter IV. 

THE MOVEMENT OF PRICES. 

(i) ELEMENTS OF INSTABILITY BEFORE 1929. 

A previous publication of the Economic Intelligence Service 
of the League of Nations has reviewed the movements in the general 
level of wholesale prices during the years which preceded the 
present depression. 1 The information gathered in that publica
tion is sufficient to show that there was, in the world as a whole, 
little uniformity in the movement of wholesale price indices 
in different countries during the years 1922-1929. · Even when 
the influence of various . degrees of currency depreciation is 
removed by. converting all the indices to levels corresponding 
with the gold parities of the different currencies, 'there still remains 
a wide range of variation in. the national price-levels. Compared 
with 1913 or 1914 as base = 100, the wholesale price index
numbers of thirty-one different countries stood in 1928 at levels 
ranging from 165 (Australia) to 119 (Chile). Moreover, the 
movement <>f these indices in the years 1922-1929 was :p.ot uniform 
either from year to year or over the whole period. 

After the restoration of the gold standard by many countries 
in the years following 1924-25, there. was a tendency Jor the 
various national price-levels tq be. l:)rought into equilibrium ; but 
this involved the necessity for adjustments of . certain national 
~ric.e~systems, adjustments, more9ver, to. an intern~tional ~~ui
libriUm that was constantly changmg as more countnes s~abibsed 
their currencies and as world production and trade recovered. T.he 
general level of prices in Britain, for example, moved ste3;dily 
downward after 1924, while the level in the United States remamed 
relatively stable,. with only a slight falling tendency. Between 

------
.The Course and Phases·of tM World Economlc Deprtssion, pages 87-96. 
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1924 and 1929, the Board of Trade index. of wholesale prices 
in Great Britain fell by 18 per cent, the Umted States Bureau of 
Labor Statistics index by 3 per .cent ; the German official index 
remained very steady ; and the French. index remained st~ady 
als(} after the stabilisation of the franc Ill 1927-28. The Italian 
index fell by 26 per cent between 1926 and 1_929, and the Japanese 
by 7 per cent, while the Australian index fell by only 2 per cent 
in the same years. . . . . · 

The return to the gold standard by Germany (1924), Great 
Britain (1925), Italy (1926), France (1~27-28), and many other 
countries in this period had made possible t_he h~pe. that, after 
the .necessary adjustments of the domestic prrce-levels had 
taken place, international equilibrium ·would be maintained by 
the normal operation of the foreign exchanges. But there was 
very great difficulty in choosing the levels at which to reattach 
the depreciated currencies to gold. No level which might have 
. been .chosen in any particular case exactly fitted all the domestic 
and external requirements, and many ·of the factors that had 
to be considered, suchf for example, as ·the repatriation of 
capital, were incapable of-precise estimation. In retro15pect, it is 
clear enough that Great ·Britain. and Italy returned to gold. at 
parities which necessitated a: large and difficult measure of 
internal deflation; while France and Belgium stabilised ~:tt levels 
which encouraged the return of foreign .balances and allowed 
domestic (retail) prices to rise. 

It ·is evident, ·therefore, that, while adjustment of. internal 
to exte;rnal purchasing power was proceeding in many countries 
after 1925,. the world's currencies had not been brought into 
stable equilibrium -when the crisis developed in 1929. This 
fact must be reckoned as a major element of instability in the 
pre-depression years. · 
· In . addition to this international disequilibrium, however, 
there were many important elements of instability in the price
structure, even of those countries where the index-number 
of ":holesale. prices appeared to be relatively steady. Su~h 
relailve stability of the average level of wholesale prices, m · 
fact, ·concealed weaknesses within the price-structure which 
~ere. at leas~ partly responsible for the severity of the decline 
m pnces which followed after 1929. Some reference has already 
~een made to the general economic factors of instability in the 

· fnst po~t-war _decade. 1 The analysis which follows of the. effects . 
of a rapid credit expansion in the years 1925-1929 must be regarde.d 
as an added, but not the sole, cause of price instability: Indeed, 
as has alre~dy been sh9wn (Chapter I, section (viii)), t]le credit 

' See Chapter I. 
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expansi?n itself was due, in part, t~ the attempt at facilitating the 
. restoration of Europe and, m parhcuJar, to the provision of new 
loans to " bridge the gap in the balance of payments ". 

The level of. wholesa1~ prices was more stable in the United 
States of Amenca than m most other countries. In 1923 the 
Bureau of Labor Statistics wholesale price index stood at ioo.6 
(1926 = 100). It rose to 103.5 in 1925 and fell to 95.3· in 1929. 
The year-to~year changes in· this whole period did not exceed · 
.5 per cent in either direction, though there was a somewhat 
~ider range ?f m?vem.ent when the monthly figures are con~ 
Sidered. Retail pr1ces m the Umted States showed an even 
sm~ller variat~on ; but wages increased steadily over the whole 
penod. The mdex-number of wholesale prices of commodities 
does not, however, cover the whole price-structure, and there 
was much evidence, particularly in the years 1927-1929, of a 
considerable inflation of security and real estate prices caused 
by the credit expansion discussed in an earlier chapter of this 
Survey. 1 . · 

Moreover, this marked expansion of credit, which followed the 
cheap money policy of the Federal Reserve Banks in 1927, had 
very different effects upon different groups of commodity prices. 

When the situation of all the gold-standard countries is 
taken· into account, it is probable that- the average world
movement of gold prices in the years 1925~1929 was substantially 
downward. But productivity was increasing fast, and prices ·would 
probably have fallen more markedly if there had not been an 
expansion of credit. The stability of the average level of whole
sale prices in such circumstances was favourable to business 
expansion and higher profits. . . 
, Even though the average level of wholesale prices remained 
'relatively stable, there was an upward pressure upon many 
price~groups. The security ~nd · real estat~ speculati~n already 
mentioned yielded paper profits the expenditure.of.which helped 
to maintain the demand for, and therefore the pnces of, many 
commodities. · Low interest rates also made it possible to finance 
valorisation schemes, controls, pools, etc., especially for agricultu
~al products which were kept at price l~vels which it prov~d 
unpossible to support after the cheap credit was no longer avail
able. Behind the shelter of these schemes· there was a la~ge 
eJ\'_tension of production which later proyed ~. '!ery depre~smg 
influence on prices. Finally; che~p cre~t faCilitate~ the 1ssue 
o_f loans by which many couf!tnes outs;de t~e Umted States 
maintained or buttressed the1r domestic priC~~levels . and so 
postponed the adjustments of costs of productiOn wh1ch were 

~--

1 See Chapter II, section (i). 
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necessary if they were to remain on the .go~d standa_rd. . Each 
of these three inflationary effects of ~e credit e;XP9flSion m the 
United States - security speculatiOn, valonsatwn schemes 
and large. foreign issues - contributed to the maintenance of 
consumer's demand. 

Within the stable average, there was a marked rise of agricul
tural relatively to non-aJ¢cultural pri~es, . acco~panied by 
increased produc~ion. Agncultur~ s~are4 m tlus penod the tech
nical progress which was ?haractenstlc ?f Industry as a whole, and 
there is no reason to beheve that the mcreased supply was pro
duced at greater cost. Cheap and easy credit not only facilitated 
the holding of stocks in various price-control schemes, but made 
possible the utilisatio~ on a large .scale of mech~n}cal methods 
of production. Techmcal progress IS always conditioned by the 
cost of the capital outlay involved, and it is probable that a 
large part of the increased agricultural production of the period 
1926-1929 was due primarily to cheap credit facilitating the use 
of tractors and similar agricultural machinery. 

The sales of tractors and harvesting combines, especially in 
. the United States, Canada, the Argentine and Australia, increased 
remarkably in. this period, and there was heavier investment 
in fertilisers also. There was, therefore, a marked increase. in 
agricultural production in the years of cheap credit. 

The demand for agricultural products, on .the other hand, 
tended to decrease. 'Rising standards of living shifted the demand 
from the simple basic products, such as cereals, to more elaborate 
and highly-'priced products. In. such circumstances, a downward 
trend of agricultural prices might reasonably have been expected. 
and some curtailment of production might have been looked for. 
The marked rise of agricultural prices shown on the accompanying 
diagram. together with the expansion of production that took 
place, gives evidence of an unstable price situation. \Vhen 

. the cheap credit that had promoted . this development was no 
longer· available, the stocks accumulated in excess of demand 
were a depressing factor in the price decline. 
• The rise in agricultur~l prices was caused primarily by the 
mflue1_1ce of cheap credit upon the price of aQI'icultural raw 
matenals as distinct from finished products. A: shnuali influe!lce 
was exe~ed ~pon other raw-material prices,· particularly those 
of certrun mmeral products. Just as the production of sugar, 
wh~at. ~otton ~d ~ther agricultural products was buttressed and 
~heir pnce~ mruntrun~d •. so copper, nickel, certain types of build
mg ma!enals and smular products were controlled and their 
Jl.ro~uc"?on extended .. The United States Bureau of Labor Sta-

. tistlcs. l}ldex-numbers of the wholesale prices of raw materials 
and ftrushed products show a distinct tendency for the former 
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to rise relatively to the latter in t~e period of cheap credit fro:m 
the middle of 1927 to the end of 1928. 

Moreover the influence of this cheap credit policy extended 
to overseas ~ountries, both by facilitating the issue of foreign 
loans and also by reason of the tendency of ra~-material prices 
to rise. It is si!ffiificant that the barter terms of trade (the 
relation of export to impo!t prices) _became. J.?-Or~ favourable 
to the raw-material exportmg countnes at this time. 1. 

Particular importance attaches to the irregularity of capital 
movements in the whole period 1925-1932. Very heavy borrowing 
in the years 1925-1928 was succeeded by a period of growing 
stringency (1928-1929) al!-d then by an almost complete stopp~ge 
and even. reversal of cap1tal exports from the: cred1tor countnes. 
These fluctuations of foreign investment, affecting not only 
prices but the organisation of production, though greatly influen-

. ced by credit policy, were dependent also upon general economic, 
non-monetary conditions: The decline in prices since 1929 is 
not to be explained, therefore, wholly in terms of monetary 
and credit causes. On the contrary, '' the fundamental causes 
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 movements, . the exchange 
between manufacturing countries and other . countries ·~. 2 

When pressure was brought by the Federal Reserve Banks 
to check further credit expansion from the early part. of 1929 
onwards, the effect of higher interest rates was not felt imme
diately by the security and real estate markets ; but its effect 
upon agricultural prices, and upon raw-material prices, as well 
as upon foreign lending . was evident in the early months of 
1929. Theresistance to lower price-levels was broken, accumu
~ted st~cks were liberated at first slowly, but, after the breakdown 
m secunty Speculation in October 1929 created credit stringency, 
the selling pressure became more pronounced, 

Col!-trol schemes broke down and prices slumped. The debtor 
countn~s also, deprived of the capital imports upon which they 
had r~hed, were forced to restrict credit. Increased quantities 
of their p~oduc~ were thrown on world markets, while imports 
were r~tncted m order to provide a balance of payments for 
the .service of debt previously contracted .. The reduction of their 
ca~Ital ex\'e~diture also·cut down their demand for the products 
~f mdustnalised countries. Those industrialised countries which, 
like Germany, were also debtors, reduced their imports of raw 

: Cf. Chapter VI and Reuiew of World Trade, 1931, page 52. · 
Course and Phases of the World Economic Depression, page 226. 
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materials and consumed their stocks, thus. further demoralising 
the markets. - . 

Despite the comparative measure of stability of the avera e · 
level of who.lesale prices !n the years 1922-1929, therefore, it 1s 
clear. that,. m the years 1mm~dmtely preceding the depression, 
especially m 1927-19_29, credit expansion, superimposed upon 
an unstable econoiiDc and _political situation, had created a 
da_ngerously unbalanced pr1Ce-structure. The pressure upon 

. pnce-control schemes, and upon the debtor countries -when 
credit became more expel!-sive, caused prices to fall more sharply, 
at least_ from the begmnmg of 1929. When the boom. burst in 
October 1929 that fall, as the next section will show rapidly 
took on catastrophic proportions. ' 

(ii) THE COLLAPSE OF PRICES, 1929-1932. 

The collapse since the latter part of 1929, not only of the 
average level of wholesale prices, but of the whole price-structure, 
has been- the most alarming manifestation of economic disorga
nisation in the present depression. It is so far-reaching and 
complete that it is unlikely to have been produced by any single 
cause. The variety and contradictory nature of the explanations 

· offered, even in expert circles,. leads in itself to a suspicion that 
the causes are complex and not fully understood. It is not 
only the monetary mechanism but the whole economic. organi. 
sation of the world that has been aiTected, and it is unlikely that 
any. single weakness would have caused such a general collapse. 

In even the briefest recital and analysis of price-movements in 
1929-1932, therefore, consideration must be given to many other 
phenomena- besides the outstanding fact of an unprecedented 
decline in the average levels of commodity prices. The price
structure of the modern world, kept in international equilibrium 
by the operation of the gold standard, was a very complex and 
delicate creation, comparable with the nervous system of the 
human body. By its reactions t<? the stim~i o! cha!lging econo
mic conditions, the body economic w~s mamtamed m a heal~hy 
condition. Like the nervous system, 1t was capable of becommg 
deranged. On the other hand! its . efficie~lCY was hampered 
whenever abnormal local happemngs either d1st?rted ~r thwarted 
its reactions. An accumulation of such strams m1ght throw 
the whole system into disorder. . 

As succeeding sections of this chapter will ~l!o":, not ol!-lY 
has the .delicately balanced international eqmlibnum mam
tained by the various national price-~truc~~re~ -been tempora
iily destroyed, but a whole series of d1sequ~ibna have been .set 
up between wholesale and retail prices, the pnces of raw materials 
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and of finished manufactures, of producers' goods and consumers' 
goods~ to mention only a few. It is ~o e~sy t_ask to construct 
once again an international syst~m which. IS bmlt up _of so many 
interlocking and shifting relations .. Th~s . destruction of. the 
balanced relationships in the price-system IS Important, not only 
because of the inconvenience and hardship it causes by upsetting 
the organisation of economic life, but also because the disequi
libria set up tend to act as a block to recovery. 

The report of the Gold Delegation, published by the League 
of Nations in June 1932, 1 sets out plearly the disturbance of 
economic order occasioned by such a rapid fall in prices as the 
world experienced in the years . 1929-1932. The diagram 
which follows may supplement this description by showing 
how difficult a situation has been created by the uneven 
incidence of falling prices, If the index-number of general 
prices s as 'calculated for the United States be taken as a rough 
indication of the effect. of the depression on the price-structure 
as a whOle, the dispersion of the various index-numbers around 
that average gives an indication of the degree· to which relation
ships existing in 1929 have since been dislocated. It is significant 
that the. heaviest fall has been in security p:t:ices, which are based 
mainly upon estimates of business profit and which therefore 
register the inducement to business activity. U1eir low level 
indicates the paralysis of productive activity that has resulted 

·from the depression. . 
The . divergent movements. of wholesale. prices, wages, and 

the cost of living, as disclosed above, are also significant, since 
they set up strains which lead to class disputes and industrial 
strife. The elements which enter into the cost of living, and 
therefore influence wage rates, are determined only irt part [by 
the larger economic forces which govern wholesale prices, House
rent, inland transport charges, the cost of essential services, such 
as the provision of water and electricity, are not as sensitive 
to the. competitive forees of changing business conditions as 
are '!;he wholesale prices of most commodities. The problem of 
keepmg such slow-moving, inelastic · prices in equilibrium with 
~he moy~me~ts of c?mrnodity prices affected by every change 
m senSitive mternat10nal markets involves a reconciliation ·of 

· national stability . with international adjustment. Failure to 
a_chiev~ this :econciliat~on in t~e post-':"'ar period has tempora
rily . disorgru;nsed the mternational pnce-system and wrecked 
the mternational ·monetary mechanism. 

1 Report of the· Gold· Delegation of the Financial Committee (document C.502. 
M.243.1932.II.A., section XII.) . · . 

1 A& calculated by th~ Research Department of the Federal Reserve Bank 
~~New hYo

1
rk. The calculation t~kes account of other elements of the price-structure 

an w o esale commodity pnces, as, e.g., wages. 
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The Movement of Prices in the United States r· A ... ·· · · .. . . o . menca, 
1929-1932. i 

(Average 1929 = 100.) 
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EvEm when attention is centred upon wholesale commodity 

prices alone, and upon tb,e decline, unprecedented in its rapidity, 
depth and persistence, which has lasted from 1929 to the present 
time it is evident that behind such a movement there must 
lie very difficult and obstinate maladjustments of the economic 
system, An attempt has already. been m~de to analyse. tJiis 
background 1 and, in the first section of t.h.Is cha:pter, attentiOn 
was drawn to the symptoms of price instability which were appa
rent before 1929._ The remainder of this section will deal ''lith 
the actual course of wholesale prices in 1929-1932, and the 
following sections will be devoted to ~orne of its complic~tion.s .. 

: The average level of wholesale pnces had been falling m 
many countries long before the New York stock market collapsed 
in October 1929. The international adjustments referred to 
previously 2 obscured the situation but, from the beginning 
of 1929_ at least, there was in most countries a tendency for 
prices to fall.. This falling tendency gathered _strength until, 
with the breakdown of the speculative boom, it hec_ame preci
pitous. The diagram which follows shows how universal was 
the fall in gold prices and how heavy it has been, especially in 
the agricultural debtor countries such as Australia, the Argentine, 
. the Du,tch East Indies and India. · 

. The course of prices seems fairly clear, at any rate in the first 
two years of the depression. Prices fell fastest in 1930 in the agri
cultural countries, represented in the diagram by Australia, India 
and the Argentine. Japan was not far belrind in the deflation and 
Italy also suffered heavily. As early as. 1930, there were evident 
signs of strain in the agricultural debtor countries, and Australia 
and Argentine were already ofi the gold standard. 

fu 1931, the pace of d~ation showed no s~gns of slackening 
and its incidence· was particularly heavy on the remaining 

. agricultural country in the list-the Dutch East fudies, Before 
the year was. ended, hOwever,. the pace had proved too hot for 
many countries. Great Britain, fudia _and Japan were off the 
gold s~andard, and the variations beginning to appear in the 
ot~er mdex-numbers are evidence of artificial support to the 
pnce-:Ievel,. ev~ in countries nominally on the gold standard. 
By tlie begmnmg of 1932, the average fall in gold prices in those 
countries which had adhered . t~ ~he gold standard ·was about 
30 per cent from the levels ruling in December 1929 or 3()..35 per 
cent ~m ~he average of that year. - · 

This estrrnate of a 30-35 per cent fall in gold prices between 
1929 and 1932, however, IS calculated from_ national price 

1 See -Chapters I and II. 
• See section (1). 
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Wholesale Price Movements in Terms bf Gold, 1929-1932. 

(December 1929 - 100.) 

193.0 1931 
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- the South-American States, Great Britain, ·the British 
Empire, and the British Dominions (with the exception of South 
Africa), and the Scandinavian States, as well as ·other countries 
such as Portugal, Egypt and Siam -. are no'~ pperating paper 
currencies. For many of these countnes, sterling tends to offer 
an alternative and moderately stable standard. The strength of 
sterling has been displayed, not only by the remarkable steadi
ness · of domestic wholesale prices within Great Britain, but 
also by the fact that, instead of import prices being forced up 
to the full extent of the exchange depreciation, gold prices 
fell more heavily after Britain abandoned the gold standard, 
Between September 1931 and March 1932, gold pricesy as 
measured by the London Economist, fell 10 per cent, while ster
ling wholesale (but not retail) prices pf the same commodities 
rose 16 per cent - a result which corresponded roughly with 
the exchange depreciation at that time, It: is .of little value, 
however, to calculate purchasing-power parities on the crude 
basis of a combination of exchange rates and wholesale price 
index-numbers. The influence of financiaJ factors, as well as 

·commodityprices, is very great, and it is not possible to measure 
these factors with any exactitude. The important fact is that 
the trading world is now faced, not with one, hut with several 
international standards of value, and that the relation between 
price-levels expressed in these various standards is constantly 
changing. The continued tendency of gold prices to. fall, though 
still an important factor in prolonging the depression, is less 
important than it was. In those countries which, like Great 
Britain, h:,1.ve abandoned the gold standard without unsettling 
the domestic price-level, there is evident progress, not only 
in arresting the long-continued decline, but also in readjusting 
the disequilibria, which were part of tlie cause of, but were also 
aggrav~ted by, the dt;!cline of gold prices. 

(iii) THE:CoMPLICATIONS OF FALLING PR.ICES. 

(a) 7:'he Course of lf!dividual Commodity Prices~ 1929-1932. 

The preceding section of this chapter has described the very 
heavy a~d ~ost uni~ersal fall in the average levels of wholesale 
commodity pnces dunng 1929-1932. These levels,. however. are 
c?nstituted by a~e:aging price-movements of large numbers of 
~~rent commodities and, as the diagrams which follow clearly 
mdicate, there have been remarkable differences of movement 
within the ~~erage. It i~ obvious that each commodity or group 
of commodities has special conditions affecting its price ; but, in 
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. . . ~ fluctuations in demand and supply caused b 
addition to ~· e .to the particular commocl}ty concerned, the Y 
fac~or~np~~~ ~pression period, ~wo other Imp?rtant disturbi~~ 
~e, 1 s The first was the mterferenc~ V.:ith normal price 
1 d·~=:~nt caused by eontrols and valons~tw~ schemes and, 
a J . fully by cartels and trade orgamsabons. From th . more success , il th F d e 
middle of 1929 to May 1931, for e..xamp e, .. e . e eral I:'a,nn 
Board in the United States _bought wh~at m large quanhtres. 
The Coffee Institute of Brazil temporarily . c~ecked the. decline 
in coffee prices in late 1930; Efforts ~o lnrut production and 
sustain the price of sugar were contmue~. throu~hout 1930. 
Similar attempts were. made by. concerted mternatwnal action. 
to check the fall in importa~t mme~al products such as copper, 
tin, lead, and zinc. Though m prac~Ic~y every case the success 
of such valorisation schemes was hm1ted and temporary, they 
were important, .not only because. they ~ain~ained prices for a 
time, but also because the ul~imate fall m pnc~s was s~ greatly 
aggravated,. both by the mcreased production,_ which. was 
encouraged m many cases, and by the accumulatwn of stocks 
which had eventually to be thrown on to an already weak 
market. The rubber restriction scheme is a convincing example 
of the encouragement to production, and the experiences ·of . 
the Brazilian Coffee Institute and the Federal Farm Board 
illustrate the depressing effect in the long run of endeavouring 
to. keep prices up by withholding stocks. The more effective 
industrial cartels, Ol,l the other hand, as is shown later, have been 
more successful over a· longer period, largely because they could 
control production as well as price. · 
. Moreover, .such att. emp.ts at price control rendered more 

. ~cult and megular the second complicating influence on 
p~ce ?;IOV:ements - .viz., the industrial maladjustments and 
disequ~na created by a drastic decline of the average level. 
pte dec~ne of prices, precipitated by structural maladjustment, 
thcame m turn a cause of further maladjustment. Occasionally, 
;re was a curiously favourable effect on certain industries, as 

w en the much more rapid fall in cereal than in animal products 
. ~ave a!l advantage to_ the dairy farmers of Denmark and similar 
. e~~~~:~t'J~ thehl highl~ organised. farm industries, cows ~alre 

Th h · ~ac ne equipment and their food to raw maten · 
proedu~t eayem~g of raw materials relatively to the fin~shed 
favourel ac~t. butt~r! cheese, bacon. and meat in a relatively 

. F posl Ion durmg most of 1930 
or the most ·part h · · · . · of · commoditi ' owever, the reactions of falling pnces 

Commodi es, o?e upon the other, have been less fortunate. 
bringing cU'wi;j~~~t-hp~vde ttu:mbbled one af. ~er the ?ther, . ea1~ . . 0 uc s, Y-products and substitutes In · 
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fa~. More?ver, pur~hasing power has been more and more con· 
stnct~d, smce certmn c~arges upo~ industry- wages, interest, 
taxation - have rema~ed fixed. m terms of an appreciating 
currency, and every fall m the pnce of a commodity tended to 
restric~ th~ p_urchasing power of its producer still further, 

It IS sigrufi~ant that the commodities which began to fall 
first were certam cereal~ and te~tile raw materials ~· rye, maize, 
wool, flax were all. falling heavily from the early part of 1929, 
long before the boom came to an end. Petroleum, silver and 
tea were also falling a:t this time. After the collapse of the 
boom some of the heaVIest falls took place in coffee, flax, maize, 
rubber, wool, petroleum, tin and silver. In many of these cases, 
control schemes had broken down. In almost all cases, the fall 
in prices ~vas. a serious matter for the raw-material producing 
debtor countnes. The behaviour of individual commodity prices 
in the months immediately before and after the crisis of October 
1929 supports the argument previously advanced~ that the 
plight of the debtor countries, after the shrinkage of capital 
impor~s in late 1928, was a main cause of the depression. 

When raw-material commodity prices began to fall so heavily 
in late 1929, the general average of wholesale prices naturally 
moved downward. But there was strong resistance to price 
reductions, particularly in the case of those commodities the 

. production of which could be relatively easily controlled. ·The _ 
prices of manufactured goods. have, on the whole, fallen less 
than those of raw materials, because it is generally easier to 
curtail production by closing .a factory th~n by ~andoning .a 
farm pr shutting down a mme. Succeedmg sectiOns of this 
chapter will be devoted to some important aspects of the 
variations in price movements arising from these causes. 

(b) The Influence of Cartels and Trade Organisations. 

The . influence of cartels and trad~ ~rganis~tions has bee~ , 
more successful than the somewhat similaragncultural valon
sation schemes in checking the fall in prices of certain .im~orta~t 
groups of . commodities. The policy of these . orgamsations IS 
generally to maintain stahl~ prices in goo~ times an~ bad ; the 
fluctuations in demand which take place m the. vanous ph~ses 
of the business cycle are accordingly countered by fiuctu~ti?ns . 
in output rather than in price. Where the p~oduc~rs as~oci~t~on 
is. national in scope it is in most cas~s ruded m m~ntammg 
domestic prices by means of tariff bamers. In some t,nstan~es, 

·.indeed, a differentia} price policy is pursued, and sales m foreign 

1 See Chapter II. 
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. t 1 wer price than sales in the home market 
markets are made a ntisointernational, it often includes ai). under: 
Wher~ the agreeme rt of the various producers not to sell in 
standmg ()~ the pats. Unfortunately, serviceable indices for 
~.ach oiferds, ~~%e., ~on-cartellised '' prices are ~vailab~e. only 

cartellise · here it is estimated that half the mdustnal raw 
~~t~r~:a~~d wsemi-manufactured goo~s (as measure~ by the 

b. f orkersemployedin producmg them).fall ~tlm?- ~he 
num ers otw ry The success of the. cartels m mamtammg 
former ca ego · · · d f th f 11 · t bl prices in this country may be JUdge rom. e . o owmg a e: 

Price Indices of Cartellised an_d Non-Cartellised 
Industrial Raw Materials and Semz-Manujaciured Goods 

in Germany, January 1929-1932. 
(1926 = 100.) 

January 1929 . 
January 1930 . 
January 1931 . 
January 1932 . . . . . 
Percentage decline, Janu-

ary 1929 to January 
1932 .......• 

Cartellised 

104.6 
105.0 

95.2 
84.4 

19 

Non-Cartelliscd, 

101.9 
90.4. 
66.2 
51.2 

50 

Source:. Vierleljahrshefle des Jnsliluls filr ]{onjunklOrforschung. 

The index for cartellised prices ·is not completely accurate, 
since it is based on price lists and does not take into account 
reductions granted in the form of cash discounts, rebates, etc. 
The magnitude of the discrepancy is, however, significant. 
Cartellised goods in Germany would appear to have fallen pnly 
one-half to one-third as much as " free goods ·~. The full sigm
ficance of this fact is grasped only when it is realised. that the 
cartellised goods in Germany (and elsewhere) are for the most 
part " producers' . goods ", such as iron and steel. . which are 
destined for capital equipment- i.e .. , real investment;~ whilst the 
" free " goods ,are largely_ used in. making articles destined for 
final consumption. The discrepancies in the movements of these 
groups are further discussed below. 

~artepised prices !n Germany . dropped somewhat more 
rapidly m 1931 than 11.1. 1930 1 as the result of governmental 

' I~ may ~e not~d that, while free prices rose 12 per cent in the boom of 1927 • 
carteb llisfed pnces did not follow them. This helps to explain the investment · 

oom o_ that year In Germany. · · 



---. 129 -

pressure as _well as of economic conditions. Practically the whole 
of the decline from January 1931 to January 1932 took place 
after theemergency De~ree ?f December 1931,. which required 
all cartels to reduce the~r pnces by 10 per. cent below those of 
June 30th, 1~31. Tb.e mdex for cartellised prices '(1926=100) 
stood at 93.4 m November 1931 but fell to 84.4 in January 1932 
and slightly lower in :February. In the latter month, it was 
slightly more than 10 per cent below the level of June 1931. 
It should be no~ed, ho:wever, that, with the exception of Italy, 
no other great mdqstnal country ~as yet applied governmental 
pressure to reduce costs of production and manufactt1red prices 
in the way described above. · 

· (c) The Severity of the Fall in Raw-.1\l!aierial Prices. •. 

During the years 1929-1932, as indeed in all depressions, 
raw materials have fallen in. price more sharply than finished 
goods in every country. The following table will show how ml:lrked 
is the difference in the rate of decline. 

Percentage Fall in Wholesale Price Indices of Raw .Materials 
and Manufactured Goods in Certain Counlrie.s, 

January 1.929 to January 1932. 

Canada ........ . 
Germany ...... . 
Italy . . . . . . . . . . 
United States of America 

Raw materials 
(Percentage) 

38 
31 
44 
39 

l\Imtufactureg goods 
(Percentage) 

22 
21 
30 
26 

The greater part Of the discrepancy petween ~he prices . of 
raw materials and manufactured goods developed m t~e ear.her 
stages of the depression. In the year ~930, raw-m~tenal pr~ces 
fell very heavily, but there was a consid~r~ble l~g m t~e prices 
of finished products. II). Hl31, the rapidity ':'11th wh1ch .raw
material prices declined slackened somew~at, while man:ufactured 
goods began to fall faster in most countne~ tha~ they had fal~en 
in 1930.1 Even then, however, raw-matenal pnces wer~ fall~ng 
at a more rapid rate, so that the discrepal!cy was still be1~g 
\videned, though at decreasing pace. This development IS 

clearly shown by the following table :· · 

---:-;: Italy. the slower decline or the prices of finisb]led p~od~c~~ ~~ 119i?19is partly 
explained hi the heavy fal,l in 1930 and the even eaVler a · ~ · 
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Percentage Fall in Wholesale Pri~e Indic~s of Raw fVI alerials 
and Manufactured Goods m Cerlatn Countrzes 

in 1929 and 1931. 

(Fall from January to January in each case.) 

Raw materials Manufactured goods 

1929-30 11930-31 1931-32 1929-30 11930-31 11931-3~ 

Canada_ +4 32 12 - . I 14 10 
Germany - . . . 4 16 14 2 9 12 
Italy . . . . 10 24 17 12 12 9 
United States 1 5 21 17 3 12 12 

The reasons for this discrepancy (which occurs in every 
period of depression) between the price-movements _of raw ma
terials and finished goods, are fairly . clear. There 1s naturally 
a lag in the prices of fmished products, since the processes of 
production occupy a fairly long period. . Moreover, this lag is 
increased by the fact that merchants and manufacturers carry 
reserve stocks of raw materials. It takes some time for a change 
in the price of raw materials to bci' · reflected in the prices of 
finished goods. . . 

In addition, the producers of raw materials are, on the whole, 
in a weaker bargaining position. This is especially true of the 
scattered agricultural producers. Where the raw materials 
of industry must be produced by large-scale industrial methods, 
as in the case of many minerals, production and price-control 
is more readily possible_ This, it is argued later; is the primary 
reason why the prices of producers' goods (capital equipment) 
have been relatively better sustained thqn those of consumers' 
goods. The heavy fall in raw-matetial prices, however, is mainly 
a reflection of the weak bargaining power in. the world's markets 
Of unotganised agriculturalists. Valorisation schemes, controls 
and pools have been much less successful than cartels and trade 
organisations ; production bas been difficult to restrict ; stocks 
cannot be_ kept f?r long off the market. Moreover, it is not possible 
by lowermg pnces of raw materials to stimulate 'demand as 
quickly, directly and effectively as ill the case of. finished pro
ducts. A substantial decline in the price of raw materials 
may not cause more than a slight decline in the finished 
produ.ct, so that, even if consumer's demand is somewhat stimu
lated,. that s.timulatimi is not in proportion to the lower receipts 

1 December 1931 instead or January.1932. 



-· 131-

of the .r~w-:naterial pr~ducer. Costs of production tend to be 
mo~e ngid m the. fimshmg P!Ocesses which require more capital 
equipment and highly. orga~1sed labour: It is inevitable, there
fore, .that raw-matenal pnces are dnven downwards at the 

· expense. mainly of the agriculturists. 
In the present depression~ tl~e decli~e in agricultural prices 

has been e~treme.ly severe, particularly m the countries outside 
Europe wh1ch produce cereals and textile raw materials. In 
Canada, the United States, Australia, New Zealand and the 
Argentine, the fall in a~·ic~ltural prices averaged ro'und about 
50 per cent from the begmmng of 1929 to the beginnina of 1932. 

The ?ecline in. J?U~chasing power caused by such c. a heavy 
fall of pnces, even If 1t 1s somewhat offset by increased production, 
is a serious factor in the prolongation of the crisis. In the United 
States, it is. estimated by the Department of Agriculture at 
about 50 per cent, in Germany at about 30 per cent 1 between 
1929 and 1931. Nor is this decline in purchasing power fully 
compensated by a corresponding decline in the commodities 
and services the farmer must buy. 2 In New Zealand. the specially 
constructed official index of farm expenditure was almost sta
tionary in 1929 and 1930, but the prices of farm products fell 
by 22 per cent. The price index of articles bought by farmers 
in the United States of America fell by 21 per cent from the 
beginning of 1929 to the beginning .of 1932, whereas the farmers' 
purchasing power declined by 50 per cent. · 

These comparisons may. tend to. exaggerate the extent 
to which agricultural communities are adversely affected by 
the .unequal incidence of falling prices, since the farm provides 
a substantial part of the living of the farmer and a comparatively 
small part of his real income is spent on industrial products, 
But the marked discrepancy which exists between the prices 
of agricultural raw materials. an.d those of ~nished product~, 
and the reduced purchasing power of the agncultur~lists obvi
ously set a limit to industrial recovery ... Until t~e pnce~ ?f ~aw 
materials and finished products can be brou~ht m!O eqmlibnum 
again; there will remain a vicious cJ.rcle of falling prices, de?rea~ed 
purchasing power and reduced employm~nt. The w1demng 
of such ~ " scissors " in the price-strt;cture ~~ alw.ays a sympto!n 
ot industrial maladjustment, a11d 1ts closmg IS, an essential 
condition of recovery~ 

• Wochenbericltt des lnsliluls filr Konjunkturforscltu'!g, December 9,th, 1,931
1
, 

'There was, during 1929 and 1930, a sharper fall m C!lreals· t~an m amma 
products, so that meat and dairy farmers gained a substantxal rela~xve adva.ntagc. 
But the shift from arable to animal farming caused a sharp fait 1.n the pnces of 
animal products itl 1931. 
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(d) Producers' and Consumers' Goods. 

The preceding sections of this. ch~pter. have b~en devoted 
to an analysis of some of the comphcahons m the pnce-structure 
created by the uneven ~ovements of the price~ of di~erent 
commodities and commodity groups. The c\rashc fall m the. 
average level of wholesale prices, important and. ~ifficult in 
itself is rendered more difficult because the rap1d1ty of the 
fall throws the relations of price-groups into confusion. Almost 
any grouping of price-movements _could be used to illustrate 
the extent to which. the complex and interdependent price
structure has been thrown out of gear, but particular importance 
attaches to the distinction between the prices of commodities 
destined for final consumption and those used for capital equip
ment. Indices are available in some countries which measure 
the price-movements of consumers' goods ·as contrasted with 
producers' goods, and the evidence of maladjustment which 
they provide throws light on a central cause of the persistence 
of depressed conditions. 

lrt previous depressions, producers' goods destined for ·capital 
equipment fell more heavily in price than ~onsumers' goods. 
lrt the nineteenth century, mineral prices especially fell rapidly 
and severely in every depression. For later crises, definite index
numbers are available. They show that, in the crisis of 1907-8, 
producers' goods in the United .States fell by 15 per cent, while 
consumers' goods fell by 7 per cent. In Germany, in the same 
crisis, producers' goods fell by 24 per cent and consumers' goods 
by 9 per cent. During the depression of 1920-1922, the relevant 
price indices show similar movements in Canada and the United 
States. 

During the present depression, however, precisely the opposite 
movement has ~aken place; capital equipment and the materials 
for capital equipment have fallen much less in price than have 
consumers' goods at corresponding stages of manufacture. . . In 
C~uada, fo~ex~pl~ the price of producers' equipment reached its 
highest pomt m Aprill930 and from then until the beginning of 
~932 fell only 5 _per cent. Consumers' goods, on the other hand, 
m the same per1od, had fa~len. by almost 25 per cent since 1929. 
lrt Germany, at the begmnmg of 1932. finished conswners' 
goods ~ad fallen by 27 per cent since the beginning of 1929 
and finished pr~ducers' goods by only 11 per cent. In the United 
~tates of ~enca, the National Bureau of Economic Research 
mdex for articles of capital equipment fell by 21 per cent between 
January 1929 and .October 1931, while the index for articles 
of .human consumptiOn fell by 35 per cent. For Jtaly, specially 
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prepared indices of producers' and consumers' goods show that 
producers' goods were 19 per cent lower in 1931 tha1t in 1929 
while consumers' goods were 29 per cent lower. ' 

These facts point to one of the main obstacles that stands 
in the ~vay of recovery from the present depression. Previous 
depressiOns wen~ gradua~ly overcome when capital goods became 
cheap enoug~1, m relat10~1 to the prices of consumers' goods, 
to temptbusmess enterpnse once more to expand its operatio11s. 
The preceding .boom peliod in such cases was most marked 
.in the industries devoted to producers' goods. When depression 
developed, therefore, . there was an expanded production o.f these 
capital goods and a strong tendency for prices to fall. Moreover 
general purchasing power was never before so badly affected 
as it has been in the present depression, and consumers' demand 
kept up relatively well, so that the prices of consumers' goods 
were less affected. 

The present depression, on the other hand, was preceded 
by a. marked bi)Om in consumption and particularly by an 
inflated demand for articles of durable consumption, accom
panied by widespread growth of debt encouraged by i1'1stalment 
selling. The collapse of purchasing power in the depressio!), 
aggravated by the unusual 'debt commitments, has been un
precedented, so that the prices of consumers' goods have fallen, 
heavily. On the other hand, there has been strong resistance 
from the powerfully organised capital-equipment industries, 
many of which are cartellised and, in the process of organisation, 
have been loaded with excessive capital obligations, Capital 

· costs, labour costs, and prices have remained much more ri~d 
in these industries. Demand has fallen oti and productiOn 
decreased to what in former depressions would have been regarded 
as catastrophic levels ; but prices have been slow to fall. The 
steel industry, particularly in the United States, is a good example 
of this development. 

Until this deadlock is broken in some way, either by the 
prices of consumers' goods rising, or by a reduction in ~e pri~es 
of producers' goods, there is little possibility that 111dustn~. 
proftts will re-emerge, tempting busi~1ess ~o exp~nd. There IS 
a fundamental maladjustment at this pomt ":'h1Ch blocks the 
efforts -of governmental or monetary or busmess leaders to 
start the processes of recovery. 

{e) The Segregation of Domestic Markel$.· 

. In describing the collapse of prices in the years 1929-1932, 
stress was laid upon the severity of the fall ,m the wholesale 
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prices of co~oditie~. 1 and it was P?inted _out that the fall 
had been greatest in those com?l_odibes. whiCh are described 
as sensitive - mainly commod1t1es which enter . freely into 
international trade. One of the most marked features of the 
depression has been the concentration of selling pressure upon 
the export surpluses of these products. In the l~ter stages of 
the depression, however, there has been a de~mte movement 
towards segregating and protecting the domestic markets, and 
it becomes more and more ·difficult ther.efore . to measure the 
true extent of the decline which is actually taking place. 

This movement, already strong, was immensely reinforced 
after the. gold standard was abandoned by many countries in 
the latter part of 1931. Up till then,. the monetary systems 
based on gold provided a common denominator in which indi
vid.ual prices and national price-levels might be compared. 
Tariffs, contingent systems, quotas, milling and similar regu
lations were being multiplied, so that domestic prices diverged 
more and more from prices of. the same commodities in inter
national markets. But· the international markets remained 
powerful and set the basic prices of which domestic prices were 
varying functions. . Moreover, th.e necessity of keeping the 
exchanges stable set a limit to the extent to which the average 
of domestic prices might rise, If the prices of some commodities 

. were heavily protected, a general rise in prices could be avoided 
only by depressing the prices of other goods. The abandonment 
of the gold standard took away this restriction and it is now 
more possible for domestic price--systems to fluctuate indepen~ 
dently · instead of being restrained by international influences. 
There are limits to· this possibility ; but the partial destruction 
of the organised world markets for staple commodities must 
be reckoned as one of the casualties of the falling price-level. 

The extent to which countries still on the gold standard 
~ave managed to. segregate their domestic markets may be 
ill~trated by the following table, in which the price indices of 
v~ou~ groups .of raw m~terials in Germany are shown for the 
begmrung of each year smce 1929. 2 . · 

1 See section (ii). 
1 Thtlse indic<:S ~ere prepared by the Statistisches Reicltsamt for the use of 

t~e League of Nations In a special enquiry into relative price movements and 
Will subsequently be treated in greater dl\tail along. With those prepared by certain 
other countries. 
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Price Indices of Vw·ious Groups of Raw Materials in Germany, 
January. 1929 to January 1932. 

(1913 = 100.) 

(1) (2) (3) (•l) (5) 
Vegetable Animal Vegetable Animal l\lineral 
food~ tuffs foodstuff~ raw raw raw 

materia1s materials material~ 

January 1929. 133,4 126.9 127.4 136.1 119.3 
January 1930. 113.9 128.1 117.6 99.6 120.3 
January 1931. 110.4 106.4 73.5 74.5 105.2 
January 1932. 113.1 77.5 54.3 51.0 93.0 
Percentage de-

cline, Janu-
ary 1929 to 
January 1932 15 39 57 62 22 

Animal foodstuiTs and vegetable and animal raw ;materials 
appear to have follow'ed ·\Vorld-market prices quite closely, but 
the. 15 per cent fall. in ra\\1-vegetable foodstu!Is in Germany 
may be compared with a decline in this group on world markets 
ranging from 40 to 70 per cent, and the 22 per cent decline in 
mineral raw materials ;may be compared with a fall for similar 
commodities on world markets ranging, in most cases, 'from 
30 to 50 per cent. · 

The discrepancy between the movement. o£ internal and 
external prices is by no means confined to Germany, but is 
shared by many other countries. TM following table shows 
the percentage decline in the ·prices of domestic and imported· 
commodities in four European countries between January 1929 
and January 1932. 

Percentage Decline in Prices of Domestic and Imported Gooc[s, 
January 1929 to January 1932. . 

Gem1any 
France . 
Czechoslovakia 
Sweden 1 

1 January ;1.929 to September 1931. 

Domestic 
goods 

21 
25 
22 
22 

Imported 
goods 

49 
54 
35 
37 
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'fhe groups " domestic ".and " hnported " goods do not, of 
course, contain identical articles, and the :(igures sh_own above 
are therefore in no sense an exact measure of the difference in 
the fall in prices of the same goods on world .aJ?-d home markets. 
None the less, the discrepancies are very striking. . They are to 
he attributed in the main to two factors : first, to the special 
measures which have been taken by Governments to protect 
the prices of some domestic products against the fall in world
prices; second, to the fact that cartels and other price-fixing 
producers' associations have, in many cases, been successful in 
maintaining their domestic prices, in addition, as has been pointed 
out above, to maintaining world-prices for their goods at a rela
tively high level. 

The methods by which this segregation and protection of 
the domestic markets have been brought about are all those 
devices of economic nationalism which have been multiplied 
since the war and especially in the latter stages of the depression. 
Tariffs have been raised, import contingents imposed or quotas 
supplemented by clearing agreements, exchange regulations 
have controlled the available amounts of foreign exchange, 
specific duties have become more effective as prices fell, admi-

. nistrative regulations (and fees), and indeed the whole apparatus 
of state regulation, have in many countries been directed towards 
cutting off the domestic from the world market and protecting 
the former against the severity of the price decline on the latter. 

Such measures bave the double effect of concentrating and 
intensifying the price decline on world markets and of destroying 
the regulatory value of competitive trading. Domestic . prices 
ar_e maintained so that producti?n (already excessive) is further 
stimulated at the places where Its costs are high. . 
. The pri~es of wheat, one of the most universal world products, 
m . d?mesb~ markets, as shown in the following table, offer 
strikmg eVIdence of the extent to which the world markets 
have been shattered. 
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Domestic Prices of Wheat in Various Countries, 
January 1929 and January 1932. 

Argentine . 
Canada. . . . . 
Great Britain. 
United States 
India . 
Hungary 
Poland •. 

. 
Sweden . 
Austria . . 
Czechoslovakia 

. Germany. 
Italy . 
France. 

In United States cents 
per bushel of 60 lb. 

January 
1929 

January 
1932 

113 44 
120 51 
123 53 
121 58 
158 60 
158 60 
14,0 81 
137 91 
131 120 
147 121 
135 14,7 
192 151 
164 179 

It is obvious that this retreat from international economic 
co-operation is another strong factor in prolonging the depression, 
since it concentrates and intensifies the falling-price tendencies 
on export markets and thus -'retards the recovery of the raw• 
material producing debtor countries the weakness of which 
precipitated and has prolonged the depression. The recovery of 
production and trade, essential to any improvement in the 
industrial countries, is just as dependent upon the restoration 
of purchasing power in the agricultural countries as that 
restoration is ·dependent upon the industrial countries 
opening their markets once. again. . 

During 1931, there was some evidence that domestic 
prices in several industrial States were beginning to be 
adjusted more rapidly to world prices. Thus in France, the 
domestic level of wholesale prices fell by 6 per cent in 1930 
but by 16 per cent in 193L But this was a passing pheno
menon, and the renewal of financial strain in the latter half 
of 1931 caused a reversion to policies of economic isolation •. 
Only in countries where· vigorous extraordinary measures 
of domestic readjustment have been taken, as m <;:erma.ny, 
Italy, ·Australia and New Zealand, have domestic. pnce~ 
levels fallen rapidly. The abandonment of the gold standard 

9 
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by many countries (incluqing Australia and New Zealand) 
bas achieved much the same result; but has been accom
panied by an intensification of the falling tendency ~f prices 
in countries remaining on. the go~d stan~ard. T~e Situation 
in the spring of 1932, therefore, IS that mterna~wnal eguili .... 
brium of the price-levels bas bee~ d.estr?yed and mter~1abonal 
trade is in some danger of penshmg m the confusiOn. 

(iv) THE REsTORATION oF EQUILIBRIUM. 

The foregoing analysis of price movements il} the depression 
years indicates bow widespread and confusmg have been 
the effects of the fall in the general level. The economic 
organisation of the world has been thrown out of gear. 
Internationally, the price-levels of various countries have 
parted company, since so many countries have abandoned 
the gold standard. There bas been created, moreover, a 
wide · disparity between domestic levels of prices and the 
prices of those export surpluses which must seek foreign 
markets. Those agricultural countries which have been 
placed under double pressure by the enhanced burden of 
their debts and the very heavy fall in the prices of raw 
materials and foodstuffs have become a source of weakness 
in the whole world system. The flow. of capital has ceased, 
existing financial commitments are jeopardised, and the 
currency systems in many cases are gravely compromised, 
In all these ways, a serious blow has been struck at inter
national economic co-operation. 

Within the economic, as distinct ftom the political~ 
structure of the world, equally serious situations have arisen. 
After a period of credit expancion in . which agricultural 
prices were artifiCially sustained and production over
extended, there has been a very drastic fall in prices, partly 
counteracted by the protection of domestic markets. The 
T~stri~tion · of pro.duction, which normally corrects such a 
s1t~at1on, takes time, to develop, and is, moreover, a very 
senous step to take m the case of many of the countries 
concerned. 

Re~ail. prices, the cost of essential services both public 
and pnvate, the cost of living, wages and costs of production 
generally, ~a~ behin~ ch~ges in the wholesale prices 

·O! commodities. :rhis. lag IS always evident and causes 
distress and. s~ffermg m all depression periods, because of 
~he uneven mc1~ence of the price decline on various classes 
m the commumty. Not all occupations suffer heavily i 
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some~ inde~d! gai.n when average prices fall without a corres.:. 
pondmg dm~mut10n. ~f .the rew~rds for their services. But 
when the pnce declme IS as rapid and severe as it has been 
since 1929, the general weakness of economic life which 
resu~ts from abnormal. price relations affects almost every 
sect1~n of the commumty .ad.v~rsely. Certain prices may be 
sustamed, .but ~urnover d1m1mshes ; wages and salaries are 
reduced With difficulty, but. unemployment increases · the 
rentier's share of the national income apparently ris~s in 
real value ; but security values decline, moratoria are declared 
and taxation is raised. 

The worst difficulties arise, however, from the dislocation 
of economic activity caused by the abnormal price relations 
that develop. Attention has been drawn to some of the 
more important aspects of these difficulties and, in particular, 
to the unusual relation in this depression between the prices 
of consumers' goods and producers' goods. As in every 
great crisis, economic or political, the essential problem 
arises of discovering the means by which economic activity 
shall once again be restored. There are difficult. problems 
of maladjustment and injustice ; but the really serious 
matter is the paralysis of production and interchange. If 
this paralysis can be overcome and economic activity resumed, 
the maladjustments and injustices can be remedied . 

. The way out of former depressions has normally been by 
such reductions of the costs of production as offer prospects 
once again of business profits. Wages are lowered, interest 
rates decline, and, perhaps most significant of all, the prices 
of typical investment goods \>r producers' goods fall relatively 
more than those of consumers' goods. It is by the widening 
of the margin of profit between the costs and the turnover 
of industry that enterprise is revived, investment stimulated 
and economic progress resumed. 

At this point in the present depression, however, there has 
been a deadlock. Raw-material prices as a whole have fallen 
heavily, but prices of finished goo?s have not fallen as much. 
Wages are difficult to reduce, and 1n,terest r~tes, pa~y because 
of the higher risk premia demanded m a penod of fruling co~fi
dence and stringent creditr partl~ fox: reason.s co_nnected With 
the changed nature of capital savmgs, 1 re~am high.. -

Moreover, within the category both of finished m~nufactured 
goods and of raw materials there is a further block, smce produ
cers' goods and the materials for their manuf3;cture have faJ.Ien 
less in price than consumers' goods and their raw matenals. 

' See Chapter I, section (vii). 
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The control'of production is easier in the case of minerals, which 
form the ~ost important gr_oup of pr~ducers'. raw. materials, 
particularly since the most unportant.tn.dus~nal mmerals are 
now produced by large-scale methods mvolvmg heavy capital 
expenditure. 

The difficult situation has been created, therefore, that 
prices of finished goods are too high relatively to raw materials, 
and producers' goods relatively to consumers' goods. In previous 
depressions, recovery has ~aken pla_ce ~hen the . cheapening 
of raw materials together wtth reductions m the costs of manu
facturing production and lower prices for capital equipment 
have lowered the prices of finishe~ products to levels within the 
buying capacity of the consumers. In the. present depression, 
the buying capacity, .particularly of agriculturists, has been 
depressed so much that, even were manufacturing costs less 
rigid, there would be great difficulty in bringing them down 
to an equilibrium with the purchasing power of consumers. In 

. fact, however, there has been great resistance to writing-down 
the claims of capital, labour or the tax-gatherer. In addition, 
the producers who have to supply the demands of the consuming 
public find their capital equipment still relatively expensive. 

· The world needs a larger production - for example, of steel 
and steel products - at loyver prices, and a smaller production 
of most foodstuffs and textile raw materials at higher prices. 
But neither adjustment is easy to make. The industrialist 
finds it. easier to reduce production thaa to lower costs, and 
the farmer cannot afford to restrict his output while his prices 
are falling. 

Practically all students of tM depression agree that this 
deac:Ilock is the. crucial problem to be faced, _but· opinions differ 
widely as to the best method of overcoming it. Two alternative 
lines of policy are widely discussed, each with many" variations, 
but both starting from the view that the basic cause of the present 
deadlock is to be found in the discrepancies between costs and 
selling prices. 

The first alternative is to seek an adjustment to the low 
level of pr_ices now prevailing for raw materials. It is argued 
~hat th~ rigidity of costs in the highly organised manufacturing 
mdustries, and particularly in the capital-equipment industries, 
~ustaiils t~e prices of finished goods. at a level beyond the purchas
Ing) capacity of large groups of the community. Consequently, 
manufacture~s cannot sell the former quantity of their products 
to the producers of raw materials and will not be able to do so 
until. thei~ cos?> and prices are scaled down to their pre-crisis 
relationship wtt~ the prices of raw materialg-.. If this scaling 
down takes place, the~ - even though, wages in manufacturing 
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in_dustry will be .lowered - t~~ wage-earning . class as a whole 
Will bene~t by a lower cost of livmg and by the increased employ~ 
m.ent which results from the greater ability of primary producers 
t~ bu_y manufactured goods. The expansion in industrial output 
will, m ~urn, ~reat~ a deman_d fo:r: raw materials which will stop 
the fall m therr pnces and, m this way, a new equilibrium will 
be reached. 

The economic efforts of the world have, according to this 
theory, been largely concentrated, during the past two or three 
years, . on . resisti~g _liquidation.. This is true, not only of labour 
costs. m md~stnahse~ coul!tnes, b_ut also of capital charges, 
a .. nd Js especially evident m the mdustries producing capital 
equipment or producers' goods. Finns which, before the depre~ 
sion, b_orrowed (or watered) capital . on what is now regarded 
as an mflate_d basis have no~ 1:ieen _forced into insolvency but 
hav~ often, eit~er thr?ugh their own mternal str,ength or through 
outside financial assistance, been successful m keeping their 
inflated capital structure intact. The interest which must be 
paid acts as a deadweight on industry, and leaves, under the 
lower level of prices now prevailing, little if any margin for 
profits. Unsound and relatively inefficient concerns have ·not 
been forced into bankruptcy to the same extent as during previous 

. depressions, so that the main salutary effect of such a period 
of liquidation has not been achieved. In order, therefore, to 
reach a sound foundation from which recovery may take place 
and to stimulate recovery, the proponents of cost reduction 
urge that both labour and capital costs in manufacturing industry 
should be reduced so that the prices of manufactured goods 
may be more comparable again with the prices of raw materials. 

The advocates of measures to raise the price-level also start 
-from the view that the discrepancy between costs and selling 
prices is an essential factor of the depression,. but they deny 
that the relationship between. the ~wo, and pa:r~cularly between 
wage reductions and lower pnces, IS as ~lose a~ IS. often asslJ!lled. 
Moreover, it is argued, even if the selling J?riCe of. the fimshed 
product is lowered, this will not necessanly. be m the s~e 
proportion as the particular. elemeJ?-t of co~t IS reduc.ed. It IS 
not clear, therefore, that the Immediate loss In purchasmg power 
in the industrial community will he made t;P by a pr,oportwnate 
expansion in the demand of the raw-material prod~cmg c_o!llffiU· 
nity .. · for the demand of the latter depends upon .1ts ability to 
fina~ce purchases of, as well as its desir~. f~r, manufactured 

· goods. It is urged further that, if an equilibriUm ~etween the 
prices of raw materials and of manufactured go~ds IS sought by 
a ·scaling down of production cos~s, the _reduction would ne~d 
to be so great as to be practically mconceivable. If raw-matenal 
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prices remain at their present ~evel and ~ndustria~ ~o?ds must 
be reduced 25 per cent to b_nng _them mt~ eqUilibrmm, the 
magnitude of the cost reductions mvolved IS very great. An 
elastic capital structure, such as the proponents of cost reduction 
wish for and often assume, would no doubt be desirable, but, 
unfortunately, it does not exist, and so the brunt of the burden 
of reduction would have to be borne by labour cost. Moreover 
though it is true that unsound enterprises have, in many cases: 
not gone into Iiqu.idation, it is argued that the soundness or 
unsoundness. of an enterprise is itself largely a function of the 
level of prices prevailing at any given time, and, if prices fall 
sufficiently low, no enterprise whatever is sound. 

Accordingly, the proponents of the second alternative urge 
that the price deadlock should be broken by a levelling upwards 
rather than a levelling downwards. They differ as to the methods 
which could and should be. used, but unite in urging that, though 
some cost adjustment in manufacturing industry may be neces
sary, 11n effort should be made· also to raise the level of raw
material prices. In this way, they urge, most of the discrepancies 
discussed above will be narrowed ; the necessity for painful 
adjustments of income will be. reduced ; and the burden of 
debt, public and private, which has been so greatly increased 
by the fall in prices, will again ·be lessened. The rise in the 
prices of primary products will increase the buying power of 
the classes affected, enable manufacturing industry to work 
at greater capacity and thus reduce its unit costs, and permit 
the general emergence of profits. 

In view of the conflict which exists between these alternative 
theories ~ a conflict reflected in practical policies -- it is as 
yet difficult to trace in the actual progress of events the particular 

· combination of measures being pursued. Policy is rendered
difficult and its results obscure, because of the. existence of 
_moratoria, standstill agreements, or other means of suspending 
the debt payments which form a large part of productive costs, 
directly or indirectly. In Germany, Italy, Australia, New 
Zealand and other· countries, a direct attempt is being made 
to reduce the price- disparities by governmental pressure_ on 
those prices which have hitherto remained relatively high. 
In the countries which followed Great Britain's action in aban
do~g the gold standard, some part at least of the necessary 
adJustment was found in the opposite direction by a scaling 
~o":ll of. fixe~ charges through currency depreciation. Nego
ti.ations ar~ ,In progress in many countries concerning m.ore 
direct readJustments· of both public and private debt charges. 
In the United States, definite governmental measures· have 
been undertaken to stem the progress of currency deflation caused 
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largely by hoarding: . On the other hand, the concentration of 
deflationary pressure on the prices of raw-material and foodstuff 
export surpluses appears to be having som~ effect in restricting 
the production of those commodities in many countries. There 
is thus little sign at present of any possible· agreement upon a 
single heroic effort eit~e~ to raise th.e aver~ge price-level or to 
seal~ down costs, and 1t 1s therefore Impossible to foresee either 
the duration of the period of readjustment or the particular 
combination of methods by which readjustment will finally 
be attained. But the probability becomes clearer that there 
·will be no single panacea. Individual countries will seek a new 
equilibrium by different methods, and the restoration of inter~ 
national equilibrium will follow gradually. There is no easy 
way of escape from such a. confused and complex situation as 
that which has been outlined above. 



Chapter V. 

THE COURSE OF INTERNATIONAL TRADE~ 

(i) THE CHANGING NATt$E OF INTERNATIONAl. TRADE, 

The rapiJ development of oversea tr~de, th_e opening up 
of new regions of settlement, a!ld the mdustrial . and ur~an 
concentration of Western Europe m the second half of the mne
teenth century form a distinct and unique epoch in the history 

·of foreign comm~rce. The application of steatn-power to sea-
transport. together with the ·railway-building which opened up 
the great continental areas of Europe and the Americas, Australia 
and South Africa, created a new kind of trade. Instead of 
rare and costly objects, large quantities of cheap, bulky goods 
of general demand - coal, mineral ores, grain, wool - became 
the characteristic cargoes,. Industrial Europe sent out coal, 
railway equipment, machinery and manufactured . goods and 
drew back raw-material resources from the rest of the world, 
nitrates from Chile, wool from Australia, grairi from the prairies, 
and, after the advent of refrigeration, meat, butter and cheese 
from South America, Australia and New Zealand. 

This comparatively simple trade, based upon cheap transport 
·and facilitated by an increasing investment of capital in the 
developing agricultural countries, was dominated by British 
manufacturing, shipping, commercial and financial enterprise. 
But, in the latter part of the nineteenth and in the early twentieth 
century, even before the war, there were indications that inter .. 
n!ltional trade of this simple character, and the economic orga
msation and policies connected with it, were being challenged. 
The doininance of British bankirig, shipping, and ·commerce 
became l~ss marked as other European nations sought industrial 
and trading o~tlets, the new agri~ult~al countries began rapidly 
to ?evelop their own manufactupng mdustries, and other centres 
of mdustry and trade grew up m North America and Japan. 

~ne effect of.the war of 1914. to 1918 was a marked streng .... 
themng of th~e tendencies to ·decentralisation of industry and 
trade. ~encan and Japanese shipping and financial and 
commercial, as well as ma.nufacturing, organisation .developed 
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rapidly, and there was .a marked _increase a)-so in the manufacturing 
output ?f such count~Ies as India and Chma, as well as in that of 
Australia, South Afnca and South America. The currents of 
trade became more. complicated. New trade-routes were esta
blished, especially across the Pacific ; shipping facilities were 
multiplied fro~ North to South America, along the coast of 
Asia from India to Japan, and across -the Pacific from North 
America to the Far E_ast ; the ports. of the Far East, Singapore, 
Hon~-Kong, Shanghai, Kobe, rose _quickly to rank among the 
leadmg ports . of the world ; the Panama Canal within ten years 
of its completion carried. as . m~ch traffic as the Suez Canal, 
and all the ports of the PacifiC regwn- San Francisco, Vancouver, 
Honolulu, Suva, Auckland, Sydney, Manila, Sourabaya, Batavia 
- have grown rapidly ~t~ increa~ing trade. As in other parts 
of the world, the substitution of liner traffic for tramp-steamer 
services has made for the rapid growth of the larger, to some 
extent at the expense of the. secondary, ports. · 

lt is evident from such obvious and well-known facts that 
the nature of world trade since the war has undergone and is 
still undergoing very considerable changes. It is no · longer 
dominated by the exchanges between industrial Western Europe 
and the raw-material producing countries, and its organisation 
is less centralised in the United Kingdom. 

. Successive. issues of the League's Review of World Trade 
have drawn attention to the importance of the geographical 
changes in world trade that were so. definite in the years imme
diately after the war. Up till about 1925,. when the economic 
reconstruction of Europe began in earnest, the more rapid 
growth of trade in other areas, and especially the Pacific, was most 
marked. It was summarised in the Memorandum on International 
Trade and Balances of Payments, 1911 to 1925, as follows:. 1 

" In comparing 1925 with 1913 figures, the United St3:tes 
and India now buy less from Europe and more from ASia ; . 
China and Japan buy less from Europe and more from North 
America · Australia less from Europe and more from both 
North kerica ~nd Japan. Reciprocally, I~dia sends. a 
greater proportion of her .goods to N_ orth Amenca and As1a, 

. China to North America; Japanese exports to Europe have 
dropped from 23 per cent to only 7. per cen~ of her t?tal 
exports while those destined for North Amenca have risen 
from 30 to 45 per cent. Australian imports from . Europe 
have dropped from 71 to 54; per cent of h~r total imp.1 o. rt:s. • , · 

" Trade is passing from the Atlantic to the ;Pacific. 

1
· Vol. I, pag¢ 164. 
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After 1925, however, there was a clear ten~ency for Europe to 
recover its lost ground. _The move~~nt o,f capital back to Europe 
and the great increase m product1Vlty m the boom years 1925 
to 1929 stimulated both the trade of Europ~an countries among 
themselves and their trade with the rest of the world. Many 
factors· have contributed to this reversal of what had appeared 
to be an established tendency in the wa~ and post-war trade. 
Among them, the effects of the reconstructwn boom b.ased upon 
cheap credit in the years 1925 to 1929 stan,d out as Important. 
Connected also with the movement of cap1t~l bac.k to, Europe 
in this period, there went a movement of relative pnces 1n favour 
of the manufacturing as distinct from the raw-material producing 
countries. Tariff increases and other measures of economic 
nationalism have reinforced these restrictive factors, and, in 
the years since 1926, these have affected agricultural products 
with especial severity.l As will be shown later, the disastrous 
fall of raw-material prices in the depression period and the concen
tration of its first effects upon. the export .surpluses of the raw
material producing countries .still further restricted trade with 
the areas outside Europe. 

In addition to these ·special and more temporary factors, 
however, there is apparently a change in the nature of inter
national trade as a whole.· Despite the fact that in the post-war 
years there were very large agricultural and mineral export 
surpluses thrown upon the world markets, there was before 
the depression a strong tendency for. the . proportion of raw 
materials in world trade to decrease. The import statistics of 
several important manufacturing countries showed a definite 
movement towards a higher relative proportion in the quantum 
of finished manufactures and a lower proportion in that of raw 
materials. ~ • 
. A ;calculation of the changes in the quantum of world trade 
m ppmacy goods as distinct from manufactured goods shows 
that in the period 1925 to 1929, this tendency was very marked. a 
In those years, the trade in primary goods increased by nearly 
15 per cent, but the trade in manufactured goods increased by 
r?ughly 31 to 32 per cent. These .figures are not surprising, 
~mce the range of d!!mand to which 'industrial progress caters 
IS· m~ch more elastic. than the first primitive wants for food, 
clothing and shelter .. There is therefore a .tendency for trade 
to develop most rapidly in manufactured goods and for this 

E 
1 

See_ Chapter ~. section (ii). See. also The C~urse and Phases of the World 
conomzc Depresszon, pages 324. and 325. · 

• See Appendix I. ' 
• Reoiew. Ql World Production, 1931. 
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tendency to be most mat ked in periods of prosperity and expanding 
trade .- a perfectly natur~l. development in accord with the 
general progress towards ansmg sta~dard of living and a greater 
development ~f secondary produc~Ion.. The League index of 
world productwn shows that, dunng the years 1925 to 1929 
the. to~a~ output of prima~y goo~s rose by .about 11 per cent: 
while 1~ IS calcula~d that m~ustnall?roduction in the principal 
,industnal countnes, . ~xclud~ng Soviet Russia, increased by 
23 to 24 per ,cent, and, mcludmg that country, by perhaps 27 per 
cent .. :~, When the world is prosperous, expansion, both of pro
duction and of trade, takes place more readily in the super
structure of manufacturing production ; in periods of depression 
the world is forced back to a simpler organisation based more 
directly upon the primary raw materials and foodstu1Is. 

There is, therefore, a general tendency in the trade statistics 
of most countries for the value of finished manufactures, imported 
and exported, to gain relatively to the value of raw materials. 
Examination of the trade statistics of individual countries 
bears out this conclusion. · 

The exports of France, Germany, the United Kingdom and 
the United States of America in 1929 represented over 40 per 
cent of 1;he total value of world exports. When the trade between 
those countries is deducted, their remaining exports amount 
roughly to three-sevenths of the imports of the rest of the world. 
In the United Kingdom, the proportion of finished manufactures 
to the quantum of total exports remained stable, while, in France 
and Germany, it increased greatly in the post-war period. In 
1910 to 1914, finished manufactures contributed 30.7 per cent 
of the total value of exports from the United States; in 1926 
to 1930, they contributed 4;5.4 per cent. So large an increase 
in the value must reflect an increased quantum of manufactured 
exports.. Since the total exports from these countries represe~te?
so large a share of the imports of the rest of the world, 1t 1s 
obvious that, in those imports, finished man~factures pl.ay~d 
a larger part. This is not inconsistep~ with th~ ~mport s~atlstics 
even of such countries as the British DoiDimons, which are 
. themselves developing manufacturing industries. ~ . 

Since, therefore, the. imports of the raw-!llatenal producmg 
countries continue to consist primarily .of fimshed manufactures 

1 Ibid · . 
. • The. proportion· of manufactured goods in the value of the total imports 

varied as .follows : Perce.n. tage 
. Percentage 

{ 
1914 68.9 . . . ... { 1913 69.7 

Canada •.•• • • . . 1930 69 .. 2 New :Zealan"" • · • • ,, ·. 1929 80 .. 9 

{ 
1. 913 76 2 . . . {·1910-14 '72.8 

Austra, Ua. . .. ... . · South Afnca · · • ' . 1925-29 78 .. 2 • . 1928-29 76.7 

I 
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and on the other band, the imports of 'the industrial countries 
tend to show a reduced proportion of raw mat.erials and. a higher 
proportion of finished manufac~ures, there xs stropg. evidence 
of a change in the character of world trade. The statistics quoted 
for France, Germany and the United King?om leave no doubt of 
the tendency in those countries. In th~ Uruted States o~ A~erica, 
the case is not so clear. The proportion of ra:w matenals m the 
total value of imports showed a tendency to mcrease after the 
war till about 1925, but has since fallen below the 1925 level. 
There is evidence als.o of. some tende~cy towa.rds increasing 
imports of raw matenals m such countnes as Chma and Japan 
where manufacturing industry is at earlier stages of development. 
But these conflicting tendencies can hardly compensate for the 
gradual narrowing of the raw-material markets. in the great 
industrial countries of Europe. It is probable therefore that 
the commodity composition of world trade has been changing, 
the exchange of raw materials for finished products being sup
plemented in hicreasing measure by the exchange of different 
sorts of finished and semi-finished manufactures. This tendency 

·has obvious limits, but it goes far to undermine the organisa
tion of world trade which was based upon the theory that 
Western Europe was " the workshop of the world". 

Sue!} a. tendency, moreover, accords well with other known 
facts of world trade. The United Kingdom, up till 1931-32 the 
most important free-trade country of the world, even before the 
war, and still more during the war and post-war period, lost 
ground in world trade relatively to other countries ... Those 
countries which gained. most, relatively, in world markets ·
the United States of America and Japan- are strongly protec
tionist. The United States' exports of crude materials dropped 
in value from 33.5 per cent.of her total exports in 1910 'to 1914 
to 2;1;·~ per cent in 1926 to 1930, while, in the same period, exports. 
of fimshed ~anufactures rose from 30.7 to 45.4 per cent of the 
total. The liD.ports of raw materials into the United States for a 
time gaine~ (in value) relatively to the total, but tropical products 
bulk7d large among them. Even· if the United States should 
continue ~o import large quantities of raw materials, this repre
sents an liDportant shift in the current of world trade and does 
not directly compensate for the difficulty of exchanging European 
manufactures for the raw materials of the southern hemisphere. 

In the British Dominions, Canada·. Australia . New Zealand 
and South A!rlca, the exports of food;tuffs incr~ased but those 
of raw ma~e;n.a~ decreas~d relatively to the total exports and there 
was a definite mcrease m . the proportion of exports of manu
!:!ll~d goods which, hqwever, except for Canada, remained 
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. Tra~e between the various European countries tends, as 
mdustnal progress spreads from country to country, to take the . 
form more and more of exchanges of specialised finished products 
and it is significant that, in the earlier part of the depression it 
was inter-~urope3:n. tra.de. which, on the whole, suffered le~st. 
The sustamed activity m mter-European trade durina 1930 and 
much of 1931 was due partly to the fact that th.e eff~cts ofthe 
depression w~re felt late~ in ~he industrial countries.. A high level 
of consu~pt1~n was mamtained as real wages were increased by 
the ~all m ;pnces an~ barter terms of trade were improved for 
the mdustnal countnes. There was also a substantial increase 
in the. exchange of certain agricultural products (meat and . 
dairy produce) between the European countries after the middle 
of 1929. In the long run, however, a prolonged industrial depres
sion inevitably leads to a shrinkage in the interchange of 
consumers' goods, and this is becoming apparent in 1932. 

When all these facts are considered together, it seems 
probable that, in the post-war world, the commodity composition 
of international trade is changing in a very important way. The 
industrial hegemony of Western Europe is passing and the falling 
export trade of the United Kingdom is merely the most striking 
manifestation of this general tendency, The diffusion of manu
facturing equipment and technical knowledge leading to industrial 
development in hitherto backward countries, together with the 
reluctance of powerful industrial creditor countries to sacrifice 
their agricultural industries in order to admit cheap foodstuffs, · 
is leading to the gradual narrowing of markets for the great 
export surpluses of the. agricultural countries. While this ten
dency has not destroyed nor even reduced international trade 
in the bulky raw-material commodities, it has made the terms of 
trade less favourable for those countries which depend upon such 
exports and also for the great mercantile and enlrepol nati~ns such 
as. the United Kingdom. Moreover, the fact that coal shrpments 
are now less important as return cargoes te~ds to make more 
difficult the transport of the bulky raw matenals. The fact ~hat 
the tramp steamer tends to disappear and be replaced by the lrner 
emphasises the change that is under way. 

A very important corollary of these chan_ges lies in the relation 
ot world trade to world production.. It IS often ass~rt~d that 
~rade has not kept pace with productro?- and that restnctrons on 
International trade are among the chief causes of the present 
depression. . . . · . · 

It is not easy to find a basis for this contention m the available 
statistics. The trend of development in the war a~d post-war 
period has not been uniform and, in any case,. t~e :penod IS P!ob_a
bly too short to establish a generaltrend. StatistiCal matenal1s, 
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however, more abundant since _the war and some interesting 
deductions may be drawn from _It. 

The total value of the foreign trade of a large number of 
countries representing between _80 p~r cent and 90 per cent of 
the total value of world trade Is available both for the pre-war 
and post-war periods. For the _years .aft~r 1913, it is possible 
to utilise import and export pnce ser~es. m · .. many countries to 
calculate changes in the quanllfm as distinct from ~he value of 
world trade .. ,. Such series of IIDport and export prices are not 
available for the pre-war period, but it is possible to utilise 
Sauerbeck's well-known index for calculations which yield roughly 
comparable results when applied to the world as a whole. .. . 

For the year 1913 and the years. since 1923, there are indices 
of world production of foodstuffs and raw materials which, sup
plemented by national indices of indltstrial production, may be 
used as a guide to changes in the value of production as·a whole. 
. If the war and post-war period is considered as a whole, there 

appears to be some evidence that trade has not. kept pace with 
production. The relevant statistics are shown in the following 
table: 

World Production. and Trade 1913 to 1929. 

Quantum of world trade . . 
World production index of 

foodstuffs and raw materials 

lndex 
1.913 = 100 

1929 

127 

132 

Percentage increase 
annual average 
1913 to 1929 

L51 

1.75 2 

This table, however~ covers a period of great economic 
confusion. It is perhaps legitimate to conclude from it that, as 
compared with the pre-war period, trade had, by 1929, barely . 
~ecovered relatively to production. It is, on the other hand, an 
Important fact that the setback to international trade occurred 
in the war years, and in the depression of 1920 and 1921. During 
the war, there was no doubt of the failure of world trade to keep 
pace with production. A slight recovery in 1919 was followed by 

1 a severe slump which severely. reduced both production. and 
trade. ·· · 

In the years follo~g 1921, there was steady progress and 
trade r~c?vered relatively to production, The quantum of 
commodities ~~ed increased appreciably faster than the quan
tum of commodities~ produced. Statistics are more adequate after 
1925 and the followmg t~le shows the development ·quite clearly. 

1 
M11emoran.·dum on World Trade and Balances of PClym~nt 1913 to 1927 Vol. I, page . ' ' 

1 1925 and .1929 values combined. 
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World Production anq Trade 1925 to 1929, 

Production 
Percentage 

Index :" increase 
.1925 = 100 (annual 

1929 . average) 
1925to192() 

2.7 

T~.ade 
Percentage 

Index : increase · 
1925=100 (annual 

1929 average) · 
1925 to 1929 

115 3.6 Quantum of Primary Goods 1 H 
Quantum of Manufactur~d 

Goods . . . . . . , • 127 6. 7 132 · 1. 2 

. A rough calcul~tio!l for the three decades preceding the war 
would . appear to md1cate that the rate of increase ·of world 
trade dunn~ those years was, if anything, slightly greater than 
the rate of mcrease of world. production. 

IWorld Producliort and Trade 1881-1885 to 1909-1913. 

Quantum of World Trade ; 1 

Imports , .•.•..•. 
Exports • • , , . . . . • 

World Production lndex (Quan-
tum): 2 ·· 

Raw Materials . , . , . . . 
Foodstuffs • , • • , , • . • 

Total .•........ 

Index ; 
1881-85 = 100 

1909-13 

240 
244 

330 
167 
212 

Percentage increase 
(annual average) 

1881-85 to 1909-13 

3.17 
$ .. 24 

4.36 
1.86 

.. 2.72 

Caution is needed in the interpretation of these rough esti
mates. In particular, jt has not been possible in the earlier period· 
to obtain statistics of the trade in the different classes of 
commodities, For the. years 1925 to 1929, it is clear that trade 
increased faster than production in both primary and manu
factured goods. For the pre-war period, aggregate estimates 
only are. possible. These tend to ·show that trade increased 
rather faster than production on the whole. 

The indices used, however, ~:~.re built up from statistics of the 
production of raw materials and foodstuffs. Manufacturing 
production should be added to obtain a fair picture of the growth 
of total production and if, as in the post-war pe)iod, manufac
~uring production was correlated rat~er ~~ the !aw-material 
Index than with that. of food productwn, 1t .1s possible that the 

1 Calculated on the base of the value of world trade for 33 countries (cf. WA~E• 
liANN : " Struktur und Rhythmus der WeltwirtsclJaft ") and on wholesale-pnce 
·movementS (Sauerbeck's Index). 

• Calculated as shown in Appendix II. 
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estimate given above (2.72 per _cent) understates the average 
annual increase of total production.1 

. . There is some evidence . also that in the pre-war period the 
manufacture of foodstuffs was relatively ·much more important. 
As a typical example, the statisti~ for Belgium show that the 
proportion of total production proVIded by the foodstuff indus
tries fell from 49 per cent in 1846 to 34 per cent in 1896 and 15 
per cent in 1926. · . . . 

It is probable. therefore that the rate of mcrease m total 
production ·was less before than after the war and that the 
preceding table indicates with rough accuracy the relative 
movements of production and trade. 

The remarkable .fact emerges from these measurements, 
however, that the quantum of trade in the world as a whole 
(and also the quantum of production) increased very much 
faster in the years immediately preceding the depression than 
in the pre-war period and that, in the years 1925 to 1929, there 
was a substantially greater increase of world trade than of 
world production. This suggests very strongly that, in so far 
as restrictions upon foreign trade were in fact a cause of the 
depression that set in after 1925, their effects were more subtle 
and indirect than is commonly supposed; 

Such a rapid expansion both of production and of trade, and 
particularly of the ·latter, is characteristic of periods of boom 
activity. The years preceding the crisis of 1907 may be cited 
as showing a similar ten9ency. It is probable that. the marked 
improvement of trade (as well as production) in 1925 to 1929 
was only· partly due to the healthy ,development based upon 
European reconstruction, and that, in part, it was caused by the 
credit expansion which made possible a large increase in foreign 
borrowing in those years. . In this, as in so many other ways, 
credit expansion temporarily covered up an unsound situation. 

The fact remains that, during this period, trade did increase 
very fast despite the tariff barriers that were raised with increasing 
force. As will be shown later 2, however, the most important 
of ~hese tariffs did not come into existence till fairly late in the 
penod. Ther~ · can be no doubt of their effectiveness in ham
pering the settlement of international balances from 1929 onwards. 
Even before that year, it is probable that they made the situation 
of many countries .more difficult both by their effect on the 

1 The'well-known estlmau;s complied by Mr. Carl Snyder for the Federal Reserve 
Bank of New york Indicate a rate of increase in world production of foodstuffs 
and raw matenals of 3.1 to 3.2 per cent in the forty years 1873 to 1913. The 
lower figure given above is mainly the result of including a larger Jlroportlon of 
foodstu~fs (especially ~rtain grains) which are not in'cluded in Mr. Snyder's 
calculations for the earlter decad!lS before ;1.900. 

• Chapter X. · 
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barter t~rms of trade an? by dislocatin~ established relationships. 
The agriCultur~l. countnes. of Europe m particular suffered from 
the con~tant rrusi~{$ of agncultural tariffs in important European 
indn;;tnal c~uutnes after 1925. But, as long as international 
Iendmg contmued on a large scale~- the balancina of international 
acco~n~ .was facili~ated, and it was not. until s;ch lending began 
:to dimmish that the full effect of tanff barners was exerted. 

(ii) INTERNATIONAL TRADE DURING THE DEPRESSION. 

- The argument of the preceding section may be summarised 
in the ~tatement :that W?rld trade, after the war, failed to keep 
pace .wr~h world p~oductwn, except when supported by excessive 
and md1screet capital exports. Moreover, there was an unusual 
degree of change in the commodity composition, as well as the 
direction of world trade. In this, as in other respects the 
apparent prosperity, especially of the years 1925 to 1929: was 
based upon a credit expansion which contained within itself 
the seeds of its own destruction. The rapid increase of world 
trade in this period was caused mainly by a recovery in European 
trade based upon loan and credit policies that covered up 
fundamental weaknesses in the economic structure. The burden 
of debt incurred, added to already existing financial obligations, 
rapidly built up interest commitments, which were met by 
further borrowing. When this borrowing was no longer possible, 
the balances of trade were dislocated. Readjustment of these 
balances was hampered by inflexible price-structures and res
trictions on international trade. The inevitable result was a 
deflation of export prices which soon caused the real ~urden 
of debt obligations to exceed the increased productivity resulting 
from the loan expenditure, if, indeed, these interest burdens 
were not already excessive before the fall of prices set in. The 
purchase of imports on such a large scale and -the payme~t of 
mterest were possible only as long as new loans could be raised. 

The collapse of world trade after th~ credit expansion ?roke 
down is clear evidence that the fundamental causes of mter
national maladjustment had not been remedied in the_ period 
of apparent prosperity. Various aspects of the situation created 
when the boom ended in late 1929 have already been dealt 
with. Prices declined heavily, especially in the case of raw 

-materials and generally of. the export surpluses necessary to 
meet the balances of payments. As will be see~ from ~he table 
bel~w, the quantum of world trade was s?stamed frurly wei~ 
dur1ng the early part of · 1930.. The phght • of the debtol 

.. countries was such that, in many of them, an mcreased ~an
tity of goods was released for international trade, but pnces 

10 
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fell so heavily that the total_ value of world trade decreased 
by about 19 per c~nt in 1930. ~n the following year, added 
restrictive forces came into play, so that the quantum of trade 
diminished further by about 23 per cent and prices also declined 
so that the total value fell to still lower levels. 

World Trade and Production 1929 to 1931. 

Avera~ 

1925-29 1929 1930 1931' 
Value of world trade 100 104.5 84.5 ~60)1 

· Quantum of world trade • 100 110 101.5 74)1 
World production : 

Foodstuffs 2 • • -· *" • . .. . 100. 103 101 99 
Raw materials a .•• . .. 100 111 101 91 
Raw materials and foodstuffs 2 100 106 101 96 
Industrial production ll • . • 100 112 97 84 

The calculation of the quantum of world trade is a laborious 
process, not completed for 1931 at the moment of writing. Preli
minary rough estimates, however, give an index for the value 
of world trade in 1931 as 60, and a quantum index of 74. 

The magnitUde of the fall in world trade which these figures 
represent is better appreciated if the actual values are shown, 
as in the following table -~ · · 

1928. 
1929. 
1930; 
1931. 

World Imports and Exports 1928-1931. ' 

$(000,000's) 

Imports 

30,420 
31,198 
25,370 
·18,258 

:& .. ports 

28,071 
28,4;87 
22,825 

. 16,221 

1 Preliminary estililates. . 

Total Trade 

58,491 
59,685 
48,195 
34,479 

1 League of Nations Index ot World Production. 
• lnde:x: of World lndU8Irial Production (twelve industrial countries, excluding u.s.s.R). 

· ' The diiierenc~ between the estimates of imports and exports is caused mai_nly 
· by the fact that unports are calculated by most countries at landed value (c.t.f.) 
and expo~ at shipment value (f.o.b.). Estimates for forty-five principal countries. 
representmg about 90 per cent of total value of world trade. 
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!he very heavy fall in the value of world trade is seen even 
mOie clearly when monthly figures are taken extending into 
the .~~rly . months . of 1932. . The trade of about forty-five · 
countnes, representmg about 90 per cent of world trade, declined 
between the ear~y months ?f 1929 and the corresponding 
;months of 1932 m the following proportions: :1,· 

Imports Exports Total Trade 1929 1932 1929 1932 1929 1932. 

January , 2,740 1,101 
(Millions ol dollars) 

2,4;15 957 '5,155 2,058 
February. 2,380 1,114 2,206 1,006 4,586 2,120 
March. 2,562 !,120 2,4;18 983 4,980 2,103 
April . ~"'' ~. . ' 2,770 2,390 .. _.-. 5,160 
May • 2,705 2,327 5,032 

Such figures as these show how alarming the shrinkage of 
international trade has now become. 

Moreover the decline is continuing, since the disequilibria 
between and within national price-systems have not yet been 
adjusted, but, on the contrary, continue to be aggravated. 
SuperimpOsed upon these disequilibria is a tangle of restrictive 

· commercial policies which is rapidly strangling what remains 
of world trade. A summary account of the multiplication of 
these restrictive measures is given later. 2 They. have been 
treated in more detail, but. still summarily, in successive commu
nications by the Secretariat to the Economic Commjttee of the 
League of Nations. a Not only the well-known and more or 
less accepted measures of tariff protection, but financial restrictions 
such as those aiming at the control of foreign exchange .; monetary 
events, including the abandonment of the gold standard ; and 
extl'aordinary commercial arrangements such as contingent and 
licence systems and monopolies ~ave been supplemented _by 
speCific agreements for the bartenng of goods and of cleanng 
arrangements designed to equalise imports and exports betw~en 
pairs of countries. In Europe, particularly since the ag~n~:vat~on 
of the financial crisis in the second half of 1931, the multiplicatiOn 
of these various restrictions has placed foreign trade in a strait
jacket which is constantly being lace~ more tightly. A mere 

1 Estimates for forty-five co11ntries. Later !lgures 11re given in Chapter XI. . 
• See Chapter X. · dt. Int 1· !Ex h aes -• "Survey of the Principal Measures adopted in regar o ema 1ona c an., · 

since July 1931 "., • Januarv 8th, 1932, doc11ment E.757, and ~u~plements 
E .. 7. 5. 7 (.a) (Janu.ary .. · 12th), E:757 .(b) (February l~t), E.757 (c) (April ollt), all(t 
E.757(dJ (May 25th). · 
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recapitulation of the list of measures taken, without any details 
of their application, woulq occupy_ ma~lY ;pages ~nd the only 
summary that is worth making ~t th1s pomt 1s that, If the present 
progress is maintained, there Will v~ry soon b~ no uncontrolled 
and unregulated trade at• all and littl~ that IS controlled and 
.regulated. The various European countnes have almost _ac~ieved 
this result already and the consequences are very plam m the 
· disorganisation of industry and an ever-growing volume of. 
up.employment. . 
. It is not difficult to' follow the seque.nce of the decline in world 
trade in. the early stages of the depression. In 1930, the heavy 
fall in the prices of raw materials struck the agricultural countries, 
particularly those outside Europe, with special severity. Certain 
of them were able to increase the quantum of their exports, 
but even so the. fall in prices diminished the total value. Imports 
to certain European countries which were able to increase the 
quantum of· their exports (Denmark, Lithuania, Russia, Yugo
slavia and the Irish Free State) were relatively· well sustained 
and, since trade between the European countries thel'Il:selves 
was not so badly affected in 1930, the total trade of European 
countries did not diminish greatly till 1931. In the later stages 
of the depression, however, the reduced purchasing power of 
the agricultural countries in all parts of the world caused a fall 
in the exports .of the industrial countries so that the decline in 
trade became general. . 

Fro:rn the second half of 1931 onwards, the sequence of events 
becomes so confused that it is not possible to state anything 
more than that there was a general decline proceeding at uneven 
pace . ~nd distorted by a variety of restrictive measures. The 
earlier tendency was for debtor countries to restrict their imports 
more heavily than their exports decreased in order to obtain 
a stronger active trade balance, and for creaitor countries· to 
find tlleir E}xports decreasing faster than their imports. This 
tendency ts now obscured by the cumulative effect of trade 
rest~ictions \lnd currency disturbances, so that transfer diffi
culties tend to be aggravated in .many cases. It is difficult to 
make comparisons, since the abandonment or restriction of the 
gold standard has led . to fhictuating exchange. rates, but the 
table b~o!i ~bows ho~ unev~nly the values of imports and exports 
have dliD.lmshed in variou~. countries." · 
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Percentage Declif!e in tlze Value of Imports and Exports of Certain 
· Countnes from January 1930 to January 1932. 

Imports E.'lports Imports Exports 
Spain ... . 
Hungary .. . 
Yugoslavia .. 
United- States 
Czechoslovakia 
Poland 
Austria •.. 
Japan .... 
France 
New Zealand 
Swi~zerland 

62 71 
59 70 
59 65 
58 64 
48 61 
63 57 
36 54 
37 53 
51 51 
49 50 
21 50 

Germany , . . 66 49 
Canada . . . . 60 48 
So111th Africa . 48 47 
United Kingdom 39 47 
Italy . . • . . 51 46 
Roumania 61 43 
Belgium , 50 40 
Sweden , , 26 33 
Argentine . 53 31 
Brazil • • 45 21 

There is one further aspect of the decline of wodd trade which 
may perhaps be illustrated, but cannot as yet be measured. The 
distortion of the normal trade relations is indicated by the 
figures showing the quantum of various classes of goods imported 
into, and exported from, the three. countries for which statistics 
are available. I. Not only have the total exports and imports of 
the three countries fallen unevenly, ·but there is a considerable 
difference in the classes of goods which show the greatest declines. 
It is evident that the depression has disorganised world markets 
to an extraordinary degree. 

1 The statistics for France, Germany and the United Kingdom which are 
comparable for the same country jn differen.t years but not from one country to 
anothe~. are as follows : 

Food ••. , , •• 
Raw materials , . : • 
liianufactured goods 

'l'otal • • • .•. 

Food ... , ...• 
Raw materials • . . • 
~Ianuractured goods 

'l'otal .•.• • • 

I 
France Germany I United Kingdom 

1929 11930 11931 1929 11930 )1931 1929,1930 11931 

Quantum oi Imports 

100 105 139 100* 91* 
100 103 . 91 100 91 
100 125 117 100 85 
100 108 106 100 90 

Quantum of Exports; 

100 106 80 100* 85* 
100 93 82 100 93 
100 86 "73 100 .96 
100 89 76 100 95 

77* 100 101 1i0 
79 100 90 84 
67 100 100 102. 
76 100 98 100 

84* 100 '94 
72 100 84 
88 100 80 
87 100 82 

78 
69 
59 
62 

• Excluding !iving animals. 
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. The currency disturbances'and trade restrictions which have 
complicated the course of trade since t~e ~atter part o! 1931 may 
serve in some cases to improve or preJudice ~he relattve trading 
position of individual countries, b~t ;t~e1r _cumulative .and 
combined effect has been greatly to diiDID!Sh the total value of 
world tnide. Even for those countries ·whose competitive position 
has been improved by a lowering of export relatively to import 
prices, th~re is little consol;ltion in securing a somewhat larger 
share of ·a. constantly diminishing total. _ · 

For the world as a whole, the shrinkage of world trade clearly 
means_ impoverishment: It is already reflected in · increased 
unemployment, )owered standards of living and disorganised 
industry and commerce. If it should continue, the peoples of the 
world mustforegothe advantages of specialisation and exchange 
and ·suffer still jurther lowering of their standards of living. 

. (iii) THE DrsTRlBUTION OF WoRLD TRADE. 

Detailed statistics of international trade can be assembled 
only after a considerable lapse of time. The collection of infor· 
mation concerning the items of import and export and the 
distribution of trade between the various countries cannot be 
made as quickly as estimateS of the total value of trade. Such 
detailed information for the great majority of countries in the 
world in the _year _1931 will not become available at Geneva. till 
towards the end of the current year, 1932. In the meantime, it is 
possible to make only general observations concerning the main 
trends in the direction of world trade during the depression. 

There .are indications, however, that the depression has not 
only caused a startling diminution of world trade as a whole, . 
but has also aggravated the pronounced tendency since 1925 for 
tra~e with and between• the new . developing countries to lag 
l:Jehind the average. . . . . . 

Attention w~ drawn ~n the first chapter of this Surve:y tO ~he 
fact that, despite a. virtual stoppage of oversea,. migratiOn . 
population was increasing fastest in such areas as· South America, 
the Pacific slopes of North America, Indonesia, Australia a.nd 
New Ze~l~nd. In these areas, production, both' of. raw mater~als 
and of fllllshed products, :was also in~reasingrapidly, new shigpmg· 
rouJ:.es were bemg establiShed and. mternational" trade was deve
lopmg so fast that, as late as 1927, it could be said, with 
refer:ence t~ the statistics of the previous year· that •• trade was 
passmg from the. Atlantic to-the Pacific ••·. S~cn a trend was in 
harmony, !lot only with the increasing population, but also with 
the rap1_d mdustnal development both of North America and of 
such countries as India, China and Japan,. . :·.· 
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_In !he years af:er 1925, however, the sl~are of Euro e and 
Afnca ~n the w~rld s tr~de consta~tly increased, while thlshares 
of ~tm .. Amenca, . Asia,. Australia and New Zealand fell off 
conside:ably, anq that of North America less considerably but 
perceptibly. 

Percentage Distribution of the Value of World Trade by Conlinenlal 
Groups. 

Continental Groups llllports Exports 
1925 1928 1930 1025 1928 1930 Europe, excluding 

U.S.S.R .••. 54.6 54.9 56.8 44.3 45.8 50.3 
Europe, including 

U.S.S.R ••• 55.9 56.2 58.7 45.3 47.0 52.4 
North America • 15.5 15.5 14.5 19.8 19.9 17.8 
Latin America 7.5 7.2 6.6 9.2 9.7 7.9 
Africa . ' 

.. 4.1 4.6 5.1 4.3 4.7 4.7 
Asia . . . . • 14.0 13,8 12.8 18.1 15.7 14.3 

'Oceania . .. . 3,0 2.7 2.3 3.3 3.0 2.9 

The steadily increasing share of Africa in world trade is due 
primarily to the rapid economic development of European -
and particularly the French- colonies, mainly in Northern and 
Central Africa, 1 for which there has been no lack of capital 
throughout the whole period and which may almost be regarded 
as the counterpart of the industrial development of the parent 
countries. 

The growth of European trade since 1925 was, in part, caused 
by a recovery of industrial and agricultural production after the 
war destruction and disorganisation. In so far as it reflected a 
yigorous restoration of economic life, it was a healthy development 
creating a larger total of world trade by which the share of non~ 

, European countries tended to be reduced in relative but not 
absolute amount. 

The emergence once again of Russia as a trading country, 
while subject to somewhat special qualifications, should be 
included as part of the general recovery of European trade. 
In the years 1928" to 1930, Russian exports of grain, tim9er, 
mineral oils and similar· raw materials again appeared on world 
markets not, indeed. in quantities greater than in pre-war times, 
but aft~r the world' had become used to. the disappearance of 
such competition, . and accompanied by unusual trading . arran~e
ments. Under the Soviet system of plan.ned econ.omy, foreign 
trade is a State monopoly and its conduct Is subordmated to the . . . 

1 See successive issues of the Review. of ll'ol"ld Trade, especially that !o.r 192!), 
Page 20. ·· · · 
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general line of economic policy, the. main aim of ~vhich is rapid 
industrial development. In order to secure the capital equipment 
necessary for such ra.pid industria~ progress as was ~ailed for by 
the Five-Year Plan, It was necessary to secure foreign exchange 
by mobilising for export all the resources that could possibly be 
assembled. Not only Soviet, but foreign statisticians also, 
regard this necessity as a _Passing J?hase in the economic deve
lopment of the· new Russia, 1 but rJ; so happened that the re
appearance of substantial Russian exports of raw materials 
coincided with increasing difficulties on the part of rival producers 
of those .commodities in other countries. 

The main reasons for those difficultie$ have already been 
outlined. The restoration of European production, in· itself a 
very desirable and healthy development, was accompanied, in its 
later stages, by a remarkable volume of borrowing made possible 
by credit expansion. The boom thus created masked the necessity 
for fundamental political and econoiDic measures of readjustment 
to the changed post-war situation of world trade and production ... 

In the crisis and depression which followed this credit expan
sion and diversion of capital resources, the raw-material producing 
countries of the world suffered heavily, first because the prices 
of raw materials fell earlier and further than those of finished 
goods, B and then because there was a progressive closing of 
markets and strangulation· of world trade. Not the least unfortu
nate result of the .depression, therefore, has been its effect upon 
those countries which were the growing points of world trade. 
Those countries with rich natural resources,. agricultural and 
mineral, under-equipped and not fully organised, many of them 
as yet lightly populated, which were growing fastest in wealth 
and therefore offering the most promising ·markets for trade 
expansion, were the first to be crippled when there was a block 
in the circulation, first of investment capi_tal and then of inter
national trade. The restoration of that· circulation is ·necessary -o#· 

before the economic organism can again function and grow in a . 
healthy manner. · · 

(iv) THE TERMS OF TRADE. 

Ther~ are tw? elements in the very heavy fall in the value of 
world trade. Pnces have falleh and the quantum of goods ex
changed has also been reduced. In the world as a whole, the 
quan~um of world trade fell by something over 8 per cent in 1930, 
but, m 1931, the fall f~om the levels of 1929 exceeded 25 per cent. 

• S. ee, e.g., " R.uss. ia. as a P. roduc.er anil Exporter of Wheat " " Wheat Studies '', 
. Vol. VIII, No. 7, Stanford University. 1932. ' · 

• See Chapter IV. ' 
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· The fal~ in_ the actual quantities of goods exchanged was 
unevenly d1stnbuted among the various countries and since 
export _and _Im.port price~ ~ave. diverged so widely duri~g the 
depressiOn, 1t 1s not statistically accurate to compute quanilrm 
indices on the basis of any world price-index. The statistics of 
the individual countries need separate consideration, but it is 
broadly true tha_t in the agricultural countries exports are rela
tively well sustamed but at low prices, while imports have fallen 
heavily in quantity and less in price. The contrary is true of 
industrial countries. 

More detailed examination of these facts for particular 
countries is contained in the annual reviews of world trade 
published by the League of Nations. The latest review 1 contains 
diagrams which show clearly that the terms of trade, as measured 
by the relation of export prices to import prices, have become 
much less favourable to the agricultural countries since 1928. 
Further attention will be given to this aspect of the depression 
in the following chapter of this Survey. At this point, it ·is 
necessary only to state the facts the significance of which will 
be further examined later. The diagrams reproduced in Chapter • 
VI may conveniently be supplemented by that on the following 
page, showing export prices as a percentage of import prices, 
quarter by quarter, ~n three groups of countries. 2 

' Cf. Review of World Trade, 1930 {Series of League of Nations Publications 
1931.II.A.28.I), page 52 .• 
· • See Memorandllm on International Trade w1d Balances of Payments, 1921 

to 1929. Vol. I. Summary Table III, pages 94 to 109, for a detailed description 
of the price-index numbers used. In the Jist of sources given below, those index 
numbers which are calculated by means of weights changed annually in accordance 

·with the commodity composition of the trade arc distinguished by the letter A. 
Those in which a constant system of weighting is used are lettered B. The former 
are much less sensitive, since, In addition to price fluctuations, they reflect the 
adjustment of commodity trade to changing prices. · 

Sources: 
I. France : Builelin de !la StaUstique Generate de la France (trimestriel). A. 

Germany: Monalliche Nachweise der Auswiirtigen HUI}del Deutschlands. A. 
United States of America : Trade Information Bullelrn, No. 791. A. 

. United Kingdom : Board of Trade Jollrnal. A. 
II. Denmark : Slatistiske Eflerretinger. A. · . . 

Finland : Monthly Bulletin; Bank of Finland .. A. Indices of the .Board 
of Customs. · G 1 F · t Italy : Bulletini dei Prezzl, Indices of the Confederaz10ne enerfil e · . uc1s a 
dell'Industria. A. . .· . . 

Sweden : Index, Svenska Handel~bankens Indices. B. 
Yugoslavia : Bulletin of Ole Natronal Bank. A. 

III. Argentine : El, Comercio E7ferio, Argentina. ~· Indices, Nal.ional T .. arilt 
China: Slzang/zal Markel Przcl!ll Report, Shanghm. 

Commission. B. . · · N d 1 d • 'I d' B Dutch East Indies : Prijzen en Indexcrife;s. zn l e er an sc.. . .. n re. . · 
New Zealand : Monthly Abstracts of Stalrslrcs. · 
Index of Imports. B. . 
Index of Exports. A. ··. · . Sat· 1· , A 
South Africa : Monl/Jly Bulletin of l!mon t 1s zcs. • • 
Official Year-Book. 
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When the ~iagram ~ises,. it in~icates that export prices have 
increased relat~vely . to Import pnce~; when it falls, it indicates 
that export pnces have fallen relatively to import prices. 

The first group consists of countries whose exports are mainly 
manufactured goods,. the second of European countries whose 
ma~n exports are either ani~al _Produ~ts produced by methods 
which resemble m~m\facturmg 111 their dependence upon agri
cultural raw matenals _(e.g., Denmark) or whose exports consist 
of products (such as timber and wood-pulp) the prices of which 
were strongly controlled in 1930. The third group comprises 
some typical raw-material producing countries. 

The terms of trade of the manufacturing countries became 
more favourable with falling prices, while those of the third 
group were adversely afiected. For ·a time, the second group 
drew an advantage from the relatively greater fall in the prices 
of their imported cereal raw materials than in the prices of their 
finished products or from their sustained export prices. The 
position that arose is well illustrated. by the following calcula
tion made by the Danish Statistical Office. 

1928. 
1929. 
1930. 
1931. 
1931 : 1st quarter 

2nd quarler 
3rd quarter 
4th quarter 

Price of butter 
when the price 

of oil-cake = 100 

1,370 
1,4:30 
1,509 
1,628 
1,666 
1,488 
1,744 
1,624 

Source : Sla/isliske Eflerrelninuer, January Gth, 1932. 

Price of bacon 
when the price 
of mai.zc = 100 

772 
956 

1,119 
1,001 
1,04;0 
1,046 
1,162 

792 

There was a marked tendency in 1931 for the ratio o~ import 
to export prices to become stabilised in the ra:v-matenal pro
ducing countries. It is as . yet too soon to discover whether 
this apparently )lopeful tendency reflects _a· real and pefil.lan~nt 
improvement in the situation. In certam of these coun~nes, 
determined efiorts at cost reduction have been made and, m _so 
far as these efiorts are successful, they enable the countnes 
concerned to adjust themselves to their l~ss advantageous terms 
of trade. . ·u· ·· • d !{' 

The abandonment of the gold standard by the . mte n~g-
dom brought some measure of relief to_ ,n:tany of the~e countn~s 
by reducing the burden· of their exte~al payments m so. fa~ a~ 
these ·were in- terms of sterli~g. There wa!! some. recovery o 
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export prices immediately i~ terms of sterling, b~t th~ aggravated 
fall ·of gold prices which e~sued checked . th1~ upward price 
movement so that their tradmg ·terms remam difficult. 

There is a tendency for stocks to pile Up1 and ~he progressive 
restrictions which have been. placed upon~rmports 1nto European 
countries since July 1931 have further narrowed world markets 
so that the terms of trade are apparently turning against th~ 
raw-material producing countries still more. A readjustment of 
their 'trading situation must be an essential preliminary step 
to the restoration. of world trade and. production, but no such 
improvement can take place while trade is so hampered and 
restricted in their import markets. 

(v) THE EFFEcT;:oF CAPITAL MovEMENTS ON WoRLD TRADE. 

In the following .chapter, attention is drawn to the abnormal 
difficulties that have arisen during the depression period in 
balancing international accounts. Erratic movements of capital 
have been largely responsible for these difficulties and there is 

. an intricate connection between interest rates, capital movements, 
relative price changes and co:nllnodity trade. The action and 
reaction between these. "Vari()us _ phenomena has been further 
complicated by political, economic and financial insecurity and 
failure of confidence~ Moreover, the movements, particularly of 
short-term capital, which in_ the boom period proved to be the 
active disturbing factor, were unc<;~-ordinated. Borrowing was 
in. many cases rendered too .easy because of the possibility of 
raising loans from· independent sources, so that weak debtors 
were able often to secure a series of loans from different creditors. 
Unwieldy .financial -institutions, surrounded by a complexity 
of subsidiary and auxiliary instituti~ns, the intricate relations 
of which were all but impossible to comprehend and control, 
built up a labyrinth of expanded credit. · International credit 

_ operations were. extended and multiplied before the organisatio_n 
~nd controls, which the narrower experience of national economiC 
life -had shown to be necessary, had been adapted to the· inter-
national' sphere. 2 _ .. 

I~ ha~ already been argued that the restriction of international 
~endin& m ,1928-29, following a period of free borrowing, and 
mcreasmg mterest burdens w~s one of the t?-ajo~ causes of falling 

I cr. London and Cambridge Economic Service Special iiemorandum No. 32 .. 
1 Cf. 0. M. W. Sprague :_"Statistical Data on 'Foreign or Short• Term' Funds : 

~hei~ Co!lection and Use, " Meeting of Representatives of Central Banks parti
Cipating In ~he Bank !or Internatipnal Settlements . Basle May lOth 1932 : 
Papers Submitted. ·· · ' ' ' · 
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commodity prices. 1 ~n the next chapter an attempt will be 
made ·to trace some_ of the effects of this reversal of capital 
movements .upon the. balances of international payment, the 
c?urse of p~ces, _and mterest rates. At this point, attention is 
drrected to _the s1mpl~ fact that the stoppage of capital exports 
t? th~ _ debt~r countrres _ was _a powerful factor in creating the 
s1tuatron wluch has resulted m the drastic diminution of inter
national_ trade that the w_orld has experienced in the depression. 

yYhen the great creditor co~mtnes reduce their exports of
capital, the very fact of reduction creates a situation in which 
all. their d_ebtors must meet their _obligations. ei~her in goods 
or m gold, mstead of !JY fresh borrowmg. A stram rs immediately 
placed upon the credit systems of the debtor countries. A defla
tion of prices is imposed upon them, the terms of trade become 
less advantageous, imports are restricted by lower purchasing 
power and exports are stimulated. If the financial situation 
becomes acute, these economic reactions may be supplemented 
by Government intervention ---- for example, by restrictions on 
imports or by domestic retrenchment; The net efiect of t}le 
curtailment of capital imports is therefore a strong pressure to 
provide an active export balance in . commodity trade. The 
strain on the credit structure is such that gold tends to be 
exported also, and, if the pressure continues, there may be an· 
actual export of capital by sales of securities and similar means. 

All of these phenomena were in evidence in many debtor 
countries in 1929, but tl1e collapse of the American Stock Exchange 
boom in October of that year made credit conditions easier, 
particularly in the London money market,. for a few months 
in early 1930. As prices continu~d to fall, ho:vever, th~ risks 
of .lending became greater. New Issues of foreign loans m the 
chief capital markets fell to such low levels that there was on 
balance a . considerable net export of capital from 'debtor to 
·creditor countries in 1931. The United Kingdom, for example, 
~ad a v.ery substa~tial net inflow of cap~~al in 1931, while France 
mcreased her net Imports very substantially and the net exports 
from the United States of America were probably very small. 

Before this extraordinarv situation had fully developed, 
however, a further check was imposed upon _the capaci~y of the 
debtor countries to pay their external obligatwns. The mcreased 
export surpluses which they placed upon ~orld ~arkets caused 
·concern in the importing creditor countnes, whrch the~e~pon 
imposed higher tariffs and supplemented _them by ~ddttlo_nal 
restrictions on imports. Most of the credrtor countnes found -

' See ,Chapter 1, section. (viii). 
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their commodity . tJ;'ade balance becoming substantially more 
passive or less active. By the beginning of 1932, however the 
creditor countries ~ad becom~ unanimous in refusing to re~eive 
payment from their debtors m the only form by which it was 
possible for the debtors to pay. 

· There ensued in consequence an enormous shrinkage in world 
trade, and the logical consequence of this shrinkage has been 
a s~ries of moratoria, suspensions of payment, and standstill . 
agreements, as a result of which the credit of many debtor 
countries has been gravely im'paired. 

· .· The extent to which this process has gone may be judged 
from the· diagrams which show the percentage yields 'upon the 
price of gilt-edged securities in various countries during the 
depression period. Increasing yield reflects the lower price of 
these fixed interest bonds and therefore measures the market 
estimation of the risks of loss. For a large group of debtor: 
countries, the .divorce of sterling from gold has· alleviated their 
burden of external debt to the extent to which the debt was 
re~koned in sterling or in the currency of other countries which 

·abandoned the gold standard. This relief has, however, been 
far from universal, and, since the export markets continue to 
narrow, there are many countries which, in the spring of 1932, 
in spite of moratoria and exchange controls,. face the alternative 
of further reducing imports (and lowering domestic prices) or 

··of currency depreciation. As early as ·January 1932, ominous 
defaults occurred upon what were even a few months before 
.regarded as sound external loans. 1 . It is plainly evident that 
a total value of international trade less than one-half of what 
it was in 1929 (and still shrinking fast) is quite incompatible 
with the payment of international financial obligations on the 
scale that exists at present. National and individual bankruptcies 
·and repudiations of debt on a vaster scale than the world has 
ever seen are imminent unless international trade can once more 
be restored to something approaching its former freedom. 

' ' 

1 For a list of loans In default up to January 1932 see Foreign Policy Reports, 
January 6th, 1932, " Recent Defaults of Government's Loans " published by the 
Foreign Policy Association, New York ; · or Economist, January 23rd, 1932. 



Chapter VI. 

THE BALANCING OF ACCOUNTS. 

(i) THE MAINTENANCE OF FINANCIAL EQUILIBRIUM· 

No aspect of economic discussion at the present time illu&trate& 
so . well the disorganisation ~nd confusion of e<;onomic policy 
and thought as the .extraordmary degree of concern shown in 
almost every country in regard to the " balance of trade ". 
In order to find a parallel for this universal pre-occupation, it 
would be necessary .to go back at least to the great eighteenth 
century controversies between the mercantilists and their 
opponents. Unfortunately, however, there is, behind this revival 
of an ancient discussion with all its attendant misconceptions 
and misapprehensions, the ugly fact that the breakdown of 
commercial, monetary and financial organisation in recent years 
has been complete enough to make national economic stability 
a matter of deep concern to those responsible for the conduct 
of policy in almost every country. The fact that the elaborate 
and effective mechanism of international trade and finance 
shoiild have broken down to so serious an extent that its erratic 
working has come to be regarded as a menace to national economie 
welfare is a measure of the destruction· wrought by war and its 
consequences. . 

The balancing of international accounts in modern times is a 
complicated process. The .classical economic maxim that exports 
pay for imports is almost as remote in its simplicity from the 
actual complexity of the financial operations involved as the 
earlier teaching of . the mercantilists that "We must ever 
observe this rule. : to sell more to strangers yearly than we 
consume of theirs in value ". l There is an important element 
of truth in the maxim that imports pay for exports, but it needs to· 
be interpreted. so liberally in its appl~cation t~ modern problems 
that it ceases to have any very precrse !D:eanmg. 

It is_ easy enough to gain recogmbo~ f?r the . so-called 
" invisible " items which mQ.st be reckoned wrth m any endeavour 

1 Thomas Mun : England's Treasure by Forraign Trade, 1664·· 
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to strike a balance of payments in the international trade of any 
country. A glance at the estimates now published annually for 
an increasing number of countries will show how many and 
varied these invisible items are. 1 Statistics of commodities 
imported and exported are merely the beginning of the 
calculation. Shipping and commercial services, insurance 
financial'and other commissions, tourist expenditure, emigrants: 
remittances, the upkeep· of governmental . and commercial 
establishments in .foreign countries, and a great number of other 
invisible items .bear witness to the penetration of international 
elements into every national economic structure. China con
stantly imports wuch more than she exports, mainly because of 
a steady stream of remittances from b.er numerous and loyal 
citizens abroad ; the United States collects cinema: royalties from 
the · whole world ; Canada draws substantial revenues from 
royalties on hydro-electric energy _generated in the Dominion 
but used across the border ; the tourist traffic is an important 
factor in the economic life, not. only of European countries, but 
also of such countries as Japan; the London Money Market, 
acting as banker ior. a l.arge proportion of the world's trade, 
contributes substantial commis.sions towards the balancing of 
the British accounts. · 

In addition to such invisible items of import and export, 
there are the international movements of capital in all their 
variety and complexity.· The difference has already been pointed 
out between the. pre-war and the post-war organisation of the 
international capital market. 2 Long-term investments of savings 
gathered up in one country for the promotion of industrial enter
prise in another lead ultimately to alterations in commodity trade. 
The capital is exported either directly in the form of capital goods, 

. such. as. railroad materi~s. machinery and the like, or indirectly 
in the form of other commodities which, by a roundabout process, 
offset the capital expenditure that is the object of the loan. . In 
the long ru,n, this expenditure, if wisely made, . increases the 
pro?uction of ·the. borrowing country; and the capital comes home 
agam with added interest in the form of increased commodity 
imports.. . 

But ~his is merely the· simplest form of international capital 
transaction, and the growing interdependence of the money
markets of the. world has in recent' years made possible on a vast· 
scale ~oyements of short-term capital such as in pre-war times 
were linnted to temporary and infrequent occasions. It is one 
pf the· merits of the fle~ible modern structure of international 

1 See successive issues of the League of Nations Memorandum {on lnlernalional 
Trade and Balances of Pauments, Volume II. · 

• See pages 37-45. ·, 
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finance that te~porary '' gaps in the balance of payments ,, 
J)e m.et by credit. arrangements :Which avoid tl1e necessity eith:;; 
altenng the. ratio of commodity trade. or . of utilising gold f 
payments: The use of ~h?rt-term -capital transferences for th~~ 
purpose gives. ~reat elasticrty to the financial structure. 

That elasticr~~· however,. ~ecame a source of weakness when, 
because of c?nd1t10ns of pohtlcal and economic insecurity in the 
yea~s followmg the wa~, an e~or~ous volume of short-term 
carital. was accumulated In the prmcipal money-markets, between . 
'~Inch :t could be, an.d was, transferred rapidly in large amounts 
either m t~e exp.e~tation of temporary profit or because of fears of 
currency mstabihty. 1 The endeavour to find ways by which 
this short-term money could be invested on lona-term became a 
major pre-occupation of the central bankers of the world. 2 · 

Into the balancing of international accounts, however, there 
enter other and more difficult factors than those which can be 
listed in an estimated balance of payments. . The process of 
balancing consists, not of a calculation made at stated periods, 
but of an infinite series of day~to-day transactions into which 
enter, not only the quantities of commodities exchanged and. the 
number of services rendered, but their prices ; and not only the 
amounts of capital transferred, whether on long- or on short4erm,. 
but the rates of interest charged. The calculation made at the 
end of the year starts with an estimate of the total value of imports 
and exports; but, of the components which enter into those totals, 
prices are as important as quantities. The calculation proceeds 
with estimates of the movement of capital items and interest 
payments, but it is obvious that the price at which new capital 
has been borrowed or lent is an extremely important matter also, 

There is some danger, indeed, that the static form in which the 
annual estimates of balances of payments are presented may · 
obscure the essential dynamic elements .of the process. In parti
cular, there is a real risk of the conclusion being drawn that 
" gaps in the balance of payments '' may be closed only by 
altering the ratio of commod,ity imports and exports, or- a ID:uch 
worse because a more enticing risk ~ by movements of capital. 
Such concentration upon the quantities .of goods exchanged 
or mnounts of capital transferred, has, in .fact, only too o~ten led 
to ignoring the fact that the levels of pnces a~d rates of m~erest 
·within a country are just ~s important factors m ~he balancmg of 
international accounts as commodity trade and cap~tal mov:ements. 

The disastrous consequences that have flowed ~n practice from 
such undue and unreal simplification, not only m popular, but 

1 Report of the Gold Delegalion of the Financial Committee, 1932, pamgraphs 
47 and 48. . · t B I 1932 

2 Second Annual Reporl of lire Bank o{ Internallonal Selllemen s, as c, · 

11 
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in much expert discussion, o! ~he problems of int~rnational trade 
and finance are too i:learly visible at the present. tlme to need any 
great emphasis. The financial structure of t~e world is shaken 
largely because of th~. attemp~ m~de to bndge " gaps_in the 
balance of payments - which m many cases were m fact 
unbridgeable - by. the ex~ension of fresh loans i!l~tead of by 
revision of the national pnce-levels and the provisiOn uf freer 
outlets for commodity trade. In that attempt, surprisingly little 
attention has been paid to. the fact that t~e rates .of interest at 
which much of the new indebtedness was mcurred were so high 
that they ought reasonably to have been interpreted rather as 
danger signals than as indications of probable profit.. Instead of 
measures being taken to reduce international financial obliga
tions Within practical limits, and then to find permanent methods 
of ,readjustment to the new equilibrium demanded, such painful 
necessities were evaded by the facile but superficial and 
temporary solution of credit expansion which for a time masked 
the disequilibria, but in the long run made them greater. 

The balancing :of international accounts, it must be repeat;ed, is 
a conti:r)uous process into which enter, not only imports and exports 
visible and invisible, and capital movements both for long- and for 
short-term investment, but also interest rates and price changes. 
In the flexible pre-war organisation, all these elements were kept 
in equilibrium by the manner in which the gold standard was 
Operated. If anything more than temporary disequilibrium 
developed in the financial relations of any one country with the 
rest of the world, ar.t outflow pf gold brought about a restriction of 
-credit, and therefore rising interest rates,· whj.ch attracted capital 
or checked its exportation, and .falling _prices which encouraged 
exports and checked imports till equilibrium was restored again. 
Such a corrective sequence of' events was, however, dependent 
both upon a certain flexibility in the national price-structures and 
upon a smooth and efficient working of the standard. In the 
post-war world, neither of· these conditions has been present, 
while, on the. other hand, the balance of international obligations, 
as was pointed out in an earlier chapter, t demanded radical. 
ch:mges either i"ll the balances of commodity trade, in relative 
pnce-levels and standards of living, or in both. There was reluc
tance to face the necessary changes either in the balance of trade 
~r .in the price-levels, hut, on the other hand, there was rigid 
ms1stence on the financial obligations which made such changes 
necess~ry. F?r some years, the "dilemma ·was evaded by a credit 
~XPl!l~s10n which made possible. international lending on a scale 
sufficient to balance the accounts for a time, but the piling up 

• 1 Chapter 11 section (viii). 
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of these ne~ obligations constantly aggravated the lack of real 
balance a~d, when the crepit expansion came to an end in 1929 
the" gap m the balan~e of payl?ents " yawned wider .than ever: 
As the subsequent sections _of t~IS chap~erwill show, the shrinkage 
of world trade, th~ confusiOn n;to which the price-structure has 
fallen, and the ~allure o.f confidence, which has put an almost 
complete stop to mt.ernatwnallending, have in all probability now 
made the gal? u~bndgeable, unless there is a substantial scaling 
down of obligatiOns. · 

(ii) THE BALANCE oF CoMMOOITY TRADE. 

In the _course of the depression since 1929, there have been· 
yery considerable alterations in . the balan~es of commodity 
Imports and exports of most countries. Attention has been drawn 
in a previous publication to the earlier manifestations of these 
changes. 1 It was there shown that from the second half of 1928 
there was a noticeable tendency for the debtor countries to 
increase the active balance of their commodity trade, and for 
creditor countries to find their passive balance increasing .. This 
was a thoroughly normal result of the shrinkage in capital exports, 
and of the changes in the barter terms of :trade which accompanied 
it, There were many complicating factors, such as harvest varia
tions ; the lag, considerable in some cases, between changes in 
export values and in the imports o-rdered upo:Q the basis of 
returns from previous exports ; and, most important of all, 
divergent movements of import and export prices. Many of the 
agricultural countries in the southern hemisphere from time to 
time find themselves faced with heavy imports at high _prices 
after the precedinghigh prices and increased quantams of their 
exports. have been _succeeded by lower values. In sucl,l C:;lses, 
adjustment of the balance of commodity _trade can be effe~ted 
only ·with some difficulty and after a considerable lapse of time. 

In the present depression, prices, particUlarly of the .commo
dities which form the bulk of the exports from such agrlCl:ltural 
debtor communities have fallen so fast and so far that 1t has 
proved impossible fo~ them in most cases to .restric:l; their imports 
and expand their _exports sufficiently qmckly to _ restore ~he 
balance of trade. There arose in 1931, t_herefore, :· a question 
whether it i~ possible for the debtor countnes expot;tmg food and 
raw' materials to adjust their trade ba_lance a~ a t~me wh~nthe 
prices of their· main products are fallmg ~a~1dly m relation to 
those of the goods forming the bulk of their Imports, and when, 

. ' The Course and Phases of the World Economic Depression, pages 21-1 to 214. 
Cf, also the annual volumes on Balances of Payments. · 
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simultaneously, the state of the capitalmarket leads to a cur
tailment of their foreign borrowing or eyen to an outflow of capital 
to creditor countries ". 1 

When these lines were written in the autumn of 1931, it had 
already become clear that insufficient adjustment had, in fact 
been made and that this " entailed or foreboded a suspension of 
the payments due on account of foreign debts ", thus precipi~ 
tating an int~national financial crisis. . 

The main outlines of that financial crisis have already been 
traced. 2 The progressive deterioration of international trade 
during the winter and spring of 1931-32 rendered still more 
difficult the provision of external debt payments by means of 
active export balances of commodity trade. The movements of 
these balances in two representative groups of countries, creditors 
and debtors, is shown in the table below. 

Net Balance of Commodity Trade. 
{+Excess of exports over imports; - excess of imports over 

exports.) 

Debtors; 
Argentine 
Australia. . 
Austria 
Germany 3 

India . 
New Zealand 

Creditors: 
Belgium • 
France ... 
Netherlands 
Switzerland' 
United 

Kingdom. 
United 

States . 

.

1 

1929 1930 1931 1931 t932 
1---.--~1·---r--~ --1-----

Jan.- I Julf-' Jan.- July- Jan.- July- Jan.• Jan.
June Dec. June Dec. June Dec. l'eb. Feb. 

$ (OOO,OOO's) 

+112- 26 + 31 + 71 + 28 + 47 + 4 + 21 
+ 16-122- 4;1 + 23 + 94 + 53+ 21 + 28 
-72-79-66-87-61-59-21-19 
-154 ~ 19 + 32 +191 +170 +414 + 29 + 41 
+131 +132 +116 + 99 + 35 + 61 + 14 + 13 
+ 66 - 39 + 33 - 26 + 42 - 1 + 7 + 11 

-35-55-85-17-22- 3- 9-, 7 
-236- 97-164-209 :.._274 -190-100- 46 
-143 -163 -158 -123 -126 -109 _. 41- 38 
-~-n-n-~-%-~-u-~ 

-903 -965 -909 -974 --892 -935 -282 -209 

+347 +471 +223 +439 +190 + 93 +107 + 37 
1 The_. Course and Phases Of the World Economzc Depression,_ pages 211 to 

214. Gf. also the annual volumes on Balances of Payments. · . 
• See Chapter It · 
•" Exclu~ng Reparations in kind. 
• lncludmg bullion. 
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. The movements disclosed in .this tab!e are very illuminatin . 
It 1s clear that the ~ebtor countnes, desp1te falling prices for theTr 
export~. managed m the years 1930 and 1931 to augment their 
activ~ balaJ.?-ce.s very. remarkably. This was done mainly by 
drasti~ restnctions on 1mpo:t~· ~ustralia, for example, converted 
a passrv:e .bala.nce of $44 mllhon m. 1929 to an active balance of 
$152 m~lhon m 1931 ; Germany,. 11_1 the same years, increased 
her active balance fr9m $12 million to $694 million. These 
movements are all the more remarkable, since the year 1929 saw 
a very great change in the s~me ~irection. It is evident, however, 
th~t some of the debtor countnes fou~d difficulty in achieving 
this result. In New Zealand, the active balance decreased in 
1930,-while India's active balance was very much lower in. 1931. 

All the creditor countries f>hown in the table, with the excep
tion of the Netherlands, found their passive balances increasing 
up to the end of 1931, though the increase was slight in the case 
of the United Kingdom. The position of the United States is 
most striking, since it was the only great creditor country which 
at the same time had a large active balance of commodity trade. 
In the depression, this active balance has fallen very heavily, 
from $818 million in 1929 to $283 million in 1931, ~;tnd is still 
falling in the early months of 1932. 

The comparison shown in the last two columns or the table 
indicates that the increase of active balances from the debtor 
countries continued in the early months of 1932, but that the 
further restrictions on imports imposed by many of the European 
creditor countries were reducing their passive balances. TI'lis 
development is marked, for example, in the case of France• The 
British passive balance also declined heaVily. Further press~re 
is therefore imposed upon the active export balance of coii)JJlodity 
trade in the United States. 

These figures offer convincing reasons why, in despite . of 
moratoria and standstill agreements, many debtor c?unt~es 
stand in the early summer of 1932 on the verge of further frnanc1al 
difficulties. There have been defaults even on loans, such as 
those contracted under League auspices, which· were. deemed to 
be as secure and sound as financial skill and expenence could 
guarantee. If the deterioration of trade should continue, there 
would seem little possibility of avoiding wholesale default .on a 
scale which will make reconstruction in the future e:xceedmgly 
difficult. · . . . . 

On the other hand. in many European debtor countnes, 
currency stability with 'all its implications, is maintained, s~me
times nominally, o'nly by the most drastic controls of internation~l 
trade and finanCial transactions. These have the effect of still 
further restrjcting trade and thus widen. the gaps in the balance 
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of payments. ·They cannot be reg~rded a& permanen:t; ;solutions 
of. the problem.1 

{iiif THE CIRCULATION OF CAPITAL, 

The part; played by· capital movements in precipitating the 
fall in prices and the ensuing depression has already been dis
cussed. s . The very irregular and confused movements both of 
long- and of short-term capital in the years 1930 ·and 1931 are 
treated 'in anothei: publication of the Economic Intelligence 
Service, where estimates of the balance of payment are given in 
as great detail as is available, and as fat as possible by a uniform 
method, for thirty-two different countries. 8 The majority of 
these estimates are official, but, .in the case of certain countries, 
private compilations are employed. Together• they provide a 
mass of valuable information concerning the main items that 
enter into the balances of payment. From them it is possible to · 
gain a fairly clear indication of the movement of tourist expen
diture, shipping ·receipts, emigrants.' .remittances and a great 
number of similar invisible items of import and export. A complete 
survey of this material would be equivalent to a discussion of 
the international fi.nancial position of each country for which 
information is given. . · 

Attention may be drawn, however, to the very marked 
shrinkage of invisible imports and exports, which must be reckoned 
with, as well as the shrinkage of international trade discussed in 
the previous chapter. A few illustrative examples may serv:e to 
show the magnitude of this decrease. These examples refer to the 
year 1930, and there is unfortunately every reason to believe that 
they would be more strikingin.193l. The United Kingdom in 
1930 was fa<;ed with a fall in her net shipping income from £130 · 
million to £105 million; the estimated net income from overseas 
investments fell from· £250 million. to £220 million and ·the 
estimated net receipts from short interest and commissions from 

. ' 
.. 

1 Cf. " The ApplicatiJn of Foreign Exchange Restrictions and their Effect 
on General Economic Conditions ", by Dr. Victor I<!enbock, in Papers Submitted 
to the ~eeting of Representatives of Central. Banks participating in the Bank for 
Internalional Settlements, May 10th, 1~32, especially the final conclusion : " Fore1gn 
exchan~e control, as we _now know 1t, Is ,POWerless to bring about ~ permanent 
econo!lll.c recovery. It 1s a conglomeration of police measures whwh are held 
to be necessary at a time. w~en the !light of capital and credit withdrawals are the 
order of the day.· As confidence returns, these measures will gradually become 
superfluous. But a return of confidence, which must be observed internationally, 
can only come about if the great problems are solved and not evaded "• · 

• See Chapter I, section (viii). . 
• Balances of J'ayment, 1930 (including '' An Analysis of Capital Movements 

in 1931 "). 
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£65 . million to £55 millio_n. . In the same year, immigrants' 
remittances from the Uruted States fell from $247 million to 
$199 milli~n·_and tourist expenditures overseas from $534 million 
to $489. million .. The very much heavier decreases In these and 
similar items in 1931 must. be borne in mind in any consideration 
of the balance o_f paym7nt~. !he provisional BritisbJigures for 
1931 are net natiOnal shipplng mcome, £80 million ; net income 
from ?verseas investme~t~, £165 mil~i~n ; net receipts from 
short mterest and commisslons, £30 million. 

The most important items in the balance of payments outside 
the totals of commodity trade are, however, those of capital 
movements. Their importance lies, not only in their magnitude, 
but also in the influence which they exert upon credit and prices. 
In the -publication to. which reference has already been made, 
there is a fuller discussion of the statistics of capital movement in 
1930 and 1931 than is possible here; but it is necessary at this 
point to summarise briefly the outstanding facts. 

Concerning long-term investments in this period, fullest infor"" 
mation is available for new issues of capital on the principal 
money markets of the world. There has been a striking diminu
tion of such issues on foreign account since the year 1928. 
Information is available for four of the main creditor countries -
the United States of America, the United Kingdom, Bolland and 
Switzerland- which may be summarised in the f~llowing,table: 

New Capital Issues on Foreign Account in· the Unyed Stales of 
America, the United Kingdom, Holland and Swztzerland. 

1927 
1928 
1929 
1930 
1931 .... 

S (OOO,()OO's) 

2,419 
2,143 
1,284 
1,706 

512 

The foreign issues in France, which are not .s~rictly comparable 
with the others, were estimated at $23 million m ~ 928, $~3 
million in 1929 and $55 million in 193q, 1. amounts. wl:ich, while 
increasing, do not compensate for the stnk~ng reductl?n m overseas 
investment on the part of the other creditor countnes. 

Moreover, the tabular statement above·does no~ reveal all the 
· facts since there have been marked changes both m the ~ropor
tions' of different types of loans and in the shares o~ the tot t~ken 
by different countries. The first change m~y be Illllf!trated ro~ 
the statistics of lending for foreign account m the Umted States · 

t "tories 
1 Not incluiling issues for the account of :t:re~ch over;;eru~ ern • 
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Bonds. and Notes : 1927 1928 1929 1930' 1931 
(a) Government and S (OOO,OOO's) 

municipal. loans 827 586 121 548 41 
(b) Industrial bonds 

699 •625 473 419 213 and notes 
Shares: 

(a) Preference . shares 17 40 114 13 
(b) Ordinary shares . 18 69 51 29 

Totals ...... 1,561 1,320 759 1,009 254 
The change in geographical distribution may be illustrated by 

the following table : 

S (OOO.OOO's) 
Issues 

for Canada 
foreign Asia and 'Latin Issues 
account Europe and Africa New- America not T9tal 

in Oceania found- specified 
land 

. r27 577 164 - 237 359 - 1,337 
1928 598 137 - 185 331 - 1,251 

U.S.A. 1929 142 58 - 295 176 - 671 
1930 233 62. - 281 199 - 905 

. 1931 78 28 - 127 1 1 130 234 

\'~7 
105 238 136 34. 126 35 674 

1928 164 . 232 80 98 96 28 698 
U.K. 1929 105 139 51 74 78 12 459 

1930. 53 195 129 17 101 34 529 
1931 14 125 36 6 26 2 209 

The most remarkable feature of this table is the virtual stoppage in . 
1931 of American lending to foreign countries other than Canada. 
The issues floated in the United States in 1931 for the account of, 
Europe were on behalf of two American concerns; the issues for Asia 
only two, one for a Japanese, the other for a Hawaiian enterprise. 

British lending in the depression was mainly to India and 
Ceylon, the shar~ ~f those countries in the total foreign issues rising 
fr~D?- 5 per cen~ ml928 to 49 per cent in 1931. The share of other 
Bntish countries (taken as a whole) fell, mainly because .of the 
steady reduction of Australian borrowing. · 

Of the. French issues for foreign account an increasing sh~re 
app~ to have been absorbed by Poland,· Czechoslovakia, 

·Hungary, Roumania and Yugoslavia. 
1 International issues. 
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· . furt?er analysis of the very mark_ed drop in the total of 
foreig~ mvestments, therefore, emphasises the alarming exten~ 
to which there h~s been a stopp~ge of long-term investments. 
For ~ons-:term cal?Ital. movements m 1931, other than new issues, 
d~taile~ Information .Is not ~et avai~able, but even in 1930 new 
di:ect mve~tments m .fore1g';l busi~ess were falling rapidly. 
Direct new. mvestments m !oreign busmess enterprises by citizens 
of the :U?Ited State~, ~or example, were estimated in 1928 at 
$378 m1lhon, but this XIgure fell in 1929 to $335 million. and in 
19?0.to $253 J?~llion .. Availabl~ figures for the trade in'already 
ex1stmg secunbes disclose an Import rather than an export of 
capital by the great creditor countries. In 1928 and 1929, the 
United States :e~orded net purchases of foreign securities amount
ing to $105 million and $169 million respectively, but, in 1930, 
there was a net sale amounting to $446 million. While American 
citizens were getting rid of theit foreign securities in this way, in 
Germany there was a net purchase. Capital, it is evident,· was 
flowing uphill, from the debtor to the creditor countries. 

When attention is turned to the movement of short-term 
capital, very striking b~It confused changes are evident. In the 
years preceding the. depression, the amount of short-term loan 
money available in the principal money markets increased very 
rapidly. The reasons for its accumulation are not far to seek and 

.allusion has already been made to them. 1 It has been estimated 
that the total amount of sh01t-term international indebtedness 
which existed at the beginning of 1931 aggregated more than 
50 milliard Swiss francs {c. $10,000 million). 2 The central banks 
of the world were increasingly concerned with the menace to cur
rency stability such large amounts of short-term holdings reJ?re
sented. In the first half of 1931, indeed, the .. essential emphasis." 
of the work of the Bank for International Settlements "was latd 
upon the necessity, if imminent dangers were to b~ lessene.d, of 

. reducing the quantity of short-:term credit in the mter11~tio~~ 
markets and of its transformation into more permanent capital: 

The violent movements of short-term capital in the depress1~n 
period have depended only in part upon economic ~n~ fma~~Ial 
forces. Political insecurity leading to fear of currency mstabJl~ty 
~as been a prime factor, a!!d the ~hronicle of sh?r~-term _l~ndmg 
m the depression years gtves evidence of the. me~ulanty a~nd 
magnitude of the movements that were caused m this w~y. For 
example, " the gold reserves and foreign asse~s ~f the ReiC~sbank 
fell by 855 million marks in J~ne and 112 million mar~s m July 

1 See ChapteJ:" I section (viii), and Chapter 11, section (i). 
• .Bank for Inter~ational Settlements : Second AnnuaiHeport, May 193~, page 11. 
• Ibid., page 7. · . . 
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(1931) '',and, later," of the .total aJ.'!lOunt of _foreign (largely 
French) capital invested on short-term m the Umted 1\ingdom _ 
according to the Macmillan Report~ about £400 million - about 
half is estimated to have been withdrawn between the middle 
of July and September 21st (1931) ". 1 Available statistics 
for individual countries show clearly how great and irregular the 
movements were. The statistics for the United States, for 
example, show an inward balanceof $179 million in 1927 which 
gave place in 1928 to an outward balance of $386 million. The 
stock exchange boom attracted sho~t-term credit in 1929, so that 
there was an inward balance agam that year of $24 million, 
followed in 1930 by an outward balance of $334 million. 

In an earlier chapter, the complication of the inward and 
outward movements which resulted in. such variations of the net 
balances was illustrated by reproducing the details of Germany's 
balance-sheet in this resp~ct. 2 There wa& a constant fluctuation 
of lending and repayment in various forms. 

The undertone of the movement, however, was the continued 
movement from 1928 onward. of short-term balances back to 
France, and their reinforcement by flights of capital and s'pecu
lative operations as currency instability threatened in many 

. ·countries after the middle of 1930. In the last three months of 
1931, there set in a further heavy movement, accompanied, as 
in "the case of the French balances, by gold shipments, to several 
other European countries which held large foreign assets. The 
reduction of foreign short-term holdings of European central 
banks and the accompanying increase ·of "their gold reserves 
is shown clearly in the following table " · 

Gold Reserve Foreign assets • 
Central Bank of : Unit 

(OOO,OOO's} End of End of End of End or· 
1930 1931 1930 1931 

Belgium ... Belg. fr. 6,862 12,749 4,852 0 
Bulgaria ... Leva .1,455 1,511 793 257 
Czechoslovakia Kc. 1,545 1,650 2,447 1,060 
France Frenchfr .. 53,578 68,863 26,204 21,500 
Italy . : : : Lire 7,081 7,399 4,327 2,170 
Netherlands ·. Gulden 426 887 247 86 
Roumania . Lei 9,275 9,675 1,822 323 
Switzerland~ Swiss fr: ,713 2,347 438 103 

~ MChemorandum on. Trad!f and Balances of Payments 1930 Volunie ll. 
1 apter I_I, section _(w}. . · ' ' · 

·totalAfs sh1own m the published returns, which, however do not in all cases disclose 
ore gn assets and liabilities. ' 
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In one: ip1portan~ respect, the ~ontinued liquidation of short
term holdmgs of fore.tgn assets, whrch began with the repatriation 
of French balances m the latter part of 1928 and was str 1 reinforced after the widespread abandonment of the gold sta~~; ~ 
i? the. latter pa~t of 1931: has contributed to aggravating the 
fmanctal depressiOn. Durmg the earlier period, from 1921 to 
1928! the l!!Oney ~arkets of the world had become used to a 
contmuous mcrease m the amount of such short-term credits The 
existence of these credits helped to support the boom in the 
United States an~ also to support British lending on long and 
-short term. Credtts _to Germany, and at one remove to Soviet 

- Russia, were facilitated by the continued augmentation of short-
term money in the lending markets. All through the period 
from 1925 to 1929, this process went on and, as the short: 
term cr~dit fo~nd its. way to. the fi~al borrower, an increasing 
proportion of It was m fact tied up m medium- and long-term 
investments. · 

· After the French short-term balances began to_ return to 
Paris in increasing amount from the latter half of 1928, the basis 
for much of the credit expansion was withdrawn, and when, after 
the breal~ of the Stock Exchange boom in October 1929, and the 
subsequent aggravation of the fall in prices, financial difficulties 
became acute in the debtor countries, confusing cross-currents 
of short-term capital movement arose. Political and psycho
logical as well as economic factors were at work. In the first half 
ofl930, there was a temporary revival of long-t~rm lending 
including some conversion of short-term loans, but, as the investi
gations of the German financial position previously referred to 
have shown, 1 a considerable flight of capital took place in the 
second half of the year, and_ endangered the currency stability, 
not only of Germany, but of other European countries also. 

Towards the middle of 1931, there was a marked aggravation 
of financial strain. The events which moved rapidly from crisis 
to crisis between the months of May, when the Oesterreichische 
Creditanstalt difficulties became known, and September,_ when 
the United Kingdom abandoned the gold standard, have alre~dy 
been summarised. 2 During these months, short-term capital 
movements were decidedly _away from the .threatened d~btor 
countries .a to the stronger creditor · countnes. International 
action for the most part mobilised by and through the Bank for 
Intern'ational Settlements, sternmec1 the flow to some extent by 
arranging short-term credits to support the threatened central 

··see Chapter II, sections {iii) and {iu). 
1 Il>id., toe. cit. ·· t but not on long 
• The United Kingdom was a debtor on short-term accoun , -

term. . 
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banks, 1 but the continuance of _the crisis created the necessity 
of negotiating a series of standstill agr~em.ents and moratoria in 
the latter ;months of 1931 and the begmnmg of 1932. 

The net result of all these confused movements of short-term 
capital has, however, beeq a considerable drain from. the weaker 
countries, which has reinforced the net effect of ~he stoppage of 
long-term lending. . ~tatistics . are not yet avrulable for most 
countries, but provtswnal _estimates f?r Germany and Great 
Britain in 1931, as disclosed m the followmg table, show how much 
greater the drain of capital back to. the creditor countries has 
-been in that year _.than m the precedmg year. 

Inward { +) or Outward (~) Capital. Balance in Millions 
of Dollars as calculated indirectly from the Trade in Goods, Services 

and Gold. 2 

1927 1928 1929 1930 1931 

U .. S.A .• • . 580 -1;099 :...__ .206 ~ 196 3 

United 
Kingdom 4 • 385 ·- 569 -574 -. 112. + 340 

Frances, 504 - 237 + 20 + 252 
Germany . + 1,072 + 1,007 "+ 553 + 148. - 500 3 

(iv) MovEMENTS OF CAPITAl., INTEREST RA:rEs AND PRICES • 

. In the preceding s~ction of this chapter and in earlier chapters 
of this survey, 6 attention has been drawn to the irregularity 
of capital movements. as a cause of instability in the post-war 
period and of increasing financial stringency in the depression .. 
Such capital movements, however, derive their importance 
from their relation to the price-structure o£ the various countries 
concerned. The major irregularity in this movement, which was 
aggravated by the fact that the proportion of short-term to 
~ong-term loans. tended constantly to 'increase, is to be found 
m tp~ sudden reversal of its direction in 1928-29, after a prolonged 
penod of ~xpanded lending based upon credit inflation. Both 
m the penod of expanded lending, and in the depression years 

! g. Bank lor International Settlements : Second Annual Report, Basle, 1932. 
Volurn:n;~~an urn· on International Trade and Balances of Payments, 1930, 

: Prelirni!Jary estimate; . 
1 
~xclud!ng Gove~rnent capital transactions,. 

• 1 ~xclfuding amortisation of ~nter-allied debts. The territory considered 
me ~ 5 es e t:rallench overseas territories, except Indo.China ' 

ee especJ y Chapter I, section (viir). • . 
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:when capital w~s drawn back. again to the creditor countries, 
It was the relatiOn of such capital movements to price change 
both as effect 3:nd as cause, which was important. · ·· s, 

The con~~ctw.n bet~vee~ the supply of capital and the prices 
of commodtttes Is mamtamed through the complex structure 
of interest rates. The connection is not simple, but depends upon 
the. fact_ that the su~ply of bank credit is the. medium by which 
capital IS mad~ av~Ila~le ~nd by which also the production of 
goods and servtces IS d1stnbuted. Bank credit forms as it were 
a liqu~d fund, into which th~ major part of nationai productiv~ 
effort 1s pour~d and from wlu~h are drawn the streams of goods 
for consumption and of capital for further production. But 
thi~ fund may be temporarily swollen or diminished by banking 
policy expressed. through changes in interest rates and open
market operations. The amount of bank credit made available 
an~ the r~tes o£ interest p3:id on the one hand to those who forgo 
their clmms to consumptmn and therefore accumulate savings, 
and charged on the other to various classes of borrowers, largely 
determine the division of total production between consump
tion and various capital uses, and, in determining it, go far 
to influence the ratios at which. the various kinds of goods and 
services are exchanged. In other words, the ruling rates of 
interest not only affect the proportions of the total production of 
goods and services which are respectively saved and consumed, 
but, in doing so, influence the relative prices of those goods and 
services. 

The various rates of interest are themselves the resultant 
not only of the supply of capital but of the demand for H in 
different directions. There is not one interest rate in the money 
market but several, and the demand which makes itself felt in 
regard to each of these rates is a composite demand built up 
of the need for capital in a variety of directio~~:s. T~us the rate 
of interest on industrial advances is determmed m part by 
credit policy, but in part also by the masse? demands of various 
forms of industrial production .. Moreover, m a develpped money 
market, there are a"s many interest rates as tber~ are classes of 
loans, each of them representing the composi~e demand of 
different types of borrowers who find that part1ct~lar . fo~ of 
loan suitable to their needs. The money market, 'V:Ith Itll diffe
rent and fluctuating rates of interest and discount, .ts constantly 

·in a state of shifting equilibrium as between the different types 
of borrowers and the .different classes of loan money made 
available. ' . · 

In the determination of interest rates, therefore, many m?re 
forces than the purely monetary considera~ions connected ~th 
the supply of available credit are operatlYe. All the vaned 
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factors which determine industrial activity, including comma-· 
· dity prices, are summed up in the di~ferent demands _for credit 
and therefore influence, at the same tune as they are mfluenced 
by · interest rates. For this reason, the master-rate of interest 
th~ rate at which the Central Bank in a fully developed money · 
market will discount the most liquid bank paper, may at times 
have but nominal influence upon or relation to the other rates 
of interest ruling in:. the market. The supply of cre.di~ is largely 
determined by the bank rate, but the demand for 1t IS not, and 
the market rate of . interest represent$ the pric~ at which 
demand is equated to supply. The market itself, affected by 
the varied factors of demand for credit which are, temporarily 
at least, independent of its supply, may prove unresponsive to 
changes in the master-rate. The control of central banking autho
rities in the principal creditor countries - 'the ultimate arbiters 
of the supply of credit- while always potentially, and for the 
most part practically, powerful in determining market interest 
rates, and through them prices, is, therefore, neither absolute 
nor unvarying. Credit conditions in. the borrowing countries 
are largely dependent upon the lending money markets. 

Movements of capital, whether on short or on long term 
therefore, in so far as they are governed by economic . causes, 
are the visible result of an extremely . complicated action and 
. reaction between interest rates and relative price-levels in 
more than one country .. To describe their irregularity as causes. 
of instability either in the price or in the credit structure of any 
country or of the world as a whole is merely an elliptical way 
of drawing attention . to disharmonies in the price and interest 
systems of the various countries concerned. To leave the state
ment there, thus concentrating attention solely upon the effect 

. of such movements would be to ignore their causes and thus 
mistake. a descr!-ption of. symptoms for. diagnosis. 

The rrregulanty of capital movements m recent years, however, 
has not been wholly dependent upon economic causes: Political 
facto~ have played a part, and at times a large part, in creating 
conditions . of. econo~ic ins~curity or fears • of policies leading 
to ~conom1c msecunty, which have caused capital movements 
against the . apparent pull of . economic factors. Thus, -in the 
d~pression, hi&h rates of interest'have not been able to prevent 
fligh~s of capital to monetary centres where rates have been 
consistently low. Capital has sought the safest refuge rath~r . 
t~an the_h_Ighes~ ~emuneration. Indeed, it might be argued, poli
tical J?O~cies . ~nsmg· largely from the war have played a large 
par_t m creatn~g the econo~c c_onditions ·analysed below· .~s 
mamly responsible for the direction ·Of ·capital movements ID 
recent years. 



Export pr_zce index as per~entage of import price index of certain countries 
exportmg raw malerzals and foodstuffs (Argentine lnd' 1 · N 
Zealand and the Union of South Africa •;. - - · ' Ia. • · ew 
Source: Review of World Trade, 1930, 
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T~e fi~ancial situation afte~ ~he war and immediate post
war mflatlon was extremely difficult. Even after the worst 
of the inflation, was over and the great majority of countries had 
returned to the gold standard in one form or another, there were 
grave maladj~stments in the econ~mi~ . ~truc~ur~. and. political 
and psychological as well as econom1c d1fficult1es In settmg them 
right. The first chapter of this survey was devoted to a summary 
outline of the more significant of these maladjustments and in 
the final section of that chapter it was argued that the necessity 
for facing the difficulties they presented both to creditor and to 
debtor countries was temporarily masked by large transferences 
of capital which were made possible by the period of credit 
expansion, particularly front 1925-1929. The very large capital 
movements of these years were made possible. by, and in turn 
contributed to maintaining, relations between the national 
price-levels and standards of living in debtor as compared witll 
creditor countries which were not in fact consistent with the finan-

. cial obligations that bad been incurred and the rearrangement 
of productive organisation that had resulted from the war and 
the peace settlement. 

The relation that exists between the .capital movements of 
this period and price-changes has been demonstrated in another 
publication of the Economic Intelligence Service. of the League. 1 

It has there been shown that the terms of trade of a series of 
borrowing countries varied coincidently with the fluctuations 
in the exports of capital from the major lending countries. The 
diagrams in which this coincidence of movement is shown are 
reproduced above. It is not contended that such a coincidence 
is proof of causal connection between the two phenomena. 2 

The intricacy of the reactions between interest rates and price 
levels is too complex for any simple and direct sequence of 
causation to be demonstrated. But it is significant that the 
greatest amounts of capital export and the movements of prices 
favourable to the debtor countries occurred in the years of 
rapid credit expansion based upon cheap money policies. 

!he following diagram shows the close connection between 
capital exports, price movements, industrial production a~d 

,,gold movements in the United States of America. The years m 
'-':which a -policy of credit expansion was followed by the Federal 
Rese!Ye ban~ers were years of increasing capital exports followed 
~y nsmg pnces of raw materials and gold exports and, after a 
time, by increasing industrial product~on and rising prices of 

1 Memorandum on International Trade and Balances of Payments, 1930, 
Volume II. · 

: Cf.! Roland Wilson ; " Capital Imports and the Terms of Trade "• Melboume 
Umvers1ty Press,.· 1931. 



rJniled Slates cap ilal and gold m?vel!1en!, volume of indu_slrial produ_clion, industrial 
buildings ( 36 States), and pr1ce tnd1ces of raw mater~als and fimshed products. 

The curves for cap!tal. an.d gold balances and industrial build_ings sh~w the annual 
vement, those for pnce mdtces the quarterly movement.. For mdustnal production, 

ro~h the annual and the quarterly movements are shown. 

Source (except for capital and goid balances): SurQey.of Curren( Business('(). S. Dept. of Commerce). 
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finished products. There is an evident rhythm in these move~ 
ments, industrial production being highest in the years of rela
tively low raw-material prices, of decreased capital exports and 
of gold imports ; but external events such as the British coal strike 
in 1926 and the French franc stabilisation in 1927-28 exercised 
a disturbing influence on their relations. 

It is to be remembered, that these years, 1922 to 1929, were,. 
in the United States, years of expanding credit and fairly stable 
commodity prices, despite a distinct tendency ·towards falling 
prices elsewhere. In the subsequent period of depression and 
falling prices the reversal of cap1tal movements has exercised a 
·strong deflationary il;rfluence in the debtor countries, which has, 
however, been strongly resisted, particularly in so far as it affects 
domestic price-levels and wage-rates. The reversal of commodity 
trade balances caused by falling prices has, moreover, been 
countered by increasingly severe restrictions on international trade. 

In the receiving creditor countries, an increase in the available 
supply of credit, coupled with low interest rates and low prices 
of raw' materials, might be expected to stimulate industrial 
production. · 

Though at . times there may, under certain conditions, be 
relatively high raw material prices with low interest rates, the 
usual reaction1 leading once again· to revivi.ng prosperity and 
capital exports; is that suggested· above. The failure of inward 
capital movements at the present time to evoke such a reaction is 
an indication of the extent to which the economic organisation 
is demoralised. As even the most. cursory inspection .of discount . · 
and ·interest rates will reveal, the ordinary economic stimuli are 
no longer fully operative. Their effect is restricted at every 
turn by political interference, by fear of insecurity, both political 
and economic, and by all the disequilibria created in the course 
of the depression, · the correction of which. is hindered by the 
inflexibility of a partially controlled and regulated. economy. 
The competitive forces which would liquidate these disequilibna 
are prevented from doing so, and in default of their harsh but 
effective operation, or of any effective alternative production 
and trade drift in to paralysis, · . · · 

The disorganisation of the capital. market. is . very clearly 
· reflect~d in the yields of boD;dS in lending and. l.n borrowi~g 
co~tnes. The data upon which the diagrams reproduced 11?
Chapter. IX are based are to be found in the Statistical Year-: 
:f3ook of the League of Nations, 1931-32, and· their significance 
is discussed in Volume II of the Memorandum on International 

•• Tr.ade and B~lances of Payments, 1930. . . 
In the mam creditor countries, the price of long-term cap1~al 

fell from 1929 to the middle of 1931. A precisely oppos1te 
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movement is clear in the debtor countries, where the yields of 
bonds rose rapidly.from the middle. of 192~ onwards. A temporary 
resumption of capital movements m ·~he fmt half of 1930 broucrht 
.a fall in t~ese yiel~s •. but, fr?m th.e mi~~le of 1930, they increa~ed 

· arrain rapidly, untilm the fm.ancml cnsis of the latter months of 
1931 they rose to alarming heights, It is clear that such yields 
conn~te risk premia, an.d that very ~ave fears of financial collapse 
are widespread among mvestors .. It IS noteworthy also that inter
national loans (because of the difficulties of transfer consequent 
upon exchange regulations) have ~een more seriously affected 
than loans floated on the domestic markets. Throughout this 
period, there has been a flight of capital from the countries of high 
interest-J.fates to those wher~ in terest-rates ~re low ~nd falling. 

The same broad tendencres may be seen m the diagram which 
shows the movement of market discount rates for prime commer
cial bills in a group of representative countries. Since the middle 
.or1930, discount-rates have been high in all the debtor countries.; 
but the plethora of funds on the principal creditor money markets 
has kept rates at very low levels. Those markets which, like 
London and New York, were at certain periods debtors on short
term account, despite their long-term creditor position, expe
rienced high discount-rates during those periods. Short-term 
capital moved in Iarge.amounts from the high discount·rates to 
the low. A striking ·example of this unusual movement was 
provided by the. flight of capital from the United Kingdom, 
while the bank rate· stood at 4% per cent and market rates 

·ranged higher~ in the months before the United Kingdom 
abandoned the gold standard, as contrasted with the marked 
return flow of short-term credits when rates were being lowered 
on the London market in the early months of 1932. 

The paradoXical situation has been created whereby capital 
has fled from apparently tempting rates of interest to seek refuge 
where profits are low. Debtor countries are starved of capital, 
and its accumulation in creditor countries is such as to pass 
·beyond the possibilities of productive use. • Both politically a:nd 
economically, the times ~re out of joint and there can be no return 
to the orderly circulation of the world's capital resources until 
c?D.fidence is restored by the settlement of outstanding political 
differences and the removal of restrictions· upon the nonnal 
working of economic forces. · · . 

(u) THE CoNCENTRATION oF GoLD RESERVES. 

In the balancing of international accounts not only commodity 
trade, but invisible exports and import~. (including capital 
movements) - and, in the last resort, gold shipments - come 
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in~o play. ~11 o~ these met.hods of _payments are closely linked 
With alteratw~s. m the natwnal pnce-levels concerned, but the 

· two latter, capital movements and gold shipments have a much 
closer relation with ~he credit stru~ture and ther~fore with the 
monetary ~~ct'?rs which affect all pnces. In periods of relatively 
stable eqmhbnum, the settlement of balances is achieved in the 
short. run by such movements of s_h?rt-term credit as are necessary 
to bndge over ~nytemporary deficiency or surplus in the eq\lation 
of goods, serv~ces and _long-term capital investment, . Over 1\ 
longer term, diver&ent mterest-rat~s and their correlated price 
mo~ements may brmg a_bou·~ a persistent movement of l_ong-term 
capital such as that which, m the second half of the mneteenth 
century, facilitated the development of the newer agricultural 
communities of the ~;outhern hemisphere. 

The distribution of the world's supply of gold was part of the 
proc~ss .of balan.c}ng account;;. an important part, since gold 
provtded the basis upon wluch most monetary systems were 
erected ; but a minor part in times of relative stability. In the 
total process of settlement gold movements were as much the 
consequence as the cause of changes in national price-levels and 
interest rates. If a (livergence of national price-level~; proved too . 
persistent to be correcte~ by the changes it stiml!lated in the 
movements of commo<:lity ·tracte, invisible imports and exports and 
short-term credits, the foreign exchange diverged from par and 
gold moved from the countries of higher to those of lower price
levels. Such gold shipments were in fact the signals of ·dive~
gence · arising between national price-levels and, . upon their 
occurring, the monetary authorities took the requisite measures 
to bri:sg pressure to bear upon interest rates so as to correct the 
divergence. If such . signals were ignored and a persistent gold 
movement set in, the country losing gold was sooner or later 

·forced off the gold standard. 
In conditions of relatively stable equilibrium, therefore, gold 

movements were the last element in a delicately balanced and 
self-corrective mechanism by which national price-levels and 
interest rates were kept in adjustment one witl~ another.. G?ld 
shipments were small and brought with them their own corrective 
consequences. The total stock of gold in the worl~ so greatly 
exceeds the annual increment of new gold from t~e mmes that the 
la~ter was readily distribut~d ~vithout u_nclue d1sturba~ce of ~he 
pnce-levels through the pnnCipal bankmg centres which mam-
tained a free gold market. · . . . . 

The unobtrusive ease. with :which gold wa~ thus distrl_but~d, 
and the efficiency witl.l which this routine an.d simple orgamsatl~n 
kept tlie world's currency systems relatively st~~le and m 
equilibrium with each other, were fundamen~al conditions for the 

' 
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building up or the network of inter~ational trade and finance 
which has contributed so· greatly to mcrease the wealth of the 
world. The irr~ar func"t!o~g ?f .the gold-standard syste:rn 
in. the post-war penod, culmmating m 1ts breakdown over a large 
part of the trading world, is at once a result of the ~isorganisation 
arising from the war and a cause of. further. disorganisation. 

Concerning the facts of gold movements. m the. post-war 
period there is no dispute. The Gold Delegation appointed by _ 
the Financial Committee. of the League has dealt . exhaustively 
with the statistical data concerning the world's gold stocks, the 
supply of new gold, and its distribution •1 After mature conside
ration, the Delegation recorded its opinion that ''the world's total 
stock of monetary gold, apart- from any considerations as to 
its distribution among different. countries, has at all times in 
recent years been. adequate to support the credit structure 
legitimately required by world trade and that the rapid decline in 
prices which began in 1929 cannot be attributed to any deficiency 
in the gold supply. considered in this sense ". . 

The breakdown of prices and credit, in other words, cannot 
be attributed to a geological accident, The supply of gold was 
adequate ; but it was not, successfully managed. What broke 
down in fact was the balancing of international obligations, of 
which gold movements have been a part, and in recent years a 
part of unprecedented importance. 

The diagram with which the Gold Delegation illustrates Its 
discussion of the distribution of gold reserves is reproduced below 
in a form that is slightly altered in order to bring out more 
clearly the different movements in the United States of America 
and France. · 

The facts shown in the diagram are clear and can be stated 
summarily. Between 1925 and 1928~ the period when there was 
a widespread return to the gold standard after the war and post
war inflation, the United States parted .with substantial amounts 
of gold and these, with the new additions to world stocks, were 
sufficient to provide a remarkably steady and even increase in 
the gold r~serves of the remaining countries of the world •. · · 

Early m 1928, however, this movement broke down. In 
this ·year the. United States began to ·import gold again on 
balance, while France, to which a flow of gold had set in during 
the p~eceding year, ~ontinued to add to her gold· stocks! .whi~h 
have Increased continuously up till the moment of wntmg .m 
the early summer of 1 ~32. In. th~ early part of . 1928, as a 

• 
1 

" Report ~f · the Gold Delegation of the Financial C~mmittee "~. Geneva, 
May 1932; Sections IX and X. and statistical appendix. See also Statistical Year-
Book of the League of Nations, 1931-32. . · 
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• 1 Including the Banccr de Ia Naci6n Argentina, wliich, althcrugh ncrt a bank 
of ISsue, acquired a considerable gold reserve in 1927 and 1928 in view of a proposed 
banking reform ; practically the whole of this reserve was subsequently exported. 

The following countries are excluded throughout : Union of Soviet Socialist 
Republics; Cuba, Mexico, Central-American Republics, Paraguay, the Philippines, 
Straits Settlements and Turkey. · 
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consequence of the re-import of gold into the United States and 
the French demand, the remaining countries of the world, with 
a few exceptions, began to be drained of their gold reserves, a 
process that, with minor fluctuations, continued until many 
of them had by the latter part of 1931 abandoned the gold stan
dard and the · others were only nominally and with difficulty 
maintaining it by imposing restrictions on their international 
payments. Three countries in Europe~the Netherlands, Belgium 
anq Switzerland-were able to use their strong credit positions 
to safeguard, and after September 1931 to strengthen, their gold 
reserves ; but the United Kingdom, the largest creditor country 
in the world on long-term, was a debtor on short-term, and aban
doned the gold standard after experiencing a sustained flight 
of capital in the middle of 1931. 

The causes of the developments thus summarily described 
must be sought in an analysis of the process by which international 
accounts were balanced first in the period before 1928, and then 
in subsequent years. Into that process there entered all the 
elements briefly described in the preceding sections of this chapter 
-commodity trade, capital movements, price-changes, shifts in 
interest-rates, as well as the gold movements, which, indeed,. 
may be regarded as the culmination rather than the origin of 
the process. 

The turn of events in 1927-1928 gives the clue to the primary 
causes of abnormally large gold shipments since that period. 
Two extremely important monetary decisions w~re taken in these 
months-the French currency was stabilised and, later, in the 
early summer of 1928, the Federal Reserve Board began to take 
measures to check the developing credit inflation. The stabi
lisation of the French franc was accomplished de facto in 
December 1926 and de jure in 1928 at a level which continued 
domestic consumption at the lo'Y level to which it had fallen. 
during the inflation. This allowed capital export to continue 
during 1927 and the early part of 1928 and later gave scope for 
the expansion of French industry and the attraction of capital 
imports, since tlie internal value (in real purchasing pow~r) of the 
franc was higher than its external value. French balances abroad 
built up during the previous period of currency instability -
partly .by the flight of French capital, partly by profits from . 
speculation .in the currency, partly by reason of the bonus on 
exports while. ~he cll?"ency was d~preciating - were brought 
home to participate m the expans10n of. French industry, part 
of them in the form of gold, • · 

The fortuitous advantage given to France in the balancing 
of h~~ international accounts by the fact that her currency was 
stabilised at a low level was essentihlly a price advantage. As 
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gold_ was attrac~ed to_ France, this advantage would have been 
Jost If the countn~s losi_ng gold had curtailed their cr~dit structures 
and deflated thei~ pnce systems correspondingly. 

Such a suggesti_on, howe-yer, valid as it may be ·in economic 
theory, at once raises .questH~ns of extreme practical difficulty. 
The European . countnes which had been devastated by the 
war h3;d been resclfed fJ."o~ extreme economic disorganisation 
by their. ow~ and. n~.ternatiO~al _effort. It is a moot question 
whether the I_nternati?na} obl.IgatiOns with wl1ich many of them . 
were _faced, giVen their, curtmled resources, were in fact capable 
of bemg met. Any senous effort to have met them in the only 
pennanent way-by . the export of commodities-would have 
entailed drastic readjustments of the price-level and industrial 
organisation, not only in the debtor, but also in the .creditor 
countries. The issue was evaded. Loans were made available 
and, for the time being, several unpleasant readjustments were 
postponed-the obligations reiiJ.ained in force, the creditor coun
tries were saved the necessity of receiving disturbing payments 
in goods, but instead sold goods to their debtors on credit, while 
the latter were enabled to sustain. standards . of expenditure 
incommensurate with their real and pennanent resources. 

The credit expansion which made such a temporary arrange
ment possible was in full swing during most of the years 1925 
to 1929 .. The even distribution of gold reserves in those years 
was made possible by it. ·Attention was drawn by the Gold 
Delegation to this fact in its statement that n the cheap money 
policies adopted by Federal Reserve Banks in those years (1924. 
and 1927) were intended, not only to influence the domestic 
situation, but also to assist the European Central Banks first to 
restore and then to maintain the gold standard ''. 1 · 

More than a year before the Stock Exchange boom burst in 
New York in October 1929, this process ·Of supporting the price
levels and credit systems of borrowing countries by extensive 
issues of foreign loans was proving ~n_creasingly difficu~t . to 
sustain. As credit expansion brought nsmg standards. of hv~ng 
in its train and accumulatina interest burdens were mcreasmg 
the strain ~f external payme~ts, the firs~ ~lack~ning. of. foreign 
loans in the middle of 1928 caused grave diffiCulties to the debtor 
countries in the balancing of their accounts. They bega1~ to 

·lose gold which flowed mainly to France and to the Uruted 
States. The loss of gold, however, was not ~ollowed by measures 
of credit J."estriction adequate to place the pnce-l_evels of the gold
losing countries once more in equilibrium with those of the 

1 Hcport. op. ell., paragraph 36. 
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stronger creditor countries. and . so t~e dr~n eontir~ued. . The 
receiving cou:Q.tries differe~ mat~allY: m their ~conormc position. 
There was no lack of credit. available m the Umted States d~ring 
1928-29 and the renewed mflow of gold can hardly be said to 
have been sterilised at thi& time, if ever. The large increments 
to her gold stock which Fr~ce received w~re slower in m~king 
their effect felt than they m1ght have been m other countnes or 
under other circumstances. France had always before the war. 

-maintained a ]arge gold reserve and. there· was a considerable 
deficit to be made up before any excess gold stock created 
conditions favourable for credit expansion. Moreover, the low 
levei of stabilisation gave scope for a considerable rise both in 
security and in commodity prices before 'the dom€:stic levels 
were brought into equilibrium with the external value of the 
franc.. France was able therefore to absorb considerable amounts 
of gold before the u:;mal corrective consequences stimulated 
rising prices and checked the .gold imports._ 

There were signs of credit expansion and industrial activity 
in France in 1929, betokening the beginnings of a gold inflation; 
but. before this could get under way, the drain of gold from 
the debtor countries had proved ~ntolerable, The processes by 
which they were led to such a measure of credit restriction as 
caused the fall in prices which was proce~ding with increasing 
force. from the middle of 1929 onwards have already been des
cribed 1~ The loss of gold from their bank reserves was merely 

. one aspect of the development. , 
When the fall in prices became precipitous, after the break

down of the American inflation in October 1929, the difficulties 
of the debtor countries in balancing their accounts were gravely 
aggravated: The virtual stoppage of capital exports and the 
withdrawal of short-term credits further worsened their position 
and they lost gold steadily .•. T. he. gold thus lost accumulated 
mainly in the·reserves of less· than half-a-dozen Central Banks. 
After th~ widespread .abandonment of the gold standard in · · 
September 1931, there was a further sti.illulus to the disposal 
of foreign credit holdiil.gs and their encashment into gold. A 
" gold-rush" set in on New York, the effects' of which 
are cle~rly . reflected in the diagram. The following table, 
summansed from the report ·of the Gold Delegation shows how 
violent this movement was : · ' 

• See Chapter IV, section (0. · 
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Central Gold Reserves. 

1931 
June 30th December 31st 

France 2,211 
(SOOO,OOO's) 

2,683 
Switzerland 162 453 
Netherlands 200 357 
Belgium , . 200 354 

Total. . 2,773 3,847 
United States ..... .: 4,593 4,051 
Rest of World (excluding 
. U.S.S.R.) . . . . . . 3,756 3,123 

Grand Total . . 11,122 11,021 

1932 
March 31st 

3,010 
471 
353 
350 

4,184 
3,985 

. 3,067 

11,236 

Such a _marked concentration of the gold reserve& of the world 
as J10W eXIsts render~ t~e restoration of the gold standard in the 
near future a very drffiCult process for many countries. In the 
previous r_estoration of the gold standard (1923 to 1928) the 
accumulatiOn of the necessary gold reserves was facilitated, not 
only by cheap. credit policies, but also by the large foreign loans 
that were facilitated by such policies. In default of the renewal of 
such lending ltpon a scale that at the present time seems impos
sible even if it were desirable, there are but two. possibilities, 

. either the continuance of inconvertible managed paper currencies 
with fluctuating exchanges, or such drastic and sustained changes 
in. relative price-levels as between creditor and debtor countrie& 

. as will provide an active balance of trade by which the debtor 
countries may again accumulate gold reserves. 

It is possible that the second alternative may take the form of a . 
revival of the gold:.exchange standard or a variant of it such as 
the " credit-exchange standard " practised by Australia and New 
Zealand, or a. sterling-exchange standard, The Gold D~legation 
recorded its opinion that the gold-exchange standard still offers 
for many countries '' the most economical and e~ficient !fiOnetary 
mechanism available '' 1, and raised the question of 1ts recon
struction under international auspices. 

In the meantime, the continuing concentration of gold reseryes 
into a few Central Bank reserves is evidence that the balancmg 
of international accounts is still impossible without gold ship
ments. The smooth distribution of the world's gold ha& be~n . 

· disorgan)sed as thoroughly as other aspects of the ec_onomiC 
mechanism. Gold .has reappeared from easter~ hoards and m sollfe 

" Report, paragraph 221. 
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western countries also - particularly in the United Kingdom _ · 
hoarded gold has been surrendered. Between September 1931 
and March 1932, an amount estimated at $180 .million was 
released from Indian hoards; and even earlier the collapse of the 
price of silver in China had led to a large gold export. 1 The indus~ 
trial demand fot gol~ also fell off, but, on th~ other hand, gold
hoarding. developed ·lll other European. co~;mtnes. The total sum 
hoarded in the latter half of 1931 is estimated at $400. million 
which is not fat short of the world's annual production. 2 The net 
effect of these various movements wa$ that, even though the 
amount of new gold coming from the mines increased substan
tially, the available stock of monetary gold P.ecreased in the 
latter half of 1931, 

The uneven distribution: of the total stock remains one of the 
most striking symptoms of lack of balance in the international 
accounts. Its continued aggravation is proof that the situation 
is getting worse. When gold pegins to. flow again to. the bank 
reserves which are at present depleted, it will be the surest sign of 
recovery. Before it does so, there must be adjustment of equili
brium in the national price-levels ; prices must rise in the. gold
holding countries relatively to the price-levels in the countries 
now losing gold. Trade restrictions must be lifted in order that 
commodity trade may be resumed, .. Even then:, the prospect of 
balanCing international accounts will depend 1,1pon a reasonable 
settlement of outstanding financial obligations and such a measure 

. of political rapprochement as will make possible, . not only the 
resumption of trade, but also the circulation of capital. 

1 Report, paragraph 122 . 
.., 1 b1d, pnrag1·aph 125. 



Chapter VII. 

BANKING AND CREDIT POLICY 

(i) RESTORATION OF THE BANKING STRUCTURE t\FTER THE \VAR. 

In the process of rettlrning to the international aold standard 
after t~e currency dis?rganisation of the war peri;d, important 
alteratwns were made m the statutes of many previously existing 
~entral banks, and many. n~w banks with the sole right of note 
Issue were founded. 1 It Is Important to realise the fact that the 
Ctlrrency and credit mechanism which was reorganised in the first 
post-war decade differed in many important respects from the 
pre-war system. In the sphere of central banking, there was not 
only a larger number of central banks, but the general trend of 
their statutes and of the new currency legislation, except in the 
important matter of minimum reserve ratios, was to provide for 
greater elasticity in their operation. z The appearance of new 
institutions, or of banks of issue with powers approximating to 
those of central banks, implied a greater degree of national 
organisation of credit and currency policies, but many of these 
new banks served money markets which continued to be 
influenced largely by conditions in the principal financial centres. 

Post-war central banking policy and practice became 
increasingly important from the years 1924 to 1926, whe'} currency 
stabilisation on a gold basis was achieved in a number of unportant 
commercial coun·tries, .' 

Most of the new central banks were made independent of 
Government control. A greater degree of budgetary ~tabil!ty 
had in any case been ac,hieved after the period of hyper-mflatiOn 
and there was a consider'able measure of economic recovery. 

There still remained, however, a very great deal of economic 
maladjustment and instability, and it is ·essential "to recall the 

1 See successive issues of. 1v1 emorandum on Central Banks. For a detailed 
analysis of the post-war developments, see Krsc!r an~ ELKIN - Central. Banks 
<_ London, Macmillan, 1929), Appendi~ I of wl!tch !!tves a summn.ry of. Laws, 
Charters and Statutes regulating Banks of Issue m thrrty-one countrres. 

• Cf. Feliks ML YNARSi< __ •·. T. he Funclioninq of tire Gold Slapdard, Geneva, League 
of Nations, document F.979 (F.Gold 67(1)). · 
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fact that the working of the :restored gold-standard currencies 
encountered difficulties. of much greater novelty and magnitude 
than ha:d been known in the pre-war p·eriod '' ~1 In its final report 
the Gold Delegation of the Financial Committee of the League of 
Nations drew attention to some· of the intractable phenomena 

. with which the monetary and banking al!-tho~ities had to grapple 
in this _period. 2 The first . c~apt~ ~f th_1s Survey has also 
summansed some .of these difficulties. It 1s necessary here to 
refer briefly again only to the facts that, even after the depression 
of 1920 and 1921; the n~tional levels of prices remained high 
relatively to pre-war standards, that they were not in equilibrium 
with each other, and that an unprecedented burden of financial 
obligations had been incurred at the even higher levels of prices 
ruling during the war period.. The economic system had not 
only been geared to a mass of contractual obligations at a higher 
level of prices, but hadbecome less flexible, so that reductions of 
the average price Jevel (as distinct from: the adjust)Jlent of the 
national price levels) obviously threatened to cause a period of 
economic struggle and difficulty. The world had .become used, 
during the war, to conducting its business at higher price levels 
made possible by great credit. expansion. Reversion to the 
pre-war monetary policies would necessarily have involved a 
contraction of credit, even beyond that which occurred in 1920 
and 1921. With. the evident prospect ahead of rapidly increasing 
commodity production, it was expected that price levels would 
fall, unless changes in monetary and banking policy made possible 
the continuance of a large volume of credit. It was for this reason 
that the Genoa Conference (1922) strongly urged its proposals 
for economising the use of gold. -

There was a. further important change in the post-war 
situation arising from the emergence of the New York mon~y 
market as a greatly strengthened financial centre .. Leadership 
in monetary policy. had in great measure crossed the Atlantic. In 
the United States of America the Federal Reserve . system, 
created only in 1913, had not functioned in a period of world 
peace. The expansive possibilities of that system were not fully 
tested ; there had not been time to discover their implications 
and devise controls for them. Throughout the years 1921 . .to 
1924, as. ·was shown in Chapter U,.-the continued accumulatwn 
of goldin the _Dnited States, added to the.expansive possibilities 
of the syste~ Itself, made for easy credit conditions which, when 
other countnes returned to the gold standard, were capable of 

. 
1 Report of tlze Gold Delegation of tlze Financial Committee, League of Nations, · 

Geneva. (docum~nt C.502.M.243.1932,II.A), paragraph ·42. 
• !brd., Secbon IV. 
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being comm~nicated ;~o them in such a way as to create a pro
nou~ced cr~dit expansion a{ter 1924 .. The large volume of foreign 
lendmg which developed was .Part of this process. 

. In the newly resto~e? bll:nkmg and currency systems a primary 
aim was gr~ater elasticity m the powers of the central banks to 
create credit on the basis of existing gold reserves. The final 
report o! th~ Gold Delegat~on draws attention to the . major 
changes m this respect, both m the statutes of central banks and 
in the d~velopment of banking policy. 

T~e fmt Important c~ange to be n~ticed is the widespread 
adoptiOn o~ the gold-bullion s~andard m place of the pre-war 
system which wll:s a compromise between the gold-circulation 
and the gold-bullion standards. Gold stocks were largely with
drawn from circulation and concentrated in the reserves of central 
ban.ks. This 1:1ot onl)_' increased the amount of gold available as a 
basis for cred.1t creatiOn, but enhanced the powers of the central 
hanks which were·no longer faced with the prospect of internal 
drains from their reserves into circulation, except in times of panic 
for hoarding as bullion. · 

The result of this concentration of gold stocks in the central 
bank reserves was to ma}{e it possible, even in the period of marked 
increase in the commercial bank deposits, to maintain a sufficient 
basis of currency to support the credit structure. The monetary 
supply is often described as consisting of an inverted pyramid, 
t}le apex-base of which consists of central bank gold reserves 

· upon which. are built successive. layers . of central. bank credit, 
commercial bank credit and, finally, bool~ credit. After the war, 
the base was both larger and more solid (in the sense of not being 
subject to internal 9rains). It was, more~ver, supplemen~ed, ~s 
will be shown later, bv the holdings of foreign exchange winch, Ill 
many banking systems, could be used as a. basis for note issue or 
credit creation. The Gold Delegation recorded its opirion "that 

·the world's stock of monetary gold, apart from any considera~ions 
as to. its distribution among different countries, has ~t. all times 
in recent years been adequate to support the credit. struct1;1re 
legitimately required by world trade and that th~ rapid declme 
in prices, which began in 1929, .canno~ be .attnbut~d to any 
deficiency in the gold supply considered In tl11S sens~ .1 

The adequacy of the supply of monetary gold, .·It should. be 
noted, refers specifically to the. period 1925 to 1929, dunng 
which credit was very greatly expanded; . . . . 

. The statutory checks imposed upon the creat~on. o~ cr~dit 
by the central banks (as distinct from the econonuc limitations· 

· 1 Repor~ of .the Gold Delegation of the. Financial Co~ittee, paragraph 109,' 
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set by market conditions) c!>llsist mair_Uy of reserve requirements. 
" The Bank of England stands by Itself as. preserving a legal 
freedom of action unknown elsewhere ". 1 In most countries 
the limitations within which the central bank operates ar~ 
specifically laid down by .law. After t~e war, mo~t of the central 
banks which were created or reorgamsed adopted some variant 
of the system under which the reserve ratios to be maintained 
were fixed at a certain proportion of the total sight liabilities of 
the central bank, including notes and deposits. Thus the Banque 
de France after 1928 was required to maintain a reserve in 
gold bullion or coin amounting to 38 per cent of its notes and 
current accounts. The legal requirements for other central 
banks were fixed at different levels in accordance \vith the 
economic and financial circumstances of the countries concerned. 
In many cases, a provision was introduced by which the banks 
might allow the reserve to fall below the legal minimum upon 
payment of a tax:, and, in some cases also, 11pon raising the 
discount rate. 

The Federal Reserve Board is. required to keep a 40 per cent 
gold cover against notes and 35 per cent gold and note cover 
against deposit liabilities. The ease with which credit can be 
created in the United States has already been. discussed in . 
connection with the development of the boom of 1925 to 1929. 2 

It is a notable fact, however, that among the plans proposed in 
the United States for banking reconstruction as an aid to recovery 
from the depression, those which provide for greater power on 
the part of the banking authorities in the creation of credit take 
the most prominent place. a 

In the same way. the Gold Delegation in its report strongly 
recommendect the reduction of reserve ratios. This was done 
primax;ily because " this whole system of defined ratios has 
proved itself, in the light of the special circumstances of post-war 
years, to be too rigid and inadaptable ''. The main object of the· 
recommendation is to '' give the central banks adequate freedom 
and flexibility in the conduct of their credit policy ". 4 

~orne members of the Delegation would go even further and 
abolish the whole system of legal minimum ratios .. 5 These 
quotations offer clear evidence of the trend of expert opinion. The 
whole process of banking reconstruction since the wa-r has been 

1 
KISCH and ELKIN, op, .cit., page 13, 

• Chapter II, section (i): 
• Chapter XL . • · 

214
: Report of the Gold Delegation of the, Financial Commillee, paragraphs 209 to 

• Ibid., page 71. 
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in the direction or placing greater power and more freedom in the 
hands of the central banks. 
. The ela.~t~c.ity introduced into the post-war banking mechanism 
IS ?D. elasticrty ';IPWards; . the outstanding and almost the only 
prmc1ple ?f credit con~rol (the _reserve ratios) which worked ni 
the ~~~e.ctiOn of e?forcmg credit Contraction became a subject 
of cnt~c1~m wh~n It began to be strongly effective. The reason 
for ~Ius IS obviOus enough in the facts stressed earlier in this 
~ectiO?,. ~he legacy of deh~s and c?ntractual obligations and the 
mflexibilrty of the economic orgamsation inherited from the war 
period. . . 

In practice, the statutory controls over credit expansion did 
not prove rigid in the post-war period until the unbalanced 
financia~ and. price ~ituation bu~t up in the ~oom precipitated 
the fall m pnces which ushered m the depressiOn. While credit 
was expanding in the United States, gold became available to 
the borrowing countries and their banking structure was suffi
ciently elastic to provide as much credit as was necessary to 
facilitate industrial reconstruction and maintain their price 
structures. 

. The post-war period has also witnessed an advance in central 
bank. co-operation, especially since the foundation of the Bank 
of International Settlements. It is clear that, quite apart from 
the results or lack of results over such a short period, the expe
rimental beginnings of central bank co-operation are extremely 
important. They are, indeed, as the Gold Delegation pointed 
out, an essential element in any approach to fundamental mone
tary reforms. " Methods of contin.uous consultation and co-ope
rative effort to maintain the international equilibrium without 

·sacrificing national in~e~ests " CL are as urgent a n~ce~sity in the 
banking as in the political sphere. Great potential Importance 
attaches in this connection to ·the creation in 1930 of an inter~ 
n'ational institution - the Bank of International Settlements 
- which, in addition to its other functions, provides a meeting
place for a great nl!m.ber of the woi:Id's central b~nkers. · ~ · 

The reconstruction of the bankmg systems smce the war, 
therefore, has strengthened the position of the cent~al banks 
in the :monetary organisation and has rendered. thmr con~rol 
over national banking policies more direct and the1r co-?peratwn 
~ more practical possibility. )3ut ~his is far from placmg t~em 

· m a position to d1tect economic policy generally. Greater power 
to control the supply of credit is only half the story. The dema~d 
for credit in practical affairs is determined by a host of econom1c, 

• Repo.rt, op. cit., paragraph 194: 
13 
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· political and· social c_onside~ations, a:; :well as by the :monetary 
factor of its supply pnce, which alone IS m the hands of the central 
bankers. . 

In the post-:war period, the _economic. and· financi_al situation. 
was peculiarly" mtr3:ctable. It 1s. theoretl~ally c~nce1v~ble that; 
in a purely economiC world, central bankmg policy might have 
been directed. to a coldly realistic appraisal of th~ revolutionary 
adjustments of prices, trade balances, and_ econon:Ic organisation 
necessary td meet the .changed pattern ·of mternabonal indebted
ness after the war, and to a ruthless application ·Of the measures 

·necessary to secure those adjustments. It might, however, be 
argued that not even the most diastic and ruthless credit contrac
tion in the debtor countries, unless accompanied by inflation 
which would have proved uncontrollable in the creditor countriesj 
could bave succeeded in balancing international accounts while 
political insecurity, policies of economic nationalism and inflexible 
price systems barred the way. It is certain that such readjustments 
were in fact socially· and politically impossible. 

' 

(ii) THE DEVELOPMENT OF CENTRAL BANK PRACTICE. 

In addition to the structural changes sketched in the preceding 
section, there were, "in the. post-war period, very· important 
developments of central banking practice. The practice of holding 
large. balances on short term in foreign monetary centres is dis
cussed in the following section in tonnection with the revival 
of the gold-exchange standard. In this section; it is necessary 
to draw attention to some of the practical expedients and parti
culai:ly the increased use of opep.:.market operations and the 
attempt at international co-operation, which were a logical 
result of the greater responsibilities of the .central banks after 
the war; A much greater element of control or management 
entered· into the various currency systems, .involving the 
development . or extension of central bank practices designed 
to influence the money markets. · . 

The main instrument of control over currency and therefore 
oyer credit . policy has always been tlie central bank rate of 
discount. .AJ>. expl~ned in Chapter VI, the alterations of tlll.s 

.rate are of special. importance iri connection with the balancing 
o! interna~ional . accounts.· Before ·the war, when gold coin 
CU"Culated m ~ost countries and the situation of.the gold reserves 
wa~ the dommant consideration .in determining central bank 
poli<:Y· ch~nges in t~e discount rate were generally effective in 
c!lusmg such alt~rations of the. price structure as kept interna
tional accounts m steady eqUilibrium. J?urchases or sales of 
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gilt-edged s~curities were resorted to by some ceritral banks 
in order to liberate or constrict the credit reso\Irces of the com
m~rcial banks. This practice~ howev.er, was used generally to 
rem~orce. the effect of chang~s m t_he discount rate. Occasionally 
speCial c1rcum~tan~es made: ~t desirable to undertake such open
mar~et operations m opposition to t_he movement of the discount 
rate m order to smooth over essentially temporary disequilibria 
which might otherwise have caused gold movements and unde~ 
sirable price fluctuations. 

The development of open-market operations into a major 
instrument of policy after the war is a significant feature of the 
ma~agement of curr~ncy. The circumstances which gave rise 
to tt. are to be found only partly in the monetary organisation, 
The mcreased volume of Government securities and the necessities 
of public finance affected the situation from time to time. The 
more inflexible piice structure and the resistance to downward · 
adjustments of the price level also made necessary more frequent 
resort to this method and, very significantly, such operations 
were undertaken more and more as a substitute for, or a counter
action of, changes in the discount rates. Moreover the difficulty 
of achieving and maintaining interna:tional equilibrium made the 
conservation of gold reserves in many cases peculiarly difficult, 
so that; by every .means possible, gold movements, which in 
any case were very large, were minimised. · 

Concern over the growing instability of the credit expansion 
in the United States, the slowness with which, under Special cir
cumstances, the French money market reacted to the strong 
position on international account which it developed after 
stabilisation at a low level, the vulnerable position of the United 
Kingdom as a ~debtor on short term and a creditor on long term, 
and the rigidity of prices and wages, in addition t~ the growing 
restrictions on international trade in many countnes, made the 
maintenance of the price level increasingly difficult after themiddle 
of 1928 .. The situation has been summarised by the Gold Dele
gationin its discussion of the difficulty ~hat arose e~rly in 1928 
in " re-conciling the national and internatwnal factors m monetary 
policy ".~ . · .. 

An incre1:1sing movement of short-terr~l credi~ balances bacl{ 
to France, largely in the form of a contmuous. Impolt, of gold, 
set in about the middle of 1928. The Federal Reserve ~anks 
began to· raise their rediscount rates "in an endeavour to che~~ 
the growing speculation in the security and real estat~ ma:kets .. 
Foreign lending in the United States fel~ off and cre.dit st~mgency 
h~gan to develop in the borrowing countnes . .The Uruted Kmgdom, 
faced with a difficult- situation both internally and externally, 
was'·' constantly on the economic defensive after l925,.and, unless 
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interest rates were kept low abroad, there was always the possi~ 
bility of a drain of gold depleting the comparatively small gold 
reserves of the. Bank of England ". 1 In face of this situation 
there developed a. growing tendency to credit stringency which 
culminated in the crisis of the latter part of 1929. 

(iii) Tus AccuMULATlO~ OF SuoRT~TERM FoREIG~ BALANCEs. 

In many ways the most remarkable.development of the post
war banking system has been the continuous and rapid growth 
of short-term credit balances. This _phenomenon is practically 
universal, and may be regarded as a symptom of the disorgani
sation and insecurity of the post~ war world, Credit resources 
have not found their way into profitable long-term industrial 
investment, but have, to an increasing degree; been accumulated 
in the principal money markets. A recent publication of the 
Bank of International Settlements estimated the total of such 
short-term holdings at. the beginning of 1931 as at least $10,000 
million. · 

The existence of such large amounts of floating capital has 
proved very disturbing to the working of the currency mechanism 
since the war. The phenomenon known as .. a flight of capita I ", 
which makes its appearance at any time of financial or currency 
strain, is largely created by the transference of such short~term 
holdings from one money market to another. 

Moreover, the normal operation of the gold-standard mecha.:. 
nism, under which an alteration in the discount rate effects 
changes in the price structure, is very .greatly distorted by such 
movements of short-term credit. ; ;IT there is need for the discount 
rates to .be raised in an effort to check the expansion of credit and 
so induce a tendency for prices to .fall,. the increased holdings of 
short-term credit attracted by the higher rates of interest available 
may nullify the change in the discount rate. The connection of 
gold movements with the price levels of the countries concerned 
has been rendered less· direct and effective. This factor has been 
of very great importance in· contributing to . the inflexibility 
of price systems and hindering the readjustment of international 
price-equilibrium. · . · · 

The effect; of credit operations of this character in compli-:
cating the working of the gold . standard in recent years has 
been the subject of much discussion, 2 It is obvious that the 

1 Report, op. cit., paragraph 37. · . . 
• Cf., e.g., Dr. Felllcs MLYNARSKI : The Functioning of the Gold Standard, 

·League of Nations,, Geneva [document F.979 (F. Gold 67(1)], and also Report of 
, the .Gold Delegation of the Financial Committee, paragraphs 24 to 28. 
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~al!agement of the gold standard has been rendered much more 
difficult and the consequenc~s of the usual methods of con
trol have be~ome more erratic by reason of the existence of 
su~h large holdmgs o:( s~or~-tenn credits as those which have been 
shifted between the pnncipal money markets in recent years. 

The further problem arose in the period before the depression 
of the use made of a portion of these short-term balances held 
abroad, as a basis for further credit creation. In the general fear 
of a scramble for gold at . the beginning of the reconstruction 
period, provisio~ wa~ madein the statutes of many central banks 
whereby ·~he obbgati?n t? convert their notes into gold coin was 
chal!ged mto an obligation to convert them into gold bullion, 
foreign gold-exchange or either at their option. The detailed 
regulations con~erning the·use of foreign gold-exchange in central 
bank reserves differed somewhat in specific cases, but the avowed 
object was to effect an " economy in the use of gold ·~. 

The creation, on a much wider scale than ever before, of this 
mechanism - the gold-exchange standard - led to a growing 
body of criticism in tl1e latter stages of the boom period. 

In so far as the central banks which were liable to be drained 
of gold by a realisation of the foreign exchange reserves of other 
countries took precautions not to allow their domestic credit 
issues to expand to the full extent made possible by their gold 
holdings, the· danger of a double credit expansion upon ·the same 
gold stock was avoided. The net effect of the gold-exchange 

.standard practices, however, was quite clearly to assist the credit 
expansion of ~ 925 to 1929, and indeed the system was created 
largely in order to economise gold. 

There were other rather unexpected results of the system in ~he 
distortion of the gold-standard mee-1\.anism. The growth of foreign 
balances referred to above was oply partly due to the JleW reserve 
legislation. The Gold Delegation estimated the aggregate amount 
of the floating foreign balances· of central banks, or rather. that 
proportion of the amount which could be calculated from published 
statements as almost $3,000 million at the end of 1930. 1 Not 
all of this t~tal was }1eld by countries legally 9n the ~old-exchange 
standard, but, since several of the countnes which had used 
foreign assets as additional reserves had converted a large pro
portion of them into. gold after the abandonment of the gold 
standard by many countries in the la~t~r part of" 1931,. t~e 
Delegation quoted the figure of $3,000 million as a~ uppe~ hnnt 
of the possible demand for gold, arising from the hqu~dation of 
the gold-exchange standard. 

' Report, op . .cit., Jil&ragraph 123. 
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In addition to central bank reserves held abro~d~ there Were 
much larger holdings· of foreign short-term credit by commercial 
banks, and it is_obvious that the coun~erpart of the credit expan
sion made poss1ble by the accumulation of short-term credit in 
the years ·before the depression is to be fo';lnd in the deflation 
later induced by the encashment of fore1gn balances, This 
process began in 1928 with the repatriation primarily. by the 
commercial banks of the French balances, mainly in the form 
-~~- . . . 

As the def~ation proceeded, the dange_rs, both to the banking 
systems in whiCh the balances were depos1ted and to. the deposi
tors,. became evident .. The former were ·exposed, to the risk of 
sudden large withdrawals which might adversely affect the liqui
dity of the central·,bank and therefore . currency stability. This 
risk was the greater since the central bank in many cases did 
not have full information concerning the total short-term liabi
lity contracted by the commercial banks and the money market. 1 

Those central· banks, on the other hand, which held part of their 
reserves in foreign balances, ran the risk of those reserves being 
suddenly and drastically reduced by a depreciation of the currency 
in which they were held. 

Both of these risks became actual disasters in the latter part of 
1931, and the gold-exchange standard was thereby discredited. 
But this development was inherent, not in the simpler and more 
restricted use of the gold-exchange standard as it had been prac
tised by many countries for several decades before the war, but 
in the undue expansion of the practices modelled upon it and 
in the unstable political, economic and financial situation which 
caused the accumulation of such a great volume of short:..term · 
credit, domestic and foreign, as was built up after the war.. For 
this reason,. the Gold Delegation stated quite clearly its belief in 
the gold-exchange standard, as"it was practised before the war, 
" as a useful system for many countries, for whom it still 
remains the most economical and efficient monetary system 
available ". 

(iv) COMMERCIAL BANKING AFTER THE WAR. 

· rhe Memorandum on CommerCial Banks, 1913-1929, recently 
pub~shed by the Economic Intelligence Service of the League of 
Natwns, bears witness to the variety and differing stages of 
development of the commercial banking structure in various 

• Report, :paragraphs 26 and 204. · 
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countries. It is clear that commercial banking in its many forms 
is adapted, not. only to the wealth, but also to the history, legisla
tion and. commercial customs of the different peoples. Each 
country has its own problems o( organisation. Nevertheless. it 
is possible to discover in the wealth of statistiCal information 
assembled in the Memorandum, certain tendencies of great 
importance which are more or less common to most of the 
principal banking systems. · 

The commercial banking situation in most countries was 
profoundly affected by a marked change in the proportion of 
capital resources to total liabilities. The following table brings 
out this change very clearly. 

Percentage Ratio of Banks' own Resources .to their Public Liabilities, 
excluding Acceptances and Sundry Accounts, at the End of the 

Years indicated. 1 

Austria$. 
Belgiumi 
France a . 
Germany 8 • 

Netherlands 2 

Sweden 8 

Country 

Switzerland 3 • • • • 

England and Wales 3 

Canada 3 • _. • • • • 

U.S. A. 3 ••••• 

. . 

South Africa 3 ' • • • •. • • • 

Australia and New Zealand 3 4 
• 

1913 

33.3 
24.3 
24.7 
39.2 
52.8 
32.0 
21.7 
10.1 
'17 .5 
19.8 
16.2 
22!2 

1925 

17.4 
16.8 
8.0 

17.0 
30.8 
19.5 
16.5 
7.5 
9.4 

12.7 
9.9 

18.6 

1929 

15.1 
25.6 
'9.5 
9.3 

28.0 
19.7 
15.7 
7.4 
9.8 

15.6 
12.2. 
20.2 

There has also been a fairly general te~dency for the. ca.sh · 
ratios kept by the commercial banks to declme. The stat1st1cs 
for the same group of countries are set out below. · . 

1 Commercial Banks, 1913-1929,, page 26. 
• Principal commercial banks. · . 
• All commercial banks. 
• End of June, each year •. 
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Ca~h Ratios of Commercial Banks. :1. 

Country ' 1913 1925 1929 

I II I II I II 
Austria 2 • . • . 3.2 3.4 3.6 
Belgium 3 5 • 7A 5.7 12.0 8.6 J7.2 12.5 
France 3 6 10.9 10.1 17.6 17.0 16.3 15.1 
Germany 5 •• 14.3 8.1 14.8 7.6 5.7 2.1 
Netherlands 2 3 13.2 7.3 14.2 7.8 13.7 6.7 
Sweden 5 19.9 3.2 11.0 2.4 11.2 2.4 
Switzerland 8 5 • • 8~9 2.1 10.3 3.1 10.1 3.0 
England and Wales• 20.6 11.8 19.9 10.8 
Canada 5 • . . " "' 31.0 13.2 40.2 13.3 28.9 10.1 
u.s.A. 5 . 20.8 16.3 9.1 15.1 8.8 . . 
South Africa s •f " 31.3 17.1 25.3 14.5 21.6 11.1 
Australia 5 7 .. 58.0 24.4 45.1 19.8 42.6 15.9 
New Zealand 57 , ' 34.7 18.9 . 21.2 12 .. 9 21.7 10.9 

· There is a further significant tendency towards. a general 
movement from shorter to longer-term deposits. For various 
reasons already state'd, '' the public has been less willing to 
invest directly in industrial undertakings by the purchase of 
shares or to lend to such undertakings in exchange for bonds ; 
it has preferred to keep a larger proportion of its funds in liquid 
form ". 8 - Had this movement not been accompanied by a. 
change in the period and type o~ credit allowed, it· might have 
been considered to justify·some reduction in the cash ratios. 
But, in fact, less liquid advances were made, and the illiquidity 
of bank ·assets has- in many .countries proved to be a major 
financial weakness.. . · ·· 

It is extremely important to bear this fact in mind when 
considering the growth in total deposits, especially in the period 
1925 to 1929, That growth is shown· in the following table. 

~commerci~ Banks, 191.3-1929, pages 50.·and 52. Column I represents the 
;percentage ratio of the banks' holdings of coin (including bullion in a few cases), 
Inland notes and .balances with the central bank, to their short-term liabilities 
(de!'land depo~its, notes and cheques In circulation). Column II represents the 
rat10 C?f these 1tems to total deposits, notes and cheques. The detailed statistics 
given m the Memorandum include also calculations based on cash thus defined 
and ''other items of a cash nature". 
· • Principal commercial ,banks. 

~ Includes " other Items of a cash nature ''< 
• London clearing banks. 

· ~ All commercial banks. 
• Principal deposit banks only. 
• End of June, each year . 

. a ,C?mmercial Banks, .1913-1929, page 48 .. 
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Percentage Movements pi the Total Deposits of Commercial Banks 
(corrected for Changes zn Wholesale Prices) in Certain Countries .. t 

(1925 = 100.) 

Country 

Austria , . 
Belgium ...• , , ..... 
France- deposit and .investment 

banks , 
Germany 
Netherlands 
Sweden . • 
Switzerland • , . • 
England and Wales. 
Canada . . 
u.s.A ..... 
South Africa • 
Australia 2 • • 

New Zealand 2 .. "· 

1926 

128 
74 

109 
140 
108 
103 
115 
106 
108 
107 
117 
107 
101 

1927 

141 
97 

133 
165 
111 
105 
120 
114 
1.19 
120 
124 
110 
101 

1928 1.929 

152 128 
106 128 

161 174 
187 204 
115 122 
106 117 
138 160 
119 121 
128 i27 
121 122 
134 150 
119 124 
111 120 

The index numJ::>ers shown in this table represent the total 
deposits of the various banking systems (current ac<:ounts, 
sight deposits, savings and tirne deposits) corrected by th~ indeli'o 
number of wholesale prices at the end of each year and expressed 
as a percentage of the 1925 index in each case. 

There are notable variations in the growth of total deposits, 
and it is obvious that the much greater growthin certain countries 
is due in fact to the reconstruction of the banking system after 
the devastation caused by the post-war currency depreciation, 
and to the attraction of foreign assets. · 

In certain countries where deposits increased rnost rapidly, 
the cash ratios were most heavily reduced, This exposed the 
banks to a strain whi<:h they could not resist when subsequently 
the depression, and more particular!~ the_ credit crisis, set ,in. 

In connection with this table, there IS an Important observat1on 
to be made. The growth of total deposits represent~ an exp~nsion 
of credit, but it does not ne<:essarily represent an 1ncrease 1.11 the 
amount of purchasing power. The growth shown . abov¢ w.as 
mainly in long-term deposits. The Memorandum on Commerczal 
Banks, 1913-1929, draws attention to this fact in. th~ follow~ng 
statement. " The fa<:tthat the total amount of credit ~utstandmg 

1 Commercial Banlcs, 1391-1929~ pages 30 to 35. 
• End of June, ea<;h year. 
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has grown does not mean that the am~unt of ef!'ectively utilised 
purchasing power has been proportiOnately mcreased. The 
increase in credits outstanding has therefore not prevented 
prices from falling ; demand deposits have shrunk. •• · 

This statement in~ites a great ~eal ~f refle?ti~n, and analysis, 
lt calls. attention tp some of the maJor c;lrfficulhes m the economic 
oraanisation of the post-war world and comes very near to the
he~rt of the crisis. The ·phenomena i~dicated are worthy of 
more detailed exposition and iuve'stigation than is possible here. 

In a great 11umber of countries, the extension of business 
enterprise was made possible by .banlc advances rather than by 
.capital subscription.· The Memorandum on Commerciq.l Banks, 
1913-1929, sums up this tendency clearly : 

·~ In post-war Europe, the contrast between pure deposit 
banking and industrial banking systems has been considerably 
weakened. The systems of the. former type have extended 
their operations over a considerably wider range of activities 
and have entered into much closer relations with industry 
than formerly. ·.This is partly the result of the first post-war 
depression which seriously affected many of their most 
important customers -~· short-term credits became frozen, and, 
to. protect their own interests, the banks were frequently 

. obliged to take over the security for loans previously granted 
and to assume direct control over large industrial under
takings. The direct relationship thus established between 
banks and industry ena):>led the former to exercise an active 
influence on the reorganisation of the latter, The gradual 
liquidation of the banks' industrial engagements proceeded 
relatively slowly and hac;l been only partly effected when the 
present depression set· in; Furthermore, in soine of the 
countries concerned,. issues of industrial shares and bonds, 
especially those of older industries, have been less easily 
marketed in the past decade than formerly i industry, accor
dingly, has had to rely upon bank credits to· a greater extent. " 
AmoJ).g the many reasons for this.development,.the tendency 

for .taxation to fall heavily on profits derived from large-scale 
business enterprises must be given an importap.t place. In a 
later ch~pter 1, statistics are quoted to show the extent to which 
the. tax~tion of corporate enterprises has increased in the post,.. 
":'ar ~r10d .. Such taxation has been a powerful it;tcentiv~ ~o the 
fmaD;cmg of mdustry by debt rather than risk-beanng eqmties. 

Smce such fiscal reasons reinforced those arising from the. 
economic and_ politicaf instability of the post-war decade and 

1 Cltapter IX. 
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from tl_1e effort. to. ma~ntain existir~g pri.ce-levels and existing 
mdustnal ~rga_msati?n, mdustry was m fact financed in increasing 
degree by the mcurrmg of debt rather than by the issue of shares 
dir~ct to the investing public. The natural result of this method 
of fmanying busines~ ent~rprise is to make profits more sensitive 
and vanable. If pnces mcrease or production costs decrease a 
boom ip. indust~ial sha~e!\ is easi~y begu~ .. If, on the contraty, 
dep:essw_n sets In, profrts are qmckly ehmmated by the burden 
of fixed mte~est charges. From.the banking point of view, the 
great danger JS that such fluctuations, particularly in a downward 
direction, impair the security and liquidity of bank assets and 
~herebY: endang~r curren~y sta~ility. Banks ·which have large 
1ndustnal commitments fmd their assets frozen and are forced to 
exercise more direct control over business enterprises. 

A further consequence of the industrial activities of the banks 
in many countries was a strong impetus to consolidation. The 
consolidation and. reorganisation of German banks in the depres
sion is an example. The inevitable result of such a tendency is 
that the whole structure of expanded credit in a weak debtor 
country tends to become concentrated il\ a small group of banks 
or even in a single institution. When strain. becomes intolerable, 
it seems. impossible to allow that institution. or any of its sub
sidiaries to collapse, and therefore steps are taken by the Central 
Bank and the Government concerned to support them. Liqui
dation is postponed, but at the cost of tying up both the currency 
mechanism and the budgetary system. 

(v) THE STRUGGLE F'OR LtQtJIDITY. 

Money market conditions after t~e depression fall i~to three 
fairly well-defined periods, the mam ·features. of wl~ch have 
already been summarised in Chapter II .. The firSt penod, from 
the break of the New York stock market m October 1929 to about 
_the middle of 1930,. was .characterised on the whole ~y a measure 
of relief from the strain upon banking resources wh1ch had been 
caused by the stock exchange boom. During the c~urs.e of 19~9, 
the profits of speculation h~d draw~ to New York an mc~easu~g 
amount of short-term credit. Rediscount rates · were ratsed m 
New York and market rates were high. Short-te~ balances 
were profitably employed therefore for some n;onths m the later 
stages of the boom in supporting speculatiOn by. means. of 
brokers' loans. When the speculation collapsed, the tension 
in other money markets was relieved, discount rates. ":ere lowered, 
international lending was resumed for ~ few months m 1930, and 
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there was a period of relative moneta~ ease in which no very 
significant alterations in monetary policy were necessary. · 

In the latter part of 1930,_however,_it. bec~m~ apparent that 
the forces making for falling pn~es and _diff~cultles .1n the balancing 
of international accounts were mcreasmg m s!rength. The .repa~ 
triation of French short-term balances contmued steadily and 
was reinforced by a growing flight of short-term. capital frorn 
many centres, not only to. France, bu~ to other contmental money 
markets which appeared. to b~ rela~r~ely .secur~. M~ny of the 
borrowing countries were m senous difficulties w1th the1r balances 
of payments. 

Throughout the winter and spring of 1930-31, therefore., 
there was a growing credit stringency in the borrowing countries 
-including the United Kingdom, which was a considerable debtor . 
on short term with long-term assets that were increasingly 
difficult to realise, At the same time, ;there was a rapid accumu
lation of short-terinJunds in the creditor money markets, despite 
low discount rates and similar measures intended to redistribute 
both credit and gold reserves. The Bank of . International 
Settlements was preocc.upied with this problem, but the price 
disequilibria and the· existing feeling of political and economic 
insecurity were such that the situation went from bad to worse. 

The third period, which can be described only as one of 
financial panic, was ushered in by the revelation of the embar
rassed position ·into which the Austrian Credit-Anstalt had 
drifted. Its position became generally known in May 1931, and, 

·from that time onward, the financial situation grew worse with 
alarming rapidity .. The flight of shor~-:term capital in the middle 

· of the year from the London money market, which was deeply 
implicated in central Europe and had troubles of its own, ended 
in the United Kingdom abandoning the· gold standard on Sep~ 
temb~r 2ls~. Fr~m that time till the present,. the changes in 

· banki~g pohcy wh1ch had been slowly gathering way, were accele~ 
rat~d mto a competitive struggle for liquidity in the course of 
which the banking systems of those countries which endeavoured 
to remain. on the gold standard have been forced either 'into 
progressive deflation or'into virtual paralysis, . . 

·- The course .of events may b~ tr~ced in the statistics showing 
the ~oncentrat10n of gold reserve!! which have already been set 
out ln Chap~r VI; and in. those of note issues, exchange rates, 
~ndcC)mmerc~albank deposits, all of which are regularly published 
m the League's Monthly Bulletin oj Statistics. · . 

The statistics of commerci!'l-1 bank deposits are. set out in. the 
t::tble below for a. number of Important countries. 
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Commercial Bank Deposits, 1929-1932 1 

(OOO,OOO's.) · 

Country Cur- End of Year Average of First 
Quarter 

rcncy 
1929 I 1930 · 1 1931 1931 I 1932 

South Africa £ 612 612 612 63 53 Germany. RM t2,1133 11,2073 8,0573 10,4864 7,8574 

Argentine Peso 3,828 3,851 3,427 3,798 
Australia. 

. .. 
£ 2775 2635 2685 263 289 

Canada $ 2,163 2,068 1,927 1,996 1,884 
United 

States . $ 32.182 32;314 27,438 32,028 25,913 . 
France. Fr. 34,065 36,681 38,245 37,149 37,404 
Italy Lira 16,911 17,965 16,335 17,78~6 ... 
Japan •.• Yen 10,127 9,628 9,081 9,550 8,726 
New Zealand £ 55 52 52 54 54 
United 

Kingdom. £ 1,773 1,838 1,714 1,746 1,631 
Sweden . Kr. 3.481 3,631 3,554 3,713 3,656 

It is evident that, in the first two years oi the depression, 
there was little reduction of bank deposits in most countries. In 
many countries, indeed,. there were substantial increases, measur-. 
ing the extent to which industry was supported by the banks in 
the first shock of the crisis. The chief exception was in Germany, 
where deposits fell considerably, even in 1930. 

In 1931, reductions. were more general.. but by no means 
universaL The heaviest fall among the countries $hown in the 
preceding table was in Germany, which experienced a flight of 
capital and severe credit contraction. 

There was also a sharp reduction in the United States, but 
in France there. wa& an increase. . .. 

Before proceeding furtl:J.er to an analysis _of these . different 
movements it is however1 necessary to pomt out that the 
statistics of totald~posit$ conceal the important divergence be~ween 

1 .Compiled from Monthly Bulletin of Statistics• 
• Average of year. 
• End of Novembet. . . . . . J. · 
• Average of February and March, no returns. avrulable :f.or . anuary. 
• Average of last quart.cr, 
• At end of February• 
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the movements of time and demand deposits commented on in 
the previous section, This is clearly brought about in the fol
lowing table : 

Percentage Change' in Demand and Time Deposits~ 
1929-1931.~ 

Country 

South Africa . ~ 
Argentine • , 

. •· 

Australia. • • ~ • 
Canada •• 
United States 
France. ~ , . 
Japan ..••. 
New Zealand . 
United Kingdom 
Sweden ... .' 

: 

Demand deposits 

-10· 
._ 19 

-10 
-22 
-16 
+ 12 
-18 
-29 

8 
- 7 

. . 

Time deposits 

+ 17 
5 

+ 5 
- 5 
-12 
+ 14 
- 7 
+·14 
+ 2 
+ 6 

Of the countries for which statistics are readily available. 
France is the only one in which current accounts and short.-term 
deposits have increased. There has been a concentration of short
term money in the countries of which France h~ the type. There 
·are great variations in the movements of long-term. accounts, 
but the general tendency has obviously been Jor. a severe con
striction of current credit to .develop in the great majority 
of countries, the resources withdrawn from business activity 
being placed either on long-te:rm · account or on short-term 
account in money markets, such as J:laris, which are financially 
st.rong. · · ' 

... Such a. movement is quite sufficient to explain the drastic 
deflation of the price level, in spite of the .continuance of the 

. total amount of deposits a:t a 'Very high level. The. statistics 
available for the early months of 1932 show that this process 

·of deflation has continued strongly in :tnost countries and. 
especially in the United States and the United. Kingdom, but 
shows some signs of coming· to an end. · · · · 

' J1onthly Bulletin. of Statistics; 
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Percen_tage. Change in. Demand and Time Deposits between 
the Fzrst Quarler of 1931 and the First Quarter of 1932. 

Country 

South Africa . . 
Australia · . · .• 

.Canada ..•. 
United States 
France .... 
Japan ....• 
New Zealand • 
United Kingdom 
Sweden .... 

Demand deposits. 
~ 16 
+11 
-10 
-19 
+ 2 
-13 
- 6 
-12 
- 8 

Time !leposits 

-17 
+ '9 
- 4 
-19 
-25 
- 7 
+ 6 

nil 
+2 

· The strong deflationary movement evident in this table is 
only partly due to the repatriation of French and other continental 
short-term balances, a movement which slowed up in early 
1932 and was practically completed by the middle of the year. 
It was caused largely by the efiects of the 'financial panic which 
drove the· banks, particularly of the United States of America, 
into a competitive struggle for liquidity. This struggle which 
reached its height in the spring of 1932, was accompanied by 
forced liquidation of security holdings which drove security 
prices down to very low levels .and caused a very large and 
alarming number of bankruptcies. In the United States, the 
liquidity crisis bore all the marks. of a panic, and recent banking 
legislation and practice were mainly designed to coiJlbat this 
situation. The Gold Delegation, in a general reference to the 
problem of credit· contraction, stated its opinion that " where 
credit contraction for one reason or another has been carried 
to extremes,. it is proper; and, indeed, imperative for the Central 
Bal)k to take such action as may be within its power to check 
excessive contraction, and, in sonie cases, to take the initiative 
in encouraging a freer use of credit ". . 

The statistics used above rnust be read ·in the light of the 
currency depreciation that took placei.n many countries, especial~y 
after the United Kingdom abandoned the gold standard m 
September 1931. An apparent increase in deposits- for example, 
as.· shown for Australia in the last table- must be corrected 
for the heavy depreciati\)n ·of the currency which, in. Austra~ia, 
was. 25 per cent below sterling in March 1932, w?ile sterling 
was 25 per cent below gold parityj so that th~ Australian currel!-cy 
was approximately 44 per cent below gold_ panty. T_he contracti~n 
of demand !leposits in other countries With. deprecmted curre,nc! 

. . 
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bears witness to the very great deflation that took place in the 
course of 1931 and 1932. 

The hoarding of credit, either in long~term deposits or in 
short-term foreign balances, has been paralleled by a hoardincr 

. of banknotes ·in certain gold-standard countries and of . gold 
itself 1. An increased issue of paper currency may be due either 
to inflation denoting a lowering ~f the ~old value of the currency; 
to an increased demand for c1rculatwn, or to a demand for 
hoarding. It might reasonably have been expected that the decline 
of industry and trade and the much lower levels of prices in 
the deJ?ression would have reduced the demand for banknotes 
and thiS has actually been the case in most countries .2 Ther~ 
are many examples, however, of increased issues c.alled forth by 
hoarding- notably in France,Netherlands, Belgi urn, Switzerland 
and the United States of America - and other cases where 
increased or sustained issues are correlated with inflation. In · 
the latter cases, . the inflation. is sometimes . accompanied by 
a depreciation of the external value of the currency~ in others, 
the currency is maintained nominally at par, although a " black 
market" exists where the depreCiation is recognised. The statistics 
of notes issued during the depression are reproduced in an 
appendix to this volume. . · 

During the course of the depression, currency depreciation 
occurred in many countries. The extent and development of · 
this depreciation is best shown by the accompanying diagrams, 
the first of which shows the course of exchange in the United 
Kingdom and those countries which followed the United Kingdom 
off the gold standard. For comparison, Canada is included in tllis 
group. The second group consists of some Latin-American 
countries, and the third of four countries, Greece, Spain, China 
and Japan, whose currencies have depreciatedfor different reasons. 
. There is, on the whole, a remarkable similarity of movem~nt 
m the exchanges of the so-called " sterling group ", showmg 
that the currencies of several countries· have been managed 
mainly with reference to their relation to sterling. The tendency 
for this group to rise again, after the low point touched in 
December 1931, is noticeable. · 

With the disruption of the international monetary mechanism 
by r~ason o~ the widespread abandonment of the gold standard, 
banking policy was thrown into confusion in the latter part of 
1931. A new and disturbing element- fluctuating exchange 
rates - was added to those which· had already made the conduct 

1 C/. the es~imate made_by the Gold Delegation in its final repol,'t, pal,'agraph 125 
($400,000,000 m the last s1x months of 1931). · · 

• See Monthly Bulletin of StatistiC$. . 
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(Discount per cent of various national currencies in terms of gold.'parity as ex.pre.ssed _in _u.s. Dollars). 
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The Course of Exchange on New York. 1929-1932. 

(Discount per cent of various national currencies in terms 
of gold parity as expressed in U. S. dollars). 
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of banl~ing ext~emely di.ff~cul~. The Gold Delegation's summary 
of the ~nternat1o~al po~1tlo~ ~n June 1932: was that " with only 
some SIX .colfntnes mamta1mng an unrestricted gold standard 
the fun~twmng of that standard ~s an int~rnational .monetary 
mechamsm h~s been g~eatly restncted. S1de by side with it, 
there now eXIsts a vanety of other currencies whose exchanae 
relations with the gold countries and with each other are ~o 
longer kept in equilibrium by their common relationship td gold, 
but must be governed by other means. Some of these currencies 
are on a independent basis of inconvertible paper, a large group 
of them being maintained at parity. with sterling ; others are 
maintained at nominal gold parity by the control of foreign 
payments and foreign trade. " 1 

In face of this si~uation, it. becomes more convenient to 
discuss the most recent developments of banking policy in a 
later chapter. This is unfortunately a logical sequence to follow, 
since the depression which began largely as a result of increasing 
credit stringency in the agricultural borrowing countries has 
progressed through the. stages of an. acute ~nancial crisi~ ~o a 
pdint where the immech_ate .J?robl~m confrontmg _the world 1s to 
stave off a further deteriOratiOn hkely to result m a collapse of 
the bani<ing and credit mechanism in many important countries. 

· · · . . . . · . · l Committee paragraph 74. 
' Report of the Goid .lJe/egal(on of. tl)e Fmancla: ' 



Chapter VIII. 

WAGES, UNEMPLOYMENT AND LABOUR CONDITIONS. 

(i) A RISING' STANDARD OF LIVING. 

There can be no reasonable doubt that, in the first post-war 
decade, the forces working. towards higher standards of living 
were very strong in practically every country of the world. 
In the first place, there was a great acceleration of productive 
activity, particularly after 1925. The consequences of such an 
acceleration were somewhat confused by the fact that there were 
inevitably considerable transformations of industry in. most 
countries. Many older-established industries~. particularly those 
catering for the simpler_ basic demands such as food and clothing, 
either languished or progressed at a much slower pace than 
the industries created to meet newer demands, particularly for 

. the employment of leisure. -There was a considerable upward 
shift in demand, away from the basic necessities of life to the 
more elaborate. requirements of individual taste. Large and 
important.sections of industrial life - the coal industry, cotton 
and woollen manufactures, and agriculture in most countries . 
- did not share fiilly in the general .. expansion of. industry. 
Moreover, technical progress was one of the main causes of. 
increasing production, and the primary labouring processe_s, 
therefo~e, were relatively l~ss used. In such a period of rap1d • 
econoffilc change, there are always eddies and backwaters of 
relative stagnation ; but the main current was obviously in the 
directio~ of .satisfying a wider range of secondary. demands. 
Production was outrunning the· simpler wants'.. . · : 

In th~ wealthi_er countries, ~specially, there was a no~able 
democratic extenswn of purchasmg power, by reason of higher 
wages, the lower costs of mass-production. by rationalised methods, 
an<!.·new_devices of merchandising, such as the instalment sy~t~m. 
:rhe rapid dev;elopment of the cheap motor-car is a stnJ<!ng 
exampl~, to which may l)e added that of other typically mechamcal 
pro~uctwns, such as wireless sets and gramophones.· It has 
already been argued that the investment boom of the ye~s 
.1925 to 1929 was primarily directed towards the productiOn 
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of such a~ticles of durable consumption.1 It is, indeed, clear 
that such mvestment, based t~pon the expansion of cheap credit, 
finally ov~rran the actual sa~n~gs of the community and was one 
of the. chtef causes of ~he cnsis and subsequent depression. 

This fact - over-mve~tment . in t~e industries producing 
~o~ds of durable consumpt10n - IS qmte compatible with, and 
1s mdeed the complement of, the failure of purchasincr power 
to k~ep pa~e with production in the later stages of th'e boom. 
The ui.creasmg. volume of production in general and the marked 
tendency for It to be concentrated in these newer industries 
were based. firmly enough: upon demands created in the first 
instanc~ by mcreased efficiency of production; but, aided by credit 
expanswn, t!1ese demands stimulated investment to a point beyond 
the purchasmg-power capacity even of the wealthiest countries. 

While these facts were perhaps not so obvious in the countries 
which started from lower levels of purchasing power, and 
particularly in those which were impoverished by the war and 
the disturbances to economic organisation generated by the war, 
there was almost universally, in the boom years 1925 to 1929, a 
considerable advance in the standard of living of the masses of 
the people. 

Apart from the fact of increasing productivity, account must 
be taken of the strong influence of organised labour. There 
was not only a greater national income to divide, but wage-labour 
was able to gain a relatively greater share.2 During the war 
period and in the war settlement, the claims of the trade unions 
were forcibly presented and, despite some loss of bargaining 
position in the depressions of 1920-21 and 1929-1932,their power, 
both in the economic and in the political sphere, remains strong. 

_ Labour organisation, however, is most firmly entrenched in the 
more highly organised manufa?turing ind~stries, .and there are 
large sections of the econormc commu:uty whi?h ~ave n~t 
succeeded in building up a parallel defens1ve orgamsatwn. T,his 

- is true, for example, of a gre~t part of ~he. working ~arm popula
tion, as well as of the salaried, professiOnal and mtddle classes. · 
In: the periods of drastic economic readjustiD;ent, ~uch. as those 
caused by the violent post-war . currency mflatwn m .ma~y 
European countries, the organised workers were able to mamtam 
their status in the community much more successfully than many 
of these other groups. . · . 

Statistical material concerning wage-mov_em':nts. 1s not wholly 
Satisfactory. In many countr~es there exist mdices . of wage 
rates or of earnings, hourly, druly or weekly; but. there are few 

1 See Chapter Il, ~ection: (i) • - - - . · d · L · d -, 
• cr. w: H. Beveridge, Unemplagmenl :. ,A Problem of In ustry, on on • 

Longman&, G~een and Co., 1930, Chapter XVI. . . 
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measurements of annual earnings, and almost none of earnin s 
over longer periods of working J.i!e. It ~s, moreover; ·extremely dft. 
ficult to make accurate compansons either be~ween the earnings 
of wag~labourers as. a gr?uP. a~d ~ther gr?UJ?S I~ the community, 
or between real eaqnngs m similar mdustnes m different countries. 
There is some. e\-idence that recorded wage rates tend to under
estimate the remuneration of labour, since they do not allow 
for increases in piecework earnings, or for the regrading of labour 
v.:hlch ha~ tended to increase the proportion. of. worke_rs in the 
higher-patd groups. 1 On the other hand, It Is obvwus that 
considerable allowance must be made, in any calculation of.total 
earnings, for unemployment and irregularity of employment. 

The evidence of such indices as are available points to a 
general and fairly substantial increase of real wages in the post-war 
period. The following table, summarised from Tlze lnternatioual 
Labour Office Year-Book~ 1931," gives convincing evidence of 
this increase. The· statistics. are not comparable as between 
countries, nor do they purport to measure the exact increase 
of earnings ; but they do show the general direction of the 
movements. a 

Index Numbers of Real Wages. 

Country Index 

South Africa Weekly rates - Men 100 101 104 106 107 
Australia. Weekly rates - Full-time 

adult males 100 116 114 122 
United States. Weekly earnings - Men 

and women ..... 100 129 .142 135 
Germany. Houdy rates - Skilled 

men and women . 100 ·- 110 116 
' Skilled men . ,, . • 114 11 7 

United 
Kingdom. Weekly rates- Men_and 

women 100 100 109 112 11 7 
Sweden Daily earnings - Men 

and women 100 121 138 146 
Czechoslovakia Weekly rates - Men and 

women ,, •. 100 114 119 121 127 

1 q. G. 0. H. Cole, British Trade and Industry; Past and Future, London : 
llfa~mdlan, 1932, page 303. . . . · 

For recent figures, see International Labour Review February and :May 1932. 
1 See also Tire Course and Phases of the lVorld BJonomic Depression, pages 

83-87 and 172-173. · · 
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Apart ~rom d~rect increases of earnings, however, there has 
been ~n mc;;asmg tend~n~y towards the augmentation of 
"realm come by the provisiOn of public services. In the nature 
of the ca~e, these serviCes cannot be subject to exact statistical 
present~tiO~. They range from the ~fforts of State and municipal 
enterpnsq 111 ~~~e. field of. commerc_Ia~ and trading undertakings 
and pubhc _utilities to direct subs1d1es of various categories of 
!he _POpu!atiOn .. Many of them have social as well as economic 
JUstlficat.IOn, as m the case of the provision of pure-water supplies 
and dramage systems.. The social factor is predominant in 
others, ~uch as education and many municipal amenities ; but 
!here eXIst also a large number. of trading enterprises, especially 
In the fiefd ·of transport, which have economic justification 
but often Involve ~ net cost to the taxpayer. . · 

The general dnft of the public utility and social services is 
almost inevitably in the direction of redistributing. income in 
favour of the poorer classes. Suqh services must aim at univer
sality, and they tend to be used. more by those who cannot 
afford alternatives. A great part of the " real income " of 
everybody is now furnished by community services ; but this 
patt is naturally greater in the case of the small incomes. Taxation, 
on the other hand, is progressive on the larger incomes. The 
provision of an increasing range of public services, therefore, 
provides a larger real income for a great number of the. lower
paid members of a .community partly at the expense of the 
wealthier. 

This fact is clearest in the case of such direct payments as 
pensions, family allowances, and benefits of various kinds, of 
which the outstanding example in recent years has been for 
unemployment. . Subsidies of unemployment ins~rance schemes, 
.the provision of relief employment out of pubhc funds or the 

· direct payment of relief to unoccupied workers have been greatly 
extended in almost every country in. th~ post-war years, and 
particularly since the onset of the depressron. . , 

The effect of such payments raises the st~ndard of h~mg. of 
those concerned, not only by the p~e~entwn of . destitutwn 
through the assurance of a.t least a ,ffil~rmum. su~sis~ence, but 
also by reducing the insecurity of hvehhood '?'hich m former 
depressions has weighed heavily p.pon the wo~~nng peopl~ •. The 
"right. to live " 1 if not the " right to work '·has been :tnuch 
more fir:tnly established, Moreover, ~he existence of such 

, measures ;ruaterially strengthens the ;res~stance ofi~red by or~a= 
nised labour to wage reductions and md1re?tly assists ~he m~md 
tenance of existing standards of remuneration. . ~he .~despi e~ 
acce tance of the notion of "standards of hvmg .' and .t e 
asso~iated conception of a '' minimum standard " whrch socrety 
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sho~ld in some way guarantee. to every normal individual, is 
one of th~ n:ost remark!=ible social developments of rec~nt years. 
Trade umomsts and social refot:mers have fought for this concep~ 
tion for many decades ; but. its acceptance has been much more 
general in the post-war period. The contractual idea which 
it embodies is· of profound importance and marks a distinct . 
~eparture from t~eories .of individ~al entell>ris~ and free compe
tition. It establishes, m econonnc orgamsatwn, a new social 
right comparable in many ways with property rights. 

The legislative movement towards Improvement of worldncr 
conditions ought not to be ignored in this connection. Th~ 
increased political influence of trade-union organisation in many 
countries since the war has given a strong impetus to this movement. 
A survey of national legislation in such matters as hours of work, 
weekly rest periods, night work, holiday$, industrial physiology, 
pathology and hygiene, occupational diseases, industrial accidents, 
women's work, the . protection of children and young persons, 
and factory inspectiOn discloses great variations from one 
country to another ; but the general impression gained is one 
of rather rapid progress. 1 . . · 

The pace of national legislation has undoubtedly been hastened 
by the creation of the International Labour Organisation under 
Part XIII of· th~ Treaty of Versailles: The mere existence of 
regular international assemblies concentrated on the discussion 
of these and related problems, and supported by a considerable 
body of committees· as well as a permanent international secre~ 
tariat, focuses attention upon comparative labour conditions. 
It provides a means, also, for an approach to international action 
on many problems where the fear of industrial competition 
has hitherto checked national ·Jegislation. By February .1st, 
1932; a 'total of .452 ratifications of the various conventions 
recommended by successive conferenc~s had been received, 
while 55. more had been authorised and a further 121 recom-
mended. · 

. The general assumption upon which the whole of this legisla
tion, national and international, proceeds, apart from conside~
ations of justice and humanity, is that its long-run effect IS 
to improve the welfare, and therefore the efficiency, of the 
workers. It is argued that the experience of almost a cent1;1ry 
of fa~tory legislation has proved that, in the long run, regulation 
and Improvement of working conditions does not add to the 
costs of production, but, on th~ contrary, lowers them. The same 
general argument underlies much of the activity in social welfare 

1 Cf, International Labour Office, Annual Review 1930, and The l.L.0: ·Year-
Book, 193.1. · · ' , · 
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legislation to .which rererence. has been made above. a d . 
powerful also, m v~~ous fo~s, in all efforts to raise w~ge-level~ 
and standards of hvmg. It Is clear that. this conception b d 
largely on I?ast experience, has gained much more 'gen~se 1 acceptance smce the war. ra 

The " policy of. high wages ", indeed, has not depended 
for support wholly upon arguments derived from humanitarian 
or socwl gi'?u_nds, or from con~iderations of efficiency, A strong 
body of opmwn, particularly m the United States; among em- , 
ployers ~s. well_ as ~mong .employees, has grown to favour liberal 
wage pohcieso combmed Witl! Improved management and technical 
prog~·ess leadm~ to lo~er pnces, as a means of maintaining " pur
ch.asmg power . Tins general view. has too many facets for any 
bn~f summary to be adequate. It 1s closely connected with the 
~esire to extend m~rkets downward into lower ranges of income, . 
m order that the mcreased demands thus liberated may make 
possible the economies of standardised mass-production. This 
is not the place to examine the validity or the limits of such a 
doctrine. Its existence should be recognised, however, as one 
of the forces :making for higher wage rates, shorter hours and 
improved working conditions. 

Any attempt to estimate the proportion of national income 
in various countries which is received directly by workers in 
the form of wages encounters, not only a paucity of statistical 

·information, but very considerable difficulties of definition. The 
proportion of wage-earners in the working community, as com
pared with those of independent small masters or salaried persons, 
is by no means constant, but varies considerably between different 
countries and in the same country at different times. At a certain 
stacre of industrial development, the independent craftsman 
tends to be crowded out by the competition of la~ger units 
of production employi~g ":age:-Iabour; but .a stage 1s reached 
later at which the rationalisation of mdustnal processes tends 
to reduce the wage-labour required, so that the: displaced workers 
become salaried employees or endeavour to f~nd new .and oft.en 
independent occupations. The much great~r mcrease. m sal~nes 
than in wages during the post-war deca?e m the Umted States 
is partly due to this development, which on the whole repre-
sents an economic gail'!· . . . . · . . . . . . .. 

With this qualificatiOn m nund, 1t IS _penmssible to. c.onclude 
from the summary table. pelow that, m ~he cpun~nes where 
statistics are available, wage-payments . dunng. the first decade 
after the war at least maintained their relatiVe share . of ~he 
national income. It . is probable. indeed, that ~he proportion 
of national income directly paid to the w~rk~rs Ill the !~rm o: 
wages and salaries increased. When the 1lldirect provlSlon o 
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•• real income " noted above is considered also, it becomes cleat 
that the standard of living has risen substantially. 1 

Percentage of National Income paid as Wages, Wages and 
Salaries, or Earned Incomes. 2 

(I, Wages; II, Wages and Salaries; III, Earned Incomes.) 

United United 
Year 

Aus- I Bel- Ger· 
tralia gium France many States I Kingdom 

Ill I I I II In I . I I II I I I III 

1911 . . 56.23 43 75.5 
1913 . 34 43.6 45 36.4 52.7 

1924. 54.4 38 46.4 37.7 57.7 43-45 78.0 
1925. 62.2 44.5 56 . 37.6 57.2 
1926. . 43.6 56 38.1 58.2 
1927. . . . 42 44.1 55 37.3 58.2 
1928 . . 44.4 57 36.0 57.2 
1929. . . 57.0 57 
1930. .. . 41 58 

I 
The bearing of this conclusion upon the development of the 

crisis of 1929. and the subsequent depression. has two aspects. 
Not only the actual levels of wages, ·but. their flexibility, prove 
to be. important in periods of fluctuating prices. As subsequent 
sections of this chapter will show, levels of wages are not only 
relatively higher than they were, but they are more resistant 
to reductions in a time of falling prices. So large a part is played 
now in the determination of wage-levels by collective agreements, 

1 The table above is not inconsistent with the fact that, in the boom periOd, 
the increases in production were much greater than the recorded changes in wage 
rates. Information is fragmentary, but it may be noted that this discrepancy was 
greatest in the countries of most pronounced credit expansion. Between 1924 and 
1~29, producti. on in the United States increased by 25 per cent, whereas wage rat~s 
increased only 8 per cent. Steadier employment and higher earnings reduced th1s 
gap, but. the proportion of national income paid in wages fell appreciably. In 
Sw~den, production increased by 30 per cent an,d wage rates by 13 per cent, 
while the proportiOn of earnings also fell. 

1 Sonrces : 
Australia: Sutcliffe "The Australian National Dividend", Econol!lic 

Record, 1926, and Copland and Shann, The Crisis in .4.ustralzan · 
Finance, Sydney, Anaus Robertson, 1931 

Belgium : Bulletin de fa Banrrue Nalionale · 1930 page 377. 
France : Bulletin de /a Slalislzque Gent!rale de /a France 1931, page 557. 
Germany : Slalisliches Jahrbucll, 1931, page 352. ' .. 
United States: King, The National Income page so· New York: Nat10nal 

Bureau or Economic Research, 1930 ' ' 
United Kingdom : Bowley and Stamp,: The ·National Income, page 50; 

• 
1907

_ Oxford:. Clarendon .Press, 1927. 
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ap.d in some cases by legi~lation, that not even severe and 
prolonge~ unemployment brmgs about the reductions that used 
to be ~eh~d. l~pon as on~ rneasure of adjustment in crises. 

Tlus r~gidrty at a htgher level is~ of course, paralleled by 
other de' elop~ents of . the economic structure, particularly 
by th~ gr~atl:y- mcreased vol~m~ of debt and high rates of interest. 
The distributive struggle which IS a necessary part of any economic 
order based upon free enterprise has taken a new turn with 
the dev~lopment of t~1e contractual idea in wage payments as 
well as m debt commitment$. It has been arcrued earlier 1 that 
the greater proportions of the national incor:e claimed . on the 
one side, fo~ debt serv~ce and, on the other, for wage p;yments, 
both of which categones are regarded as fixed and invariable, 
have concentrated the pressure of deflation, after the breakdown 
of the credit expansion in 1929, ttpon the more variable shares 
in national income, and particularly upon the profits of business 
enterprise, with the result that the mainspring of economic 
effort under the present system has been weakened. Restoration 
of the profits of enterprise," in default of a rise in prices, neces
sitates a reduction either of the debt claims or of the standard 
of living of the workers, perhaps of both. In the crisis as it 
stands in the spring of 1932, schemes and projects of a more 
permanent character, such as the various proposals, on the 
one hand, for a reversion to a freer, or, on the other, progress 
towards a more completely planned, economic organisation. 
must necessarily wait upon a measure of recovery from · 
depression. Economic activity must be revivecl before it can 
be reorganised,. and any . restor~tiye mea~ure~ invplve some 
sacrifice of claims at present ngtdly mamtamed m face of 
shrunken national incomes. 

The various methods which have been proposed as ways 
of escape from this dilemma fall into. two main cla,sses - the 
restrictive or deflationary group, wluch tends ~o concentrate 
upol). readjustment ·by reductions of pres~nt clmms upon pro.
duction, and particularly by wag~ reductiOns; 1;1nd the ex~an~ · 
sionist or inflationary group, which plans monet.ary or. othet 
measures designed to restore a higher level o_f pnces, .Without 
cutting down the nominal value of present clmms. While there 
are an almost infinite variety of plans propose~, and th~ b~oad 
distinction drawn above ignores many essenttal complications 
of an extremely difficult problem, it remains broadly true that the 
chief division of opinion lies between those wh_o ::J.dvocate measure~ 
of deflation which place a. large proportion of the cost o 
readjustment. upon what they regard as ~~ntenable standards of 

1 Chapte~ I, section (vii)· 
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living, an~ those whose ~dvocacy . of 'inflationary. measures 
is based largely upon the )lehef that Ingber levels of pnces would 
reduce the real burden of debt services. 

(ii} WAGES IN THE' DEPRESSION .PERIOD. 

The advent of severe economic depr~ssion characterised by 
an extrem~ly sharp and long-continued fall of commodity prices 
not only ra,ised into clear relief ~~e extent to,· which the new 
conceptlon ·of the s~andard of. livmB . had gamed acce:ptance, 
but also challenged Its economic validity. It was not, mdeed, 
until a comparatively late stage of the depression that attacks 
upon the standard gathered force. · In 1930, the unanimity 
with which it was agreed that. the maintenance of· existing 
standards was both right and expedient was quite remarkable. 
The persistence and intractability of the depression gradually 
undelmined this attitude, and by the beginning of 1932 strong 
deflationary policies were in operation in many countries. 

· The whole· problem was complicated by the fact that, in the 
preceding period of credit expansion, particularly in the years 
1925 to 1929, the maintenance of cheap rates of short-term 
credit together· with high· long-term rates of interest had over
extended consumption, particularly of certain new manufactured 
commodities .. Attention has .been paid, in previous chapters of 
this Survey, to the disturbing effects of this credit expansion in 
many varied aspects of economic organisation ·- the misdirection 
of capital to.· over-developed consumption industries and to 
unproductive " distress " borrowing, largely for consumption 
purposes ; the maintenance of high agricultural price-levels on 
the basis of valorisation schemes ; the promotion of security 
speculation. The most .important effects of these disturbances, 
it has been .argued, were the maintenance for a time of consump
. tion at a very high level and the consequent pressure that was 
gradually exerted upon the profits of business enterprise. In 
the fuftation ·period, therefore, some part of the gain in wage 
rates and the rapid increase of "real income"· by the provision 
of. social ser:vices - achieved; as it was; contemporaneously 
·with a heavy accumulation of ·debt obligations - ·was really 
made at the expense of capital . consumption. 

In other words, the post-war advance in the standard of 
living (and in capital investment of various types) was co~
pounded of two elements - the first a genuine increase m 
production caused by rapid tech~ical progress a~d th~ restora~on 
of ~orld trade; the other a fortmtous addition by credit expansxon 
whtch created the possibility of still more extended consumption, 
in anticipation of which an investment poom reached large 



- 229 __,· 

proportions. Dt~ring the boom, serious maladjustments inevitabl 
took pl.ace. In Its final stages, investment in the new industri!s 
prod_ucmg go?ds . for ." durable '' consumption outran the pur
chasmg power. of their cons~mers, b~cause this was dependent 
upon the earnmg power of Indust~y m. general, and the forced 
development of the new. consumptwn. industries drained capital 
~esot!rces fro~ the. r~mamder of the mdustrial organisation, It 
ts t~IS f~ct whiCh hm1ts the prosp~ct, by further credit expansion, 
of nghtmg the balance by puttmg more purchasing power in 
the hands of consumers.. Each fresh dose of credit intended to 
~ncrease purchasing power in fact agg.ravates the maladjustment 
m the long run, unless at the same time there is a considerable 
liquidation of existing claims on industry. 

When the boom burst in October 1929, the economic orga~ 
nisation of the world had, been saddled with heavier monetary 
claims upon its produce - with. much greater obligations of 
debt on the one hand, and with higher standards of living and 

· wage payments which were embedded in social approval on. the 
other. Expansion of credit had stimulated a forced and uneven 
economic development in the course of which capital had been 
wasted, partly by over-extended consumption, but latterly, 
also, by investment which was misdirected iri anticipation of 
still further extensions of consuming power. If an example may 
be over-simplified, the world was tempted by cheap credit, 
first into buying more motor-cars than its resources would in 
reality permit (due regard being had to other wants), and then 
into providing equipment for making still more motor-cars, on 
the assumption that demand would continue to increase at !he 
artificially stimulated rate~ It attempted, by the s~J!-decepbon 
of book-keeping; to arrive immediately a~ the legitimate g?al 
of hicrher livincr standards which it had m fact been steadily 
appr<~aching by

0 
the slower but substantial progress of organised 

real effort.. ·In the result, nQt only the inflated stan?ards of the 
boom, but ~lso the hardly-won gains of genuine techmcal progress, 
are in danger of being lost. . . • . . 

The processes by which t~e d1vers10n; m th.e pre-depressw~ 
period, ot capital resources mto chann~ls w~1ch were P.artl~ 
wasteful caused a severe fall in commod~ty pnces ha~e al~ead) 
been discussed.l When the price-level be~an to fall, ~ s1t~atwn of 
deadlock was created, since much heaVIer d~bt ob~tgatwns and 
improved standards· of li'Vi.ng were incompatible Wl!h a greatly 
shrunken nominal income. The distributive conflic! between 
the remuneration of capital and th~t of labour was llllmensely 
.aggravated. Reduction of the clrums upon mdustry became 
~--

1 See :chapter II, section (i), 
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.inevitable, since both the n_ominal .and t~e real value of. total 
production shrank. The. shrmkage m nomma_l value because of 
. a falling price-level was not the result of a Simple and uniform. 
scalincr down of prices, but a very rou&h and harsh dracrging 
down °of those. prices which had least resistance. So many 

15
mal

adjustments are created in this process. that there is inevitably 
a shrinkage of production, thus reducmg the real as well as 
the nominal value of the total product. The . extent of this. 
paralysis of productive effort has already been disclosed.l It is 
unfortunately, a cumulative process until such time as th~ 
claims to shares in the total produce of industry are reduced to 
levels which again make enterprise profitable, or until a fresh 
expansion credit is successfully launched. 

In . the. present depression, the difficulties of any very real 
reduction of these claims have been greatly increased by 
the fact, previously examined,2 that both capital claims and 
standards of Jiving have proved to be more rigid and less capable 
of modification than in previous depressions.. The capital market 
has been burdened with the enormous volume of claims originating 
in the waste of capital during the. war, the spendthrift borrowing 
after the war and the misdirected and wasted investment 
in the period just before 1929. An unfortunately large pro,. 
portion of the debts thus incurred has gone through the channels 
of public borrowing. The capital has been lost or used 
unproductively ; but the claim is not written off and remains 
as a charge upon Governments, which they must transfer to 
industry in .the form of heavy taxation. Another substantial 
proportion has gone through the. channels o£ banking, and itS 
loss or impairment has. tied up the monetary systems of many 
countries, which thereupon: have been supported by State 
guarantees. The liquidation of industrial capital,. which is a 
normal consequence· of depression, has not been able to rid· 
industry of its ~xcessive load, an:d cannot do so until taxation 
can be reduced and credit can be liberated by releasing the 
banks from their frozen advances. Moreover, the continuance 
of heavy taxation and insecure banking conditions continually 
increases t~e pressure UJ?On _what were sound productive invest
~ent~. EXIstmg plant lies Idle, new capital cannot be tempted 
mto mdustry and production diminishes. · ·. 

In much the same way, th~ rigid maintenance of high nominal 
wage rates and. of greatly increased social services and bene.fits 
has operated to prevent a. scaling down of the labour clauns. 

· upon the product of industry. Labour also is forced into idleness 
and the volume of unemployment constantly grows. 

1 See Chapter Ill. · 
• See Chapter l, section (vii) . 
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.At ~he c~mmencement ?f the del?ression, there was almost 
worl~wide fmlure to r~cogmse !heumversality, complexity and 
gravity of the econormc maladJustments that were destined to 
work thems_elves out relentlessly in a cumulative pressure of 
profit ~nd m~ome deflatio!l. Mr. Lippmann has collected an 
unpress~ve strmg_ ~f quotatiOns from Government, b.usiness and 
economic .. autl:ontles in the United States which sufficiently 
p~ove tl~1s p_omt.I The keynote was struck by the President 
hlffiself m Ius message to Congress in December 1929, when 
he announced that h~ had " instituted systematic, voluntary 
measures of co-operation . . . to make certain that the 
fundamental business of the country shall continue as usual 
that wages _and therefore. consuming power shall not be reduced: 
that a special effort shall be made to expand construction work 
in order to assist in equalising other deficits in employment ", 

There was, in fact, not only in the United States but univer~ 
sally. a general attitude of maintaining existing claims to income. 
Wage rates were far from being the only claims which were 
sustained .. A striking example may. be cited in the tariff and. 
fam1 relief legislation of the United States, where, in seeking 
to erect barricades against the first waves of depression,·" certain 
theories were considered axiomatic by the President, by the 
majority in Congress and by dominant public opinion. They 
were that the existing levels of industrial proflts, .the existing 
volume of industrial employment and the existing rate of wages 
were normal and secure, and that, therefore, any economic 
activity, such as grain farming or the manufacture of textiles, 
which could not be operated on this plateau of prosperity, 
needed somehow to be raised to it. '' 2 

During the whole of 1930, in most coun~ries. for whi~h records 
are available, nominal wage rates were mamtamed or mcreased, 

·while the cost of living fell steadily, so that real wages of employed 
workers rose. The barricade of sustained purchasing power was .•. 
however, steadily undermined by increasing unemployment, by an 
increasingly rapid decline in commodity prices, and by the deeper 
and deeper embarrassment of one group . of. producers a_fter 
another. At many sections of the barricade, mdeed, such actwns 
as the erection of higher tariff barriers, atte;'Upts to hold up 
agricultural prices and public works constructiOn prograiilll?-es, 
which either added' to taxation or drained still more capital 
from industry, had the e:ffe~t of. damming Up the forces · of 
deflationary adjustment which, m. consequence~ fi~st ~pr~ad 
themselves over a wider area and then broke With )rresistible · 

• Walter Lippmann, The United States in World Alfairs; New York, Harper's, 
1931, Chapters I and lJ, 

• Lippmann, op. cit., page 17, 
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force through the weaker parts of the structure. By the beginning 
of 1931, it was evident that hurriedly improvised conservatory 
measures could not cope with the situation ; but there had been 
little approach to any more radical solutions. 

There were some notable exceptions to the· general stabili
sation of wage rates and standards of living even in 1930 
Reductions began early in the mor~ heavily indebted and weake; 
competitive countries and industries. As examples, there may 
be cited the steady downward drag in Japan under the pressure 
of monetary deflation from the beginning of 1930 ; the drastic 
reductjon of the wages .of plantation workers in Brazil after the 
collapse of the coffee valorisation scheme in 1930; and the fall 
of agricultural wages in· both the United States and Canada in 
that year. These examples might be supplemented by others · 
but their general significance is clear. ' 

The daily rates of agricultural workers in the United States 
had stood at roughly 70 per cent above the pre-war level from 
1925 to 1929 ; but in the last quarter of that year the index 

·fell from 171 to 158. There it stayed during the first half of 
1930; but after the collapse of the spring revival·of that year, 
the pressure was steadily downwards. In the last quarter of 
1931, the index stood at 110. This steady weakening of 
agricultural wages is in significant contrast with the maintenance 
of industrial wages which the President.had secured by informal 
agreement at the outset of the depression. Even here, however, 
an increasing nm.nber of reductions in _particular industries slowly 
.lowered the average throughout the year. As late as July 1931, 

. several spokesmen of the administration J;easserted its policy 
of doing everything possible to avoid wage reductions ; 1 but 
the index, which had held almost steady at 238-239 through the 
first three quarters of 1930, .dropped throughout ·1931 till it 
·stood at 215 in the last quarter of the year. 

· It is significant, moreover, that the. weekly earnings showed a 
much more marked decline than the hourly rates, and a decline 
which began earlier. The statistics are reproduced as showing the 

·extent to wpJch short ~ime wa~ used in place of wage reduction . 

. Manufacturing Industries: General Index - 1\!Jen and Women. 

I . 1029 1930 1031 
. 1914 . 

III j vr J IX jxn mj vr I IX Jxn .. III 1 v_r Jrx jXll 
Hour!K earnings ·1100 236~38~38,238 2381239,?..381234 23o 1227,i2s,2t5 
Week y earnings.'. 100 228 226 2~8,220 2.17 211198190 187 181170 162 -1 lnduslrlal and Labour .Informatron, Septe~nber 14th, 1931. 
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To~ards the end of 1.930, the whole wage situation in many 
countn~s began to b~ senously affected by budgetary difficulties. 
W~en 1t b~came evrde_nt that the effort to maintain existing 
claim~ on mdustr:r wit.hout any means being discovered of 
stoppm~ the fall m pnces and production was beginning to 
unden:-tme budgetary an~ therefore cur~ency stability, these 
countnes took dra~tiC action. T~e first tmportant country to 
embark on a considered and radtcal scheme of deflation· was 
Italy. In November 1930, salaries and allowances were cut 
12 per cent. At. the same time, an extensiv~ campaign · of 
propaganda was armed at a general wage reductiOn of approxi
mately 10 per cent. It has been claimed that the corporative 
economic organisation of Italy enabled the Government more 
easily to break through the resistance of individual industries 
and interests in carrying out its programme of breaking the 
rigid structure of price and wage costs. 

In the middle of 1931, many other countries followed this 
line of ac.tion, mainly for budgetary reasons. The outstanding 
example Is Germany ; but reference may be made also to the 
situation in Australia and New Zealand. In both these countries, 
the heavy fall of export prices had seriously lowered the national 
income, and the export industries in particular pressed for 
relief from heavy costs of production. The Commonwealth 
Arbitration Court opened a Basic Wage Enquiry on August 
15th, 1930, and, despite intervention by the Commonwealth 
Government, on March 30th, 1931, the Court delivered final 
judgment which reduced the " real " basic wages of almost all 
workers. under its jurisdiction by an average of 10 per cent. Some 
of the State tribunals followed suit; but· in some States the 
existence of statutes pr_e~cribing basic ":age rates pr~vented 
such reductions. In add1tlon to the lowermg of the basic rate, 
a continuous fall in the cost of living lowered nominal wages 
still further for those workers subject to the Coi?monwealt~ 
Arbitration Court.· By October 1931, the total reductiOn approxi
mated 23 per cent.l Under the Premier's plan, 'Yhich wa~ launc~1ed 
in May and June after a report by a comn~1ttee of economists 
and treasury officials, Government expenditure . was reduced, 
taxation increased, internal loans converted, mterest rates 
reduced and relief given to mortgagors. 2 

The New Zealand Arbitration Court had reduced wa~es 
by 10 per cent on June 1st, 1931. In March of the followmg 

1 D B. c 1 d " Readjustment in Australia ", T'he Economic Journal, • • op an , 
De~eft,~~~ 1~::· afs~g~.._5~- Bland and R. ·c. Mills, " Financiql Reconstru.ction ", 
Economic Record, November 1931. · 

15 
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year. a scheme of retrenchment in so~e respects like that of 
,Australia was introduced, together with a further wage and 
salary cut of 10 per cent. . . . · 

In Germany there was some evidenct: of a downward pressure 
on waaes at least from the beginning of 1931.. The Government's 
progr~e of retrenchme~t. b~~a~ with the 6 p~r cent cut in 
salaries in February. which mitiated the practical measures 
announced in the ~mergency Decree of December 1st, 1930. 
In Germany. n~ per cent of. the. total am.oun~ ·of wages l:l.nd · 
salaries was subJect to deter:rrunatwn by legislation or collective 
agreement. A very vigorous effort was necessary, therefore 
to break through the maintenance of w~ge rates when budgetary 
equilibrium. was threatened i.n the middle of 1931. Another 
Emergency Decree on June 5th reduced salaries and unemploy
ment relief and the Hoover Moratorium gave temporary relief · 
but after the departure "of (ireat Britain from the gold standard 
the strain was renewed. The . Government's defence against 
devaluation of the currency took. the form of the drastic and 
unprecedented .measures contained in the fourth Emergency 
Decree of December 8th. 1931. A general wage reduction was 
part of the scheme. together 'vith a lowering of cartel prices; 
public utility rates, house .rent and interest rates. The. general 
principle of wage reduction was to . get back to the level of 
January lOth, 1927; provided the change did not involve more 
than a 10 per cent cut. the object being to get rid of the increases 
which occurred in the period of credit expansion 1925-9. As a 
total result of these various steps. the general index of wages in 
G:ermany has fallen from 107. jn 1930 to 90 at the beginning 
of 1932,1 · 

In AugUst 1931, budgetary difficulties· had become evident 
in Great Britain· also. Moreover. the pressure of circumstances 
had lowered purchasing power in British markets and 'in some 
cases reductions of wages had given an · advantage to r.iyal 
·expo~rs. The export industries of most countries were feebng 
the strain of diminished purchasing power in the agricultural 
markets ; but wage standards were for the most part tenaciously 
maintained· despite a growing volume of unemployment. It 
was not till the latter part of 1931 that deflation in Italy. Germany 

· and the United States and devaluation in Great Britain threatened 
to c~use an international competition in -lowering costs of pro-
ductiOn. · 

· . In_Grejlt Britain. trade-union organisation was strong enough 
to resist ·wage reductions in face of a serious decline in the 
export trades. increasing unemployment and a difficult budgetary 
----

1 International Labour Review, M a:y :i 932. 
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situation .. In August 1931, the newly formed National Govern
ment ~amed through lil: reduction in Government expenditure, 
irtcludi~g that on salanes ~nd on unemployment benefits, but 
industnal wage rates remamed steady on the average, The 
pressure for reduction was eased when Great Britain abandoned 
gold in the following month. 

The export advantage gained by Great Britain and those 
countries which followed . her action in abandoning gold was 
partly met by drastic efforts .~o close domestic markets and 
so shelter the price and wage structure in the countries remaining 
on the gold standard. Many of them - Switzerland, Czecho
slovakia, Poland and France, ·for example - still maintained 
their wage rates ; but the United States, Italy and Germany· 
began strong policies of wage reduction. . 

In the first half of 1932, the movement for "wage reduction 
gathered force. A substantial proportion both of the industrial 
and of the.· agricultural. countries had removed the immediate 
pressure on their wages and price systems by going o!I gold. 
The annual wage contracts made in Europe in the spring of 
1932 felt. the pressure and reductions were inevitable. Both in 
agricultural and in industrial industries, wages fell. Complete 
statistics are not available, but the summary table on page 83 
and the diagram below will show the movement of wage rates 
in the depression period. . . . 

Cumulative Percentage of Tolal Reported Wage Reduclions in the 
. United Slates, by Months from January 1930 to April1932. 1 
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Index-Numbers of Money Wages 1·- Average 1929 = 100. 

United States Japan Germany Denmark -France 

Agri- -
Date Industries culture Industries Industries Industries Mines Hourly ~en) Daily Hourly Hourly Daily earnings aily rates rates earnings earnings rates 

1929 III 100 99 .100 98 94 
VI 100 102 100 100 98 
IX 100 103 '100 100 100 
XII. 100 96 99 100 101 107 

1930 III 100 94 99. 101 100 108 
VI 101 94 98 101 102 109 
IX . • 100 92 96 101 102 108 
XII. 99 88. 95 101 10!). 108 

1931 III 97 77 93 98 102 108 
VI 96 74 92 95 102 103 
IX 95 71 92 95 102 103 
XII. 91 65 91 93 103 103 

1932 III 

Italy Poland United Czecho- Australia New 
Kingdom slovakia Zealand 

Date Agr., Industries Agr,, 
Industries Agr., 

Mines, etc. Mines; Industries etc. Mi.nes, 
Ind., etc. Daily . Ind., etc. Hourly Hourly Ind., etc. 
Hourly Weekly rates Weekly 

earnings rates rates rates rates 

1929 III . 98 99 100 99 100 100 
VI . 101 100. 100 100 100 100 
IX 101 . 100 100 100 100 100 
XII 100 101 100 100 100 

· 1930 III . 98 102 99 101 100 100 
VI 100 . 102 99 103 98 100 
IX 97 102 99 103 97 100 
XII. 93 102 99 103 95 100 

1931 III 88 100 99 103 92 99 
VI 90 100 98 103 89 89 IX . 87 99 97 103 88 .89 XII. 86 98 97 103 89 

1932 III . 93 96 
1 

The index-numbers. refer m general to the average for skilled and unsk!lle: 
men and ;women, the mdex-numbers for France Australia and New Zealan 
only to skilled and unskilled men. ' · · · 
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T~e gen~ral impression gained from this table is .. very clear. 
Despite a~ mcreasmg number of reductions in the latter part 
of the penod. covered,. the resistance of wage rates to even the 
strong . deflationary forces of such a severe depression has 
been most m~r~ed. The . concept of a minimum guaranteed 
~tandard of hvmg has eviden.tly ~ain~d pow~rful acceptance 
m alm~st ~very country. As the hqmdatlon of the crisis proceeds, 
the gams m the standards of wage payments which were based 
?n ·~he pr~ceding credit expansion may be wiped out ; but there 
IS httle sign of any tendency of the basic conception of a 
guaranteed standard being weakened. 

(iii) THE EFFECTS oF THE DEPRESSION UPON SociAL· Poucv . 

. Atten~ion. ha~ already been drawn to the importance of 
socwllegislatlon m the post-war decade. Such legislation covers 
so wide a range and affects economic life in so many ways that 
its ~osts and the benefits ~eriyed. fro~ it are not capable of 
precise . measurement. Social legislatiOn has gained a great 
impetus in recent. years. Precedents continually broaden, the 
provision of elementary education extends upwards to public 
support of higher education and downwards to measures of 
medical inspection and feeding of schoolchildren ; the principle 
of pensions, once admitted, is applicable not only to old age 
but to widowhood and invalidity ; insurance covers not only 
unemployment but accident risks. . The general assumption of 
public interest in private welfare is, in.deed, capable of application 
to an ever wider range of State action. Its development bas 
already introduced a large element of " planning " into the 
social organisation of most modern communities. 

The advent of a severe and prolonged depression, with its 
accompanying distress . and. individual . hardsh!ps, inevit~bly 
creates a strain upon the vanous mecharusms built up to reheve 
poverty and promote welfare: Tbe first effect of depre~sion 
is clearlyto throw a much heavier burden upon ~hese mechamsm~ .. 
The final section of this chapter draws attentiOn to t~e magru
tude of this burden in the case of unemployment msurance 
and relief. The rapid multiplication of claimants has in many 
cases. destroyed any actuarial .basis the, various . unemplo~ent 
insurance schemes may have had and turned them rather mto 
mechanisms for the redistribution of income. In the same way, 
economic depression inevitably increases the cost of all for~s 
of social relief, More schoolchildren ha;re .. to b~ f~d by public 
action, . reduced earnings and psycl~olog1cal s~ram ~ncrease the 
amount of siclmess, and a far heavrer expenditure IS ne~essary 
for poor relief. 
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. Moreoyer, in ~ost cases statutory prov~s~on for these mis
fortunes IS ~xed m monetary terms, so that m_cr~a~ed_ demands 
must for a time he met at fixed rat~s out of di~Imshmg public 
income.· As one. result, ra~es of taxatiOn, _both natwnal and local, 

. are kept at a high level, 1f not actually mcreased. In this way 
the costs of industry are adversely afi~cted at a time· whe~ 
falling pr-ices an~ red~ced ~urnover ~av~ m a~y case diminished 
the pr?fit-marg:m_ wluch 1s. the. chief mcentive to enterprise. 
Borrowing for relief purposes, either by the State or by local 
governments, further adds to the difficulties of. industry by 

. drawing off capital from investment purposes to those of imme
diate consumption, while keeping the rates of interest high. 

Any long-continued drain of this kind is bound to be reflected 
in budgetary difficulties, and these difficulties, which became 
acute ·in most States in the autumn of 1931, rendered it necessary 
to reconsider at least the rates and conditions of relief, and 
possibly the whole structure of the relief system. The continuance 
of depression, theref6re, inevitably tests ~he economic soundness 
and the political basis of social policy. . .. 

Such facts as these lend special interest to the review of 
social policy in various countries undertaken by the International 
Labour Office and briefly summarised in the Report of the Director 
to the annual conference in April 1932. 1 In the preparation 
of this review, extensive use was made of special enquiries under
taken by correspondents . of the International Labour Orga
nisation in several countries. The general trend of the reports 
is clear. In Germany, " there has not been at any time any 
question of going back on the established principles of social 
insurance, and the endeavours made by the last ordinance to 
balance at a given level all the activities in the ~conomic or 
labour departments of life in Germany has removed any impres
sion that there could be any real attempt at social reaction:·. · 
In Great Britain, " on the whole it cannot properly be said 
that there has been any social retrogression ". In Poland, 
''_working conditions in places where Government supervision 
and trade-union activity are exercised would not appear to 
havt< b~en changed to any appreciable degree". Much the same 
report 1s. made of Roumania, Belgium, Czechoslovakia and Franc~, 
where, mdeed, · " the depression period is rather notewort~~ 
for the development of measures for the relief of the unemployed · 

. Notable. activity in social policy is reported also for Spain a_nd 
for Brazil.· In the United States also, the unprecedented severity 
of the depression has greatly increased the tendency towards 

1 Pages .20-25. 
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protective labour legislation,_ '' ?l~arly contrary to all tradition 
~n. the. U •• ~·A. a_nd .to th~. mdt~Idualistic spirit which inspires 
Its policy . Vanous mamfestatwns of this trend are noted _ 
'·' some ~undred Bills .on ol~ age pensions are at present before 
the Parha~ent~ of. thirty-mne States ; five such Bills have been 
adopt~d i m SIX~een States,. Bills have been brought in for 
establrslung pubhc systems of unemployment insurance and 
an . o~iginal syst_cm of providing unemployment benefit has 
been mtroduced m the State of Wisconsin ''. · 

As .a result of this survey ~f developments in many countries, 
the Director of the InternatiOnal Labour Office, after noting 
the ~~verse efTec!s of the depression upon the life of working-class 
famthes, emphasises the general conclusion that '' it is a fact of 
considerable historic importance that, in spite of the. unprece
dented depression, labour legislation ·has been almost unshaken 
in all countries, and that the principles of the protection . of 
the workers and social insurance have been reaffirmed ". 
· . In qualification of this broad general conclusion, there may 
be noted some tendency for the pace of legislation to be slowed 
down, and also some definite readjustments of existing benefits 
in order to meet the pressure of lower prices and budgetary 
difficulties. Particulars of some early readjustments. are given 
in the report cited. In Germany, " the general level of social 
insurance has been restored to the 1914 level, except as regards 
family assistance '', and '' several hundred thousand pensions 
have been. stopped ". In Great Britain, benefits have been 

. somewhat .redi.tced, contributions increased and tests imposed 

. in the case of unemployment insurance, while subsidies - e.g .. , 
to the national health insurance scheme - are reduced, as part 
of a aeneral retrenchment policy. In Australia and New Zealand 
also,"'the social services have been retrenched - unemployment · 
payments reduced, old-age and other peiJ.sions cut and, in New 
Zealand, family allowances abolished. . . . . . . . . · 

··The general slowing-down of new legislatiOn IS not easy to 
estimate, since the political prospects of Sl;lch measures ~re 
generally uncertain. The employers' g~oup m the Governmg 
Body of the International Labour Office, m October 1931, pr~ssed 
for conservation and consolidation of results already ~clueved 
rather than the continued efiort to pr~ss· forwar~ _With new 
reforms which, in its judgmen~, "would m':ol_ve additiOnal costs 
for· :many countries and so render more difficult the necessary 
adaptation to the ne:.V economic conditions ''. T~is plea, however, 
'Was bverruled by the decision of the Governmg Body to add 
further questions to its agenda for 1933.. . . . . ... 

While, therefore, the depression! partic~larly m 1ts later 
stages ·of budgetary diff~culty, has, -m certam c~ses, somewhat 
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hampered the extension and even curtailed the scope of existing 
national and international legislation, the enormously signi
fican! fac~ _has emerged th~t such legislation, guaranteeing a 
certam mm1mum of prqtectwn to wage-earners, has become an 
integral and apparently unshakable part of the social orcrani-
sation of almost every country. · o 

(iv) THE PRoBLEllf o;F UNEllfPLOYM:ENT. 

Unemployment, in all its varied forms, ·is by no means a 
new problem. It is essentially a problem of organisation, present 
in some degree at all times in every economic system. The 
peasant farmer of China, whose holding is too small to keep 
him occupied much more than about a fourth of his time 1 • 

the independent craft worker in Europe, whose receipts fall off 
in times of depressiqn ; the Lancashire mill-hand working short 
time ; the labourer who works only t:wo or three days a week in 
an American motor-car factory, all suffer, though in different 
ways, from the lack of remunerative work which, in other circum
·stances, throws men and women into total idleness ... It is pro
babl~ that, on the average, there is less employment, or more 
under-employment, . in the simpler agricultural countries, and 
that this .failure fully 'to utilise available human energy is one 
of the main causes of the low standard of living common in such 
countries. But, if .the highly elaborated prganisation of indus-

. trial countries both raises the standard of living and reduces 
the total volume of unemployment, the very elaboration of 
the o;rganisation renders it more liable to break down. Moreover, 
such organisation tends to concentrate what unemployment 
there is upon the less fortunate workers and to render its cost 
to the individual very heavy. The necessity for public action 
to diminish unemployment and to relieve distress arising from 
it is therefore greater in the highly organised industrial countries 
than in the simpler agricultural communities. As . industrial 
progress spreads, there "is, on the average, less unemployment in 
the world as a whole ; but it becomes more concentrated, more 
harsh in its incidence and more dangerous socially. 

It is the periodic aggravation of such concentrated unemploy
ment, leading as it does to · social distress and deterioration, 
mainly in industrial countries, rather than the more diff'\lsed 
un~er-employment characteristic of agricultural organisation, 
which presents the most urgent social problem of the present 
day. · 

1 J. L. Buck, Chfnese Farm Economy: Chicago University Press, 1930, page 231. 
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It 'Yas wei~ r~cognised, even before the war disturbed 
econom1~ orgamsat10n so badly, that some measure of continuing 
or chrome unemployment was a characteristic feature of modern 
industrial .life, This minimum of unemployment caused by 
technic~ progress, by. chang~s i!!- consumer's demand, by lack 
of m~b11I~y. or economic quahty m certain individuals, by poor 
prgamsat10n of . the labour market, and similar causes . was 
increased from time to time by seasonal and cyclical fl~ctna .. 
tions of ~conoJ?iC activity. The extent of unemployment was 
greates·~ m wmtet, . was aggravated in . periods of economic 
depression, and apparently also was.·. Jiable to be increased 
when there was· a downward trend in the general }evel of 
prices. 1 · · 

Since the war, however, the volume of persistent or chronic 
unemployment has been very much greater and has become a 
serious social problem in many countries. In Great Britain, 
as late as 1919, the Government Actuary estimated an unemploy
ment risk of 4.5 per cent of the insured workers, 2 and it was 
later suggested that the difference between this estimate and 
the much higher percentages registered in post-waJ.' years was 
" a rough indication of the specific addition to unemployment 
which must be attributed to the war.'' ;J While the increase of 
unemployment during the post-war period is most obvious and 
more easily recognised in such countries as Great Britain and 
Germany, it is by no means confined to such countries, Complete 
statistics, particularly for the pre-war period, are not available 
for many countries ; but there seems little doubt that the econo
mic disorganisation of the post-war years, to which reference 
has already been made in various connections, in.creased very 
greatly the minimum of unemployment which may be regarded 
as chronic. 
· In the case of Great Britain, if 4.5 per cent was regarded as 
a normal percentage based on pre-war experience; the lev~l of 
somewhat over 10 per cent which prevailed in the relatively 
good years 1927-1929 represented, atleast in part, a substantial 
addition to (perhaps a doubling of) the minimum ~o be reckoned 
with. It was difficult to accept such a ~uggest10n before the 
present depression ; but the subsequent mcreas~ of the per
centacre in 1930-1932 to well over 20 per .cent of the. total 
insur:'d workers is an indication th~t the cyclical aggravatwn of 

' International Labotir Qffice, St.udies and Reports Series C.No.16: ,Geneva, 
1931, pages 97-118. · . . t XVI · · 

: HSee disccu1 ssionTJ.~ P~;~tv:rgVn~~pJ~~m2:f~r:~lem: London, Macmillan, 1929, enry ay, . . · · · . · 
. page 29. · 
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unemployment .i:Q. that country now begins from a much 
greater minimum. · . · 

While this post-war. increase in the irr~ducible minimum of 
chronic unemployment is p~rhaps not universal,. since certain 
cou~tries. have enjoyed fairly long SJilells of p1:ospenty and active 
busmess ln. the post-war decade, 1t IS very Widespread. Even in 
the prosperous countries, it. is probable that short spells of 
unemployment for many workers were a greater problem than 
the statistics (or lack of statistics) indicate. The absence of 
provision for unemployment insurance or relief which is notable 
in many of the more fortunate countries is • quite compatible 
with the existence of a fair volume of unemployment. Moreover, 
the stoppage of migration, especially in bad years, has mini
mised the apparent 'growth of unemployment in some countries. 
It is evident, for example, that, in both the United States and 
France, as well as in some of the British Dominions, the unemploy
ment figures might have been considerably higher if restrictions 
had not been imposed on immigration. 

A tabulation of such statistics as are available indicates 
that, even • before ·the present depression set in, there was a 
large volume of unemployment in most countries. The reasons 
are not far ·to seek. The economic system. works less smoothly 
than before'the "'-ar. There is less confidence, and therefore less 
readiness to rely upon international co-operation in trade, invest
ment; migration ; important parts of the economic system, in
cluding wage payments in most countries, ar.e more rigid ; large
scale industrial methods have been malting great strides - and 
therefore the difficulties of so organising industry as to occupy 
all the available workers are greatly increased. A ro~gh calcu
lation at the depth of the economic depression, in the spring of 
1932, gives a total of 20-25 million workers unemployed in the 
'!orld .. This alarming total is very s~gnificant, but no less signi
ficant Is the fact that, all through the prosperous years from 
1925 to 1929, before the depression broke, there persisted a total 
of unempl~yment which may pt;rhaps be guessed at' 6-8 millions. 
That this 1s not an exaggerated guess may be judged from the 
incomplete statistics shown in the following table, which do not 
cover all countries, or all unemploY!Jlent in most of the countries. 
The ~xistey.ce of chronic unemployment on this scale is evidence 
of economic. maladjustment quite sufficient to explain the sub" 
sequent collapse in the depression ·years. · 

As the tabular statement shows very clearly, ~owever, the 
onset of the. depression has greatly increased the number of 
une~ployed in practically every country. The latest statistics 
available at the moment of writing show that, in February and 
March 1932, unemployment was still increasing almost everywhere. 
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N alional tJ nemploymenf Statistics at the End of E 1 y . 
1925-1931. 1 . . ac z ear 

Country 

Canada 
Japan • 
Germany. 
Austria 
Belgium . 
Denmark. 
Danzig. 
Estonia 
Finland 
France. • 
Hungary , .. 
Irish Free State • 
.Italy 
Latvia. 
Norway . 
Netherlands 
Poland. 
Roumania . 
Unit. Kingdom • 
Saar ••••.• 
Sweden . • . 
Czechoslovakia • 
Yugoslavia · 
Australia. 
Ne'v Zealand . 
U.S.S.R.. 

(OOO's omitted.) 

1925 1926 1927 1928 1929 1930 19.31 

12 

1,499 
209 
27 
86 

9 

1,749 
205 

18 
89 

3 4 
2 2 
1 17 

28 22 

122 181 
5 5 

26 31 
45 36 

311 190 

1,243 1,431 . 
46 48 

. 

12 

1,400 
207 
35 
87 

4 
2 

27 
14 

. 26 
414 

6 
29 
45 

165 
14 

1,194 
4 

51 
46 

34 25 39 
2 3 6 

951 1,289 1,352 

13 24 37 40 
315 362 471 

1,830 2,851 4,384 5,668 
203 227 295 330 
28 29 118 164 
78 63 73 97 
13 16 24 33 
8 . 6 6 9 
3 9 9 17 
8 11 23 177 

15 20 26 33 
26 24 26 31 

364 409 642 982 
14 8 10 22 
24 22 27 35 
38 49 81 147 

126 185 300 312 
72 7 36 49 

1,334 1,344 2,500 2,671 
8 11 15 35 

50 54 83 110 
39 53 240 486 
6 6 10 15 

43 57 105 119 
6 1 8 46 

1,616 1,310 240 

Only in Australia and New Zealand had slight falls been registered 
in. the three preceding months. 2 The Director of the Interna
tional Labour Office,, in his annual report presented. to the 
19~2 CoJ,Jference, estimated the number of tot~:~lly unemployed 
in those countries for which information of some sort was 
available at the end of 1931 ·as 20-25 millions. It is a depressing 
deduction ftom this estimate that some 60 to. 70 million persons, 
mainly in the highly developed and richer countries of the world, 

. . . . 

.' For .expla.nation of the figures quot.ed in_ ea.ch ca. sc.; s.ee successive issues of 
the Slalzstical Year-Book of the Lel!gue of Nat1ons. • . 

• Industrial and Labour lnformalzon, Vol. XLII, No. 1. . : 



-244.-. 

" are deprived of the means of existence arising from their own 
activity or that of those on whom they are dependent." 1 

The causes of such a situation are those which have created 
the period of depression and falling prices. The consequences of 
such widespread and persistent unemployment; on the other 
hand, particularly the diminished purchasing power of such larae 
numbers of people and. the very heavy costs (diminishing the 
purchasin~ power of other classes of the c?mmunity) which are 
involved m unemployment and poor rehef, form . a powerful 
factor in the continuance and deepening of the depression. 
From any point of view, unemployment is the most distressing 
social problem of the present day. It carries With it the risk of 
deterioration of skill and morale, of lowering the vitality and 
hindering the education and industrial training of large numbers 
of the people of every country. Unemployment is now on such 
a scale that this risk threatens not only adults but young persons 
·and, through the privation ·Of their parents, young children. 
The co~t of alleviating distress and minimising these risks of 
deterioration is a heavy burden on the, budgets of most countries~ 
but the social consequences of reducing that burden, both in the 
positive deterioration of economic quality and in the discontent 
engendered )>y misery,. are sufficiently clear to forbid much 
budgetary reduction, 

In the countless proposals for positive action to remedy the 
depression, the spectre of unemployment is. equally important. 
In this connectton,. it is perhaps sufficient to quote. the consi
dered conclusion of a recognised expert on the whole question 
of unemployment and its relief, repeated in 1930 after a second 
survey of the problems first studied twenty-one years earlier : g 

" Unemployment remains, in 1930 as in 1909, a problem 
of industry, not an act of God . •.. • , The problem of 
unemployment :- .. this is a .. Point that·cannot be too strongly 
emphasised - is insoluble by any mere expenditure of public 
money. It represents not a. want to be satisfied but a disease 
to be eradicated. It needs· not money so much as thought and · 
organisation. The repeated lesson of twenty-one years since 
those words were. penned· is how much more abundant is 
mo~ey_ than thought, how .much harder it is, for the cure of 
soc1~ ills,. to change men's habits and· open their minds th~? 
to slit therr purses ....... how .much harder and more jmportant • 

-.---

•· lnte~tional Lab9ur Conference, Sixteenth Sessi9n, Geneva, 1932 : :Repor.t 
ol the D1rector; page 15, .· . 
- • W. H. Beveridge, .unemploymeni: .A Problem of Industry: London. Longmans 
Green, 1930, page 419. · 



Chapter IX. 

THE STRAIN ON THE PUBLlC FINANCES. 

(i) TuE RotE oF THE STATE IN EcbNoMic LtFE .. 

It is a corr_unonplace that, in most countries since the war, 
the State and r~s orgar~s of government have come to play a part 
of great .and mcreasrng importance in economic life. This 
development has many aspects, of which conscious intervention · 
governed by ~co nomic purposes is only one. The whole· trend 
of . recent. social progress has been towards the co-operation 
of mcreasrng numbers. of individuals and, as the scale of economic 
organisa'~ion . has grown, the various organs of the State have 
almost mevttably been drawn into supervision, regulation, 
competition or monopolistic enterprise. The intervention of 
the Government in what formerly were regarded as private 
economic affairs has been particularly conspicuous since the 
war. Moreover, the growing political influence of the economically 
weaker classes of the community has led. to expenditures on 
social sel·vices whi.ch have the effect of redistributing the 
:national income. · .·. 

The rnere fact that so many countries have recently passed 
through the experience of a great war .is sufficient to have 
concentrated a great deal of power in the bands of governmental 
authorities. Large public debts have been accumulated and the 
taxation necessary for their service, added to that for 'Other 
forms of public expenditure, has rendered necessary a heavy 
toll upon private enterprise aJ;J.d private wealth. 

Unfortunately, also, as the statistics sunimarised below show 
only too plainly, the expenditure deemed necessary for defence 
purposes remains a very heavy proportion of the tot.a}. Inde~d, 
~xpenditure on defence, eyen . before th,e depressr~m set m, 
remained in many countnes, as large m proportron to the 
national income (though not in proportion to the tota~ Gove~
ment expenditure) as in the period of arme~ neutrahty wb1ch 
immediately preceded the war of 1914-1918. 

~ Cf Per Jacobsson 1• Armaments Expenditure of Ihe World" (reprint!'d from 
t;h~ Ec~nomisl, "Arm~m..,nts. Supplem;nt ", October l9th., 1.929}. 
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. Besides the still h~vy expenditure OD: defence services and 
1tems of State expenditure which are. legac1e~ of the war, such as 
heavier payments for debt and penswn serVlces, there is a large 
and growi?-g expenditure upon .the so-c_alled; soc!al seryices. 
These serVlces are not always stnctly defmed m discussions of 
public finance. In particular, the cost. of education. is often 
included. It is not always easy to draw a clear distinction 
between such services as education, which in most countries 
is rendered to the whole population as of. equal right, and those 
which are rendered to limited groups of the population for 
specific reasons of economic hardship, and which therefore 
cause a redistribution of real income. In the following discussion 
except where the context indicates the contrary, the tem 
" social services ': is used in the stricter sense as defined above. 
Attention has already been directed to the importance of the 
growth of such services. 1 They have been a factor in rendering 
the post-war economic system more inflexible and resistant. to 
change and have played a large role in the establishment of a 

·higher standard of· living for substantial classes of the people. 2 

At this point, however. they are viewed as one element in the 
growing public expenditures which, on the. one ha}ld, have in 
many countries endangered budgetary and ·therefore currency 
equilibrium, and, on the other~ have raised taxation to levels 
which are a serious burden upon industry. 

The facts of increasing expenditure and t.axation are well 
known, but not always easy to state with statistical. accuracY. 
State. accounts are notoriously difficult to disentangle and do 
not always ·contain the total public expenditure. The methods 
of presentation of the accounts differ considerably ; there are 
general and special funds ; sometimes gross and sometimes net 
expenditure is disclosed ; and the separate accounts of public 
undertakings are often of great importance. In any computatio.n 
of public expenditure, local governing authorities and other public 
bodies must be reckoned with ·as well as the Central Government. 
The financial relations of the various public bodies are very 
close, .so that there is COJ:!.siderable" difficulty .iii avoiding double 
countmg. All these and other reasons make it extremely. 
dif~icult to arrive at even an approxi,mate notion of the proportion 
which, public expenditure bears to the total national income. 
~uch computations have, however, been attempted in three 
Important countries. These are given in the following table, They 
must be read as significant only of the general· drift of develop
ment. There is little comparability between the methods by 

1 See Chapter I, section (v). 
• See Chapter VIII. 
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~hicb. publ~c expenditure? . on the one hand, and national 
1~come, on the other, are calculated; but the changing propor
tiOns shown for each country are significant, 

Total expenditure ot 

Country 
Estimated all public authorities 

Unit Year national 
income Percentage 

Amount of national 
income 

Germany :1.. RM. 1913-14 45,700 7,178 15.7 
(OOO,OOO's) 1925-26 65,000 14,465c 22.3 

1928-29 75,400 20,801 27.6 
Sweden 2 

' Rr. 1913 2,980 463 15.5 
(OOO,OOO's) 1928 6,750 1,473 21.8 

United Statesa $ 1913 34,400. .2,919 8.5 
(OOO,OOO's) 1925 79,200 11,126 14.0 

1929 85,200 13,048 15.3 

The importance of this table arises, not from any comparison 
between the three countries, which, indeed, is not legitimate, 
·nor from the approach to accuracy of the estimates made, but 
from the striking similarity of movement in tbe final column 
in. tb.e case of all three countries.. It is evident that a larger 
share of the national income in each case is passing through the 
accounts of public bodies. If such figures as are available for 
State and local. expenditure in other countries are considered, 
the result is broadly the same. 

If an attempt is made .to analyse this marked increase in 
public expenditure. relatively to national income, the results 
naturally differ widely from country to country. It is extremely 
difficult to summarise the detailed statistics, even for a few 
fairly similar countries, o.n anything like a uniform basis. ~ach 
country compiles its accounts in its own way, and. the relat10ns 
between different accounts vary, as do the relattons between 
private and public activities, and betwe.en the {1,mctions ?f ~he 

• '' Die Ausgaben und Einnahmen del' Olfentlic~en Verwaltung, 19~3-H to 
1926-27 " - Slalislisches Jaltrbuch des Deutschen Rezchs!. 1931. . . .. _ 

1 Statistisk Arsbok, 1931,, pages 273 .and 332; Arbelsloshel.sutreclmngens Betan• 
kancle I, 1931, page· 142. B ·d. N 

a " The Cost of Government '' l, National Industrial Conference oar , l. ew 
York, 1931,,' page 17. · 



central authority and the subordinate public bodies. To attain 
a sufficient degree of accuracy in the compilation therefore 
involves the necessity of collecting and dissecting the detailed 
accounts and of studying the administration of the financial 
system of the coup. try concerned, in order to get clear definitions. 
It is possible, however~ to pick out certain important types of 
expenditure which are .common to a great number of countries 
and to compare their growth in recent years. . In the following 
sections, special attention is paid to the amounts expended on 
debt service, defence, war charges and social services. The 
statistics used in regard to debt service have recently been the 
subject of special study by the Economic Intelligence Service · 
of the League, and the defence expenditure also has been care
fully analysed in the same way for some years past as part of the 
technical preparation for the Disarmament Conference. Expen
diture on social services is rather more difficult to summarise 
with accuracy, since the scope of such services varies considerably 
from country to country an:d. is very much complicated by the 
fact that subordinate (local and functional) public bodies parti
cipate so greatly in this type of expenditure that, in any attempt 
at estiination, allowance must be made for subsidies and cross 
payments of various kinds. Social expenditure has, however, 
come to be so heavy in many countries, especially in the depression 
years, that some preliminary attempt to estimate its importance 
is necessary. . _ 

~rolonged and detailed study of the public accounts of many 
countries. would be needed before any considered estimate of 
the relative iinportance to each other, and to the total expendi
ture, of each of the groups of expenditure selected for special 
analysis could be· attempted. There is, in the first place, no 
common definition or classification of these items of expenditure, 
which cannot ·therefore ·be compared as between countries. 
Some examples from particular countries may, however, serve 
t? show that these are th~ groups of main interest at the _pr_esent 
time .. In Germany, accordmg to the calculation of the Staltsltsches 
Jahrbuch, the cost of the army and navy compared with total 
~xpenditure fell from its pre-war percentage of 25 to 4 per cent 
In 1928-29; but the "war burden", internal and 'external, rose 
from 0.8 to 21.6 per cent. Debt service, apart from the " war 
burden ", was red_uced by inflation .from its pre-war level of 
6.6 to 1.3 per cent m 1925-26, but has since risen to 4.3 per cent. 
The expenditure _on general administration, .·police, justice, 
education, eco_nomic development, transport and public utilities 
- all the normal political and economic functions of the State 
in pre-war practice- in 1928-29 called for 45.3 per cent of the 
t~tal, as against 56.6 per Gent in 1913-14; but the expenditure 



. 
on social welf~re has grown from. 9.6 to -17.2 per cent and that 
on housing from 0.4 to. 7.4 per cent.t. . · 

;Germany i.s perhaps a'! extreme c~se. of the development of 
social expenditure ; but m Great Bntam the development is 
very marked also, and the tendency to increase is clear in most 
countries. A rough approximation of the :relative importance of 
the main items of expenditure by certain Centr~l Governments 
is shown in the following table. As. will be made clear later, 
such a calculation underestimates . the tendency for social 
expenditure to increase, since much 0f this expenditure is made 
by public bodies other than the central authority. 

• The detailed calculations are as follows ; 

DisTRIBUTION oF Puar..Ic ExPENDITURE !N "GEmiA."Y 

(Reich, :Lauder, Hansesliidte, Gemeinde m\d Gemcindcverbiindc). 

P!lrposc ol dlslmrsement 
1913• 1925•,.1928- 1913·1·1925-11928-
a 26 29 H 26 29 

R.ll. (OOO,OOO's) I Pcrcco tagc of total 

I. General and Financial Adml-
660 1,399 1,691 9.2 9.6 8.1 nistralion. . . . . . . ~ 

559 1,276 1,572 7.8 8.8 7:.6 it (a) Police and Justice . . • 
1,821 633 827 25.2 4.4 4.0 II (b) Army and Navy . . • . 
1,392 2,370 3,198 19.4 16.4 15.4 lii. School,· Science, Art, Church 

691- 2,·153 3,586 9.6 ·17 .o 17:2 IV. Social welfare . • • · . • 
31 1,070 1,M2 0.4 7.4 7.4 V. Housing ...... · · • 

VI. Economic development and 
1,018 1,454 2,224 14.2 10.0 10.7 communications 

429 484 ?38 6.0 3.3 3.5 VII. Public utilities . , .• · 
477 194 903 6.6 1.3 4.3 VIII. Debt service • . • . · 
. 36 28 26 0.5 0.2 0.1 IX. Miscellaneous . • • • • ' 2,022 2,315 0.8 14·0 11.1 { Internal 62 

0.0 7.5 10.5 X. \Var burden External 0 1,080 2,178 

14,465 
-- 100.0 100.0 100.0 

Total 7,178 20,801 

Public expenditure 
(Percent.age ol 

national mcome.) 

National Income 45;700 65,000 75,400 15.71 22.31 27.6 . 

Source ~ Einzelsc/LriflenRz!'~Sl~~~ik ~e:_g~e'J.~~~en Reichs, Nr. 10. Stalislisclles 
,J q.hrbucll des Deutschen etc • ' 

. _ d ;, the debt service is not included . 
• For " Gcmeinde" and " Gemeindt:vcr~: ;xception of such cases where a · 

here ·but under tlte .prope~b~eadt1;';'~\,ole d;bt service In .1928-29 ~~~~ib~i~~ 
division has prove!! Impossi. t · r the total expenditure. Pens10ns are 
1.,207 million -:i.e., 6 perh;:n of 0 expenditure- • 
among the :vanous branc 

16 
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Percentage Proportion of Main Items of Central 
Government Expenditure, 1913-1928. :~_ 

· Public debt 
Edn" roolnl De-Countcy Year fence Inter- Amf?r· trotai• 

ca- wei-
tion fare 

est tisallon 

Belgium .. 1913 27 30 .2 .32 9 7 
1925 I 14 21 3 29 6 7 

. 1928 10 14 17 31 7 7 

France 1914 42 -· - 19 9 5 
1925 13 31 1 34 6 2 
1928 16 25 11 36 6 2 

Great Britain . 1912-13 52 16 4 19 5 11 
1925-26 19 41 7 48 ·t 8 
1928-29 17 40 10 51 1 9 

Italy 1913-14 33 23 t 24 5 1 
1925-26 19 24 5 30 4 3 
1928-29 23 26 1 28 4 3 

\Var 
bur-
den• 

-
30 
29 

-
31 
26 

-
18 
14 

-
16 
11 

The outStanding features of thl$ table, summary and incom
plete as it must be, are the heavy expenditure on: defence, the 
growing debt services, the heavy war burdens for such items 
as pensions, and the substantial social expenditures .. Since, as 
will he shown later,. much of the. increased burden of debt is a 
direct result of the war, it is not possible, without much· fuller 
information than is at present available, to estimate how large 
a proportion of the total budgets consist of the cost of. war and 
preparation for war ; but it is evident that the important groups 
of expenditure which have strained the public finances of most 
countries. in the post-war period are those selected for special 
treatment in the following sections - namely, the burden of 
debt and pensions left as a legacy of the last war, the current 
expenditure upon defence and the cost of social services. 

The ~tatistics which have been quoted all refer to the yea~s 
before the depression set in. It is important to emphasise this 
fact because, although budgetary difficulties were enormously 

1 Source : Finanzen '!nd Sleuern im _In- U(ld Ausland ; :t;lerl!n, 1930 •. 
• Includes oth.-:r public . debt expenditures besides amortisation and mter~st. 
• \Var burden Jncludcs pensions, grants-in-aid reconstruction and occupatiOn 

expenditure, and other items. ' - .. 
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aggravated by the eiTect of the depression, which increased the 
real_burden of payments ort account of debt, defence and social 
serviCes, besides accentuating nationalist feeling, those difficulties 
were present before the depres&ion and were a very real factor 
in the instability which lay behind it. So large a proportion 
of the national income was needed for what, in a strict economi'C 
view, must be regarded· as unproductive expenditure that taxa~ 
tion remained in most countriel> at a very high level. It would 
be necessary to undertake an exhaustive investigation in each 
country of the nature and incidence of this taxation, and also 
of the change in the distribution of wealth induced by such a 
large increase in public debt and social services, before arriving 
at any considered conclusion concerning the efiect of this budge
tary situation upon economic enterprise and the formatiort o! 
capital resources. But certain broad conclusions are almost 
self-evident and are widely accepted. · 

The ftrst of these i& that the tax burden in the aggregate has 
proved to be so great that in many countrie::. it has impaired the 
provision of new capital for productive industry. Such a Con
clusion is naturally difficult to prove statistically. It i::. obviously 
dependent t!port the levels of consumption mairttained by the 
countries concerned as well as upon the methods of taxation 
employed and upon the manner in which the recipients of govern· 
mental expenditure employ the .funds they receive. The provision 
of public capital may, in certain cases, compensate for the 
reduced accumulation of private capital ; but it is widely believed 
that in many countries capital consumption rather than capital 
accumulation has taken place. 

There is one important respect in which the direct efiect of 
stwh heavy taxation is damaging to the accumulation of capital. 
In the modern economic organisation, much of . the saving 
necessary for the replenishment and increase of capital is provided 
more or less automatically by the provision of reserves and 
ca. p!tal funds . on ~h~ pa. rt of the gre~t .. joint-stock enterprises . 

. The burden of taxation has been particularly heavy upon such 
enterprises. and their accumulation of capital has been rendered 
more diffi~ult thereby. The private individuals wJlO receive 
Government services or subsidies, or draw comparat1Vely smaU 
additions · to their income from interest payments, are more 
li,kely to .use such receipts for. increasing their consump.~ion, 

Two aspects of the taxation of large-scale enterpnses are 
important in this connection. r,n the first plac~, the scale~ of 
taxation to which shareholders m these enterp~1ses are subJect 
have been graduated more steeply both by an mcrease of rates 
and hlso by the fact that, at higher price-level~, a large n,umber 
of. incomes move upward into the :more heavily ta~ed mcome 
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groups. ~ The proportion of taxation raised by .. direct '' taxes 
upon inc?me and property. as compar~d with " indirect " forms . 
of taxatiOn rose steeply m many drfierent countries . as the 
folloWing table shows ; • 

• Income and Ptoperty Taxation as a Percentage of Total Public 
Ta:c Revenue. 2 3 

· United State5 
India', •. 
Japan .. 
Belgium ... 
DeRmark . 
France .. 
Italy .... 
Netherlands . 
Norway 

.. 
... 

Sweden ..... 
United Kingdom. 
Australia . . . . 

1913.. 1925. 
(f>c!'centage) ·(Percentage) 

10. (3 64.3 
6,1 21.2 

30.4 34.3 
27.1 47.3 
29.0 42.0 
28.1 44.1 
39.7 39.2 
32.7 47.2 
17.8 40.9 
21.7 30.2 
47.7 58.8 
~ .. 7 27.2 

1928. 
(P<\rcentage) 

67.7 
20.2 
32.0 
35.5 
35.1 
32.0 
36.2 
43.8 
31 •. 2 
27.3 
55.0 
26.3 5 

The practice of double taxation when the operation of such 
large-scale enterprises· extends to more than one country is an 
important factor also in limiting the free flow of long-term 
capital from one country to another. The problems raised in 
this way have been the subject ~fan investigation by the League, 
and the complexity of the issues raised is indicated in a pre
liminary report already published on this subject. 6 

The tendency to find in the profits of larg~-scale enterprises 
an elastiC and .fruitful source of heavy taxation is qne of the · 
factors whicli has led to the. marked change in investment habits 
by which extensions of•business tend to be fina.nced by incurring 
fixed-interest debt .or simply by .bank advances or overdrafts · 
ra:ther than by issues of share capital. This is one way in which 

'
1 In the depression, falling prices. have naturai!y had the contrary efiect of 

lowering. incomes in nominal value and thereby decreasing, not only the t?tal 
taxable mcome, b.ut the average rates of taxation paid, so that falling rece1pts 
from direct taxation have aggravated budgetary difficulties in many countr1es. · 

• Death duty. is included in income and property tax. 
• Source : Finanzen und Sleuern, Berlin, 1930. · 

· ~ Financial years beginning 1913, 1925 and 1928. 
0 1927-28. . . . 
• To/"'tio~ of Foreign and !'fational Enterprises in ·France, Germany, Spain, 

the Umted Krngdom and the Umled Stales of America : League of Nations, Ge!leva, 
1932 (docwnent C.73.M.38.1932.li.A). 
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industry. has been in~reasingly driven '' into the banks ". More
over, ·~he . acc.umulatwn of such. debt obligations tends to make 
the pn.ce policy of such enterpnses more conservative and adds 
appreciabl:y to the rigidity of the price-structure. 

-:r:he existence of large public debts and the periodic necessity 
for m:terest paYJilents . and . conversion oper~tions on a large 
scale mterferes also _wrth the. smooth workmg of the money 
mark~ts. T~e unanc~al operatwns of the Governments tend to 
e~ercise an mflue~ce on banking policy which may not coincide 
with the commercial demands of the money and capital markets 
and may at times cause alterations in discount rates or open
~arket. operati?ns d~ctated by budgetary rather than trade or 
mdustr~al considerations, Such heavy ·debt burdens as most 
Europ_ean Gover~me1;1ts carried, added to their growing expendi
tures In other drrectwns, could be supported only when prices 
were relatively high and business was sustained by easy monetary 
conditions. Even then, taxation was so high that it took an 
increasing proportion of the national income. When prices 
fell and the nominal value of. national incomes was reduced, 
the more i'igid governmental expenditures became intolerable 
and relief had to· be sought by cutting down expenditure 
if budgetary and, therefore, currency equilibrium was to be 
maintained. . 

There is a very real sense, therefore, in which the ultimate 
costs of the war lie behind the present depression. The war 
was fought with present resources, but the property rights 
created as the means whereby the various Governments obtained 
control of those resources remained as .a mortgage upon future 
production. The national debts and other _burdens incurred 
during the war were u"ndertaken when the pn~e-leyel was very 
much higher than it became after 1920 and still high~r than It 
is in 1932 so that the resources actually used were less m amount 
than tho~e now represented by the property. claims. It is true 
that the recipients of. income from such cla!ms a1;e taxed. It 
is sometimes argued, therefore, t~at the serv_rce o~ mternal debt 
is not a real burden .on productive enterpnse, s~nce the debt
holders are also the principal taxpayers. The existence of such 
debt claims however, obscures the real impoverishment caused 

. by consumptive war expe~diture ~nd tends to encourage further 
consumption which eats mto caprtal resources. In. the process 
of redisti'ibuting wealth, a large part of the wealth ~~ consu!ll~d, 
and there has been increasing difficulty after the war In proVIdm_g 
the real .capital necessary for econol!lic deyelopment. This 
difficulty was masked by credit expansiOn which, b~tween 192~ 
and 1929, made possible the '' papermg-ov~r of cracks m th~ struc 
t\tre which were none the less threatenmg because outwardly 
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all seemed to go well" .1 The plain fact is that the financial 
obligations which were a legacy of the war and the disturbance 
of economic organisation which the!r serv}ce entailed were largely 
responsible for the budgetary stram wh1ch led to financial and 
economic insecu~ty and to policies whicl~, in postponing! aggra~ 
vated the necessity for fundamental readJustment ofpubhc debts 
national and international. ' 

(ii) THE INcREASED BuRDEN oF PuBLic DEBT. 

The increased burden of public debt, in the post-war period 
is only partly indicated by the statistics which show, for the 
various countries concerned, the growth of total debt. ~ The 
growth of public debt is primarily important, because, in return for 
current expenditure, public bodies contract a liability for future 
annual payments on account of debt service. These payments 
may be assured by current receipts from the assets created by the 
expenditure of loans, or they may need to be collected by taxation. 
It is the annual payments on debt service in relation to the 
receipts from public assets created by loan expenditure which 
present the significant problem. Moreover, there is not a clear 
correlation in every case between the aggregate of public debt 
and the annual payments on ac.count of' debt · service, since 
floating debts may include arrears of payments for services 
rendered or goods delivered, but the debt service will not include 
payments on such arrears. Each loan transaction, as a rule, is 
complete in itself with its own arrangements concerning security, 

. interest, sinking fund, issue price, priority-, redemption and other 
details. The aggregate figures obtained by adding the nominal 
amounts of various loans outstanding cannot give an adequate 
indication of the complexity of the problem or the budgetary 
difficulties to which_ it gives rise. In calculating any such aggre~ 
gate, itis obviously necessary to take account, not only ofthe debts 
of the Central Governments, but also of those incurred by the 
~ubordinate governing authorities. This is especially important 
m the J?OSt-war period, since there has been a great expansion ~f 
borroWing on the part of municipalities and other public bodies m 
many countrie~, an expansion largely'.caused by the increa~ed 
demand for soc1al services. The distinction between debt service 
payabl~ wit~n a country and that payable abroad is also impor
tant, . smce 1t affects the balances of international .payments. 

"'Economist, June 11th, -1932. · 
1 League of .Nations Statistical Year-Book, 1931-32, pages 254 to 258. 
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Moreover, in the post-war period, there has been a noticeable 
multiplicatioh and. c.omplication of debt charges of an unusual 
ch~racter. In addrtwn .to the more usua~ form ?l' ~o:rowing by 
whtch Governments raise loans from pnvate mdrviduals ·and 
institutions, there is. a very heavy burden of inter-:governmental· 
indebtedness and of reparation payments. ln the main, these 
inter-governmental transactions are a legacy from the war 
,period. 

They fall into two groups-reparation obligations and inter
Allied debts. The first group consists chiefly of Germany's 
general reparation obligations to. the Allies, together. with her 
separate obligations· to Belgium under the Mark settlement,. to 
the United States under the German-American debt agreement, 
and to Roumania under the agreement of March 31st, 1929, as 
well as the reparation obligations of Hungary and of Bulgaria, 
and the '' Liberty " obligation of Czechoslovakia. Of these, the 
first item is the Iar·gest and most important.l 

The inter-Allied war debts are also made up of a great number 
of complicated transactions. They may perhaps best be repre
sented by the two following tables giving the statistics concerning 
the debt settlements made respectively by the United States · 
and Great Britain with their various debto.rs. 

. 'unklurforschung, January 13th, 1932. 
• . 1 Woclrenberichle des Inslilules Ja~t .Ri~n~upplement to the Economi!l, January 
See also '·' Rcparations.and War c 5 '· 
23rd, 1932, 



Table showing the Sums due to the United States of A.Tf!.erica. by !he Various For.eign Governments on 
..i4.ccount of Principal at the Date .. of the Respeclwe Fundmg Agreement, _and the · Atnount of 
Interest and Amortisation paid from July 1st, 1930; to June 30th, 1931. 1 

Annuity paid from July lst, 1930, 

Country 
Date or. Funding Principal . to June 30th, 1931 

Agreement 
Interest Amortisation I Total 

S (OOO,OOO's) S (OOO's) 

1. ,Armenia 1 - 12.0 - - -
2. Austria January 1st, 1928 24 .. 6 287.5 287:5 
3. Belgium . August 18th, 1925 417.8 3,250.0 4,050.0 7,300.0 
4. Czechoslovakia October 13th, 1925 185.1 3,000.0 3,000:0 
5. Estonia October 26th, 1925 '13 .. 8 397,0 •.. 397.0 
6 .. E'inland May 1st, 1923 9.0 258.9 55.0 313.9 
7. France April 29th, 1926. 4,025.0 38,650.0' 1,350.0 '40,000.0 
8. Great Blitain June 18th, 1923 4-,600.0 132;360.0 28,000.0 160,360.0 
9. Greece May lOth, 1929 ,. 30.3 466.2 484 .. 0 950,2 

10. Hungary April 25th, 1924 . 1.9 57.4 11.8 . 69.2 
11. Italy . . November 14th, 1925 2,042.0 2,521.3 12,100.0 14,621.3 
12. Latvia . September 24th, 1925 5.8 153.3 153.3 
13. Lithuania September 22nd, 1924 6.0 187.1 37.5 224.6 
14. Nicaragua 2. . - 0.3. - - -
15. Poland . .. .. November 14th, 1924 178.6 6,t73.4 1,287 ~3 7,460,7 
16. Roumania December 4th, 1925 66,6 .. 700.0 700.0 
17. Russia a . . - 192.6 - - -
18. Yugoslavia ·' May 3rd, 1926 62.9 ,, 225.0 225.0 

Total . - 11,874.3 184,474.6 51,588.1 236,062.7 

1 Source : Annual reports of the Secretary of the 'I rcasury on the state of the fmanccs for Jlscal years cJlded June 30th 1930 
and June 30tb, 1931. · · ' ' 

1 Funding Agreement bas not ~een reached,. · 
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Table showing the Sums due to G;eal Britain b . . 
and Colf!nial Governments on Account of Prin~_thi Varzous Foreign 
Re~pectzue Funding Agreement and th A. zpa al the Date of the 
pazd from April lsl 19JO to M~rch :Jlst ~9/F~unt of Debt Service 

' ' ' . 

Country Dale of Funding 
Amounts paid 

Principal from April 1st, 
Agreement £ (OOO's) 1930, to lllarch 

31st, 1931 
£ (GOO's) 

\Var Loans~ 
Loans to Domi-

nions and Co-
lonies : 
Australia ... 1921 196,750 5,549 
Ne,vfoundland 
New Zealand . September 6th, 1922 

1,082 2f 

South Africa 
'62,158 1,746 

Crown Colonies 
18,847 337 

and Protec-
torates. 1,523 31 
Total 280,360 7,684 

·Loans to Allied 
Powers: 
France. July 12th, 1926 799,500 12,500 
Greece ; April 9th, 1927 23,550 300 
Italy- . ; January 27th, 1926 254,550 4,000 
Portugal . .. December 31st, 1926 23,975 350 
Roumania !o' October 19th, 1925 31,250 250 
Yugoslavia Au!llist 9th, 1927 32,800 300 

Total 1,165,625 17,700 
Loan~ for Relief, 
Rec&nstruction, 
Repatriation, etc.: 
Austria . .. . . 9,130 107 
Belgium December 31st, 1925 18;148 450 
Belgian Congo . December 31st, 1925 7,252 180 
Czechoslovaltia 1,583 106 
Estonia ' 

2,217 70 
Greece 108 .11 
Latvia ' 

2,300 "75 

Lithuania 165 33 
Poland. 7,236 569 

Roumania October 19th, 1925 3,748 212 

Yugoslavia . 3,093 151 

Total . . 54,980 1,964 

Grand Total 1,500,965 27,348 

• 
1 Sources : British qfficial (Cmd.) papers, and D_ze .znteral/zer,ten Schulden, zhre 

Entstehung und illrc Behandlung im Youngplan (Stahshsches ReJch~amt),l~~O. . "' \ .. 
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The total effect of such a network of annual payments as is 
involved in the settlement of reparation payments and war debt 
service is not easy to summarise statistically. The following 
table shows the amounts which various countries were liable to 
pay or had a clain_l to receive duringo1931-32, when the Hoover 

. moratorium went mto force on July 1st, 1931. 

Filwncial Elfect of tile Hoover Moratorium: 1 

Government of I Suspended Suspended I Net loss (-) 
receipts payments or gain ( +) 

£ (OOO's) 

United States 53,600 Nil - 53,600 
Great Britain 2 . 42,500 32,800 - 9,700 
France 39,700 23,600 - 16,100 
Italy . . . 9,200 7,400 - 1,800 
Belgium , . 5,100 2,700 - 2,400 
Roumania 700 750 + 50 
Yugoslavia 3,900 600 - 3,300 
Portugal. . •· 600 350 - 250 
Japan .. . 600 Nil - 600 
Greece, .. 1,000 650 - 350 
Canada 900 Nil - 900 
Australia 8000 3,900 + 3,100 
New Zealand .. 330 1,750 + 1,420 
South Aftica . 110 (340) - 110 
Egypt •. 90 Nil - 90 
Germany . Nil 77,000 + 77,000 
Hungary Nil 350 + 350 
Czechoslovakia 10 ° 1,190 + 1,180 
Bulgaria . 150 400 + 250 
Austria Nil .300 + 300 

It is. obvious that ~uch large non-economic payments have 
complicated the balancing of international accounts in recent 
years. Not only are the .amounts involved very large in_the 
ag~egate, but the transfer problems raised by such transactwns 
senously complicate the operations of the money markets and 
add. a. very confusing element to the forces which maintain the 

• Economist, Supplement, ·op. cit · 0 

• The British debit balance is accounted for by the war debts of the Domiruons, 
reconstruction debts and other items excluded trom t)le scope of the Balfour 
Note. o • 
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delicat~ equil.ibriuJ? of the va~ious ?ational pr~ce-shuctures. The 
neh~ork of. fmanc1al transactiOns mvolved in the service of wai' 
debts and. m the equally complicated provision and distribution 
of reparation paym~nts ha.s exerci~ed an abnormal influence on 
the processes by which the mternatwnal exchancre of commodities 
and transferences of capital are determined. "' 

In addition to such inter-governmental transactions however 
there was, in. most countries, a very great increase in the publi~ 
debt, ~oth . mternal and external, which resulted from war 
expend~ture. Any thorough and accurate study of this question 
would 1nvolve separate consideration of the circumstances of 
individual countries, and it is impossible in any brief space to 
summarise the statistics. 

The growth of war debt was not confined to Europe or to the 
belligerent countries. The public debt of Canada, for example, 
was multiplied eightfold in the war years ; Australia and New 
Zealand, the most remote countries from Europe, incurred 
heavy ·obligations also; and, indeed, there was a general world 

. tendency to a rapid increase of debt burdens. 1 Even the neutral 
countries Were in many cases forced to undertake heavy 
expenditure and to increase their debts, not only because they 
maintained their defence. services in a state of readine~>s for 
war, but also because the State undertook new functions and, 
in particular, intervened to support banks and private ins·titu
tions the stability of which was disturbed by the dislocations 
of the war period. 

In some of the stronger financial countries, particularly 
those which were creditors on balance, there were substantial 
reductions of the total public debt in the firs~ post-war deca?e. 
The outstanding example is that of the. Umted States, which 
reduced its total debt from $25,482 million at June 30th, 1919, · 
tq $16,185 million at June30th, 1930 .. 2 Canad!l_als~ rMuce~ 
her debt from $3,041 million in 19~0 to $2,545 ffil~Ion m 1930. 
In Great Britain, France and Belgmm, the redu~tl?ns :were less 
substantiaL The total British debt was £7,876 roillwn on March 
31!.t, 1920, and had fallen to £7,583 mill~OI_l on Marc~ 31st, 
1931 ; the French debt fell from 492,938 m1llion ~rancs m 1~26 
to 480 821 million francs in 1931 (March 31st); while the Belgian 
debt ~as reduced from 58,343 million francs at the end of 1925. to 
52,413 million francs at September 30th, 1931. The reduction 

. ' There were notable. exceptions, !IS• for. instance, _in th:tc~~s o{i~~ag;.'itea~ 
the international llnanc~al poslt~n 1ft'~~ovi:stft~lf~~lll931, Chapter XII. 
·Moulton,. Japan; Washmgt~m,t ~01°6 801 

5million in 1931 and also In 1932. 
• The debt increased agam o ., • 
• $2,610 million at March 3~st, 1931. 
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of the real burden of public debts which resulted from inflation 
in a number of countries, was very much more substantial tha~ 
the repayments mentioned above, but cannot be measured ' 
precisely. On the other hand, there is a. long list. of countries _ 
most of the rest .of' the world, ln fact - where the burden of 
indebtedness has steadily i~crea~ed. ·It is difficult to 1~ake any 
general statement about th1s w1despread tendency to mcreased 
borrowing in the post-war period; A certain proportion of the 
loan~ contracted in practically every co~mtry was for repro
ductive purposes. In Europe, reconstructwn loans were floated 
from 1924 onwards in order to. facilitate currency stabilisation· 
in both Europe and the oversea borrowing countries there wa~ 
borrowing on a large scale for public works and projects of econo
mic development. 

While any general statement must be made with great 
caution and hedged about with qualifications in particular cases, 
there seems little doubt now that the amount of borrowing in 
the aggregate, for most countries and .for the world as a . whole, 
:was excessive in the years 1925.-1929, and made possible only. 
by credit expansion. Moreover~ under the system of industrial 
financing ·by bank advances, many loans to private businesses 
recoiled first upon the banks which were interested in the !=lebtor 
industries and, in some cases, ultimately upon the State. 

The post-war world, in fact, became entangled in a network of 
indebtedness which constricted ·economic activity. The funda
mental instability .of this situation was revealed, after the large 
volume of foreign lending began to dwindle in 1928-29, in a 
growing disparity in interest rates between the money markets, 
on the one hand, of creditor and, on the other, of debtor coun
tries. By the. middle of 1929, the yields of bonds were diverging 

· in alarming fashion. 1 A13 will be shown in a later section of this 
chapter, this divergence was greatly aggra~ated as the depression 
proceeded. . · 

Some of the strong creditor countries were assisted in their 
policies of debt reduction by opportunities of conversion lowering 
the burden of interest payments, and also by opportunities 
of pm:chasing securities for redemption. 

The high. rates of interest which ruled in the war period, when 
so·large a proportion of. the debt of most countries wasactually 
incurred, have, ho:wever, raised · th~ average rate .of intereSt 
payable on th.e aggregate of debt to a .mueh higher figure than · 
was customary befor~ the war. To take only one example, the 
war debt of Canada bears)nterest at an average rate of 4.992 

1 Course and Phases of the World Economic Depression, page 210. 
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per_ cent, as against an average rate of 3.52 per cent for the pre-
war debt. · 

Apart, therefore, from the important efTect of such heavy 
burdens. oi governmental indebtedness in disturbing the nonnal 
operati0ns of the money markets, the post-war world was 
burdened with a precarious budgetary situation in almost every 
country, created in large part by the necessity of providing so 
large a proportion, not only of the Government receipts, but of 
the national income for debt service. The serious nature of this 
drain on the national income of several important countries is 
shown in the table below : 

Govermnenlal, Stale and Local Debt Service. 1 

(National Currency (OOO,OOO's omitted).) 

Debt service as a 
percentage of 

Estimated Tolal public Debt · Year Country national expenditure service Total 
income National public 

income ex pen• 
diturc 

1925 ... Belgium 31,0002 8,331 2.388 7.7 28.7 
1928-29 Germany 75,400 13,6013 8293 1.}3 6.13 
1925-26 Italy 90,0002 22,295 5,024 5.6 22.6 
1925-26 United 

382 9.3 35.4 Kingdom 4,150 1,083 
1929 ... United 

13,062 2,607 3.6 20.0 States 85,200 

• Sources : · . . . . . 930 a e 596 Bauduin : " Le 
Belgium : Fin'!nzen und19S3t0•~f'n,B_ ~~~~W:; J.in{~rg,aTion et'de documentation, 

Revenu natiOnal en • 
25 rna! 1930t: t' .• Jahrbuch far das Deutsche Reich, 1931, pages 457 Germany : Sta ts tsc,res . . 
and 485. · B li- 1930 pages 607 and 661. 

Italy : Finanun Un<! Steuern :d S~r n,n Berlin 1930, page 575. ;Economi~t, 
United Kingdom : Ftnanzcn an . euer.' ' 

Budgetary SupplemenGt, Apnl 1-9l3
1°9• 2g 30 Washington, 1931. Of the 

U ·. t d Sl t · Cost of overnmen - · · ' ti tion m e a es ' . . $1124 m'llion were used .or amor sa ... total debt serv1ce, • . 1 · 

• 1927. . Debt of local authorities was, at 
• Reich, ·Lander und :H3:n~estli.dte onlY: the debt of Reich, Lli~der ~nd 

March 31st; 1929, 9,940 mtllion R~.! wll{~ · · at the. same date, not mcludmg 
Hansestlidte amounted to 11,930 mllhon • 
reparation payments. 



-262-

Certain further comments are necessary in regard to the 
table. The ·statistics are not comparable between countrie& 
since the estimates of national income are not compiled. on ~ 
uniform method. Moreover~ payments on account of foreign 
war. debt service began at diff~rent dates: The Belgian and 
ltahan debt settlements came mto force m 1926, so that the 

·figures shown above do not disclose the present position. The 
effect of the British settlement with the United States, which 
came into effective operation in 1924, is shown clearly. 

During the years 1924-1929, compositions and settlements 
in regard to war debt!>, as well as reparations, followed one 
another until a complicated system of payments, which in the 
aggregate were very large, was built _ up, These payments 
seriously disturbed the balances of __ international payment, 
particularly since the transfers of_ goods rendered necessary by 
them were hampered . by increasing tariff _ restrictions. Large 
capital moVements made it possible to make the payments for 
a few years; but, when the flow of capital dwindled in 1928-29, 
the aggravated transfer difficulties that ensued caused a collapse, 
first of prices and then of international trade. 

The fall in prices, in turn, made the burden of debt payments 
very much heavier, and, as the depression worsened and transfer 
difficulties became greater, the adjustment of international · 
debts was more and more obviously necessary. 

. (iii) ExPENDITURE ON .ARMAMENTS. 

Prolonged and intricate technical dh,cussions by budgetary 
experts at the Disarmament Conference and its Preparatory 
Commission have shown how difficult it is to establish in accurate 
detail comparable statistics of expenditure upon armaments. 
The definition of armaments is not a simple question. The~e 
are great differences between the organisation of defence m 
various countrie&, between the systems of .accounts, and between 
the levels of prices, salaries and wages. But, if comp~risons 
between the expenditures. of different countries are dlfficu~t, 
this ~s not equally true of comparisons of the expenditure. m 
each country at different periods. The information supphed 
by the various Governments for the purpose of the Disarmame~t . 
Conference,1 while not complete and uniform in aU cases,_ lS 

1 Cf. League of Nations Armaments Year-Book (Special Edition), Geneva, :l93Z, 
and the series of. Disarmament Conference 1locuments which contain the fullcz 
information supplied by the various Governments for the purpose of the 193 · 
Disarmament Conference. . 
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adeq'-!ate enough. to sho'~ beyond doubt that the cost of re
paratwn for possible war IS a heavy burden on national b d P 
in most.cases as heavy a b~rden. as in the pre-war period\~:~: 
lutely. ~ut not alw~ys . relatively to the increased governmental 
expenditures). It IS, moreover, in many cases an increasing 
burden. 

It has been sho:vn .~hat t~1e proportion of the bu~lgets of 
Eur?P~~n States winch 1s. a·~tnbutable to past wars and to the 
po~si~Jhty of ~Ultlre wars JS m some cases (e.g., France and Great 
B~1tam) as l:~gh as 70 _Per cent. 1

. Comparison in this respect 
w1th the Umte:I States. Is. not poss1ble, because the scope of the 
federal budget ~s mor~ ll;ruted and a greater proportion of govern
mental expenditure ls mcurred by the States. Moreover it is 
no longer possible in the modern world to confine Waf and 
preparation for war within narrow limits, 'the heaviest cost 
lies in. the check .. to international economic co-operation which 
arises from war, its preparation and its aftermath. There are 
certain countries which have enjoyed a long period of peace. 
Sweden and Switzerland, for example, have not been engaged in 
war for over a hundred years. In these countries, however, the 
indirect cost of war, even to neutrals, is reflected in heavy debt 
charges, a large part of which was incurred in the last. European 
war. The destructive efficiency with which modern warfare is 
waged and the necessity for ex:ten?ing its ~rep~ratiOI) and 
conduct into every aspect of economic and social hfe leave no 
country unscathed. . . . . 

A comparison. with pre-war !evels ~f expenditure, even 
allowing for the higher leyel of pnces r.ulmg before. the present 
depression, shows that, with the exception of Germany, .current 
armament expenditure in mo&t cases tends to reach, and 1n ~orne 
case& to exceed,· the pre-war rate. Reduction~. of expenditl;ll'e 

· up to 1930 were not nearly as g~eat a:. the fa~ m the purchasm~ 
power o[ money in the depresl:twn. . The mamtenance of arr~a 
ment budgets at their present levels therefore !lleanl:t a substahtJal 
increase in the real al:t distinct from th~ nommal budfe~h. T f e~~ 
is a strand economic case for reductiOn because o IS a · 

0 
alone. 

(iv) THE CosT OF SociAL SERVICES. . 

· 1 · s as distinct from the 
The increasin~ cost . o~t.soclaf ~~c~~dies was a substantial 

older administrative actiVI Ies o P ' 
• 

. . ·. . f the·· World " (reprinted !rom t Expenditure o . . · · ) , 1 Per .Jacobsson, '·' Annatme8n splement , October 19th,. 1929 • · 
lbe Economil;l, « Armamen s up ' 
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cause of budgetary. difficulties in many countries even befor 
the depression set_in during the latter part of 1929. The definie 
tion of social services varie!! in .current. literature. In particular· 
such services as education, repdered, at least in theory to th~ 
whole community, are sometimes included. The line is 'difficult 
to draw; but there is a distinction between expendi·ture upon 
such items as education and that upon services rendered or 
payments made to particular classes of people as compensation 
f?r. eco~omic hardship. There is a ~~neral. tendency, as produc
tivity mcreases and standards of hvmg nsej for education and 
similar services to be. improved. In addition, as the political 
power of democracies is exercised, an increasing number of social 
services, strictly defined, are .u~dert_aken by public bodie§. 
These are not always clearly ·dtstmgmshed, as when provision 
for the feeding or medical care of schoolchildren is made by 
educational authorities. 

·· In the strict. definition .of the term, social services include 
ho"Q.sing schemes ; provision 'for protection and compensation of 
workers ; old-age, · invalidity . and widows' pensions ; family 

·allowances ; unemployment, health and accident insurance ; 
pool' relief ; and similar governmental activities. There has 
been a marked extension of such services in recent years, but 
social insurance may be traced back to the reform programme 
initiated by Bismarck in Germany during the . 'seventies.; 
'old-age pensions were· first introduced in Denmark in 1891, 
and New Zealand initiated a policy of wage regulation in 
1894. . . . . . 

·Many of th(} ·schemes introduced to safeguard . the econ01ni· 
cally weaker members of the community involve contributions 
from employees, or workmen, or from other reCipients. Suc.h 
· pension schemeS as 'those which apply to civil and other public 
servants should properly be regarded as part of the cost of 
administration. war pensions should be classed as part of the 
wat burden of the country concerned. In so far as contributory 
~chemes.- for example, of various kinds of insurance - are 
mdependent of State subsidies, they cannot :strict~y. be cl~ssed 
as social services.· But the tendency is for the public expend1t~re 
on such services to increase, and to cause a considerable redi~
tribution of .income from taxpayers to the recipients of public 
expenditure. · 

• 
Comparable· statistics of social expenditure -in different 

countries are not at present available. 
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. The statistics for Germany have been calculated as 
follows: 

Public Expenditure (including Slate and Municipal Grants) 
on Education, Social Welfare and Housing. 1 

1 t913 t4 1 1925 26 1 19?8-29 - - -
RM. (OOO,OOO's) 

Education 1,392 2,370 3,198 
Social welfare . . . 691 2,453 3,586 
Housing 31 1,070 1,542 

Total public e:xpenditure • • 7,178 14,465 20,801 

E!>timated national income 45,700 59,900 75,400 

1 1913-14 1925-26 1928-29 . 

Social Welfare and Housing: 
(a) As a percentage of. total 

· public expenditure . . . 10 24 25 
(b) As a percentage of natio-

nal income 1.6 5.9 6.8 

The magnitude of the problem is clear from. the percentages 
quoted above~ which are an· understatement, since there are 
large contributions by employers and employees to social insu
rance which do not pass through the public accounts, These 
have been estimated as rising from 2.5 per cent of the national 
income in 1913· to 7.4 per cent in 1929. 2 

. 
· In Great Britain, the increa~e of expenditure on social services 

has also been great. The sums spent in England, Scotland and 
Wales from local rates, parliame1_1tary grants and other receipts, 
such as unemployment contributions, rents, fees, etc., were 
calculated by the Economist as follows : 3 

•. Einzelschriflen zur Slalistik des deulschcn Reichs, Nr. 10,. and $lalistisches 
Jahrbuclz, 1931, pages 459 and ~32. 

• Finanzen und Steuern, Berlm 1930, page 550, 
·• Economist, " Budget Supplement ", April 9th, 1932, 

17 
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Year ending March 31st 

1921 1924 I 1928 1929 1930 

"'!!employment ' 
£ (OOO,OOO's) 

msurance . . . 10.8 48.0 42.8 53.8 53.3 
Health insurance . 29.9 30.9 37.6 39.9 38.6 
War pensions: .· '" 100.9 ~9.6 56.9 54 .. 0 51.4 
Other pensions . .. . 20.8 24.0 45.6 1 .58.7 1 1 62.2 
Education . . 88.8 86.6 94.4 97.0. 100.5 
.Working-class 

. 16.6 ~6 .. 7 31.6 h.ousing . . •. . 4.7 35.6 
Poor relief • . ~ 34.3 41.9 45.5 43.9 45.0 
Miscellaneous 2 . . 16.5 1"4.5 16~5 16.9 17.4 

Total - . 306.7 332.1 366.0 395.8 404.0 ' 
Total (less war 

pensions and . 
education) .• . 117.0 ~75.9 ~14.7 244.8 252.1 

Total, less war 
pensions and 
education, as a 
percentage of 
national incomes 4.2 5.1 5.6 6.3 

In France, Belgium, Italy and the United StaJes, the propor
tion of public expenditure (and of national income) devoted 
to the social services is much less than in Germany or Great 
Britain, but has tended to increase in· the depre~sion period. 

In many of the newer countr~es, p;J.rticularly Australia and 
New Zealand where the social movement gained striking successes. 
in the last. generation, the increased cost of social services has 
also been noticeable. In both Australia .and New Zealand, the 
depression has caused substantial reductions ·in educational 
expenditure, old-age pensions and othe! . social services. · . · 

The report of :the British Com~ttee on National Expend1~ure 
(the May Committee) published in July 1931' drew attentxon, 

·in a series of striking introductory paragraphs, to certain urgent 
problems of Government ~xpeilcliture and parliamentary control 

1 Includes widows', orphans' and old-age contributory pensions·under the Act 
of 1926. . · . . 

1 Including expenditure' on hospitals, maternity and lunacy. · 
• This table is not comparable with the preceding 'table showing German 

statistics. . · · 
1 Cmd. 3920. 



-267-

over. ~nancial commitments.. Services financed by loans or b 
subsidies based .~n .loa~s pile up . subsidy obligations for th~ 
future, . so that, even if the ~erv1ces were immediately closed 
down, the taxpayer mu~t c_ontmue for many years to provide 
large sums annu~~y to ~qmdate_ pas~ commitments···. In much 
the same way, CIVil serVIce penswns mvolve liabilities which do 
not fully emerge until many years after the legislation is enacted. 
'I;.he comparatively light .expel!ditur~ in the initial stages of 
schemes for old-age and Widows pensions tends to be met in the 
same way from current revenue as they fall due, instead of beina 
provided for by. the setting aside each year of amounts fully 
equal to the actuarial liability incurred. l 

There is a marked tendency towards a rapid growth of 
commitments which become progressively more burdensome, 
but which cannot easily be reduced. Whatever view is taken 
of the justice of. the expenditure in itself, there is an evident 
need for caution in the methods by which liabilities are appraised 
before legislation is passed. 

Since existing legislation has created large and increasing 
liabilities in many countries, it is clear that a temporary reduction 
of rates of expenditure is not a final solution of the problem. 
The May Committee reported th~t "only with._all; increa~ing 
revenue can we continue to proVIde even our eXlstmg services 
without additional taxation ' . It is probable, therefore, . that 
the problem of the social services will remain a s~orm cen~re 
of controversy for some time to come. The conflict . of so~Ial 
philosophies that lies behind the controversy has been deyelopl!lg 
for many decades and will remain a central problem I'9- soc~al 
politics long after the .imme~ate stress of the present fmanc1al 
depression has passed Into history, 

(v) The EFFECTS oF THE DEPRESSION UPON 
. BUDGETARY STABILITY. 

The preceding sections of ·this chapter have dealt larg~Iy 
with the budgetary strain that developed. before the depres~10n 
set in and was, indeed, an important cause of ~h~ depressiOn. 
When rices fell. steadily duri~g 1929 and pr!!Cipitously after 
Octobef of that, year. the stram was. gre~tly aggravated. The 
d. . . t' of production and trade which followed made the 
1sorgarusa 10~ • • ·. · · ntry still worse, so that 

t
bhudgdetary JlOSibteiocnam. lne··• an;~~he:~!'ise c~ubudgetary disequilibrium. 

e epresswn .. .. · · . 

1 I bid, Paragraphs H to 1 S. 
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Moreover; the he;tvy taxation burdens rendered necessary are 
a real obstaCle to recovery. . 

The sequence. ?f causation is ver~ dear. The fir~t effects 
of depressed conditiOns of trade are felt lll a pressure for Increased 
governmental expenditure, especially on the social services. But 
fall_ing prices . and diminish_ed trade soon reduce tax receipts, 
while the cost of debt serVIces and other forms of expenditure 
which are fixed by contract in terms of money remain at their 
former level. Income taxation as a whole falls . off as profits 
diminish and incomes are reducecl. ; the revenue from Customs 
and excise duties declines as trade decreases and unemployment 
spreads, and there is an all-round shrinkage of receipts. Deficits 
appear an.d must be met either by. fresh taxation, by public 
economy, or hy borrowing. It requires not only public spirit 
but some elasticity in the tax system to raise adequate amounts 
of fresh taxation in a time of trade .depression, but in many cases 
elasticity had been strained almost to· breaking-point by heavy 
and long-continued taxation. Public economy, on the other hand, 
is difficult of achievement. Resolute and . strong ·Governments 
in countries. which still have financial ;teserve$ may achieve both 
.higher taxation. and reduced expenditure, . The immediate 
post-war experiences of inflation are .. still vivid in the social 
memory of many countries, and therefore the, most determined 
efforts have been made and are still being made to maintain 
balanced budgets. But in many cases such a balanced position 
rests upon moratoria which give temporary relief from important 
~terns . of expenditure . 

. In ,the following table, the total receipts and expenditure 
during the years 1929-30 and 1930-31 are given for a number of 
co1,mtries for which closed acc~unts are available. 
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Summarv of Budget Accounts. 
Closed Accounts. 

1929-30 1930-31 

Rev-jExpen-l Ba!- Rev-lExpen-1 Bal" enue di lure a nee cnue diture a nee 

(OOO,OOO's) 
South Africa • £ 61 73- i2 57 
C~tnada. $C 

71- 14 

Unit.ed St11tes. 
449 393 + 56 357 435 - 78 

$ 4,174 3,994 + 180 3,317 4,220 
Brazil Milreis. 

903 
• 2,341 2,224 + 117 1,757 2,583 826 

India 
-. Rupee 1,405 2,046 - 641 

Japan. Yen 1,536 1,736 - 200 
Germany. Rl\:L 10,641 11,352 - 712 10,655 11,740 -1,085 
Austria . - Schilling 2,075 2,027 + 48 
Bulgaria, . Lev 6,713 10,449 -3,736 5,655 6,946 -1,290 
Del).mark Krone 379 371 + 8 395 394 + 1 
Spain Peseta 3,725 4,056 - 331 3,735 3,697 + 38 
Estonia Kroon 91 96 - 5 90 97 - 7 
France. Franc 50,988 53,630 -2,642 
Greece . Drachma 9,951 18,363 -8,412 10,220 11,180 - 960 
Hungary Pengo 1,480 i,479 + 1 
Italy • Lira 20,355 20,790 - 435 18,647 20,060 -1,413 
Norway Krone 377 396 - 19 
Holland ' Gulden 847 914 - 67 
Poland . Zloty 3,029 2,993 + 36. 
Portugal . Escudo 2,086 2,062 + 24 2,059 1,919 + 137 
Roumania ' . Leu 36,018 34,372 +1,646 
United Kingdom £ 815 840 - 25 858 892 - 34 

Sweden ... . Krone 78•1 811 - 27 791 819 - 28 

Switzerlancl Franc 441 . 419 + 22 577 570 + 7 

Czechoslovakia • Koruna 10,444 10,275 + 169 9,654 9,928 - 275 

Australia .• . £A. 103 170 - 67 94 176 - 82 

New Zealand • £N.Z. 57 104 - 46 40 97 - 57 

· . The diagrams which ·follow show the movement of bond 
yields in various· countries. The strong upward movement 
which developed in: mari.y countries, particularly after the t~d 
quarter ot 1931, is an indication of the low prices to wh1ch 
Government. bonds had fallen in those countries as a result of 
the fear of currency difficulties. 
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Actual Percentage Yield of Boqds, J. 

A. According to London Quotations. 

(Logarithmic scale.) 
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1 
Balances of Payments 1030, .Geneva, League of Nations; 1932,. page 35. . . . 
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Actual Percentage Yield of Certain B d B . . . . on s or ·Groups of Bonds 
. Accordmg to Domestic Quot t' 1 .• . . . a Ions. 

(Loganthmic scale.) 
0'>· 

~ ,, 

•J 
}, " 

"( 
'v ,, 
(\ 
' .. 

··~ 

• France : Miscellaneous bonds. 
Germany : Miscellaneous bonds, 

8% and less. · · 
Hungary: Forced Loan 1924, 5 %· 
Italy : Rentes, 3Yz %· 
Poland. : Government ponds. 

• I bid, page 36. 

; \I ,. 
1\ 1 )\· \. 

"' 

( 

~I 
~I 
~, 

\ 

' \ l> / { . 
J >! 

I ' 
I f 

I • 
j/ 

I 
~ 

I l: 
I J 

/ 
I 
I 
I 

\' 
I • 

~: It 
'· I• I \t 

" 

., 
a .. : .... . 2? 
-

" . 
• 
" • 
I 

• ;;; 
• !!l . 
• 
• . 
-
ii 

" .. 
" f 

= 0 
00 ,. 
!!l . 

• 
• . 

• • 

• 
• 

B.oumania : Government bonds. 
Switzerland : B.ailway bonds. 
United Kingdom: Consols,2% %
United States of America: 60 

miscellaneous high-grade 
bonds. 



~·.272-

These diagrams . clearly reflect the investors' appreciation 
of the · difficulties being experienced by many countries in 
balancing their budgets. Those countries Which experienced 
difficulties in transferring the credits due for external payments 
even though their budgets were balanced in terms of the~ 
national currencies, are in an even worse. position. 

As these lines are being written, the Lausanne Conference 
is meeting. in its first sessions. The international financial 
situation in all its gravity is to b~ the subject of consideration 
by the responsible statesmen of all the. principal Powers con
cerned, with the exception of the United States. Plans for 
aid to those countries the financial position of which is most 
immediately threatened hav~ been carefully prepared and 
linked with wider schemes of economic restoration. Upon the 
decisions t~ken in regard to such plans hang, not only 
the solvency of th~ countries immediately concerned, but the 
possibility also of avoiding a further serious aggravation of the 
financial depression, with all the consequences that such an 
aggravation might entail. 

While no one would deny or .minimise the importance of 
securing international agreements, especially in regard to measures 
designed to relieve those countries which are suffering by reason 
of the difficult transfer problem, it is obvious that a· firm and 
prudent control of public finance is also necessary, In so far as 
the difficulties of transferring external payments arise indirectly 
from concealed budgetary weaknesses in the debtor countries, 
their permanent solution can be found only by reductions of 
public expenditure. Even in the stronger creditor countries, 
as thf:l bond yields for the United States and France bear witness, 
the prospect of large deficits causes alarm. Recovery from the 
depression is dependent, inter alia, upon such readjustments of 

. public expenditure .and taxation as will assure equilibrium in the 
public fh;tances, allay,the fears of investors, avert further violent 
movements of short-ter.Iil credit balances, and, above all, afford 
the possibility once again of capital accumulation in place of 
capital consumption. · 



Clla}Jtcr X. 

THE DEVELOPMENT OF COMMERCIAL POLICY. 

(i) TH'E SIGNIFICANCE OF INTERNATIONAL TRADE. 

The rapid and _cum~lati'ye growth of international trade h1 
the modern worl~ IS p_runarr~y the result of scientific discovery 
and the _me.chamcal mventions and conunercial organisation 
based upon rt. Between 1900 and 1928, it has been estimated 
that the total value of recorded world trade rose from $21 000 
million to $66,700 million, and, even if allowance is mad; for 
the difierent levels of prices and for the fact that there were 
more countries recording at the latter date, the quantum of 
commodities transferred. probably doubled in this period. 1 With 
this increase of commodity trade has gone a greatly increased 
volume . of intemational· capital movements. The economic 
and social importance of these developme11ts may be seen, not 
only in the interdependence of the modern world, but equally 
in such social consequences as the disruptive influence which 
has been exerted in ancient civilisations like those of Asia, and 
in the settlement and rapid progress of the newer countries of 
North Ame1·ica and Oceania. 

. Such a strongly marked tendency toward$ increasing in~er
national economic co-operation provides the clearest possible 
example of the importance of con.sidering t~~ back~?und of 
economic fact against which economic and poli~ICal policies n:ust 
be administered. The impetus of the forces whtch. a~e responsJ?le 
for this tendency is by no means spent.. IndiVl?ual tr~dmg 
initiative is still . powerful, and the networ)t of ::ntern~tiOnal 
trade and finance which it creates becomC!i mcreasmgly Iffipor
tant. Indeed, the progJ;ess of the natural sciencC!i constantly opens 

~~ Uhiled Stales, Vol: 2 :. '! Development of Trade and qapitnl, the},r 
Distributi~n and Comretitive Conditions between the. Two A.reas smce 1900 • 
page 10, Internationa Chamber of. Commerce, 1931. · 
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up new. vistas of change, as, for example, in aerial.transport 
and electrical commw1ication. 

Moreover, increasing ease, certainty and cheapness cif 
communication tends in itself 'to break down the disparities 
between social O]"ganisation in different areas. Standards and man
_ners of living tend to approximate more to a single world pattern 
.There still remain enormous clifferences between the economit 
and social life of different countries, hut the consciousness of 
these differences is steadily increasing. New inventions rapidly 
become universalised. Motor vehicles, safety-razors, electric 
elevators, and a host of similar modern inventions are universally 
advertised ~d desired. Exotic products, such as tea, silks, coffee 
cocoa; introduced first as luxuries, rapidly become necessitie~ 
of civilised life. and demand for them is insistent upon not only 
cheapness but regularity in built supply .. Specialisation of 
industrial production has created the huge international trade 
in "tonnage " minerals, foodstuffs and raw materials, while 
equally promoting the reverse flow of manufactured products. 
The improvement of productive processes becomes dependent 
also upon the rarer" poundage" minerals and raw materials
tungsten, antimony, aluminium and their like. There has been, 

· in fact, an irresistible pressure towards international economic 
co-operation .. A large part of the history of the nineteenth and 
twentieth centuries is connected with this pressure, as new 
lands were opened up, not in the search for fugitive, easily 
procured wealth, but with the double ol5ject of securing sources 
·of raw materials and markets for fmished products. Nor was 
this pressure confined to comparatively empty or wealdy popu.:. 
lated lands. The .densely peopled ancient civilisations of Asia 
have equally been drawn into the world economy which is in 

. process of creation by the initiative of traders. 
The more irregular development of international trade si:l~ce 

the war and. the commercial policies built up to cope with 1ts 
fluctuations must therefore be viewed against a background 
of increasi:l1g interdependence .. That in~erdepende~c~ of the 
peoples of the world has rece1ved growmg recogmtwn ; but 
against it must b~ set the immensely powerful and important 
forces of nationalism. The contrast is not simply that betwe~n 
economic forces promoting internationalism and politica~,. soctal 

· or .cultural motives for the preservation of national umties, so 
· much as betWeen different conceptions of social life and progress: 

Not "all the economic forces foster international developm~ntt 
There are, indeed, powerful economic moti,ves which w:ork agams f 
it. At the same time, the political and- social pluloso~hy 0 

world unity opposes itself increasingly. to the conceptiOn of 
national cultural sufficiency. . . 
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. The . great problems of commercial policy, national and 
mternatlonal, a~e deeply, rooted therefore in the realities, not 
only of economic ac~IVItles, bu~ equally of social philosophies. 
It IS perhaps for this reason that the . mid-nineteenth-century 
move;::ten~ tow:'lrds :uni-;~rsal ~ree tra~e was quickly checked. 
The calico mille~mmm , forcibly as I~s ~dvantages impressed 
conte~porary Europe, wa.s far from. wmnmg universal support 
even I?- the .first flu~h of .1~s early tnumphs. The same conflict 
has lam behmd the mdeclSlon of commercial policy in the post-

. war world. 
The fact of i.nterdepende~ce among the nations has, indeed, 

?ec~me. clearer. The c:~ahon of ~n increasin~ number of 
mshtutwns - legal, pohtrcal, financml, commercial - to deal 
~ith the _internation~l relations of a rapidly changing world 
IS clear eVIdence of th1s. But the pace of economic development 
has accelerated, and with it the scale and rapidity of social 
change is greatly increased. In the stricken, disor~anised post
war world, on the other hand, stability of economic and social 
organisation appeared very desirabl~. _Nations faced with immense 
problems of reconstruction, or, in the case of new political units, 
of construction, in every aspect of their organised life, were not 

. well placed to cope with the drastic readjustments ·entailed in 
the free and unhampered development of international trade. 
·Peasant communities in Eastern Europe found the wheat 
production which was one of their economic bases imperilled 
by imports of cheaper wheat produced by machine methods 
in the large-scale farming enterprises of the New Worl.d. The 

. establishment, re-establishment or maintenance. of manufacturing 
production in many countries encountered equally formidable 

· competition. At every turn, the reintegration of the post-war 
world seemed to involve great and difficult rearrangements of 

. productive organisation. 
On the other hand,· retreat to the simpler, more stable forms 

of national economy involved the risk, not only of losing the 
advantages of specialisation, but of throwing into disorder the 
already intricate network of international finance. The re~~ar 
supply of exotic commodities which have now bec?me necessit~es 
either for consumption or for industTial produ~tiOn, the m~m
tenance of sufficiently large markets to make possible standardised 
production of manufactured goods on a large scale, all the 
processes of territorial division of labour, h~ve come. to support 
levels of living which are impossible of attamment Without such 
international co-operation. . . . · . . 

The problem of commercial policy m th.e post:-wax·· W?~ld, 
therefore, is one of securing these advantages.witho~t Jeopardismg 
social and economic stability, of controlling Without unduly 
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d~la~in~ the progr~ss of economic ~h~nge .. The follo~ing sections 
will md1cate sufficiently the conflicting anns of pohcy in recent 
years. It is evident that no resolution of the conflict has as yet 
been reached. and equally eVident that the forces at work ·are 
so powerful that the search for a solution must go on. 

(ii) . TilE GROWTH .OF EcoNOMIC NA"riONALISM. 

. In the first ch~pter of this: Survey, reference was made to . 
some of the ways in which the war of 1914;-1918 disturbed eco~ 
nomic organisation. It is difficult to measure with any exactitude 
the extent to which international trade was reduced. The 
available statistics are complicated by varying degrees of currency 
inflation, and the .movement of war materials is difficult to 
separate from normal trade, which, indeed, could hardly be said 
to exist in the abnormal circumstances .. Virtually all interchange 
between the belligerent groups ceased, neutrals were a!Iected 
by blockades and controls, and, de.spite the stimulus given to pro
duction and trade j.n areas outside Europe, the bulk of world 
trade declined heavily. . · 

Apart from the general decline and · the very considerable 
shifts in the relative positions of the, various countries iit this 
respect, there were other special factors which rendered com
mercial policy both complex and unstable at this period. One 
result of the . peace treaties had been the creation of many new 
States in Europe and considerable alteration of frontiers. In 
this way, not only were 11ew Customa barriers ereCted, but new 
industrial and commercial groupings cut across existing organ
isatiop. The revenues needed by States at this period of fu~ancial 
exhaustion reinforced the strong pressure for protectiOn of 
the new economic ·units. . . 

The war had left many legacies of trade restrictions S?d 
governmental practices which operated as interferences. 'Y1th 
trade. Requisitions, controls, priority systems, prohib1t10_nS 
of i,mport or export,. price fixation, Government m?nopolies 
and enterprise all reinforced the e!Iect of tariiT barr~ers. But 
probably the greatest hindrance to trade arose from the disordered 
state of the various currencies. Inflation in various degrees, 
continually changing and increasing ·taxation, exchange rates 
that fluctuated not only from day to pay but from hour to hour 
demoralised the contractual basis of regular trad~. .. . . 

It was for this reason that Governments, actmg m con~ert 
with the international- organisation of the League of Nations 
and through diplomatic conferences, devoted their first efforts at 
reconstruction to fmancial and currency problems. The success 



of these concerted efforts was encouraging. Agreements · · ~ 
ticularly at the Bru~sels Co~f~rence (1920), on the principle~a~f 
currency aitd financml a~mmistration 1 were quickly followed 
J:>y effort~ to ~alance n.a~twnal budgets, which . ultimately put 
an end to lnflation. ProviS!~nal agreement.ort r~paration questions, 
concerteq effort .to stabilise the financial situation of certain 
Europe~ countnes and a general measure of recovery from the 
depressiOn of 1921 had restored world production and trade 
to the pre-war level by 1925 and had also paved the way for 
further recovery i!l Europe, which still lagged behind the rest 
of the world. 

The lower level of prices ruling after 1921 had aagravated 
the effect of tarill barriers by increasing the real burden of the 
wide ranges of specific duties which had been imposed at a time 
whe~ prices w~r~ higher .. The addition of many new tariff 
9a~ne~s, the raismg. o~ their Iey~l~ and the survival of many 
1rntatmg and restnctlve prolub1tions and controls imposed 
during the war also pointed to restrictive commercial policies 
as an outstanding obstacle to the renewal of international 
economic co-operation, . 

The World Economic Conference which met in Ma.y 1927 
surveyed the whole field of trade restrictions and was practically 
unanimous regarding . the necessity for their removal. The 
Conference made, in fact, a categorical declaration that '' the 
time has come to put a stop ·to the growth of Customs tariffs 
and to reverse the direction of the movement '' .. Three possible 
lines of action were envisaged - individual action by States 
with. regard to their own tariffs ; bilateral action through. the 
conclusion of suitable commercial treaties i and collective action 
by the negotiation of multilateral agreements. The Conference 
was important, therefore, mainly as a demo11stration of the 
widespread recognition of the importance .. ?f international 
economic co-operation. Its discussions, resolutwns and reports 
form what is virtually a manifesto of a n~ovemen.t tow.ards 
freer trade conceived not on national but on mternat10nall~nes. 
The validity of this general programme I;as been many .trmes 
reasserted · but action in such matters 1s the prerogative of 
'national G~vernments and, as succeedtng events will show, the 
forces of economic nationalism have overwhelmed them. . The 
course of events has, almost without. exceptio~, been aw~y 
from freer co-operation, so that,. in 1932,. internatlonal.trade 1s, 
in.. fact, far more restricted than it was ~ve years earlier when 
the :World Economic Conference unammously affirmed the 
value and necessity of freer world trade, . 

'Report of Brussei~ Finallcial Conf~;ence, 192Q (documcn.t C.1Q,M.7.1923). 
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~pa.rt from the- su~val of ~any war-time prohibitions 
restnct~ons and hampenng regulat~OJ?-S! there had b~en, as soo~ 
as ~h~ war ended, a remar~abie-_exhibitlon of nationalist economic 
policies. In part, they were designed to protect the new industries 
an~ channels of trade that had been opened up during the war 
penod .. '!here was fear also of exchan&e d~mping and of renewed 
cdmpetitlon from ~ermany .. :rhe chemiCal Industries in particular 
'Yere :egarded as VItal for mihtary reasons. The heavy industries, 
like Iron and steel, and ;m~ny so-called key industries were 
protected also. Great Bntam, France and. Italy all imposed 
protective tariffs in the years 1920 and 1921. The newer European 
States' also hastily erected tariff barriers to protect and foster . 
their industrial development. Up till about 1925, therefore, 
there was. a general upward movement of tariffs, particularly 
marked . in relation to industrial products. The memorandum 
on Tariff Leuel Indices, prepared for ·the World Economic 
Conference, shows also that, in many overseas countries such 
as Australia and India, there had been a marked rise in the 
tariffs imposed upon manufactured articles. 1 

When the World Economic Conference met in 1927, the tariff 
situation, however, still remained fairly-open. With the compa
J:ative settlement of currency "disorders and the general recovery . 
of production and trade after 1924-25, it was possible, and even 
necessary in a great many countries, to consider the consolidation 
and stabilisation of tariff and Customs arrangements that had 
been devised as ·temporary measures in. the previous years of 
wide price fluctuations. The whole period 1921-1926 was 
characterised by great activity in regard to tariff and Customs 
legislation, and ma~y important commercial treaties and bilateral 
agreements we~e concluded.. These, howev~r, were mostly f?r 
very short penods of a year or less and, m 1927, t~ere still 
remained the possj];)ility of negotiated concessions and adJustment. 

The Economic Consultative Committee set up by t~e ~or!d 
Economic Conference was able to report at its first meetmg m 
1928 that "the effect of the Conference has already substantially 
checked the upward . movement o~ tariffs, which was in _full 
swing in May 1927 ". The bases for this statement were. mamly 
the !iliandonment by certain States of tariff increases that had 
been contemplated, the negotiation of several bilateral agreements 
which· contained tariff reductions, a marked tendency to conso
lidate and stabilise. tariff schedules, and the ne~o.tiation _of the 
·fll'st multilateral agreement aiming at the abohtwn of 1mpo~ · 
and ~port prohibitions and restrictions which had · sul'VlVe 

• . ·. · . · · d Britain and 
.. 1 Tari/f Level Indices {document C.E.I.37). See also A. Lov3

5 
816 

World Trade. London: ~ongmans,~ Green & Co., 1931, pages - · 
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from the_ war }:!eriod. _ An· outstanding example of the more 
co-operative attitude of leading countries was the commercial 
treaty ,between France and Germany which was finally agreed 
upon m August 1927 after negotiations which had exten.ded 
over three years. _ . 
. Some_ progress was being mad~, therefore, along .all three 
J.in~s wluc.h the Confer~nce had laid down - unilateral tariff 
actwn, bilateral treaties and multilateral conventions In 
addition, a beginning was made with the examination of v~rious 
forms of administrative protectionism and similar hindrances to 
the free flow of world trade. 

The impetus thus derived from the World Economic Con-
ference was, however, both limited and temporary in its effects. 
In regard to unilateral tariff action, the most that could be 
claimed was t~1at, for_ some .~onths a~ter May 1.927, there appeared 
to :be a halt m the Imposrtwn of higher duties. The Economic 
Consultative Committee, in its second report (May 1929), recognised 
that, while ''the check to the forces which are continuously 
being exerted in every country in favour of greater protection 
has persisted_'', there was, even in 1928, little sign of " a move 
in the opposite direction". On the contrary, there were many 
signs that the protectionist current was setting in more strongly 
than ever. By the beginning of 1929, there was no longer any 
doubt of this tendency. _ 

The for_ces making for higher or lower tariff policies ·thus 
seem to have been evenly poised for a few months ; but :the. 
internatio~al outlook faded as the agricultural States of the 
world began in 1928-29 to feel the first stringency which preceded 
the depression. In 1928, Persia and China introduced their 
first autonomous tariffs, while Spain, Peru and Chile ;made 
general revisions. In Europe, particularly in Germany and Sweden, 
there were revisions and eliminations, mo_stly of a downward 
character except in regard to the ag~cultural pr?tection me~tio~ed 
below. The Economic Consultative Committee at this trme 
recognised that the issue, a drawn. battle in l927-28, would b_e 
decided by the character of the n_ew tariffs- _under consi
deration m 1929 by Brazil, Egypt, Frnland, Mexrco, -Portugal, 
Roumania, Spain; Turkey and the Vnite~ S~ates. 

The developmentofagriclj.ltural.protechol!- ~n Europe, }1owev~r, 
proved to be decisive. ·The contmuous rmsmg ?f tanfi du~1es 
on industrial products in so many States, dl).rmg the penod _ 
-1921-1925, had left what the agricu.Itur~ pr_oducers regarded 
as an invidious and unbalanced tanfi situatiOn: As long_ as 
food imports were needed in post-war Europe, agricultural pn~~s 
remained relatively satisfactory ; but the. new Germ~n taufi 
law of 1925, which reimposed higher duties on fo?d Imports, 
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pro~red to be ~he be~nning of a strong upward movement of 
agr1c:u1tur3:l ta~1ffs de~1gned ~o protect home agricultural markets 
In pr~tecting 1ts . agncultunsts, Germany had progressively t~ 
clo_se 1f.5 11"!-arkets to the producers of other countries. In so 
d?mg, 1t became. necessary to denoun~e the commercial treaties 
Wit~ Holland, F'ml~nd and Sweden, m so far as they related 
to nnports of agncultural products. Moreover, the oriainal 
restoration nf food duties in 1925. had imposed the "middle 
rates'' of 1902, but successive revisions raised these rates until 
in 1929, a new and much . more drastic range of duties wa~ 
i~posed, only t~ be replaced in Apl:il1930 by even more prol~i
bltlve rates wluch, !lS ·the depre.ss~orr ~eepened, were supple-

. mented by the vanety of admm1strative measures discussed 
later, 1 

These developments were paralleled in many other European 
Stat.es, and .the agricultural countries of Central and Eastern 
Europe, crushed between the strong competition from the 
large-scale cereal and meat producers of the newer lands such 
as Canada, Australia and the Argentine, and the progressive 
closing of their neighbouring markets, were themselves forced · 
into high protection and· other restrictive measures. As the 
depression developed, the free markets, particularly for grain, 
constantly narrowed. Italy, France and Germany erected higher 
tariff barriers and supplemented them with administrative 
measures ; in Norway, Sweden, Czechoslovakia and Switzerland, 
State controls or monopolies govern the markets. Milling 
regUlations, quotas, import licences further protect the home 
gro~ers~ In Roumania,. on the other hand, there is. a di~ect 
export bounty, and in Hungary a tax on flour consumptl~n, 
while in Germany, Poland, France, Czechoslovakia and Austna, 
the export of cereals is ellcouraged by the issue of '' import 
bonds " to exporters .of grain. . . . 

It was this pressure for agricultural protection which destroyed 
the movement towards freer trade in the years 1927 and 1928 .. The 
plight of the agricultural countries of Central and .Eastern Europ~ 
illustrates very well the fundamental maladJustmei~ts that 
created the depression. The agricultural producers 1n these 
countries· are faced with heavy .competition froJ? oyerseas 
exporters, . burdened with over-borrowing! their migration re~ 
stricted, their trade outlets closed. Desp1te repeated ·!lfTorts ! 
discover some method of economic co-o.perati~n, they are 1£. 
1932 forced back, in self-defence, to mcreasmg measures ~ 
import restriction; financia)._ difficulties, and lowered standar 8 

of living. ' 

• See section {iv). 
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. Alarmed. at the p~osp<:cts of a new tariff war, of which the 
signs were clearly VISible m 1929, the meetincr of the A bl 
in September 1929 ;!lad. given favourable att~ntion to t~~!~ .J 
pos~ls mad7 for .a '·' tariff ~ru~e " to last for two or three ye;r; 
dunng wh1ch time negotiations might be undertaken fo · ' 

·more permanent settl~men~: .· The immediate effect of the prop:se~ 
truce was t~ acce.lerate actiOn on the part of many States which 
deemed their y~nJTs t~o. low; or desired to gain a more advan
tageous bargammg position. A new impulse was aiven therefore 
to the already powerful forces making for higher protection: 
The later development of the proposal for a tarifi truce is more 
conveniently considered below. 

t:rom the .middle of 1929, th.e steady deepening of depression, 
p~rticularly 111 the raw-mat~nal-prodncing countries, greatly 
remforced the pressure for h1gher tariffs. At this period, there 
appe~red the additional motive o~ teducing imports in order to 
proVIde a strong favourable or active export balance from which 
the heavy overseas financial commitments of these countries 
might be met. From this time forward, therefore, the usual · 
protectionist and revenue arguments for higher tarifis were 
reinforced . and quickly overshadowed by the necessity for 
securing an active " balance of trade ". 

The whole movement was undoubtedly accentuated both by 
the alarm and resentment felt in many countries as the discussions 
of the new Hawley-Smoot tarifi dragged on in the United States 
Congress from May 1929 to June 1930, and by the real efiects 
of that tariff when it went into operation. It was followed 
quickly by new tariffs in many other countries, among others, 
Canada, Cuba, Mexico, France, Italy, Spain, Australia, New 
Zealand. In the case of the British Dominions, higher general 
tariffs were accompanied by an increased measure of imperial 
preference, and the general idea of a more extensive syste!ll of 
preferential duties with the British EmP.ire was appreciably 
advanced. 

It is obvious: therefore, that by the end of 19~0. the prot.ec
tionist current was running at full tide. The um~ateral_act10n. 
of the various States mentioned above had brought mto eXIste~ce 
tariffs that were appreciably higher all round. The de~pemng 
of tl1e economic depression throughout the .year made still more 
strongly for economic nationalism and, lll the _scramble_. for 
national security, the international aspects· of tanff alterations 
did not weigh heavily. . . . 

When the fmancial crisis supervened m the spnng of 193~, 
the imposition . of restrictions upon commerce too~ on pam~ 
proportions. NO country was immune, as the difficulty . 0 . 
transferring foreign exchange spread from debtors to ·creditors .. 

~8 
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The rapid succession of tariff changes, · ex.change controls co 
tingent systems, clearing arrangements Is a confusing 'sto n. 
that cannot be treated in detail, but the inevitable results ry 

. further restricting th~ vo~ume of trade, ~aising the costs a~n 
complicating th~ machmery of trade re&ulatwn are only too clea: 

Even the bnefest record of the detmls of the almost universai 
movement towards higher tariffs would be impossible in this 
Survey, but reference s.hould be. made to the outstanding case 
of Great Britain. For more than ninety years, since Sir Robert 
Peel introduced· the budget of 1842, Great Britain 'had been a 
free-trade country. Indeed, the movement towards freer trade· 
began much earlier. The length .and strength of this free~trade 
position render its abandonment the more notable .. Temporary 
war restric.tions and controls, followed by safeguarding duties 
for the protection of key industries .immediately after the war 
had made breaches in the free-trade system ; but the reversai 
of general policy in 1931-,32 was more . thorough-going and 
complete. The first step in this reversal of policy was the 
imposition of temporary duties of 50 per cent on a long list of 
commodities the importation of which was held to be abnormal 
in quantity. A further list of agricultural, horticultural and 
garden imports was met with similar treatment, in this case 
by the imposition of duties approximating 331/ 3 per cent, but 
devised, in some cases, on a sliding scale designed to combat 
the import· of early fruit and vegetables. These measures, 
imposed in November and December 1931, were followed in 
the early months of 1932 by legislation establishing a wheat 
quota; and, finally, by a general tariff. The latter was entruste~ 
to a specially constituted permanent committee which in Ap_ril 
recommended an extensive list of duties.l The range of duti~s 
reco~ended was from 10 per cent to 33% per cent, the J'!l~In 
grouping being at the lower rates. Imports from the Bntish 
Erp.pire of commodities subject to the. new duties· are exe~pt 
pending negotiations with tM Dominions. The commodi~Ies 
covered by the new duties represent a substantial proportion 
of the total imports .of Great Britain. Calculations base~ up1n 
the. trade returns .of 1930· show a free list of approXImaftby 
only a-third of the total imports, while about 40 per ce:nt o .t e 
total (excluding 10 per cent, the produce of the Empire) IS subJeCJ 
to·the new duties. Great Britain, therefore, must now be place 

· . . 'ttee 
• Import Duties. Recommendations' of the Import Duties AdVIsory ComJIIl 

and Additional Import Duties ·(No. 1) Order, 1932. Cmd. 4066. of 
. Also "British Tariff Policy 1932" prepared .for the Fifth Confere~~~ of 
Institutions for -the Scientific Study o:t' International Relations,· AibYf ~e~d tbe 
a Joint Study "Group of the Royal Institute of International arrs 
Londl)n School of Economics and Political Sclc!lce. 
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amo.ng th~ countries which have at least a medium-range pro
tective tarrli system. 

1!1 recomme~ding the first g~ne~al tarifi in April 1932, the 
AdVIsory ~omm1ttee. announced 1ts mtention not to recommend · 
any lowermg of duties for at least a year. Since the tarifi as 
recommended was adopted ~y P~rliam~t with few major amend
ments and the . power of mtenm revisiOn is delegated to the 
~dv1sory Comm1t~ee, the use. of the tarifi for bargaining purposes 
15 somewhat restnct~d by this pledge. Negotiations are actively 
under. way also w1tl~ the self-governing Dominions, ·and an 
Imp~nal ~onference w11l meet at Ot~awa in July 1932 to discuss 
the 1mpenal aspects of the new regime. Both in the departure 
of Great Britain from its free-trad~ tradition and in the prospect 
of closer tarifi ~ela.tions within the British Empire, these develop~ 
ments change s1gmficantly the whole atmosphere of international 
discussions on tariffs and trade, 

(iii) BILATERAL AND MuLtiLATERAL NEGO'rlATIONs. 

If attention is turned to the bilateral treaties which multiplied 
after 1927, the story is much the same. The method of bilateral 
negotiation for the reduction of tariff charges was one of the 
most hopeful avenues of progress envisaged by the World 
Economic Conference. This was particularly the case when 
the treaties included clauses for " most-favoured~nation treat
ment", since successive reductions of duties accrued, not only 
to the contracting parties, but also to all those countries which 
had bargained for most-favoured-nation treatment with them. 
· Numerous treaties were negotiated in 1927 and succeeding 

years, and it was evident that they held promise, not only. of 
gradual tariff reductions, but also· of agreements concermng 
veterinary controls, Customs formalities a!ld many ot!wrmeasures 
of administrative protection. The penod for. '':luch most of 
them were neaotiated was, however, very short, 1n most cases 
a year only, o a:nd: the contracting part!es. therefore r~taiped 
liberty of , action. As the tide of protectwmsm _rose durmg the 
depression, such bilateral agreements became mstruments for 

·negotiation on a higher tarifi level rather than.mea~s ~or a g~adual 
approach to an aU-round reduction of trade restnctw.ns: 

As the depression deepened, there were t~o. d1stmct put 
related developments of this method of negotiation, ,rartl?U" 
larly among the European countries. There was much discussiOn 
of regional agreements~ and on December 22nd, ~ 930, a 
Convention was signed at Oslo by the repres~tahves11 . 0/ 
Denmark, Norway, Holland, Sweden and Belgmm w IC l 
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provided a perman.ent b~sis for their tari~ relations and established 
a procedure of notificatlon among them m regard to tariff chancres 

Other discussions relating to . the possibility of reaio0nai 
agreen~ents, particular!~ among the Central~~ Eastern Eur~pean 
countnes, were complicated both by pohtlCal · considerations 
and by the financial difficulties of those States. Successive eon .. 
ferences of the agricultural countries of Eastern Europe were 
held at Warsaw (August 1930), Bucharest (October 1930), Belcrrade 
(Nove~er 1930) . and Warsa~ (November 1930). The ~ight 
:countnes represented at these conferences 1 were concerned 
~rimarily with the depr~sseg condition of agriculture and par
ticularly of cereal-grov.'l.llg. They contemplated the institution 
of national controls "for the sale and export of these products 
but also asked preferential treatment in regard to them from th~ 
importing countries of Western Europe. Such preferential treat
ment, in certain cases, would have crit across the most-favoured
nation clauses of existing treaties, but was strongly advocated 
as a temporary measure affecting only a comparatively small 
volume of produce on the ground that agriculture was the 
fundamental economic basis of the States concerned. Tl1is 
whole discussion was complicated in March 1931 by the announce
me)lt of a projected Austro-German Customs Union, a project 
which was later withdrawn by its proposers. 

Bilateral negotiations, extended to the discussion o{ regional 
agreements, therefore, led back again directly to the international 
aspects of trade restriction and regulation.· It is convenient at 
this point to take up the story of the first efforts at multilateral 
negotiations. The World Economic Conference had recom
mended this as the third. method of approach to freer trade, ~nd 
in th!! course of 1928, as has already been stated, a ConventlO~ 
was negotiated for the abolition of import and export pr?lu
bitiohs and restrictions. This Convention was to come 1nto 
force if eighteen ratifications )lad been received by· September 
30th, 1929. At that date, however, only seventeen States had 
ratified it, and a new conference was ~alled in December 1929 
which again failed to secure the necessary agreement. 

'Another conference held from November 5th to December 
5th, 1~29, to discuss a Convention giving greater liberty ~0 . 
foreign resident traders, also broke down on the refusal of certam 
States to change their existing legislation. . . . 

The first meeting called to consider concerted econollllC act~on 
in general tariff matters was ·that convened to take up. the pr_o
posal advocated .at the Assembly in September 1929 for a tanff 

1 Bulgaria, Estonia, Hungary, Lithuania, Poiand, Roumania, Czechoslova!da 
and Yugoslavia. ' 
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truce. It ;met u~der. unfavourable circumstances in February 
1930, after the fmlure of the conferences mentioned above and 
after it was clea~ tl~at the new United States tariff would be 
strongly . protechomst. Moreover, the economic depression 
was now well advanced, and the proposal for a tariff truce·was 
therefore replaced by a commercial Convention of March 24th 
1930, prolongi~g existing ~ommercial agreements· till April 1st:. 
1931, and settmg up a given procedure of consultation to be 
followed w~en duties ~ere increased. At the same time, a pro
tocol was signed openmg the way to further negotiations of a 
more permanent character. · 

It was at this point that the regional discussions in Eastern 
Europe, and particularly the situation of the Dominion countries, 
were related once again to the general discussions. The need for 
fin~nc~al assistance.to these countrie~ was recognised, but strong 
obJections were rmsed to the granting of preference on cereal 
products.· 

The Assembly devoted some attention in 1930 also to this 
problem. Even stronger objections to the preferential proposals 
were voiced by the representatives of various non-European 
agricultural countries. A new turn was given to the whole 
discussion, however, by the memorandum presented to the 
Assembly by M. Briand, on behalf of the French Government, pro
posing the constitution of a Commission of Enquiry for European 
Union. 

Before taking 'UP the account of this Commission's work, 
however, it .is necessary to record the continuation of the efforts 
to find some basis for concerted economic action in general 
tariff matters. 
• A second conference for this purpose met in November 1930 
to consider ways and means of putting the Convention of March 
24th, 1930, into effect. The Economic Committee of the League 
had in the meantime considered this problem and sugg~sted 
the desirability of negotiations for lower tariffs and the consider- · 
ation of temporary preferential arrangements for the ~uropean 
agricultural countries. The conference, however, rem1tt~d the 
first of these suggestions to the various Governments for bilateral 
action· and, after consideration of the objections raised to the 
preferential proposals, Jailed to endorse them. On the oth_er hand; 
it recommended that an international organisation of agricultural 
credit should be attempted. No headway was made in regard 
to the proposed Convention of ~ar.ch 24th, 1930, and, after 
fnrther discussion at a second sessiOn m March 1931, the ~om~en
tion still remained 1,1. project without. practical applicatiO~. 
·The first efforts at multilateral negotiation therefore ended m 
temporary failure. 
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Meantime, the Commission of Enquiry· for European Dn· 
had held a preliminary meeting in January 1931, and had calion 
a meeting at Paris, in the succeeding month, ·of the cere~ 
expor~ng and importin~ cou~tries of E~rope, the chief res~ 
of which was that the Importmg countnes declared themselv t 
ready to reserve an import quota for wheat produced in Euro es 
and to consider similar action in the .case of maize and barle~e 
while deferring for a time consideration of rye and oats. A com: 
mittee was also set up to consider the problem of disposin 
of the surplus from future harve~ts. Later meetings of the Com~ 
mission of Enquiry were occupied largely with the discussion 
of a pact of economic non-aggression proposed by the Soviet 
Union, but the Eastern European countries have maintained 
their request for preferential treatment of their cereals. 

In 1931, however; the whole problem was submerged in the 
financial difficulties and particularly the controls of foreign 
exchanges necessitated by the severity of the crisis. Discussions 
continu~d both in the Economic Committee of the League and 
in the Commission of Enquiry for European Union. A draft 
project for an · International Agricultural. Credit Association 
was signed by sixteen States. in May 1931, but has not been 
brought into existence. Various proposals for the alleviation of 
unemployment and for the facilitating of long-term investments 
have been mooted. Committees· have considered the market 
situation of special products such as hops, tobacco, etc. But 
the shadow of the depression has been over all such proposal~, 
financial provision has been wanting, and international econonuc 
co-operation has proved impossible,· while national Gover?illents 
have been faced . with economic insecurity within thexr own 
borders. · 

(iv) THE CoNTROL OF ExcHANGE. 

· The regula~ion and restriction of int~rnational.t~ade, alrea~h 
gravely ·complicated by the almost umversal taismg of tan 
batriers and the failure of multilateral negotiations, too~ on a 
new aspect in-the latter part of 1931, when one debtor country 
after another was forced to institute drastic controls of the 
foreign exchanges in order to safeguard the stability of its cu.rren7s 
and to provide, as far as possible,. the means for .meeting 1 r
external financial obligations .. ' Exchange controls were u:~ar 
tu,nately not altogether a new phepomenon in the J>05 -!ling 
world. During the period of currency inflatio~, t?e pegwaY 
of exchange had been practised by many countrieS m one nise 
or another. When drastic efforts became necessary to reorg~ 
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~nd s~abilise the currencies which had p~oken ·down after severe 
mflatlon, these exc~ange controls were ng1dly exercised. With the 
movement. b:;tck to the gold standard after 1925, however, the 
most r~stnctive of the. control~ 'Yere gradually removed. 

T}lough there were s1gns of difficulty, for example in Germany 
in the S?mmer of 1930, the severe financial phase of the economi~ 
depressiOn may be dated from May 1931, when the Creditanstalt 
'difficulties involved the National Bank and the Government 
of Austria .. The weak financial situation that was th.en revealed, 
coupled . w1th the effect of the depression upon agricultural 
prices and therefore upon export values, made it more than ever 
necessary to provide for larger export balances, while at the 
same time conserving the exchange parities of the local currencies 
in order to avoid increasing the burden of external debt, which 
was already heavily increased by the fall in gold prices. The 
provision of such an active trade balance might be maximised· 
by encouraging exports or by discouraging imports, or both. 
T}le encouragement of exports was a policy that had very definite 
limits set both by domestic production and consumption and 

. by the capacity and willingness of the international market 
to absorb increased quantities of the. raw materials and food
stuffs, which were the main resources of most of these debtor 
countries. . 

Moreover, the protectionist movement had set in s'o strongly 
by the middle of 1931 that markets were increasingly restricted. 
The higher United States tariff of 1930 had be~n f~llowed by 
many other tariff systems ; both France and Belg~um mtroduced 
a system of licensing imports in the third, quarter of 1931, Czecho
slovakia did. the same in July, and Sweden introduced a wheat 
monopoly in June. These arid other systems of import con~rols, 
it should be remembered, were added to constantly. high_er 
tariff . barriers, many of them being reprisals ag~nst the tariff 
barriers of other countries. By the end of 193l,_l!cences had led 
to quota or contingent. systems, many c~mntnes had le!~ the . 
gold standard,· others. had thereu~on rem~rC!duced ad~Itwna: · 
exchange-dumping duties, commerCial trea?es were . bemg de 
nounced, and cumulative restrictions w~re bemg place~ m the way 
of international trade. A summary hst of the. mam measu~ 
adopted will indicate both the universality. and the compleXIty 
of trade restrictions. . ··· · · h e 
. The first type consisted in the con~rol of foreign exc anfe 
transactions to check any flight of capital and to tfserv~ ;al 
available exchange resources for the mo~t essen _1a na o . 
requirements. Such controls ·were in force m Aust~1a,. ~ulgana, 
Czechoslovakia, Estonia,. Fi~andB, G~fmch~~ ~~e;cl~diaun~ta'~ 
Latv).a, Yugoslavia, Argentme, raz1 , . I . ' · 
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in. Norway the banks exercised unofficial control. During the 
early months ·of . 1932, Denmark; and Roumania introduced 
control systems, but Finland at>andoned such restrictions on 
December 31st, 1931.. 

·More direct reduction of imports was achieved :in f931 by 
the :introduction of quotas (Czechosloval~~· _France, Italy, Latvia, 
Netherlands and Turkey); by prohibitions (Czechoslovakia 
Denmark, Estonia, Poland, Turkey and Colombia) ; . by Stat~ 
monopolies (Estonia and Sweden) ; by new import duties· (Great 

. Britain); by increased duties (Austria, Argentine, Australia 
Belgium, Brazil, Bulgaria, Denmark, France, India, Italy: 
Latvia, Lithuania, Netherlands,. Poland, the Union of South 
Africa and Switzerland) ; and by Customs surtrutes for depre~ 
ciated exchange {Canada and France). 

In _addition, t~e aball;donment of t~e gold standar? by 
Argentme, Australia, Braz1I, Denmark, Fmland, Great Bntain, 
India, Japan, New Zealand, Norway, Portugal and Sweden 
had considerably hampered imports :into those markets. In 
addition• to these countries, Bolivia, Chile, Greece, Siam and 
Peru abandoned the gold standard In the early months of .1932. 
In many other c01mtries, its maintenance was more nominal than 
real, and it was a truer representation. of the facts to say that. 
:in some half-dozen countries only waS, the gold standard main
tained without. special re.strictions. 

Such a recital of the progressive and cumulative imposition 
of restrictions in s0 .. many countries sufficiently explains the 
manner in which currency disorganisation in recent months 
has caused a creeping paralysis of international trade. 

There are many other ways, . besides the direct effect of 
highet duties, :in, which this complication of regulations embar
rasses :international trade. . Formalities. have multiplied and 
become both hamperirig and costly ; licences, if granted for the 
year, cause gluts and then scarcities, or, if granted monthly, 
prevent an orderly development of trade. Contingents or· quotas 
cut' across most-favoured-nation arrangements and, moreover, 
dislocate the relations of supply and demand. Decisions taken 
by civil servants in the " national interest ., differ considerably 
from those. dictated by the normal .relations of consumer and 
producer. As .a particular important instance of this may be 
cited the importance attached in the various systems of exchange 
controls to the service of debt as .distinct from the import needs 
of the·country. The world is becoming enmeshed .in a n~twork 
of temporary ad .hoc regulations which will be extremely di;(ficult 
to disentangle. . 

In an effort to cope with certain of these evils, different 
countries have negotiated bilateral H clearing agreements '', 
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by wh~ch imports and exports are balanced as between the two 
~untnes. con~erned .. Th~r~ are, however, very great difficulties, 
m pr~cbce, . m ;mamtammg such agreements. International 
trade ~s rarely b!J.ateral, and the _effort to balance the import 
~d exl?ort relations of two particular countries involves the 
d1s~ocatwn of the norm~l. manY:-(:ornered trade that. has been 
bmlt up h:y decades of mternattonal co-operation. Essentially, 
such clearmg agreements are temporary and unsatisfactory 
devices to meet an :impossible situation. ·· · 

It is ~possible in any brief SUJ:!!.mary ~ make anything like 
a comp~ete statement of.all the vanous devices brought into use 
to restnct trade. Especwlly after the abandonment of the gold 
standard by Great Britain in September 1931, there has been a 
veritable panic, which has . piled new tariffs on old, turned 
licensing syste.m~ into prohibi~ions, monopolies and contingents; 
denounced ex1stmg commercial agreements; created more and 
more rigid exchange controls issuing in debt moratoria and 
paralysed trade~ and substituted a slight and temporary frame-

. work of cleari?g agreements for previously existing treaties. The 
bankers or civil servants have had thrust on .. them the., duty 
of regulating commercial intercourse, and merchants have been 
so hemmed in . by regulations that freedom of trade has almost 
ceased to exist. 

It would be invidious to take the case of particular countries 
as anything more thanjllustrative of general situati?ns. _Man~ ?f 
the debtor countries are virtually at a .standstill wrth ng1d 
exchange controls, debt moratoria, and ever-il~creasing &overn
mental control of economic life. The great cr~d1to_r cou~tr1es ~re 
almost equally affected. . The United States, smce 1ts tariff action 

·in 1930, has not added further barriers to trade, but. _Great 
Britain in November and December 1931, placed duties of 
50 per~ cent on. three long lists of. imports,. and follow~d these 
lists with two others relatil1g to agncultural unp~rts subJe~ted to 
duties based on an average of 33% per cen~, bes1de~ passmg an 
Act providing for a wheat quota ~nd finally mtroducm~ a gen~r~ 
tariff. 1 Holland. another traditional free-tra,de co~try, rrus~ 
its tariff barriers in .November and, ~ the followmg mont • 
introduced a system of " contingents ' , France a~d G~rmany,. 
from the middle of 1931, have stdven t9 prot~~t their .. agnchulture 
b ~ . . . . tin t stem. the IIDposihon of exc .. ange
y a -yeryw1de _con gen S':f 

1 
··· • ·. st other countries which 

dumpmg ., , duties and repnsa s agam • . .. · 
limit .either their exports or payment.for th:f~t random. There · 

These are merely· examchples clhlOSlei~~~d widespread ret!."eat 
has .never before been su ... a w o es · · · · 

' See section (li). 
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from international economic co-operation. The ;results are 
already sufficiently manifest in th~ reduction of trade, which has 
been outlined in a previous . chapter. The full consequences 
however, have yet to work themselves out in the standard of 
living of the peoples of the world. . Reversion from a highly 
organised and interdependent society to the simpler forms of 
national sufficiency is. a cos~ly proc~ss, and it h_as become quite 
clear that the remedy for mternatlonal maladJustments is not 
to be found in a flight to economic nati01ialism. 

(v) THE INTERNATION~ AsPECTS OF TRADE REGULATION. 

Running through this whole story of trade regulation and 
restriction in the crisis years, there is the definite conflict of 
economic and social conceptions referred to briefly in the first 
section of this chapter. In the field of action, national forces and 

. institutions have been completely dominant. The proposals for 
international action have met with scant success. This is not, 
after all, difficult to understand.. The·crisis through which the 
world has passed. and is still P!iSsing, has never been paralleled i\1 
duration, universality or intensity.. It has brought into challenge 
the whole of organised economic and political life. 

The international conception of developing world unity was 
by no means widely accepted even before the war. Years of 
war and post-war struggle and propaganda were hardly likely to 
establish it, even though. the facts of economic development 
pointed to increasing interdependence. The great bulk of social 
:fife and education is still organised on national bases, the preser- . 
vation of which is regarded as the primary duty of citizenship. 
There is much that is wholesome and valid in this conception of 
national life, and it is natural that the advent of a disastrous 
crisis should evoke a strong impulse to ensure stability in national 
affairs. . 

Yet the events of recent years, and more especially of recent 
months, have demonstrated how large a part internatio~al 
relations have come to play even in national life and affrurs. 
Interdependence, especially in the financial and economic spheres, 
has been proved, even in the process of endeavouring to secu~e 
national· sufficiency. The. task . of synthesis remains. What ts 
valuable and useful for the welfare of the people in natio~al 
organisation must. be reconciled with the fact that every natton 
is now _dependent upon every other. · .. 

. It IS noteworthy, . therefore; that, throughout the cnsts, 
international negotiations have been maintained, evei1 in manY 
gf the processes of l.:\llilateral action. There have been tariff wars 
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before; never perhaps on such a ~esperate scale, but, on the other 
, hand, never before conducted Internationally. The "habit of 

conference " 1?-as I?ersisted, the multilateral aspect of negotiations 
has been m3:mtamed, even when they have issued in· drastic 
unilateral action. The process may have failed but the machinery 
is not destroyed. · 

Moreover, this. is the first great economic crisis in which the 
nec.essi!Y of international econ?mic co-operation has ~een steadily 
m.runtamed, not only as an Ideal, but as a practlcal working 
solution. Successive official and unofficial conferences have 
endorsed the recommendations of the World Economic Conference 
of 1927. Despite national actions to the contrary, even national 
representatives assembled in international conference have 
admitted and upheld the validity of this international programme. 

There is, therefore, a solid and growing body of support for the 
view that the way out of the crisis is by an. increasing rather than 
a decreasing measure of international economic co-operation. 
Action follows upon conviction and conviction waits often upon 
the exhaustion of other possibilities. Moreover, action in such 
a vast field cannot be simple. Financial, monetary, commercial 
and other economic aspects of the problem are interlinked and 
all depend to some extent upon political settlement and appease
ment. ·The downward slope of the cri~is has. see!?- re~ersion to 
the more primitive forms of economic nationalism m unpre
cedented degree ; the upward slope awaits and will itself facilitate 
a return to the realities of interdependence. 



Chapter XI. 

THE ECONOMIC SITUATION IN JULY 1932. 

As the earlier chapters of this Survey were being written in 
the second quarter of 1932, the statistical information available 
referred mainly to the year 1931 and, in certain cases, to the 
first quarter of 1932. As the volume goes to press in the middle 
of July some scattered, and far from complete, statistics are 
becoming availa.ble for the second quarter of the year. It is 
difficult to draw any very def~nite conclusions from such frag
mentary data ; but they provide the ·only possible basis for an 
estimate of the economic position in the middle of 1932. 

In such a critical situation as that which exists at the moment 
of writing, even the comparatively short interval which must 
elapse between important economic events or movements and 
the publication of the statistics reflecting their influence is 
sufficient to render hazardous any estimate of the present 
position on the basis of past statistics. For example, the diagrams 
showing ·movements in exchange rates 1 were prepared just at 
the moment when substantial changes were imminent in several 
countries, particularly in Chile land Greece. 

It is inevitable that any survey of current events must end . 
in medias res ; but the interaction of important political and 
economic policies which are still in process of formulation renders 
the present situation and the immediate future more obscure 
than is usually the case: The agreement reached at the Lausanne 
Co~erence on July 9th has only just been announced, t~e 
Bntlsh Imperial Conference at ·ottawa has not yet opened 1ts 
sessions, the Disarmament Conference has not yet· formula!ed 
the conclusions of its first ·discussions, and plans are just bemg 
launched for an International Economic and Financial Conference 
later in the year. The London money market is in the midst of 
the largest debt conversion ever attempted, the balancing .of the 

1 Pages 217 and 218. 
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natio~al hudg~t is occupying the attention of the French and 
Amen~an parliaments, _op~n-market .operations by the Federal 
Reserve ~ank~ are contmumg on a large scale; national elections 
are. J?endmg m both Germany and the . United States. The 
deciSions reached and the results achieved in such circ1.1mstanc 
cannot be _known !or. s_everal months, and it will be some yea: 
before. their full ~rgmfiCance can be appraised. 

It IS not poss1b!e, there~ore, to <;Jo more at the present time 
than record ~he mformatlon available concerning economic 
developments m the second quarter of 1932. This information 
must be interpreted with much more than the usual qualifications 
and reserve.s.. Ea:Iy. summer in the northern hemisphere is 
always a cntlcal time. Harvest prospects are not certain, and 
there is a heavy seasonal demand for capital with which to 
finance trade until the harvest receipts become available and 
also to shift the crops. Financial strain tends to be heaviest at 
this season ; but in present circumstances, with trade restricted, 
foreign exchange controlled and capital movements paralysed. 
the strain is greater than usual. A severe test of endurance is 
therefore imposed upon those countries which normally borrow 
at this period in anticipation of the harvest. 

Perspective may perhaps best be gained by a comparison 
of the information available in July 1932, with that upon which 
a similar estimate of the situation in the summer and early autumn 
of 1931 was based in a former publication, 1 I tis significan~ that, 
in 1931. the seconO. quarter of the year proved ~o be a tim~ ~f 
severe financial strain exemplified by the Credit-Anstalt diffi- · 
culties in May and the Hoover _moratorium i~ Ju_ne. By Sei;>tem
ber, when the final pages of this former publication we~e wntten, 
the abandonment of the gold standard by ~ nml!-ber ~f _Important 
countries had definitely agoravated the fmanc1al cn~Is, but, at 
the same time, had opened up.'' possibilities for act~~n on the 
part of individual nations wh1ch may serve to mitigate the 
depression " 2 . . . • 
· In the ~ es which follow, an attempt is made to summanse 
th ·· ·r p g hich in the summer of 1932, had been reached 
as e a P~!~~~ ;;f the~e conflicting tendencies. In. ~hat. atte~pt, 
however j.t is necessary· to draw attention t? pohc1~s of posltiV~ 
action both national and internatiOnf!-1, which ar; ~n proc~~i~e 
develo'pment; .since these policies will, ::f tfe ne~fs u I~rr~ ~~t yet 
an important influence upon the tr~~ · ~ ev~o ;uch important 
possible to do more than draw a en 101?- . 1 t and 
policies as the effort at international politiCal sett emen 

World EconomiC: Depression, Chapter VIII. 
• The Course and Phases of the 
• Ibid., page' 314 3nd 315. 
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economic· reconstruction begun at tausanne, the large-scale 
open-market operations ·conducted by the Federal Reserve Banks 
in an effort to expand credit again in the United States the 
strong measures taken in many countries to achieve b~daet 
equilibrium, the conversion operations in Great Britain, the fr~er 
trade initiative launched by the Belgian and Dutch Governments 
and the negotiations at Ottawa between the States member~ 
of the British Commonwealth. The influence of these policies 
may perhaps be traced already in certain psychological reactions 
particularly of the stock ma.rkets ; but their full effect will not 
be known for some months at least. 

In the mean~ime, the available statistical information. is 
sufficient to indicate that economic activity deteriorated greatly 
in the second quarter of 1932 and had reached a very low ebb 
indeed by the end of June, . All the statistics that are available 
support this conclusion as far as the great industrial countries 
aJ;"e concerned .. There is usually a seasonal increase in production 
and a decline in unemployment during the early summer~. but· 
in 1932 this improvement in most of the industrial countries was 
very feeble, · while production remained at very low .levels. 1 

Thus the German index (corrected for seasonal variation) fell 
to 55.2 per cent of the.1928 level in Ja~uary· and recovered to 
57.7 per cent in May ; but this figure compares unfavourably 
with the 72 per cent reached in May 1931. The Polish index 
(corrected for seasonal variation) recovered in the same months 
from 51.8 to 54.6 per cent as against 72.3 per cent in May 193L 

• In the other countries for which indices are available in these 
months - Canada,. the United States, france, Great Britain, 
Sweden and Japan- Japan was the only one to show an apparent 
increase in the early months .of 1932, an increase, however, 
which appears to have been caused largely by the fact that Japan 
abandoned the gold standard only in December 1931. The 
improvement which followed the abandonment of .the gold 
standard in the case of Great Britain and Sweden was not fully 
maintained in the second quarter of the year. There was a sim~ar 
reaction in Japan also, and an. increased curtailment of product~ on 
in the main industries. The statistics are shown in the followmg 
table: 

1 Cf. Monthly Bulletin oj Statistics, June l932. 
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Nalional Indices of Industrial Production. I 
(1928 = 100.) 

Country 1932 ~ . .lan • Feb. I March , Apri) I May 

Germany (a) . 72 55 57 56 54 58 Canada (a) . 92 73 74 71 68 United States (a) . 78 65 62 60' 58 55 France (b) , • . . 102 . 83 79 77 75 73 Japan ..• . . 103 97 102 108 104 Poland (a) . . . . 72 52 52 53 55 55 United Kingdom . . . 87 2 . . . . 913 ·-. . . Swedeii. (a) • .. . . 81 85 92 88 85 79 

Further evidence of the decline of production rnay be obtained 
from the statistics relating to individual industries in various· 
countries. The state of the building industry is often regarded · 
as a. significant test of investment · activity. The table which 
follows indicates the depths to which it had fallen in certain 
countries in the early months of 1932: 

Indices of Building Activity in Certain Countries. ~ 
(1929 = 100.) 

Monthly averagt' I ~r-many · France 
Unitrd States I UnitPd Kingd"m I · 
Total I Housing Total I Housing 

1930 74 78 57 101 . 106 112 . 
42 84 92 102 1931 40 54 

1931 : First quarter 35 58 48 89 91 107 
Second » 54 68. 53 90 98 103 
Third 48 54 37 84 102 100 » 

74 100 Fourth 23 37 29 74 ». 
95 1932: First 12 20 18 76 89 )) 

April ·. 16 25 18 85 107 88 
May. 18 30 . . . . . . .. . 

I 

(a)" Adjusted for seasonru variations.. . . 
, (b) Partly adjustPd for seasonal ~anat~~n:: t'cs • fur Germany Wochenberichle 

1 League of Nations Monthly Bulltlm of a 29:h '1932. ' 
des liiSliluls tar J(onjunklurforschung, June . , · .. . • 

• Inde..'t for the second quarter. . . . he fourlh quarter of 1931 was 92• 
• Index for the first quart!'r. '!o:he1 

1'!-~1~nf~r1Jn ersten Halbjnhr 1932, page 14 : 
'Deutschlands lVIrlsclznfllzc/z~ ,,n wzc. " 

1\eich-Krcdit Ge~cllschaft, Berlm, 1932. . 
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The most severe contraction of industrial enterprise however 
has been in the heavy industries, and this is most dr~matically 
illustrated by the fact :that in the United States the Iron Age 
index of '·' used capacity " in the steel industry fell, during the 
week ended July 5th, to 12 per cent. 

Against these and similar statistics bearing witness to an 
unprecedented disorganisation of industrial production, there are 
certain more cheerful facts to be noted. First, jt is evident that 
those countries which abandoned the gold standard have been 
more resistant to the. continued pressure of deflation. U their 
production has not greatly recovered, the decline has, in most 
cases, been -stayed. There is some evidence, indeed, that in such 
countries as Australia a considerable measure of readjustment 
to lower price~levels has been achieved. Currency depreciation 
has changed the ratio of prices and production costs in favotlr of the 
primary producers, and has restricted imports. Vigorous measures 
have been taken to reduce cost~ of production and, at the 
same time, there has been increased production for export, so 

. that the balance of international payments has become more 
manageable. 

· In. the countries adhering . to the gold standard, also, there is 
a growing consensus of opinion that readjustments have been 
taking place ; but it is difficult, as yet; to support statements 
on this point by definite statistical evidence. There appears to 
be evidence that the prices of producers' goods are less resistant 
and show more tendency to decline in recent months. 1 

It is not possible, however, to place much reliance upon 
such fragmentary evidence as is now available, especially since 
the average level of wholesale commodity prices was still falling 
in the second quarter of 1932. The following table shows the 
extent of the price decline in various countries ; 

1 In Germany, there has· been a marked increa.~e in tht>.output of prod~ce!S' 
goods, partly for export to the Union of Soviet Socialist :Republics. The stahsttcs 
are summarised in. the following table : . · 

1929 
1930 
1931 
1932 

Production Of Producers' and Consumers' Goods in Germany. * 
(Monthly Average, 1928 = 100.) 

~ Producers'· goods Consumers' goods 

JanuaryjFebruary\March I April I May January\Fcbruary\March I April I 
97 93 102 112 116 97 92 97 101 
95 91 91 89 85 92 91 .91 98 
66 65 69 70 68 71 76 82 88 
41 43 45 47 53 74 76 78 74 

l\Iny 

93 
!J•t 
84 
71 

• Source~·· Woc.'l.enberichledeJ~lnstituuftir Konjunkturforschung, June 29th,l932 ·• 
Monallic!r.e Zahlentlbt.rsiclrt C. . · 
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Index Numbers of Wholesale p · 1 

( 
- _ rzces. 

c.mntry 

South Africa 
Germany. 
Argentine. 

Australia . • 
Austria 
Belgium 
Canada •.. 
United States , 
France . • . .• 
India .• , .• , 
Dutch East Indies 
Italy. -- --
Japan • 
Netherlands. . 
New Zealand . 
Poland .... , 
United Kingdom 

Sweden ... 
Switzerland . . , 
Czechoslovakia , 

Average, 1929 = 100.) 

Index Hl30 11931 l932 

r Jan., Feb. Mar. Apr. May June 

O!llcial 89 
» 91 

Banco de 
la Nacion 96 

Official 89 
• 90 
• 87 
• 91 

B.L.S. 91 
Official 88 

• 82 
• 91 

Milan 86 
Official 82 

• 82 
• 97 
» 86 

Board of 
Trade 88 
Official 87 

• 90 
• 87 

86 83 ... 
81 73 73 73 

81 
72 71 70 

92 95 
79 78 
84 88 
73 65 
76 73 
77 71 
80 70 
68 69 
71 63 
71 66 
70 73 
68 f9 
90 90 
74 67 

76 78 
79 78 
78 72 
79 75 

95 96 95 94 .. . 

8
860 80 79 78 .. . 

87 8l) 89 88 
65 64 63 61 60 
72 72 72 71 ... 
70 69 69 68 67 
71 71 70 70 68 

_69 67 65 63 .. . 
62 62 60 ... .. . 
67 66 ,65 64 62 
73 72 70 68 66 
58 58 56 56 .. . 
89 88. 88 87 .. . 
68 67 68 69 65 

77 71 15 74 ... 
79 78 78 78 77 
71 70 69 68 67 
75 74 74 72 ... 

~t is evident tha~ t~ere was, in the second quartet of 1932~ 
~ 'WI~e range of va~at10n between the levels of prices reached 
m different countries and between the degree of decline in 
!hose countries during 1932. There was a downward tendency 
m .almost every country, even in those which had abandoned 
the gold standard. -

The most recent calculations at the moment of writing_ indicate 
some possibility of a check to this downward movement. Brad
street's weekly jndex-number of food prices in the United States 
increased for the last two weel<s in June, and the Irving Fisher 
index-number of wholesale prices rose slightly .. The Economist 
index-number in Great Britain also rose slightly 1n the first fOlt
night of July. On the other hand, t~e French, ~erma!! and 
Italian index-numbers of wholesale pnces were still fallmg_ at 
the end of June, -

"- L~ague of Nations Monthlq BulletiCJ: of ,<;tatisli~. 

19_ 
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. The declining levels of prices and shrinkages of production 
which were almost universal in th~ second quarter of 1932' 
were accompanied by increased unemployment in France' 
Germany, Great Britain and the _United States of America: 

• The outlook for the northern wmter of 1£32-33, in default 
of a marked revival of trade in the autuinn. was therefore 
depressing. . : · 

·Probably the most striking indication of the paralysis which 
had overtaken economic organisation is. that provided by the 
statistics of world trade.. · The. latest available figures are sum
marised in the folloWing tab!~ ; 

Imports and Exports of Forty-five Countries representing· approxt
malely 90 per cent. of the Value of World Trade. 

$. (OOO,OOO's). 
Monthly ·average of .:flrst four months . 
. 

Imports Exports 
.Country 

1928 ll!i!l!l 11930 11931 ll 932 192811929,1!:130 11931 jt932 

E=po .•. l6M 1,6061,479 i,119 

'"l"' 1,216~,168 
854 582 

North America · 436 480 390 245 164 467 544 430 272 174 
Rest of World. 498 527 449 287 . 178 592 . 598 455 319 224 

--·-.---
1,109 2,256 2,358 2,053 · Total . • 2,539 2,613 2,318 1,651 1,4,15 980 

The total shoWI1 above indicates that, in the first four months 
of 1932, the, value of international trade was approximately 
42 percent of its value in the first four months of 1929. Moreover, 
the. decline was continuing. 

Very important changes were taking place in the distribution 
of trade also, and in the. balances of payments. Perhaps the 
most striking is the ,continued shrinkage of exports from the 
United States, whi~h. in June, resulted in a passive import. 
balance being recorded in the trade· of that country. Exports 
in June were lower in value than in any month since 1914 
and in any June. since 1904. . . . 

A. clear _illustration of. the way in which trade restri~tions 
a:n~ regulations are not only. reduc-ing the total value of mter
natw;nal trade but are altering the direction of such trade as 
rematns may be seen in the quotas of foreign exchange 
allotted by tb,e Danish Government for imports from Great 
Britain and Germany respectively •. The actual percentages of 
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impdrts which entered Denmark f th 
eight months of 1931 are contraste~o~lo'i ese: count~es in the first 
allotted for the period June to S t ~b. Wtth the Import quotas . · ep em er 1932 1 : 

Actual imp orr • .Janu.~ry lsi to Quota allotted 
S t ... June 1st to 

ep em,•er lst September 1st 
1931 ' 1932 ' 

Germany.. . . Percentage Percentage 

Great Britain. · · · • 
28 

· 
0 

13 9 . • . • 13.6 25:2 

The balancing of the internation 1 ingly difficult a.s . trade is restricte~. accounts becol?le~ increas--
how. ever, that some measure of read' tRecetn~ stat~stxcs show, 

rt 
. t . . JUS men IS taking place . 

c~ am coun nes and, lll particular, that the hal · m 
dxty trade are becoming increasingly active in ili~c~s of cofmm\)
of the debtor countries : ase o most 

Country 

United States . 
France .... 
Great Britain , 
Germany •.• 
Australia ... 
New Zealand 2

• 

India •.. , · 
Japan . , .. 

Balances of Commodity Trade. 
(First five months of each year.) 

I Unit I 1928 1929 · 19R() I Hl31 I 1932 

(millions) 

s ~· 213 + 317 + 256 + .· 81 + 81 
Fr. · · 5. 29~. 5;054f-3,375~5,556.1-4171 
£ 154- 154~ 155- 1501- '120 
RM. 1,457 ,....- 578 + 84 + 605 + 460 
£ + 5 + 9- 10 + 21 + 24 
£ + 17 + 15 + 6 + 9 + 11 
Rupees ~ .36 ... 1. + .263 + 265 + 81 + 2. 2. 
Yen I 207l 266f- :197~ 108r- 264; 

. The list of moratoria:> on international payments, however, 
ls already a long one, 3 and it is clear that international financial 
payments cannot be fully resumed until there is a much greater 
measure of freedom of trade than existed in July 1932. 

International lending has virtually ceased and, on the contrary, 
the marked tendency for capital to return to the creditor countries 
has been accentuated. Since the earlier chapters of this Survey 
. were written, the official estimates of the balance of international 

' Poliliken, Copenhagen, July 17tll, 1932. . 
• Fir>;t ~ix month~ or each year. . • • See Appendix, Table VI. Moratoria, partial or comp"!;te, have been 1mpose~ 

ou external pavmenls by Peru (June '1931), Chile (Jnly 19..1), pruguayand Braztl 
(September 1931) Bolivia (Octohcr1931), Salvafior(October 1931), HungAry (Decem· 
ber 1931), y~go~lavia (April 1932), Greece (May 1932) and Austria (June 1932). 
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payments of theUnited States in 1931 has become available 
During that year, there was a net inflow of long-tenn capitai 
to the United States amounting to $218 million. 1 

The German balance of payments for the first half of 1932 
also shows clearly the difficulties created by the increased restric- · 
tions upon international trade and the stoppage of long-term 
borrowing. 

The table below, adapted from calculations compiled by the 
Reich-Kredit Gesellschaft, 2 is not fully comparable with the 
statements for earlier years published in the preceding chapters 
of this .Survey, but is sufficient in itself to show how difficulties 
have accumulated in the first half of 1932 : 

Balance of lnlernalional Payments in Germany. 
(Net balan~e of inward and outward payments in millions of RM.) 

I 1929 I 19~0 I 1931 I F/r~f~iK 
monlhs 

Current items (goods, services 
. and gold) : 

Merchandise, including repa-
44 ration payments in kind • - + 1,563 + 2,782 + 550 

Interest and dividends (in• 
~1.000 eluding amortisation) . . f.- 800 f--1,300 -700 

Other services , . . , 1- 513 + 223 + 152 + 65 
Gold (Reichsbank only) ~' .. + 440 ....._ 67 - 150 -152 
Reparation payments , . t-2,501 -1,699 1- 992 -

f--3,272 - 975 + 492 -237 
Capital items : 

Long-term debt . + 229 + 967 + 89- 60 
Short-term debt. + 1,092 + 32 + 477} 45 
Other debt. + 1,071 - 588 ~2,941-
German property released in 

+ 80 United States of America + 275 + 377 -
Reichsbank Devisen delivery + 605 + 187 + 1,803 + 342 

+ 3,272 + 975 - 492 + 237 

In face of the disquieting situation revealed· by such statistics 
of declining production, falli~g prices and restricted trade; there 

1 This figure is not com: parable with those givenJor earlier ye~rs In other chapters 
or the Survey. . .· . . . . . "ch-

1 Deutschlands Wirtschaftliche Entrpicklrmg im Ersten Halbjahr 193B: }tel 
Kredlt. l:resellscb:rlt, Berlin, 1932. 
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is an increasing measure of activity in both national and inter
national efforts to (leal with the outstanding · obstacles to a 
resumption of economic activity. The situation in the summer 
of 1932 differs in this respect from that of a year earlier. National 
e1Tort varies greatly from country to country. It .is convenient 
to consider the world as now divided into three groups, according 
to the monetary situation that has developed. The first group 
consists of countries still adhering to the gold standard without 
special restrictions ; the second, of those countries where nominal 
gold parity is maintained by restrictions, particularly upon 
exchange operations ; and the third, of those countries which 
have abandoned the gold standard and have allowed their Cl.trren
cies to depreciate in relation to gold. 

These currency difficulties are in themselves a cause of economic 
deterioration, since they introduce into an already difficult 
situation the further disturbing element of fluctuating exchange 
rates reflecting disequilibria between national price-systems. 
H was largely for this reason that the Gold Delegation o£ the Finan,
cial Committee strongly recommended that a return to the 
gold standard should be sought " within the shortest possible 
time ''. 1· This recommendation has subsequently been endorsed 
both by the Financial Committee 2 and by the Bank for Inter
national Settlements. 3 While, as the Gold Delegation clearly 
recognised, " the time and level - as Well as the partiCular 
form of restoration of the gold standard, should that be decided 
upon - can be (letermined only by the proper authorities in 
the countries concerned '', and while there are obvious difficulties 
and dangers in premature and unilateral restoration by particnlar 
countries, the value at the present time of an « internationally 
accepted standard, in order to facilitate the free flow of world 
trade '', is evidently recognised by expert opinion. As long as· 
independent currencies are linked together merely by fluctuating 
exchange rates, the temptation.to seek price advantages in export 

I. RPport, op. cit., parAgraph~ 74 to 83. 
. • '' The Committee has considered during the present session the final report 

of t'he Gold Delegation. It believes that this report will p~ove o! real value for 
those responsible both for monelarv And general econom1c policy, and trusts 
that special Attention will b~ drawn "to it. Further, it desires to state that it is 
in gener-<1! agreement with the r.onslru<"tivc _llnan,cial and economic p~opos!!-ls 
contained in J he report of lhe Gold l)elegal•on.' -· Report of L'•e Fmanctal 
Commlllec,July Glh, 1932 (document C.530.M.26<1.1932 II.A.). . . . . 
. • Resolution adopted bv the Banlt. for Intemntlonal Settlements, July 11th, 

1932:" The Board of l.he Rnnk for International Scttlemo:"nts, recognising the necrs-
sity of the l'l'-estab1i.ohmen1 bt'lWt'en na\lons of a monetary system with a common 
basis, in orc\Pr to facilitate international tetl'lemenl' Ul>der more stobl.e anrl secure 
conditions, is unanimously of opinion t.hat the gold standard remams the best 
available monetary mechanism and t.he one hc~t sui tell to make possible the free 
flow of world trade and of intemational fimmcin\l ; it is dP~irablc, theref~re,_ to 
prepare all the neces•ary measu!'l's· ror the re:-cstabllshment of the funcllonmg 
o~ the gold standard." · 
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markets by currency manipulation is very strong ; but an inter
national competition in that direction might become an extremely 
dangerous threat to the continuance of such international 
trade as remains. · 

The economic situation of those countries which are main
taining nominal gold parity by means of restrictions upon trade 
and financial payments is necessarily·weak. In many of them 
complete or partial moratoria and standstill agreements hav~ 
temporarily relieved the strain upon their resources for external 
payments. Increasing restrictions upon their international · 
trade place a considerable strain upon their price-levels, and it 
is generally recognised that, even with outside help such as the 
international loan projected for Austria, 1 their recovery awaits 
more far-reac:hing measures of reconstruction, and partictllarly 
an improvement in the general world situation. 

The position of the countries which have abandoned the gold 
standard is, in most cases, dominated by the developments in 
Great Britain. This is particularly true of the so-called "sterling 
group ". which have managed their currencies so as to maintain 
a stable rate of exchange with sterling. Some of these countries, 
notably Australia .and New Zealand; have embarked upon 
extended policies .of cost reduction by such means as the reduc
tion of wages, interest rates and rents. All of them have gained 
in so far as Great Britain offers a market for their produce, 
and it is significant that this gain was held to outweigh the 
possible advantage they might have derived in respect of their 
financial obligations to Great Britain if their currencies had 
been maintained at gold parity. 

In Great Britain itself,' the immediate effect of the aban
donment of the gold standard was a stimulus to production and 
export& as well as to security prices. Continued deflation in the 
gold standard countries prevented that stimulus from developing 
very far; but the domestic situation was relieved. Other 
measures, such as the balancing of the budget, contributed to a 
strengthening of public confidence; and a return of capital, 
added to a reduction. of imports, strengthened the position of 
Great Britain on international account. In March and April, there 
~a~ a ~istinct upward pressure on sterling exchange and some 

· 1Dd1catwn of a movement of short-term speculative funds to the 
London. money market. The Bank of England was 'enabled to 
buy gold - in itself an indication that the balance of payments 
was becoming more favourable - and the discount rate was 
lowered successively, till it reached 2 per cent on June 30tht 193~: 

1 LPngue of Nation Austrian Protocol (document C.53f)_M:2'(0.1932.II . .I\.). 
G!-neva, July 15th, ;1932. 
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On that dat«;:, the· Chancellor of the Exchequet announced 
the scheme by which £2,000 million of War Loan bearing 5 
per cent interest \vas to be converted to a 3% per cent basis. 
At the moment of writing, in the middle of July, the conversion 
operations are not completed, but there are indications that 
they will be successful. The economy (estimated at a net figure 
of £23 million) in public expenditure will not be realised until 
1933, but the more immediate effects of the scheme are already 
important. Security prices have risen substantially, rates of 
interest tend to be reduced, and there is a stronger feeling of 
confidence in the immediate future. 

The effect of the low discount rate upon commercial enterprise 
cannot yet be estimated. There is a somewhat weaker tendency 
in the sterling exchange; but, by an arrangement between the 
Treasury and the Issuing Houses, new issues are not being floated 
while the conversion operations are being completed. H is not 
yet possible to estimate what the effect of the conversion will be 
upon domestic rates of interest, domestic price-levels, the external 
value of sterling, and the prospects of a resumption of foreign 
and dominion lending. Even if it were possible to sketch a 
theoretical sequence of probabilities arising from this single 
cause, it is not possible to foresee the course of prices and other 
important developments in other countries. 

In the countries which still adhere without special restrictions 
to the gold standard, there has, in recent months, with one 
important exception, been a continuous deflation of the price-level 
and an effort to achieve a new equilibrium on the basis of lower 
costs of production. This tendency is clearest in Belgium and 
Holland, but is marked also in France, Poland, Switzerland and 
Italy. The level of wholesale prices has also fallen steadily in 
the United States, but, at the end of February, the Federal 
Reserve Banks began open-market operations on a large scale 
·with the avowed object of arresting the fall in the price-level in so 
far as it was caused by credit restriction. These operations have 
been used to supplement other efforts at. reconstruction by 
monetary policy, and it is necessary at this point to rev:iew briefly 
the measures that have so far been taken in this direction .. 

When the liquidity crisis, together -with the •• gold rush " on 
New York, developed shortly after the widespread abandonment 
of the gold standard in ~eptember and October 1931, there was a 
considerable impetus to deflation in the United .States. A ·severe 
financial stringency was created and bank failures rose . to an 
alarming degree. .In the last· thr~e months of 1931, gold to .the 
value of $191 milhon left .the Uruted States, as a result mamly 
of European short-term balances and earmarked gold being with-
drawn. · · . 
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The first effort made to stem the banking P.anic that ensued 
was the formation, on October 7th, of. the National Credit 
Corporation, an· organisation of commercial banl\s designed to 
mo~ilise credit in ~r~er to assist the wea~er banks. The proposed 
cap1tal of $500 million was not subscnbed and total advances 

·did not much exceed $10 million. "When the Reconstruction 
Finance Corporation was formed on December 8th, it took over 
these advances. 

The Reconstruction Finance Corporation, modelled on the 
War Finance Corporation, is a governmental institution with 
capital subscribed by the United States Treasury, but with the 
right to issue bonds and notes to an amount equal to three times 
the subscribed capital. Its purposeis to make " amply secured " 
·advances, for periods up to three years, to banks and other 
institutions. It has functioned, therefore, as an instrument by 
which financial difficulties have been averted, or temporarUy 
remedied. Its purpose has been to salvage embarrassed financial 
institutions and, in that way, to stay the panic. It is not an instru,. 
ment for credit expansion leading to rising prices and recovery. 

After a good deal of debate and controversy, however, 
legislation was also passed with the object of enabling the· Federal 
Reserve Banks to undertake credit expansion on a more consi
derable scale. · The principal provisions of the Glass-Steagall bill, 
which became law on February 27th, 1932, concerned the condi
tions under which the Federal Reserve Banks were empowered to . 
substitute " eligible paper " for gold in the statutory reserves 
maintained against note issues and other sight liabilities. The 
object of the legislation, in simple terms, was to allow the Federal· 
Reserye Banks to use Government securities as well as approved 
commercial bills as " eligible paper ", and therefore to give them 
the possibility of sustaining and expanding credit .without making 
great inroads upon the limited supply of commercial bills, while, 
at the same time, freeing a proportion of the gold reserves to 
meet external drains. 

The passing of this legislation made it possible for the Federal 
Reserve Banks to undertake open-market operations on a large 
scale by purchasing Government securities. If, underthe former 
legislation, such operations had been attempted at a time when 
there was a large and sustained demand for gold for export, the 
purchases of commercial bills that would have been necessary 
would ~ave in?-pai~ed the liql!idity of the commercial banks by 
weakemng thetr bill portfolios. 

The new legislation, allowing the Federal Reserve Banks to 
use their wensive purchases of Government securities as coyer 
for a certain proportion of the notes issued, put them in possessxon 
of larger amounts of "free gold"~ i.e., gold over and above that 
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necessary for reserve purposes. This increase in the amount of 
·~ free gold '' enabled them fully and promptly to meet a foreign 
demand which amounted to $420 million in the first five months 
of 1932. 

At the same time, the large open-market operations which 
were undertaken contributed materially to easing the strain upon 
the banking system. In the following table, the significant 
statistics which illustrate the effect of the credit expansion are 
stated summarily : · 

Dnle 

End of; 
January , 
February. 
March. 
April . 
May. . 
June 9 ,, 

» 16 . 
» 23 
» 30 

July 7 
» 14 
)) 21 
ll 28 

Movements of Federal Reserve Credit ].932. l 

(OOO,OOO's omitted.) 

Reserve 1\lonctnl'\" Moncv 
Govt'rn· Bills balances ~old stork in circulation 

mcnt dis· of seen- count~d m<•Inbe·r Federal Ferlernl 
rities banks Total Reserve To]al Reserve 

Bank~ notes 

. 746 899 1,947 4,415 2,976 5,642 2,648 
740 828 1,849 4,353 2,938 5,603 2,634 
872 639 t924 4,390 3,020 5,459 2,546 

1,228 556 2,124 4,367 3,004 5,464 2,551 
1,549 490 2,113 4,150 2,790 1),479 2,558 

. 1,645 502 2,112 3,839 2,627 5,452 2,557 
1,692 496 2,101 3,909 2,561 5,467 2,576 
1,730 488 2,066 3,917 2,563 5,505 2,616 
1,801 470 2,034 3,920 2,579" 5,649 2,756 

. 1,801 500 1,963 3,922 2,578 5,775 2,868 
1,821 516 2,015 3,932 2,588 5,714 2,836 
1,836 538 2,036 ,. .. 2,609 . .. 2,862 
1,841 525 2,072 ... , 2,621 ... 2,834 

In considering this table, attention should be directed .first 
to the very substantial increase in the holdings of Government 
securities. This increase, the result of open-market operatiollS,·is 
reflected in movements of the other series, It has partly achieved 
its purposes of reducing the indebtedness and increasing the 
credit balances of the member banks with the Federal Reserve 
Banks. The position, in these respects, is set out in the columns 
showing the amounts of bills discounted and ·of balances held. 

• Source~ : llfonthly figures, see Federal Re.,erve Bulletin'; weekly figures, see 
Commerc(ql and Financial Cllroniclc and Tire Economist. ' 
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There was soine tendency !o impro;remen~ until. a recrudescence 
of banldng failures,. pa,rtic_ularly m Chicago m June, caused 
renewed apprehensi?n of wide.sprea~. ru~s and led ~ember 
banks once again to 1mprove thetr posrtion m respect of liquidity 
by again rediscounting with the ·Federal Reserve Banks. 

Part of the increased credit made availa?le bY: the open
market operations has, however, been neutralised, first, ·by the 
heavy losses of gold for export and, secondly. by an apparent 
renewal of domestic,hoarding of notes .. The tendency in recent 
weeks for these " factors of decrease " to cause a shrinkage in 
the volume of central- bank credit available to the American 
banldng system is sho\vn clearly in the last two columns of the 
preceding table, . . . 

The extent to which the attempted credit expansion by the 
Federal :Reserve Banks has, in fact; relieved -the member banks 
and exercised through them an influence upon industry is very 
difficult to measure at the present time. Bankruptcies decreased 
greatly, both in number and amount, and an increasing number 
of banks were being re-opened until thefailures in Chicago again 
renewed the strain. Central bank credit expansion penetrates 
to industry only slowly and by devious channels. The first 
essential result is to relieve the position of the commercial banks. 
If their indebtedness is reduced and their balances increase, 
an· expansion of commercial credit many times greater than the 
amount of central bank credit made available to them can ensue 
and.quickly spread from one industry to another. It is as diffic~t 
to catch the exact moment when continued central bank credrt 
expansion begins to take effect as it is· to be sure of the turn 
of the tide in a shallow, open bay. Before the renewed banking 

. failures in June, there· was some indication that the forced 
liquidation of securities was slackening, and the total of loans 
and investments of reporting member banks in leading cities 
increased slightly in May for the first time in many months. 
The fact that they fell again in June reflected a renewal of 
banking strain. Bank cl,eposits were increasing also, and it was 
known tha1; foreign :;hort-term balances had been reduced to 
minimum amounts, so 'that large-scale gold exports were likely 
to ce~se, at any rate fol' a time, Despite the break in confidence 
occasiOned by the .more recent banking failures, it was felt that 
the way was mo!e . open for continued open-market operations 

· to become effectlve in a substantial increase of actual com-
mercial investments. · 

From ~he preceding brief summary of some of the outstanding 
~fforts bemg m~de to ch~ck .the depression and restore equilibrium 
m tb.e econonuc ~rgamsatron of different countries, it wUl be 
clear .that there lS no generally accepted agreement upon the 
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measures necessary for recovery, As was suggested in. an earlier 
chapter, J the lack of international agreement, particularly upon 
monetary policy in relation to price-movements, leads to national 
efforts at readjustment along inflationary or deflationary lines 
whicb would be irreconcilable if the abandonment of the gold 
standard bad not substituted fluctuating foreign exchanges 
for fixed gold parities in many countries. The position of the 
United States vis-a-vis the other countries which remain on the 
gold standard is the outstanding exception in this respect. The 
recent banking legislation of the United States has been reviewed 
in the preceding pages, together with such information as is 
available concerning the actual banking situation. Particular 
attention bas been paid to the effort being made to arrest the 
depression in that country, no~ only because of the great impor
tance of the American situation in itself, but also because of its 
probable effect upon economic developments in the world as a 
whole. The success of a continued resolute policy of credit 
expansion, even though it involved further drains on the gold 
reserves, would make for a revival of speculative, and therefore 
industrial, activity in the United States, and would bring the 
possibility of credit expansion based upon increasing gold 
reserves in the other gold-standard countries ; but such success 
is obviously dependent upon a restoration of business confidence 
in the United States and upon the banking policies pursued in 
the other gold-standard countries. It is too soon yet to judge 
whether the measures so far tal(en will prove adequate in the long 
run to bring about credit expansion in sufficient volume to cause 
an upward· movement of prices. If this should prove to be the 
case, or if the expansionist policy is pursued further until it does 
bring about a rise in the American price-level, it is obvious that 
this will not only facilitate the accumulation of gold reserves 
in other countries, unless in the meantime they also expand 
credit pari passu with the United States, but will also enable those 
countries that have abandoned the gold standard to pursue cheap 
credit policies without running· an undue risk of their foreign 
exchange declining. . - . . 

. In the sphere of international action, positive progress in 
economic and financial matters l1as yet to be achieved. The 
Lausanne Conference did not approach such . matters directly. 
In so far as the agreement reached at that Conference removed 
one of the stumbling-blocks to recovery and took som.e steps 
towards political rapprochement, it facilitated future consideration 
of economic and financial action. The agreement to substitute 
one final obligation at some future elate of three milliard RM. 

1 Chaptrr IV, section (iu). 
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($600 million) for t~~ German rep~r~tio_n obligations under the 
Young Plan is conditional upon ratificatwn _by the Governments 
concerned. The problem of war debt~ ~em_ams to be considered, 
and, pending its se~~ement and. ratificat;io~ of the repa~a~ion 
agreement, the posit1ve . econ?mic, as dist~nct from political, 
results of the Lausanne meetmgs are pract1eally equivalent to 
an extension of the Hoover moratorium upon reparation and 
debt payments, at least until· the next debt. payments to the 
United States fall due on December 15th,. 1932. The larger 
results of the conference lie in its psychological effects, and these 
cannot as yet be accurately estimated. 

The economic consequences of other recent international 
discussions must also await consideration in succeeding issues 
of this Survey. Mention should be made of the League Protocol 
for further financial aid to Austria which, at the moment of 
writing, has been signed but not yet ratified; the impending 
discussions of the British Imperial Conference at Ottawa ; the 
projected International Economic and Financial Conference; and 
the. Customs Agreement recently signed by the representatives 
of Belgium, Luxemburg and the Netherlands. 

Of these, the latter only is as yet a reality. On June 20th, at 
Lausanne, the representatives of the three Stat.es concerned 
initialled an international Convention for the reduction of 
restrictions upon international trade .between theil' countries .. 
The Convention was definitely signed at Geneva on July 16th. 
The main clause of the Convention provides for an immediate 

· reduction of 10 per cent of existing Customs· duties upon imports 
from the countries concerned, and further reductions of an equal 
amount each year, up to 50 per cent in the fifth year, provided 
that duties. shall not be reduced below a minimum of 4 per cent 
ad valorem on semi-manufactured products and 8 per cent. on 
wholly manufactured products. 1 New measures of prohibition, 
restriction or regulation of imports will not be undertaken save 
i"?- exceptional circumstances, 'in which cases quotas shall be 
fiXed at 1.00 per cent of the average quantities imported or 
exported in normal years. Existing prohibitions and restrictions 
will be abolished as soon as possible. 
. The importance of this Convention, which comes into force 

fifteen day~:~ after the deposit of the second ratification, lies not 
only in the fact that Jt is the first definite and practical move 
towards freer trade smce th~ depression, and, indeed, for some 
ye~rs before that. An ~ssent1al feature of the agreement is that 
1t 1s open to the adheswn of all States on a footing of complete 

1 The limit below wblch duties on agctcnltural. goods sh:.ill not be rPdnced has 
not: yet been. settled. · · • 
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equality. Unlimited and unconditional most-favoured-nation 
treatment is to apply to all the contracting parties. It is clear, 
therefore, that the Belgo-Dutch initiative may possibly be 
developed into a collective treaty for the reduction of tariff 
duties and the removal of other trade restrictions as recommended 
by the Economic. Committee · of the League in pursuance of 
discussions at the World Economic Conference of 1927. 

While the provisions of the treaty include an obligation not 
to raise duties against other States to which the contracting parties 
are bound by commercial Conventions, the right is reserved to 
impose further duties if such States further increase their duties 
or impose more restrictions on trade. There is, therefore, a 
possibility. Of a preferential regime. developing in favour of those 
States which adhere to the Conv~ntion. Moreover, it is possible 
that the Convention may involve some modification. of existing 
most-favoured-nation clauses in existing treaties with States 
which do not adhere to the Convention. 

While an important lead has been given in the direction of 
freer trade, it is not yet certain how far this initiative will be 
successfuL In the meantime, outside Belgium, Luxemburg and 
the Netherlands, no progress has been made in the removal 
either of tariffs or of exchange controls. and similar restrictions 
upon international trade. On the contrary, these continue to 
multiply, and the strangling of international trade which results 
becomes a greater and greater obstacle to economic recovery. 

This Survey closes, therefore, at a time when important 
steps towards political settlement and economic reconstruction 
have been taken and others are in preparation. It is too soon 
to appraise the results that have so far been achieved; ;but a note 
of cautious optimism is sounded by the first reactions of the 
stock exchanges. Relief is perhaps a better word than optimism. 
It is hoped that further disaster may have been averted ;. but 
the problems still awaiting solution are many and difficult. 
Even when business enterprise is freed from the political and 
psychological burdens that have weighed heavily upon it, the 
reconstruction of economic activity will still entail laborious 
and cpntinued effort. 



STATISTICAL APPENDIX 

Table·!. 

CHANGES IN THE QUANTUM OF TRADE BY CLASSES OF COMMODITIES. 1 

(Base: 1913 = 100.) 
Franee. 

Imports E xpor s . 
Ye~l' Area Prices Raw Manu- Rnw ll\lanu-Foocl Materials raetures Total Food 1\laterials factures Total 

1913 Pre-War 100 100 100 100 100 100 100 100 
1919 162 74 216 121 42 30 53 45 
1920 127 82 200 114 80 59 . 100 86 
1921 Post- 1913 99 68 103 82 76 65 94 83 
1922 War 118 98 127 108 66 78 95 86 
1923 124 103 108 109 92 83 114 103 
1924 1---- 130 112 108 115 108 89 135 119 
1925 113 107 94 106 91. 99 142 124 
1926 Saar 1924 113 114 100 11:1. 97 101 156 134 
1927 incl. -- 130 112 •76 109 96 121 167 146 
1928 119 119 l05 116 116 120 168 148 
1929 Pre- 131 130 143 133 111 116 169 147• 
1930 cedi!lg 137 134 179 143 114 108 145 131 
1931 years 181 118 165 141 89 95 124 112 

Percentage (l.istribution by classes of total imports an(l. total exports : 

1913 ! l2t.61 58,7 j19.1j1oo j12.2j 27.o I 60.sj1oo 

Ge·many. 
Imports Exports 11 

yqar Area Prices 
Food• I Raw Manu•jTotal' Food• Rnw Manu• Total< Materials factures Materials factures 

1913 Pre-War 100 100 100 100 100 100 100 100 
1922 59. 61 
1923 1913 45 53 
1924 Post- 75 55 81 63 33 35 59 51 
1925 War, 97 76 101 84 38 64 70 65 -- 41 89 76 75 1926· excl. 94 67 73 74 
1927 saar 112 100 139 107 35 84 84 79 
19.28 Pre- 108 98 134 104 52 . 90 94 89 
1929. ceding ·tot 97 123 100 67 . 100 106 101 
1930 years 92 88 103 90 56 93 102 98 
1931 78 76 81 76 55 72 93 89 

Percentage distribution by classes of total imports and total exports ; 

~3 1 1 1 26.1 1 58.3 jt2.9 1 100 j1o.61 22.5 1 66.sj1~o 
• All ligures relate to special trade. ClnsslfieaUon di!fers !rom country to country and compar.son . 

het~een countries Is theiel'ore invalid. · 
1 r.•J?amlion payments In kind,included. 
, Li!"!ng animnts· excluded. 

vmg animals included. 
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Table I (concluded). 

CHANGES IN. THE QUANTUM OF TRADE BY CLASSES OF COMMODITIES. 

(Base : 1913 = 100.) 

United Kingdom. 

Imports Exports 
Year Area Prices 

Food I Rav.c llfanu· Total' Food Rnw I Manu· I Total• :Mntenals lnctures Materials factures 

1913 100 100 tOO 100 100 100 100 100 
1920 British 86 95 84 88 55 48 77 71 
1921 Isles 1913 91 62 60 74 49 45 51 50 
1922 99 79 75 86 53 95 61 69 
1923 115 79 90 97 69 107 73 77 
1924 Great 125 90 105 109 86 89 79 80 ---
1925 Britain 123" 96 118 113 83 80 80 79 
1926 and 122 107 125 119 81 49 74 71 
1927 Northern 1924 128 102 135 121 86 82 82 82 
1928 Ireland 127 91 136 118 91 80 85 84 
1929 131 102 142 124 103 91 86 85 ---1930 132 142 121 96 69 70 1930 91 75 
1931 144 86 145. 124 80 61 50 73 

Percentage distribution by classes of total imports. and total exports : 

1913 1 1 1·~3 1 31.31"+" ~+··17··+· 
'IncJuding living animals.(not-for food) and parcel post. 

Sources: 
France:·lndlees genmoaU% de mnuvemenl economique ric !a France, 'page 117; Bulletin ric !a 

Slali•liqWJ gmerale eli! l a France. 
Germany : Monatliche Nachweise iiber rien auswarllgen llanriel Deu13chlanris ; Statislisches 

Jahrbuch fllr. das DeUI3che lleich, 1926·1931. · 
~reat ~ritnln : Boar~ of Trade Journal, 1925-1931, Bureau or Foreign and Domestic Commerce: 

Umled Kmgriom. Washington, 1931. · · . 



. Table II. 

INDE~ 011 WoRLD PRoDUCTION oF FooDSTUFFs AND fl-AW MAtERIALs, 

1881-85 to 1909-13 ( A)i 

1. 
2. 
3. 
4. 
5. 
G. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19 .. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 

Quantum 
or Production 

Commodity 
Unit 

(000, OOO's) 

Wheat quintals 
Rye • quintals 
Barley quintals 
Oats· • quintals 
Maize quintals 
Coerce quintals 
Cocoa quintals 
Tea . quintals 
Tobacco quintals 
Foodstuffs quintals 
Cotton quintals 
Wool. quintals 
Silk; quintals 
Pig-iron. metric tons 
Steel . • metric tons 
Silver • • kg. 
Copper·• metric tons 
Tin • •. metric tons 
Zinc • metric tons 
Lead • . metric tons 
Aluminium • metric tons 
Nickel* metric tons 
Coal and Iig~it~ metric tons 
Petrol ••••. metric tons 
Rubber* metric tons 
Potash metric. tons 
Raw materials • 
Total foodstuffs 

and raw ma-
terials. 

• l,'roduction in i885 and 1913. 
(A) Sources of Estimates : 

a 
1881-85 
Yearly 
average 

'642 
1 342 
1 22-1 
'375 
1 582 

• 6.0 
• 0.5 
• 1.6 
l 7.9 

1 18.5 
• 8.0 
1 0.093 

• 14.8 
1 5.98 
1 3.06 
1 0.23 
1 0.046 
• 0.29 
1 0.45 
1 0.0000'1 
1 0.0015 

'397 
• 4.58 
• 0.015 
• 1.04 

Value of Production 

c at 1913 Pricos ($) 9 

b I 
Price d e 

1909~13 
in$ 1881-85 1909-13 

Yearly ).ler unit Yearly Yearly 
average average average 

1 1,067 3.32 2,131 3,542 
• 452 3.88 1,327 1,754 
• 402 . 2.11 473 848 
• 678 2.59 971 1,704 

• 1,067 2.53 1,472 2,699 
• 11.2 2.1.45 129 .240 
'2.4 28.70 14 69 
• 3.8 36.42 58 138 

• 13.0 28.22 223 367 
6,798 11,361 

• 48.1 28.00 518 1,347 
• 13.4 43.35 347 581 

• 0.256 7,466 69 191 
• 17.2 14.45 214 249 
• 65.2 25.38 152 1,655 
• 7.01 19.23 59 135 
• 0.97 336.62 67 327 
• 0.133 939.55 42 125 
• 0.98 126.34 37 124 
• 1.16 93.49 42 108 
• 0.064 521.2 0 33 
• 0.310 837.76 1 26 

• 1,212 2.43 965 2,94·5 
' 45.90 6.72 31 308 

, 0.125 . 1,349.5 20 169 
• '9 .. 62 23.82 25 229 

2,589 8,552 

. ' 9,389 19,913 

'Sundbil.rg : APCI'I'llS slalistiques lnlerrudionauz, Stockholm, 1908• · 
• Stntistique generale de Ia France: Annuaire statislique, .Paris, 1931' 
'. Estimated on the basis of Incomplete figures o! national production supplemented by trade 

statistics; sec also l'Annuaire slatislique Jran9ais and Page.: Commerce and Industry, .London, 1910, 
Statistical Tables. . 

• Sundbilrg gives 20,700,000 tons for 1881-85. As all steer at that time was made from pig-iron, 
5,900,000 tons, the average steel production in that year, has been deducted in order to arrive 
at the production or pig-iron exclusive of that used ror steel production. 

' International Institute of Agriculture Year-Book; see also· League of Nations International 
SlaJislical Y lltll'-Book; 1928. . · . · 

' League of Nations International Slallsllcal Year-Book, 1928. 
' Statistlque gen6rale de Ia -France : Annuaire stallstique. . , 
• It is estimated that 75 ).ler cent of the world pig-iron ).lroduction ill. 1909-13 was used for 

steel production. . · · · ' · 
• Prices used for calculating the ·League of Nations• Index of World Production of Foodstuffs 

nud Raw Materials, · _ . :· . · 
20 



Country 
; 

~ 

Albania 
. gentirie 
ustralia .. 
us~ria 
elgium 
nited Kingdom 

Ar 
A 
A 
B 
.u 
B 
c 
c 
c 
D 
D 
E 
F 
F 
.G 
G 

ulg!tr.ia . 
anada 
hile 
zechoslovakia ·' 
anzig. 
enmark. 
stonia 
inland 
Tance. .• 
erm11nY. 
reece 

·, 

-. 

Table. III. 

NoTES IN CIRCULATION, 1,929 TO 1932. 

- . ·(OOO,OOQ!s}· 

End of 
Notes cu'rrency -1929 1930 

··- ··-· 

Bank Fral}C i1.5 12.9 
State Peso 1,247 1,261 
Bank £ 45.$ 48.2 

)> Schilling "1,094 1,090 
)) Franc 13,933 16,419 

• £ ·370 . 369 
» Lev 3,609 3,296 

Bank and Dominion · ·$ 188 163 
Bank Peso 352 306 

» Koruna 8,230 7,824 

• Gulden 37.8 37.9 
» Krone 367 360 
» Ekr. 34. 32.2 
» .Markka 1,361 1,279 
» Franc 68,571 76,436 

Reichsbank RM. 5,044 4,778 
Bank Drachma 5,193 4,803 

liay 1931 May 1932 
1931 .. . - .. - . . 

11.9" 12.7 
1,246 1,252 

54.8 50.7 
1,183. 1,141 995 

18,270 "16,092 18,040 
364 355 -354 

2,919 3,183 2,675 
159. ·- "157 
319 293 

7,679 6,732 . 6,582 
4~ 35.1 

.. 346 342 318 
35.2 32.9 32.2 

1,293 1,257 1,168 
85,725 78,185 81,418 

4,776 4,299 3,961 
4,003 4,304 4,060 

-



·-

Hungary Bank Pengo 501 469 423 370 370 
India -· State Rupee 1,794 1,613 1,793 1,548 1,685 
Irish Free State • Currency Commission £ 14.2 14.3 13.4 13.7 
Italy . ·- -. . <., Bank Lira 16,774 15,,680 14,295 14,722 
Japan . -· » Yen· 1,642 1,436 1,331 1,078 
:Latvia . ·- State and Bank Lat 83 87 76 75 
Lithuania . ., .. Bank· Litas 95 117 109 109 96 
Netherlands .. . . ·- .. Gulden 851 843- 1,023. ,837 1,006 
New Zealand. '·10 » £ 7.2 6.7 7.3 5.6 
_Norway ;. . • Krone 318 312 334 291 304 
Poland .. • Zloty 1,340 1,328 1,218 1,222 1,103 
I,\.o.uinania .. ; • Leu 21,144 19,605 23,750 18,709 21,982 
Spain . . ,. Peseta 4,433 4,724 4,949 5,197 4,830 
Sweden . . » Krona 569 594 583 542 553 
Switzerland .. • Franc 999 1,062 1,609 990 1,535 
Union of South Africa » £ 7.5 7.1 7.3 7 
U11ited States . • .$ 2,463 2,267 3,263 2;224 

State $ 266 297 289 301 
U.S.S.R.,. . .., . . Bank Rouble 1,501 2,080 "2,7841 2,181 2,7671 
Yugoslavia • Dinar 5,818 5,397 5,172 4,791 4,942 

i Gross issue. 



Table IV. 

Sl'l'OATION OF THE STATE DEBT OF VARIOUS COUNTRIES AT :rHE END OF THE FINANCIAL Y!'AR 1930 (1930-31), 
OR NEAREST AVAILABLE DATE, EXPRESSED IN U.S.A. DOLLARS (000,000 s), 

I I Total Domestic Debt Foreign Debt 

Country Dnte Toto! :Oebt Foreign Debt I Funded Flont!ng Funded Floo!lng 

Austria 31. X.Il. 1930 294.8 275.5 19.3 - 275.5 --· 31. XII. 1930 7,326.0 3,733.9 3,592.0 0.1 3,733.9 - -Belgium ... .. 
31. III. 1931 167.8 123.3 40.3 ·- ·-- 4.2 122;7- 0.6 

Bulgaria 1 •• 
31. XII. 1930 988.6 188.0 707.9 92.7 ~26.6 61.3. 

Czechoslovakia .. 
31. III. 1931 0.35 0.3 (0.001) (0~03) Estonia ' 

Finland 31:. XII. 1930 95.7 85.4 10.3 - 8o_.9 . 4.5 

'France. 31. III. 1931 18,872.2 7,762.9 9,575.1 1,534.2 
Germany • 31. UI. 1931 2,883.4 788.4 1,746.5. 348.5 663.2 125.2 

Greece . 31. III. 1931 535.0 405.0 76.3 53.7 389.8 15.2 
·' 31. xu. 1931 310.9 272.5 23.1 15.3 219.1 53.4 Hungary • . 

30. VI. 1931 4,871.7 - 90.9 4,501.2 279.6 90.9 -Ital~ •. . . 
Net erlands 31. XII. 1930 1,091..7 - 959.9 131.8 - -... 447.6 47.2 (0.01) Poland ·. .. .. 31. XII. 1930 494.8 ' . 
Portugal. 

31. XII. 1930 1,104.5 1,005.6 94.8 4.1 Roumania .... . . .. ' 
Spain . 

K'ingd~ni of 
31. XII. 192~ 3,159.3 152.3 2,966.3 40.7 152.3 

United 
Great Britain and 

31. ln. 5,186.4 28,792.9 2,889.5 5,186.4 . Northern Ireland 1931 36,868.8 -
Yugoslavia . -· . 1. VII. 1930 741 ... 2 

Australia. ' 30. VI. .1930 5,048.3 '2,631.0 2,387.5 29.8 2,608.1 22.9 
Canada 31. III. 1931 2,606.1 518.6 1,797.4 290.1 518.6 -
United States' of 

America, .. -.. . 30. VI. 1931 16,801.5 - 13,530.5 3,271.0 - -
•'Bulgaria. - Excluding (a) repnrntlon nnd occupation debt; {b) compensation !or property or Bulgarian nationals, sequestrated and 

liquidated in England ; (c) indemnities due to European Danube Commission ; (d) Bulgarm's share in Ottoman public debt ; (e) debt 
to Russia In respect or occupation of Iormor Eastern Roumelin. 

1 Czechoslovakia. - The." floating foreign debt Is prnctlcaUy funded under agreements, in accordance with which pavments are being 
made, but which nre not yet ratified by Czechoslovnlda. • 

• Gcnnany, Hungary .. - ... Excluding reparation debt; 
·•ltnly. --;-·Excluding wnr debt to the Unit~.d ~<!ngdom and the United States of America, counlerbalnnccd by reparation receipts. 



Table V. 

STATE DEBT SERVICE, POPULATION .AND TRADE OF VARIOUS COUNTRIES DURING THE FINANCIAL YEAR 1930 
(1930-31), EXPRESSED IN U.S.A. DOLLARS (000,000's). 

Service of : Popula-
tion: Financial Foreign 

Trade (special) bf va111e 
C. Census Foreign Funded Debt (OOO,OOO's • 

Year: Floating (Conn try or E. Total 
Eslimntc, Total Debt Debt Foreign 
XII. 1930 Accounts Debt 

Imports !Exports l Balance (OOO,OOO's) Total I Inter-~ Am'?rll- Interest est satton· 

Austria. 6.7 c. 19so a 23.1 21.3 13.6 7.7 - 21.3 380 
Cl. Accts. 

Belgium, . . 8.1 c. 1930 413.8 l . (215.0) 2 860 
~stintates 

Bulgaria 5.9E. 1930-31 9.0 3 6.0 5.5 0.5 - 6.0 33 .. Estimates 
Czechoslovakia. 14.7E .. 1930 72.1 16.7 13.6 3.1 - 16.7 464 

Cl. Accts. 
Estonia 1.1 E. 1930-31' (5.6Kr. = (5.2 1\r. = 26 

Cl.. Accts. $0.01) $0.01) 
Finland 3.4 E. 1930 7.1 6.1 4.5 1.6 0.4 6.5 132 

Cl. Accts .. 
. France 41.8 E. 1930-31 517.9 1 .. 2,052 

Estimates 
Germany 64.5 E. 4 1930-31 273.9 5 2,476 

Cl. Accts. 
Greece .. 6.4 c. 1930·31 46.1 

Estimates 
23.3 17.3 6.0 (0.01) 23.3 .141 

aungary . . 8.7 c. 1930-31 15.1' 14.0 .10.4 .. 3.6 .. . , .. .. 146 
Estimates 

Italy • · . - 41.1 E. 1930-31 495.7• 42.5 - 42.5 911 
Cl. Accts. 

'Belgium, France. ~ Budgetar)' charges only not Including those met out of amortisation lund. _ 
1 Belgium • ..., Includes anJol'tisation cilected by both the budget and the amortisntion lund. 
1 Bulgaria. ::- Excluding reparation payments, amounting -to $1.9 million, nnd· other wnr charges, $0.4 million. 
' Germany. - Population excluding thnt of Sanr Territory. _ . _ . . . . _ _ 
1 Germany. ·- Excluding reparation payments, amounting to $395.4 million, and other war .charges, $1.2 million. 
I Germany. - Exports include war rcpnrntion payments in kind amountinG to $168 million, 
• Hungary. - Excluding reparation payments lliDounting to $1.5 million. 
·• Italy. - Includes charges met out, or various amortisation runds. 

260 - 80 

730 :-130 

45 + 15 

517 + 53 

26 "'···· 
136 + 4 

1,679 -; 373 

2,867° + 391 

74 - 61 
. .159 . .+. .13 

637 -274 



. Table ·V:(conclud!Jd).·' 
STAt'B DEBT, SEII.VICB, PoPULATION AND TRADE OF YARious CoUNTRIEs. DURING THE FINANCIAL YE:AR 1930 

' (1930•31), EXi>IIESSED 'xN u.s.A. DoLLARS (OOO,OOO's) • 

. Service of : 

Populo· 
tlon: Financial Forelfn: 

Trade <meciol) by value 

c.: census ·Year: 
Foreign Funded Debt ·Float ng 

·.. ( OO,OOO's) 

CountrY or E. Debt Total 

.Estimate, AcCounts 
T<it'!,l D_!lbt Foreign 

... XII. !930 .. Total. Inter• Amort!• 
Debt 

(OOO,OOO's) ~~. sa lion Interest Imports Exports Balance 

-

Netherlands . -7.9E. 1930 74.;1. - - - - - 972 691 ~ 281 

Estimates 
Po~and .• 3~.2 E. 1930-31 ·.33.4 28.1 17.2 10.9 - 28.1 252 273 +· 21 

Estimates 
Portugal 6.2 E. 1930-31 20.1 5.9 - 5.9 108. 42 - 66 

Estimates 
Roumania. 18.0 c. 1930 37.0 31.2 19.1 12.1 0.2 31.7 13)i, 171 1 + 36 

Estimates 
Spain. 23.6 E.8 . 1930 102.7 . .. - 472 444 - 28 

Cl. Accts. 
United Kingdom 

of. Great Britain 
and N• Ireland. 46.0 E, 1930'-31 1.771<7 176.5 140.5 36.0 - 176.5 4,661 . 2,77.8 -1,883 

CJ. Accts. 
Yugoslavia 13.9 E. 1930-31 18.0 12.3 122 119 - 3 

Australia 
Estimates 

; 6.5 E; . 1930-31 ... 287;1 . -·-· .. ... .. .. . ...... 435 8 . 528 3 + 93 

Cl. Accts. 
21.2 Canada. ~ 

·10,3 E. 1930-31 201Al .. -25.0. . 3.8 - 25.0 1,008 886 -122 

Cl. Acc.ts. 
United States of 

America 123.6 E. 1930-31 1,050.9 - - - - - 3,120 3,782 + 662 

CI. Accts. 

• Roumanla. - Trade Includes bullion. · 
• Spain. - Population includes that o! Canary Islands. 
• Australia. - Gcneml trade. Includ"" bullion and specie. 
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Table VI. 

SUMMARY OF THE PRINCIPAL MEASURES ADOPTED SINCE SEPTEMBER 1st, 1931, 
WalCH AFFECT INTERNATIONAL TRADE AND THE BALANCES OF PAYMENTS, 

(Compiled from information available to the Economic Section of the 
League of Nations at the middle of July 1932.) · 

I September 1931 October 1931 I November 1931 

Bolivia 
United Kingdom 
Colombia 

j., Abandonment of Gold Stan- Denmark 
dard or Prohibition of Gold Egypt Canada 
Exports • ->E- 'II 

India Finland 
Irish Free State 
Norway 
Portugal 
Sweden 

' 
Argentine 
Austria j 

Brazil 

.. 2. 
Denmark Bulgaria Bulgaria 

Control of Foreign Exchan• Greece Czechoslovakia Czechoslovakia 
gcs Hungary Estonia Estonia 

Persia Finland So11th Africa .. 
Latvia 

.. T11rke~ 
Yugos avia 

3. Export ])o11nties . . . , . I I South .Africa I · 
4. General l ' ' 

increase (all India Netherlands 
items) .• South Africa 

····~···-···~···············!'·••· ····-~·-···········~·~·· .. ···-·-··· . .................. , ..•... _ _._,,,, 
·--··············-··-·•••.•.•!'"··~ 

tmport Dulles, Argentine 
Argentine A11stralia Taxes imposed, Canada Belgium . Consular fees, 5: Increases on Colombia Czechoslovakia United Kingdom etc. individual Egypt Denmark D11lgaria Italy items Latvia Egypt France 
Poland Lithuania Persia 

Poland 
Roumania 

. Q, Import qtiotas or licensing l I Brazil Denmark 
systems . ' ' Latvia Turkey 

7 .. Milling regulations /Finland I 
8 .. Import monopolies I Persia I Uruguay Estonia 

9. Import prohibitions • I Col~mbia 
France ·I tatvia 

tO .. Moratoria on :External Pu])lic Brazil . IBoliyJa Debt Service , .. 
11. Moratoria on External Com- I Uruguay. L mercial Debt Service . ~ ·~ 
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Table .VI (continued). 

... 'I' J)ecember 1931· I , January .1932 I· February 1932 

t. Abandonment o~ Gol~' ~tan-l .. · . 

•. . ; 
New Zealal)d . Costa Rica· 

dard or ~bibiUon of Gold . .Japan (Gold coin not Ecuador 
Exports . ..... l. 

· io be exported) 

' ' 
Brazil CzechoslciVakla Denmark 

Control of Foreign Ex.chan-
Bulgaria Nicaragua Nicaragua 

2. Chile South Africa Roumania 
ges ,. Italy Turkey Spain 

Norway rugoslavia Uruguay 
·venezuela 

3. Export bounties • • . . ' .1 ' l South Africa 

' 
... Australia 1 

~· General. . Finland 
inerease (all Brazil Norway Persia 
items) • Portugal 

Siam 
......... ·-··~·········--------- .......... --~----·····-····· .. --.. ...... _, _______ ~········· .... -. ···········-···················-

Import Duties, Austria 
Belgium 

Taxes imposed, United Kingdom Colombia 
Estonia 

Consular fees, Germany 
etc. Colombia Germany Italy 

$. Increases on Czechoslovakia Hungary Lithuania 
. individual. Estonia Irish Free Stat~ Mexico 

i Items France Italy South Africa 
Lithuania J;>olana Sweden 

•. Switzerland· Salvador Switzerland 
Switzerland Venezuela 

.. .. .. " 
. .. 

lnenmark 
Estonia Czechoslovakia France 
France Estonia Italy 

. 6. Import quotas or licensing Japan France Latvia 
systems •• . . Latvia Hungary Persia 

Netherlands Netherlands Poland 
Spain Portugal 

switzerland 

7. J\,1Uling. regulations I. 1 ~taly 
8. Import monopc:.Ues \Estonia \sweden 

9. Import prohibitions . Colombia J;>oland Latvia Latvia 

10. Moratoria on Extern11l PUblic Hungary 

\ 
Debt Service . • . . . . ·. Uruguay 

11. Moratoria oil External Com- \' Germany mercbtl Debt Service 

• Includes some reduetlons. 
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Table· VI ,(continued). 

I ' 1\Iarch 1932 April 1932 

i 1. Abandonment of Gold Stan• 
Greece· dard or Prohibition of Gold 

Exports ; 

: 

' Artentine 
I Austria Bu garia 

2. Control of Foreign Exchan- Bulgaria Chile 
gcs •.•.. · .•.•.. , Yugoslavia Czechoslovakia 

Ecuador 
Latvia 

s. Export boun~ics Colombia 
~outh Africa ' South Africa 

4. General 
Belgium 
United ~<..ingdom France increase (all Poland u.s.A. items) . · . . South Africa 
Venezuela .................................... .................................... ································•··· 
Bolivia 

Import Duties, Brazil 
Egypt Taxes imposed, Estonia Consular. fees, France etc. !?- Increases on Guatemala 

individual India 
items Irish Free State 

Mexico 
Netherlands 
Roumania 
Salvador 
Spain 

Belgium 
Czechoslovakia 
France 

6. Import quotas or licensing Hungary 
systems ' Netherlands 

Norway 
Roumauia 

: Switzerland 

, . Czechoslovakia 
7. Milling regula tlons France 1 

Portugal 

8. Import ·monopolies ... Estonia 

9, Import prohibitions . . . · I 
:10 •. Moratoria on External Public Chile 

Debt Service . • • . . • • · Salvador' 

"i L ··M~ratoria on External Com- Chile 
mercia! Debt &:rvice . , . Salvador 

.• , Yugoslavia 

··" l Includes some reductions.' 

Belgium 
United Kingdom 
Canada 

·China 
Egypt 
Irish Free State 
Italy' 
lllexico 
Netherlands 
Spain 
Sweden 
Uruguay 

Austria 
Belgium 
Czechoslovakia 
Hungacy 
Netherlands 

I Italy 1 

Eston111 
Latvia 
Switzerland 

I Greece 

I 
Greece 
Latvia 
Yugoslavia 

I 

Jllay 1932 

Bolivia 
Greece 
Japan 
Peru 
Siam 

Roumania 

Czechoslovakia 
Egypt 

. .................................. 

Belgium 
United Kingdom 
Chile 
Greece 
Irish Free State 
Italy 
Mexico 
Sweden 

Australil). 
Austria 
Belgium • 
Czechoslovakia 
Greece 
Hungary 

. 

Estonia 

• For further details, see documents E. 757 and supplements and E. 780. 
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Table VI {concluded). 

I June 1932 I July 1932 

1. Abandonment of Gold Sian- I daTd or Prohibition of Gold 
Exports .. . 

2. Control ·of Foreign .Exchan- Brazil I Lithuania 
Chile Poland. ges . . 

s. Export bounties' . , .. 
\ \ 

4. General Japan 
increase (all Estonia 
items) . Lithuania 

.. --······~: ................. ~···· .................................. _,., • • .,. ••• , •••••••••••••••••••• u ••••• 

Import Dntjes, United Kingdom 
Taxes imposed, Denmark 

' · Consular fees, s:- Increases on Egypt United Kin§dom 
, etc. individual Germany· Irish Free tate • 

items Italy .U;S_.A. 
Norway 

. . .. R0:umania 
.. 

Austria 

1, . \ &lgl•m . France 
6. Import \~Uotas or · 1censmg Hungary Hungary 

systems • • · · · • Switzerland Latvia 
Switzerland 

7. :Milling regulations \France I. 
8. Import monopolies \uruguay r 
9. Impo~ prohibitions . I Greece 

· South Af~ca \rurkey 

10. ·Moratoria onExtllmal Public \ ' 
. Debt Service . . . . . . . . I; 

11. Morator.la on Exte~ Com• \ 
mercia! Debt Service .. •. • I 

· The list above does not claim· ta give a complete picture of the measures .taken t
1
o 

control International trade. It Is compiled from information available at Geneva n 
the middle or· Jtily and may not -Include measures taken in distant countries in recent 
months. It does not include : · · 

·-(a) The measures taken by nearly a1J countries· with a view.to exercising super· 
vision over the trade. in arms and war material, narcotics and certain products consider"d 
Injurious t9 health, immoral literature, etc., or measures of protection against hum!ln 
or animal . epidemics, diseases .of, plants, 'et¢. ; 

·(b J The special measures regtilating certain forms of trade between neigld:lOuPO,g 
countries (frontier qnota,s, et¢,) ; · ; ·: · ' 

(c) The supervision of the ~xport trade in certain goods to countries whicll )lave 
the system of " importation bonds " (Einfuhrscheine) or ·~ .exportation bo.nds " .(Aus-
fubrscl)eine), · · . . , 



INDEX 

Africa, 90, 99, 1.59. 
Agriculture, depression in 92-8, 284, 
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Chapter I. 

A TROUBLED YEAR. 

THE ScoPE OF THE SuRvEY. 

Any attempt to write a ::;ummary narrative of economic 
developments in a p.eriod when events moved as rapidly as in the 
year 1932 and the first months of 1933 must be to some extent 
unsatisfactory, The final chapter of the preceding Survey for 
1931-32 was written in July 1932, at a time when there seemed 
some prospect of economic improvement. Subsequent months 
did, not bear out the promise of revival. Prices declined again, 
international trade, and economic activity generally, became 
more restricted and. the financial organisation of the world 
sustained a fresh series of blows in the early months of 1933. 
The chapters which follow have been written between the months 
of February and July 1933. During those months, events have 
moved rapidly. The. American banking difficulties, and the 
departure of the United States from the gold standard, discussions 
concerning the future of wal' debt payments, and the opening 
of the Monetary and Economic Conference on June 12th, to say 
nothing of important developments in the political. sphere. , have 
created a situation which renders the task of the contemporary 
economic historian more than usually difficult. . 

. The aim of the present Survey, however, like that of its 
predecessor, i::; to record events rather than attempt. a final or 
even an interim judgment upon them. I~. is inevitable ~hat 
some elements of. jud~ent must enter mto the selection, 
arrangement and analysis of the events recorded. It is impossible 
to record more than a fraction of the happenings of such a troubled 
period, and selection and arrangement are, of course, neces.sary; 
but, in selecting and arranging the material to be used, a few sliDple 
principles have been followed. Attention has been concentrated 
upon facts rather than opinions, ·upon decisions rathe~ t?an plans, 
and upon the statistical evidence of. economic activity rather 
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than upon legislation. Undue preoccui!ation ~ththe d~amatic 
financial developments in the great mdustnal countnes has 
been avoided as far as possible and an. effort has been made 
to view the whole world, rather than special areas, as the theatre 
of the developments to be described. _No attempt.~as been ma~e 
to present anything like a complete picture of nat1o~al econ?m1c 
developments. Emphasis is laid rather up?n the International 
aspects of these developments and illustrations are draw~ from 
one country or another merely as they ha~e prov.ed accessi;hle. or 
convenient. There is, it. is hoped, no na~10nal b1as o: pre]ud.tce 
either in the choice or m the presentation of such illustrative 
examples. . . . 
· In such a troubled period, po~tical force~ e:-:erClse an Influence 

upon economic development which no realistic survey of events 
can imore. If these political forces . are treated in the present 
voluX::e only in so far as they throw light on economic problems, 
it is because there are many other sources in which a more ade
qu·ate treatment may be found. The aim of this Survey is not 
primarily to diagnose causes or to weigh political and economic 
influences, but to record and interpret economic developments. 
The basic material for this purpose consists, not of parliamentary 
dlscussions, but rather of the statistics which reflect the economic 
activities of the business world. ·In the same way, no attempt is 
made to deduce conclusions or to suggest policies, though, at 
various points, certain problems emerge from the facts recorded. 

In the main, the Survey deals with the year 1932 and the 
first half of 1933. The prev~ous volume inCluded. some historical 
and analytical material which it is unnecessary to repeat ; but, 
where new topics have . been dealt with, sufficient historical 
material is included to give an adequate background for the 
conside~tion of recent events. Th~ present chapter is devoted 
to a raptd summary of the outstandmg events from the summer 
of 1932 to the end of March 1933. The culmination of the American 
~a~ng cri~is .at that time marks a significant division which 
~t IS converu~nt to. observe. The chapters which follow analyse 
1n more detail the developments of this period ending in March 
1933. T~ey are arranged by economic subjects rather than 
chronol?gtcally, but, as the frequent cross-references indicate, 
econollllc problems cannotbe treated independently of one another. 
!he _arra~gement of ~he chapters, beginning with Prices and con
tinumg With Product10n, Wages, Profits Public Finance Interna· 
tional T~de,_BanJ?ng, Debts and Balanc~s of Payments, follows an 
order ~h1ch Is logtcal, but is only one of many such arrangements 
that wghtllave beenchosen. The economic organisation of the 
world pre~ents ~ne great problem with many aspects, almost a_nY 
one of which wght reasonably be chosen as the point fro~ which 
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to ~e&in a.n analysis ofthe problem as a ~hole. There is, perhaps, 
a d1stmct10n, of degree rather than of lund, to be drawn between 
the first five and the last four subjects mentioned.. The former 
are less, and the latter more, international, both in their material 
and in their implications. Indeed, the contrast between the 
persiste~cy with ":hich .nat~onal organisation of. the primary 
economic processes 1s ma1ntamed and the flexible adjustments of 
international equilibrium rendered increasingly necessary by the 
beginnings of an international financial system lies behind much 
of the present disturbance of the economic order. While any 
adequate consideration of this large problem lies outside the scope 
of the Survey, its manifestations are implicit in the facts recorded. 

The final chapter is a sequel to the first, giving in rapid 
summary an outline of the principal events in the second quarter 
of 1933, and estimating the economic situation in July on the 
basis of such statistical and other evidence. as was available at 
that time. 

!HE DEPTHS OF DEPRESSION. 

In the early summer of 1932, economic activity in the world 
as a whole had touched depths unprecedented during the present 
depression, and international economic organisation was in a 
state of extreme confusion. It is still too soon, early in 1933, 
to be sure that the depths reached in the middle of 1932 were 
the lowest point. An improvement in the autumn was followed, 
particularly in the United States, by a further setback in the 
closing months of the year. Even during the brief period of 
improvement, there were persistent dragging factors of deteriora
tion, especially the worsening of public finance, the burden. of 
excessive debt, currency instability and a continued narrowmg 
of international markets. In the last two months of 1932, these 
factors of deterioration appeared more clearly.. But not all 
of the autumn improvement was lost when _prices be&an to _fall 
,again and production lagged in the early wmter. It Is obv1ous 
that, in the second half of 1932 and the beginning of 1933, there 
were forces making for economic stabilisation~ if not re~overy ; 
but they were held in check by obstacles which had piled up, 
or had not been cleared away, in the course o~ thr~e y~ars ?f 
depression. An examination of the economiC s1tuat10n m 
the middle of 1932 is therefore a necessary preliminary to any 
understanding of subsequent developments. . .. . . • 

The facts of economic depression at that time _were gtv~n. m 
some detail in the Survey for 1931-32. Falling pnces,_ declm~ng 
production, vanishing world trade, accumulating debt. I~:icreasmg 
unemployment had presented· an ·almost. unvarymg and· 
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melancholy progression for the better part of three ye3:rs. .There 
had been few and brief occasions when so~e slacke~I~g ~n the 
rate of decline had appeared to ?~ld pron;nse o~ stabill~atlon or 
return to more satisfactory condib?n~. Slight Signs ~f Improve
ment in the spring of 1930 and agam m th~ ear~y _spnng of 19~1 
had been overwhelmed by appar~ntly !~resistible e~onom1c 
pressure, and .in May 1931 a financial_pamc beg9:n Which ~as 
to shake even the most strongly organised countnes and dnve 
a great number off the international gold st~ndard. As this 
panic swept from country to country,_ hu~ne~ measures of 
national economic defence were taken which meVItably resulted 
in further damage to tht: already weakened inte~natio.nal economic 
connections. By the Dllddle of 1932, the pamc penod appeared 
to be over; but an exhausted world was left to contemplate 
the ruin that had followed in the wake of the storm. 

Two aspects of the damage caused by the financial panic 
need to be clearly distinguished. In the first place, economic 
activity, already at a low ebb after years of depression, was 
reduced to levels which could hardly have been deemed possible 
in the years before 1929. It would serve no useful purpose to 
reproduce again in great detail ·the statistical evidence of sus
pended economic animation in the SUDllller of 1932. Production 
m most industrial countries appeared to reach its lowest point 
in the months of July and August, at levels ranging from about 
25 per cent below peak production in the case of the United 
Kingdom to about 55 per cent below the peak in the case of the 

. United States of America. The agricultural countries, parti
cularly those in the southern hemisphere, did not suffer from 
decreased production in the same way, but, on the other hand, 
were hit very hard by the heavy fall in raw-material prices. 
Esthnates of the reduction in national incomes caused by the 
combination of these factors are difficult to obtain ; but in many 
countries the fall in the national income by the :middle of 1932 
seemed to be in the neighbourhood .of 40 to 50 per cent. 1 · Such 

· an order . of _magnitu~e ?bvi~msly indicates extremely difficult 
problems of 1ncome distributiOn and public finance. 

_Unemployment i~ the spring of 1932 was conservatively 
estimated by the Director of the International Labour Office 
as directly involving. at least twenty-five millions of workers. 
International trade in the first half of 1932 had fallen to less 
than 40 per cent of its value in the first half of 1929. 2 World 
~tocks of raw materials had continued to pile up until they were 
m the aggregate approximately double what they had been in 

1 Ct. estimates given In Chapter IV. 
• ct. Chapter VII. 
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1925. 1 Unempl?yed workers and factories were matched by 
unemployed cap1tal. The Bank for International Settlements 
estimated the short-term credit which had accumulated in the 
money markets of the world at 50 mUliards of Swiss francs 
Further statistic~! estimates might be quoted ; but there is littl~ 
need to. emphas1se the low ebb which economic activity had 
reached in the middle of 1932. 

What was even more serious than the damping down of 
economic activity in almost every direction was the disorganisa~ 
tion and partial destruction of the delicate machinery of 
international economic and financial co-operation. There were 
a great many indications of national . economic and financial 
disorder; but; serious as these were, they were probably less 
dangerous for the future than the disruption of international 
economic equilibria. It was the decline of international trade 
to a mere fraction of its former value, the stoppage of the 
circulation of capital, and exchange instability, all of which 
were part cause and part efTect of the disorder into which the 
balances of international payments had fallen, which ofTered 
the most difficult obstacles in the middle of 1932 to any lasting 
revival of economic activity. 

It is not suggested that these aspects of breakdown should 
be regarded as the ultimate causes of the depression. They 
were rather symptoms, the causes of which are to be sought 
in earlier and more fundamental phenomena. At the stage which 
the depression had reached in mid-1932, however, exchange 
instability, restricted trade, disorganised capital markets and 
the general disturbance of equilibrium between national price 
systems threatened to become in their turn a cause of further 
depression. 

All of these aspects of breakdown, it should be emphasised, 
were practically worldwide. When the United Kingdom ab.an
doned the gold standard in September 1931, every creditor 
or debtor in any country who held British or foreign contracts 
~n terms of sterling and all traders ill the Br~tish market were 
llnmediately affected .. Almost simultaneously, .a !{feat n~ber 
of other countries left the gold standard and this c1rcle wtde~ed 
constantly. :Pepreciation of the exchanges below the sterling 
level. became a serious problem in countries as far. apart and 
as different in economic structure as Greece, Chile, .Japan, 
Australia and New Zealand. Later, in January 1933, New 
Zealand's action in lowering her exchange ra~e .to Aus~rali3:'s 
level was followed within a few days by Slmllar act10n .1n 
Denmark .. 

1 Cf. Chapter IU .. 
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The other aspects of breakdown co~ld be illustrated equally 
well by examples drawn .from very different q)larter:s of the 
globe. The number of countries cited. below. as 1mpo~mg trade 
restrictions is fair evidence of the umversality of this method 
of economic defence. . . . 

The stoppage of capit~I mo':em~nts, the f:eez~ng of s~ort
term indebtedness and difficulties m balancmg mternabonal 
payments also w.ere problems by no means confined to a fe:W 
European countnes. By the end ~f 1932,_ there were morato~m 
on the foreign service of the pubhc debt m seventeen countnes 
and moratoria on private debt· service in. seve!l others. Apart 
from the countries which had .resorted to this extreme step, 
there were many others, particularly among the ~gricultural 
countries of the southern hemisphere, which found the fiscal 
burden of external debt payments, already a crushing proportion 
of their shrunken export. values, increased very considerably 
by the depreciation of the external value of their currencies 
below that of the currencies in which their debts were held .. 

It is difficult to discuss the phenomena presented by this 
vicious circle, in which trade restrictions, declining trade, distorted 
balances of payments, frozen debts and exchange instability 
reacted unfavourably one upon the other, in any order which 
does not give a misleading impression of priority and causation. 
The historical events which led first to economic strain and then 
to nnancial panic were treated in the first two chapters of the 
Survey for 1931-32. Stress was there laid upon the intricate 
and complex action and reaction between the various phenomena 
that lay behind the breakdown. International trade was 
declining, international investment had virtually ceased and 
the balancing of international accounts was becoming increasingly 
difficult long before the financial panic swept so many currencies 
off the gold standard. The breakdown of the international 
monetary standard was an effect rather than a cause of these 
difficulties. · · 

I~ is arguable indeed that the widespread abandonment' of 
the mternational gold standard relieved the situation, at least 
temporarily, by reducing the burden of external indebtedness 
of many countries in so far as their debt was held in terms of 
the cur;encies th~t were depreciated. Those whose domestic 
currencies for vano~s r~asons. went ~n to depreciate below the 
level of the currenCies m which their debts were due, on the 
other hand, found their external burden increased. Whether 
the economic situation in the middle of 1932 would have been 
bett~r or yvorse if the ~old standard had not been abandoned 
so Widely 1s an academic question to which no answer need be 
attempted here. But it is at least clear that the sequence of 
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events summarised below cannot be ascribed solely to the 
abandonment of the gold standard. It is probable that trade 
would have continued to decline during 1932, prices to fall and 
investment to. remain paralysed, if it had proved possible to 
retain the gold standard. These things were happening before 
the breakdown of that standard and were indeed among the 
causes of its breaking down. 

At the same time, it is equally clear that the addition of 
widespread exchange instability to the ills from which the 
world was sufiering greatly complicated the situation. Currency 
devaluation or depreciation by a single country to a fixed point 
followed by stabilisation and the achievement of new interna
.tional equilibria is a different proppsition from the inauguration 
of a period of unstable exchanges O.uring which it is impossible 
to do international business on any rational basis because the 
relative scales of value are constantly changing. The most 
destructive development during 1932 was exchange instability. 
The capacity of one country to sell in another's marke.t, or 
its potentialities as a market for the other's exports, to say 
nothing of the valuation of its international debts or credits, 
was likely to be changed quickly and radically by fluctuations 
in the rates at which the different currencies could be exchanged. 

Fluctuating exchange rates aggravated by speculation and 
non-economic capital movements, the possibility of international 
competition in cutting export costs by allowing currencies, to 
depreciate, hurriedly improvised but drastic measures of trade 
restriction thrown up partly as a defence against such competition, 
renewed deflationary pressure and banking crises and rigid 
exchange controls to protect the weaker currencies against this 
fresh derangement of international economic equilibria had 
created a thoroughly unstable situation by the middle of 1932. 
The uncertainties of such a situation were not .only a serious 
obstacle to economic recovery, but presented a constant threat 
of further deterioration. More than half the countries of the 
world had formally· abandoned the gold standard and most of 
the others maintained it, or its semblance, only by rigid exchange 
controls. Only a handful of countries were able to retain a 
f~ee g?ld standard. The countries ofT gold, while their domestic 
situatiOn had been temporarily relieved, were confronted by an 
accelerated fall of gold prices and a further drastic curtailment 
of trade. On the other hand, their efiorts to hold the external 
values of their currencies stable were· menaced by flights of 
capital which were apt to assume large proportions suddenly as 
the security of one :financial centre or another appeared to be 
enhanced or jeopardised. The relief obtained from the 
abandonment of. the gold standard by the countries off gold 
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. d b th world as a whole therefore prov~d disapp~inting 
an. ~ . e t rise and trade. was ·drastically . curtailed' 
Priiilles dit n;e instabilit~ and exchange controls imposed. 
rres~ 0~~a:fes to capital movements. Th.e c~urse of prices 
. b th g ld and paper standard countnes Is analysed in 
m 1 ~ h~pter Here it is sufficient to state that, after an · 
wtial rl~e in paper prices as each cou~t11left the g?ld st~ndard, . 
these paper prices began to fB;ll agam m confornuty With the 
downward drift of the gold pnce~lev:els. . 

Both the volume and the value of mte!nat10n~l trade, already 
seriously diminished before the financial pamc, shrank still 
further. In the third quarter of. 1932, the~alue of world tr~de 
was less than 35 per cent of .":hat It had been In t~e c?rrespon~mg 
quarter of 1929. The declme was no~ evenly distnbuted, smce 
the prices of raw materials and agricultural products generally 
had Iallen more than those of finished manufactures, so that 
the countries exporting mainly raw materials were specially 
hard hit., At the low point in the third quarter of 1932, the 
international trade of tlie European countries fell for the first 
time below 40 per cent of the 1929 level, while that of the rest 
of the world, including North America, fell below 30 per cent. 

There were two elements in this decline, the fall in average 
prices which appears to have been about 50 per cent, and a reduc~ 
tion of about 25 per cent in the actual quantum of goods 
exchanged. The exchange of three~fourths of the former 
quantity of goods, at about half the prices ruling three years 
before, yielded a total value of world trade little more than a 
third of the 1929 monthly average., 

Bo~h .of these elements were largely due to the progressive 
constnct10n of world markets by the imposition of emergency 
trade re;strictions to meet the financial panic. The multiplicity 
~nd.vanety of these emergency restrictions after September 1931 
lS difficult to SllliJ!Ilarise in a few words, but a survey ma~e at 
the. end of ~932. ytelded the following main conclusions. Thtrty
ftve c?unt~es were off the gold standard 1 and twenty-seven, 
mcluding ~me that v:e~e nominally still on the gold standa~d, 
were offictally exerclSmg ex.change control while unofficial 
co~trols we~ employed in three other countries, and, in some 
'hhich remamed theoretically on the unrestricted gold standard, 
t e .control of commodity imports by prohibitions was· virtuallY 
eqwvalent to an ex,change control. In the six.teen months after 

No: stj~o"n of ~aJians : Monlhlu Bulletin of Statistics.' Cf. illso Inde:r:, Vol. VP,!• 
January 5th, ~33. Th~ages ~ to 13, a!!d ~amuel Montagu & Co.'s Weekly Re~:fo~ 
of several countries whll~~i .. ~~umberhaJs difficult to determine, since the P051 

' .,.. Y unc nged, is in fact modi fled. 
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a later cnapter. nere It 1s sumc1em to state tnat, after an 
initial rise in paper prices as each cou-':1-t~ left the g?ld st~ndard, 
these paper prices began to fa_Il agam m confornuty With the 

· downward drift of the gold pnce-lev:eis. . 
Both the volume and the value of mte_rnatwn~l trade, alrea~y 

seriously diminished before the financial paruc, shrank stlll 
further In the third quarter of 1932, the value of world trade 
was Jes; than 35 per cent of what it had been in the corresponding 
quarter of 1929. The decline was not evenly distributed, since 
the prices of raw materials and agricultural products generally 
had fallen more than those of finished manufactures, so that 
the countries exporting mainly raw materials were specially 
hard hlt. At the Jow point in the third q:uarter of 1932, the 
international trade of the European countnes fell for the first 
time below 40 per cent of the 1929 level, while that .of the rest 
of the world, including North America, fell below 30 per cent. 

There were two elements in this decline, the fall in average 
prices which appears to have been about 50 per cent, and a reduc~ 
tion of about 25 per cent in the actual quantum of goods 
exchanged. The exchange of three-fourths of the former 
quantity of goods, at about half the prices ruling three years 
before, yielded a total value of world trade little more than a 
third of the 1929 monthly average. 

Both of these elements were largely due to the progressive 
constriction of world markets by the imposition of emergency 
trade restrictions to meet the financial panic. The multiplicity 
and variety of these emergency restrictions after September 1931 
is difficult to summarise in a few words, but a survey made at 
the; end of !932 yielded the following main conclusions. Thirty
five countnes were off the gold standard 1 and twenty-seven, 
including nine that were nominally still on the gold standard, 
were officially exercising ex,change control, while unofficial 
controls were employed in three other countries, and, in some 
which remained theoretically on the unrestricted gold standard, 
the .control of commodity imports· by prohibitions was virtually 
eqmvalent to an exchange control. In the sixteen months after 

1 League of Nations : Monthly Bulletin of Statistics. Cf. also lndez, Vol. VIII, 
No, 85, January 1933, pages 6 to 13, and Samuel Montagu & Co.'s Weekly Review, 
January 5th, 1933. The exact number is difficult to determine, since the position 
of several countries, while legally unchanged, is in fact modified. 

/ 
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~epteinber 1st, l931, g~ner~l tariff increases had been imposed 
m twenty~three countnes, m three of them twice during the 
period ~with only one case of a general tariff reduction. Customs 

· duties J:a~ been increased ?n i!ldividual items . or groups of 
·commodities by fifty countnes, m. most cases by a succession 
of ~nactments. which,. in several countries, numbered oyer twenty 
tanff changes m the sixteen months .. Impprt quotas, prohibitions 
licensing systems and similar quantitative restrictions . with eve~ 
more frequent changes in several important cases,' had, been 
imposed by thl:ty-two c.ount~ies. l!llport monopol~es, for the 
most part of grams, were In existence m twelve countnes ; milling 
or mixing regulations in sixteen others. Export premiums 
were being paid in nine, while export duties or prohibitions had 
been imposed in seventeen. 

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

The circulation of capital both on long and on short term had 
been impaired early in the depression ; but, by the middle of 
1932, the financial panic had brought about an almost complete 
paralysis of capital movements and had gone far to impair the 
service of existing debt in many countries. Over-indebtedness 
had induced an increasing number of countries to impose rigid 
exchange controls, in an. effort to. preserve currency stability. -
The steady diminution of international trade referred. to above 
was largely responsible for this and for the '' freezing '' of short
term debts, since amounts of short-term indebtedness adequate 
to finance trade in its 1929 volume became redundant, .but 

. difficult to repatriate, when trade fell to 1932levels. 
In the middle of 1932, therefore, there was a, Widespread 

realisation of the serious extent to which the international 
economic and financial system had broken down. The fear was 
freely expressed that the breakdown might become irrepara?le. 
To the decline of activity and the confusion of relationships, 
there was added general pessimism and fear of a more. complete 
collapse. Yet, within a few months,. despite the persistence 9f 
economic conditions that were on the whole little better and m 
some respects even worse than in the summer, a feeling of • 
confidence began to return and the number of experts willing 
to believe that the bottom of the depression had been topched 
steadily increased. The turning-point, psychologically, if not 

2 
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economically, came in the late summer. J?.uring. the a'!tumn 
what was popularly known as a .. boomle~ developed lU .the 
United States, and, though subsequent expenence .was chastenmg, 
the undercurrent of optimism, not wholly unwaiTanted by actual 
experience, persisted into 1933. 

A LIMITED AuTUMN REVIVAL. 

One of the characteristic features of such a troubled year 
as 1932 proved to be is the uncertainty of statistical measurements 
that could formerly be relied upon to indicate with fair precision 
at least the general trend of economic events. With the common 
measure of value abandoned over a great part of the trading 
world, and the normal mechanism for restoring equilibrium 
largely broken down, the interpretation of statistical guides 
and indices became much more speculative. Economic statistics 
are always relative ; but, in 1932, widespread exchange instability 
made their interpretation still more difficult. Not only were 
there many -elementary pitfalls such as quotations in the same 
unit of currency as before meaning very different things because 
that currency had depreciated, but the subtler effects of such 
depreciation were apt to escape notic~ in many different directions. 
For example, the price of representative international bonds 
which were formerly quoted in the main financial centres at 
prices which did not differ by more than the cost of transmitting 
gold,. after the abandonment of the gold s_tandard, differed, even 
between free exchange markets, by margins which,. at the low 

- prices current, represented ·up to 1 per cent difference in the 
yields of the bonds. Such wide differences were due almost 
wholly to the expectation of movements in the foreign exchanges 
ch3:nging the relation of the currencies in question. In the 
same way, the constriction of international trade, the paralysis 
of the international capital markets, the uneven fall in prices 
both as .between different commodity markets and internationally, 
"all made the interpretation of current statistics by pre-depression 
conceptions a hazardous procedure. There were particular 
difficulties in the case of index-numbers and the use of percentages 
generally. A rise in prices or an increase of production measured 
as a percentage of the extremely low levels reached in mid-1932 

· appear~d to be. a much more substantial measure of recovery 
than if the same small rise was measured as a percentage of the 

• boom levels of 1929 or even the levels of mid-1931. There 
was more than merely statistical difficulty involved in- this 
pro_blem of measu~ment. If every part of the economic organi
sation had been adJusted to the l~vels of prices ruling at the low 
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point in mid-1932, a rise of say 10 per cent from that low 
point might have been regar_ded as very encouraging. But in 
so far as many parts had remamed fixed somewhere between 1929 
and 1932 levels, such a rise, which, on the 1929 basis,' was only 
a fraction of 10 per cent, might well appear entirely inadequate 
to presage a general recovery. . 

In any attempt, therefore, to estimate the significance of the 
somewhat confused economic tendencies in the latter half of 1932 
and the first months of 1933, there must inevitably be a consi
derable margin .of uncertainty and many qualifications. A 
day-to-day interpretation of current events built up a general 
notion of revival in the autumn of 1932, followed by a substantial 
set-back in the closing months of the year. The results of the 
year 1932 as a whole were generally interpreted in the reviews 
of early 1933 as not unsatisfactory, in the sense that the lowest 
depths appeared to have been reached and the worst experiences 
survived. This rather more confident note was perhaps clearest 
·in the countries which had abandoned the gold standard, and 
particularly in the United Kingdom which entered 1933 with a 
strong upward pressure on her currency. Even in the United 
States, which, of all the gold countries, was hardest hit at the 
turn of the year, there were not wanting expressions of confidence 
that, for some months, economic activity had been " bumping 
along on the bottom" of. the depression. It is obvious, however, 
that such interpretations must necessarily reflect the prevailing 
business tone rather than exactly measurable facts. There seems 
little doubt that, for two or three months after July 1932, 
business confidence rose in almost every country ; but that the 
events of succeeding months, from October onwards, had a 
sobering effect and that the· revival of confidence was progres
sively checked thereafter. There was in the early months of 1933 
little sign of over-optimism, but rather a mixed attitude of hope 
that the worst was past and of fear lest delayed recovery might 
open up still worse c::racks in the economic system. · 

The substantiation or correction of this interpretation of 
current events by somewhat later. analysis of the available 
statistical information is not altogether an easy task. As the 
fol.lowing chapters bear ample witness, the course of production, 
prices, trade and other economic phenomena was extremely 
confusing in this period. In the pages which follow, however, 
an attempt is made to set out briefly the major qualifications 
Which need to be made before accepting the c~rre11:t n?tion. of 
autumn revival and later setback. Theln.ore detailed JUStificatiOn 
of these qualifications will be found in succeeding chapters . 

. The most substantial gains in the autumn of 1932 ~ere 
reg1st~red in t~e security markets, which rose sharply, espec1a~ly 
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in North America and the United Kingdom, during August and 
·September. . There were substantial advances recorded in the 
average levels of wholesale commodity prices in the same countries 
during these months. A definite i~crease in the Va~ue and volume 
of -industrial production began m most countnes about this 
time and the total value of world trade rose fi:om July to October 
also. Unemployment is much affected .bY seasonal fluctuation, 
but the autumn decrease and summer .mcrease, when corrected 
for seasonal variations, appeared in many countries to show 
improvement which· was correlated with the upward tendency 
in .production and with some indications that raw-material stocks 
were moving from producers to manufacturers. These were the 
principal signs of such ec~nomic impro~ell?-ent as took place. in 
the autumn and early wmter. Their stgmficance and duration 
warrants closer statistical analysis in an effort to discover the 
main reasons for improvement, its limits, and the causes of the 
later setback. 

The exact date of the· turn differs from country to country, 
but the monetary and financial changes appear to have generally, 
though not invariably, preceded the improvements in production. 
The first recognisable sign of recovery,. apart from the stabi
lisation of banking conditions referred to later, was a halt in the 
falling .tendency of commodity prices. Many important commo
dities· had touched their lowest points in the first half of 1932, 
and the prospect of commodity prices rising again may well 
have been an important element in the advance of the security 
markets. The average levels of wholesale. prices, but not all 
prices, nor the average in all countries, began to rise about July;
but the rise was most marked in the United States and in some 
of the countries off gold. There_ were several important com
mercial countries, however - France, Germany, the Argentine, 
Dutch East Indies, Poland __, where the decline in prices 
continued uncheeked, and many others where the rise in July 
and August was very slight. 

A fairly general revival in the prices of fixed interest
bearing securities was apparent in continental gold countries -
~elgium, France, Switzerland ~as early as June .. There had, 
mdeed, been a very substantial rise in French security prices in 
February, caused apparently by a flight· of capital to France 
wh~n the financial panic was at its worst in the United States. 
This movement, like the sustained· rise of British securities at 
the end of the year, illustrates the difficulty of interpreting 
world eventll from the limited viewpoint of orie market. In July, 
~owever, the~e was. Ji ~despread upward movement of .fixed-

. Interest secunty. prtces m many markets, notably in Germany, 
Cap.ada, the Umted States and the United Kingdom. 
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The improved credit of the British Government enabled it to 
take advantage of the accumulation of credit and lower interest 
rates to carry through vast conversion operations. On June 30th, 
at which date the bank rate was lowered to 2 per cent, the first 
great operation was laun.ched by which. £.2,087 m. illion of 5 per 
cent War Loan was converted to a 3% per cent basis. The 
operation closed at the end of September and was a great success, 
all but 8 :(>er cent of the total loan being converted. The remainder 
\vas paid m cash without difficulty on December 1st .. The British 
Government followed up this initial success with other smaller 
operations and, in October, the Australian Government, which 
had earlier converted its domestic debt and lowered interest 
rates, converted the first instalment (£12 million of New South 
Wales 5% per cent Stock) of its external debt to a basis of 4 "% per 
cent. Commercial issues followed early in October and the reduction 
of long-term interest rates facilitated commercial conversions 
as well as new capital issues. Building societies and other financial 
institutions reduced their interest rates, and there was a general 
tendency to look for further reductions in long-term interest rates. 

The movement thus initiated in London spread to other 
financial centres. In September, the French Government, 
despite a difficult budgetary situation, was able to convert all 
but 2% per cent of 86 milliard francs of Rentes and Treasury 
bonds carrying interest at 5, 6 and 7 per cent, to a 4% per cent 
basis. On October 1st, the rate of interest paid on (leposits in 
all Italian credit institutions was reduced, and similar arrange
ments followed in Czechoslovakia and other countries. Germany 
had already reduced interest rates and New Zealand, early in 
1933, successfully converted £115 million of domestic debt. 

The general lowering of long-term interest rates, illustrated by 
these operations in widely separated countries, was one of the 
most important financial gains from the more confident atmos~ 
phere in the summer of 1932. Not only were budgetary burdens 
lessened, but the price of fixed-interest securities rose sharply 
and the rise spread also to high-grade commercial bonds. 

After October, there was a considerable setback in the United 
States and Canada ; but in most European countries, and espe~ 
cia:Ily the United Kingdom and Germany, the upward movement 
continued into 1933. The rise in Germany was abruptly arrested 
in the middle of February, but the Bri.tish market, strengthe.ned 
by a renewed flight of capital from· both France and the Uruted 
States, continued firm. 
· The index.-numbers which measure economic, as distinct from 
financial, progress, particularly the statistics of industrial pro
duction, did not begin to rise till August. Their movem~nt .was 
the last in the sequence, but it continued in most countnes Into 
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November. Decline ·set in once more in the United States in 
November and even allowing for seasonal fluctuation, most 
other -countrie; showed declines in Decemper. The increased 
production which had been caused largely by progress in indus
tries, such ~s the textile group, producing consumers' goods, did 
not long survive whatever stimulus had brought financial optimism 
in the autumn. 

The accompanying diagrams bear witn~ss, not only to the 
relatively slight degree of the autumn revival, but also to its 
uneven character in the different countries for which information 
is readily available. The successive peaks of security prices in 
different markets in recent months- London in December 1931, 
Paris in February, New York in October, Berlin and London 
in December 1932 and London in February 1933 - suggest very 
strongly that a large part of the fluctuation is due to capital 
movements. Only in the period July to October was there a 
general tendency to rising values in all the markets considered, 
The rise in commodity prices came a month earlier but was not 
so general. The improvement in production came a little later. 
It- is evident that the factors which caused the revival found 
expression in June and July, and that their impetus varied 
greatly from country to country. but was largely spent by the 
end of the year . 

. The _ex~ent of the revival from the low point in ,July to. the 
~gh pomt m October may be roughly measured by the following 
d1agrams: · 

Industrial Security Prices in Main Financial Centres. 
(Base: January 1932=100.) 
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Prices, Industrial Security Values and Production 
January 1932 to June 1933. 1 ' 

(Base : January 1932=100.) 
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The stage had been set for the autumn revival by a combination 
of monetary and financial factors whic~ J?ay be broadly summ~d 
up as a return to more normal conditions after t~1e iinanc1al 
panic which raged from May 1931 and was espee1ally severe 

· after the United Kingdom aban.doned the g~ld standard in 
September of that year. The mtense deflatronary pressure 
which was caused by the panic was gradua~x eased il!- ~he case 
of the countries abandoning gold by the stability of their mternal 
price-levels, achieved partly by using the exchange rate a&_ a 
buffer against falling prices, and in _the case of t~e gold-standard 
countries by a gradual retu~n of. COD;fid~nce followmg the .successful 
resistance of most financial mstitutions to the strain of the 
liquidity crisis; . . . · . 

In the early summer of 1932, some progress had been made in 
many countries towards establishing a new equilibrium between 
costs of production and prices. In nearly'all the countries which 
remained on the gold standard, there had been strong deflationary 

. pressure expressed by economies in government expenditure, 
reductions of wages, and, in some cases, of interest, rents and 
fixed charges, and by forced ·capital reconstruct~on through 
bankruptcies. Such measures were undertaken also in many 
of the countries that had abandoned gold, notably in Australia. 
The very fact of depreciating the paper currencies, thus making 
possible some initial rise of wholesale prices without a correspond-· 
mg increase in costs of production, was an important method of 
readjustment. When the worst of the financial panic was over 
and the. relief gained from such readjustments became noticeable, 
there was a breathing space of a few months before the secondary 
results of the monetary breakdown became apparent. During 
those months; the financial and banking situation improved 
sufficiently to encourage the expectation of. renewed economic 

· activity and rising prices. In most of the important commercial 
countries, commercial bank deposits reached their-lowest point . 
an~ began to -expand again between February and July 1932. 
It IS true that this expansion does not tell the whole story, since 
the r_ate of .turnoyer or, ~o use the technical expression, the 
yeloCityof crrculatlon, contmued to decrease. In itself, however, 
It was a favourable development and one which ·encouraged 
the hope of an improvement in confidence leading once again 

· to a more rapi<l turnover. . . 
;nus temporary .strengthening of the banking situation was 

mamly d~e to the mherent powers of resistance shown by the 
co~et?al banks in the panic ; but, in the United States, it 
was assisted by the activities of the Finance Reconstruction 
Corpora~on !n ~~g short-term advances to banks and other 
commercial . institutions which, though repu~d, solvent, were 



exposed to sudden runs. The combined efforts of the 
Reconstruction Finance Corporation :;tnd the Federal Reserve 
Banks had by rnid-1932 temporarily stayed the worst of' the 
:financial panic. . The bulk of the assistance given to the 
commercial banks was used to repay their indebtedness and so to 
strengthen their liquid resources rather than to extend their 
operations ; but, as their position improved, the pressure on 
t}1e security markets caused by forced sales tended to diminish. 
Assistance given to railways and similar enterprises had much 
the same effect .. 

At the same time, there had everywhere been continuous and 
effective re-organisations and adjustments of private business. 
The manifold forms taken by such re-organisation cannot be 
summarised briefly, but it is obvious that business men, 
individually and collectively, had not been idle in face of the 
depression. Economies great and small, the introduc.tion .of 
improved methods of production, reductions and re-arrangements 
of staff were extended and were paralleled by collective action 
to reduce costs .. 

Continuous efforts were made also to organise restrictions 
and control of production ~ e.g., in the petrol industry in the 
United. States, where the price of gasoline was stabilised early 
in 193l. Such developments, either by formal arrangement 
or by a natural shrinkage of production in the face of adverse 
prices, extended during 1932, A tabulation of the minimum 
points reached by the prices of important commodities shows 
that, .in a number of commodities, the upward turn took place 
about the middle of 1932. 

For a short time, it appeared as if the intervention of the 
Federal Reserve Banks an<;l the Reconstruction Finance 
Corporation had arrested the spiral of deflation in the United 
States and might go on to stimulate an upward movement of 
prices and production ; but the open-market operations which 
had made this policy possible were stoppe<:I in August, The 
ne'o/ economic policy launched by the German. Governm~nt ~t 
the end of August combined remission of taxes w1th reductwns m 
wages, but was put into operation cautiously. The Britis~1 and 
French conversion operations were successful in achievmg a 
reduction in governmental expenditure ancl alsoin making the 
first breach in the high rates of long-term interest, which were a 
burden both to national budgets and to industry . 

.A,ll of these steps, however, important as they were, f~ll f~r • 
Short of the widely advocated policy of " contr?lled refla~wn , 
and were indeed conducted simultaneously Wlth deflatwnary 
policies in other directions. The exact extent to which they 
were responsible for the autumn revival must be a matter of 
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conjecture~ There were other factors a~ work at the time, notably 
a speculative anticipation of econom1~ recovery larg~ly based 
upon the hopes of improved international co-operatiOn as a 
result of the Lausanne Conference. 

THE Dow~·wARD DRIFT. 

The statistics of recovery examined in the preceding section 
are necessarily ~easure~ ~f national progres~ in the pri?cipal 
countries for which statisttcs are readily available. IneVItably 
these are the industrial countries of Western Europe and North 
America. The agricultural countries of the world, particularly 
those more remote. from Europe, though equally bound up in the 
world economy, do not always share the economic changes that 
are apparent in the industrial countries. · At best there is. a long 
time-lag before such changes are fully registered. 

The autumn revival in Europe an~ North America, it has 
been shown, was of a limited character, both in range and in 
time. It did not extend equally to all countries or to all industries 
.and, by the end of the year, its impetus had been spent. The 
measure of economic readjustment that had been reached in 
the course of the depression .had opened up the possibility of 
some recovery both in prices and production, the measures 
taken to arrest the liquidity crisis in the United States had 
eased the deflati9nary pressure in that important country .and 
the improved prospects of international action that seemed 
apparent after Lausanne had contributed to a more confident 
tone in the speculative markets: 

The agricultural·countries appear to have anticipated the 
industrial countries in adjustin~ their domestic economic 
difficulties after the financial crisis. Almost all of them had 
abandoned the gold standard, thereby gaining relief. in their 
domestic obligations while, at the same time, finding their 
external obligations lessened except when their domestic currencies 

· fell below. the level of sterling or other currencies in which their 
debts were. due .. Many of the agricultural countries also had 
suppleJ?.ented ·these substantial reliefs by vigorous measures of 
do!Jlestic deflation. They were aided by the first rise .in sterling 
pnces after t~e abandonment of the gold standard, a rise which 
was substantial and lasted into the first quarter of 1932, long 

. en~ugh to cove~ ~ost of the export season in the sotrthern summer. 
It _Is not surpnsmg,_therefore, to discover widespread evidence 
oflmp~oved econollllc conditions in many raw-material-producing 
~ountnes, particularly in those of the so-called .. sterling group" 
m the first half of 1932. There is good reason to believe that 
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this ir~prove~ent, in t'!rn, was .a substantial factor in the revival 
of the 1~dustnal co~ntnes later m t~e year. . Increased purchasing 
power 1n the agncultural ~ountnes, I?a~tiCularly those which 
have not imposed extraordmary restnctwns upon imports . is 
obviously favourable to an expansion of exports and therefore 
of production from the industrial countries. 

At this point, howe,ver, in the middle of 1932, despite the 
more hopeful outlook m Europe and the United States, the 
secondary effects of the breakdown of international economic 
co-operation began to undermine the hopes of recovery. 

Before the full.effect of t?e autt1mn. recovery could penetrate 
to the raw-matenal-producmg . countnes, the first stimulating 
but evanescent consequences of currency depreciation had been 
succeeded by the depressing renewal of the decline in prices, 
which was aggravated by the uncertainties and restrictions of a 
broken international system. The autumn revival came too 
late and was too limited to prevent the renewed pressure on the 
weaker countries from once again breaking through the partial 
stabilisation that had almost been attained. Moreover, it was 
based, not on a genuine removal of the outstanding obstacles to 
recovery and a reconstruction of the broken international 
mechanism, but merely upon spurts of revival in isolated areas 
based in part upon dubious stimuli and upon the hope rather 
t11an the fact of reconstruction .. 

Exchange instability, trade restrictions, and the absence of 
capital imports, together with the recurrence of a falling price 
tendency in the second quarter of the year, limited the expansion 
of purchasing power that had been in progress in the agricultural 
countries. Many of the exchanges that had hitherto been stable 
or showed encouraging signs of. regaining a measure . of. stability 
after the abandonment of gold parities began to drift down
ward again. There were signs of weakness in several South and 
Central American currencies early in the year. The Bolivian 
and Mexican exchanges fell in the early part of· the year and 
were followed later by the Venezuelan, Peruvian and Chilian. 
On the other hand, the exchanges of Uruguay, Brazil- and, later, 
of Mexico and Venezuela- rose somewhat. Sterling and all curren
cies associated with it weakened steadily from April till December~ 
The Greek drachma fell precipitately in April also and .in J~ne 
Ecuador was a new addition to the list of the . countnes wrth 
depreciated exchanges. In December, South Africa, after a 
long· struggle, abandoned 'the gold standard and the next mo~th 
the New Zealand pound dropped from 10 per cent below sterlmg 
to parity with the Australian currency at 20 per cent below. 
The Danish krone fell almost immediately to the same level 
and there was strong pressure on the Canadian dollar also .. 
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Throughout 1932, the Japanese yen had been falling and in 
February 1933 it displayed rel!-ewed . '!"eakness. 

Such Widespread currency m_stab1hty was. p~rallele~ by . a 
stifiening of exchange controls. m those countnes which .still 
maintained a nominal gold panty. Both phenom~na pro':1ded 
evidence of severe strain ~pon. the balances of mternatiOJ?.al 
payments. ·Currency it;1stab1lity m turn aggr~vated t?e seventy 
with. which restrictions were imposed up~n mtern~t10nal. trade 
and made impossible any hope. of restonng. the. Circulation of 
capital. The maintenance, except for .a. short t.1me m t~e autumn, 
of huge stocks of primary commodities as mterna~10nal. trade 
shrank, and the growing tendency towards the IsolatiOn of 
domestic markets, imposed renewed _pressure _upon th~ general 
level of prices, which beg~~ once agam to ~eclme steadily. Gold 
prices which had been nsmg from the middle_ of June began 
to fall again in the middle of September, l?st all th.e al!tumn 
gains by early December and went on fallmg steadily m the 
early months of 1933. Sterling prices also fell from September 
onward, but not so sharply, part of the pressure being taken 
by a substantial fall in the exchange rate, which, however, 
throughout the whole period after the breakdown of the gold 
standard, had been the forerunner of· further declines in the 
gold price-level. . 

Thus the economic situation was threatening in the early 
months of 1933 to develop -into a still more serious phase of 
the financial depression. Despite the great and not wholly 
unsuccessful ·efforts made by a multitude of individuals and 
many Governments to bring order into the national economic 
situations, the breakdown of international commerce, finance, 
9.I]d currency was dragging all the nations down and imposing 
a strain on the weal{er countries that threatened to become 
intolerable. At the. turn of the year, production and prices 
vyere d~clining again almost everywhere. Unemployment showed 
little s1gu of decreasing. International trade had resumed its 
downward drift and fell more steeply still in January. Stocks 
of staple commodities remained very large. National incomes 
~ell ~o eve~ lower levels and the difficulties of . public fmance 
IneVItably Increased. Most ominous of all, there appeared in 
more than one country the weakening of exchanges and rising 
tendency ?f domestic prices premonitory of currency inflation. 
The . det~led ~easurement· of these various symptoms of 
detenoration will be set out in later chapters. 

In the early months of 1933, therefore the vicious circle 
'!as c~mplete again.. Competitive deterioration of the economic 
~1tuatJon was well under way, as every country sought to protect 
Itself at the expense of its neighbours. The tragedy of the 
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depression, repeat~d agai.n in t~e autumn of 1932, has been 
that accommodation to mternat10nal necessities has been too 
grudging and has con;te too late t?. avert further deterioration 
in the weaker countnes, thus entallmg a new and more difficult 
effort at restoring equilibrium at still lower levels. 

THE BEGINNINGS OF INTERNATIONAL AcTION. 

It is not without significance that the psychological, and 
possibly the economic, beginnings of improvement coincided 
with the first constructive efforts at international action to 
remedy the depression and that the economic situation · grew 
worse again as the hopes aroused by such efforts were deferred 
from month to month. In the closing paragraph of the Sumey 
for 1931-32, written just after the conclusion of the Lausanne 
Conference, attention was di·awn to the '' note of cautious 
optimism sounded by the first reactions of the stock exchanges '' 
to the hopes of political settlement and economic reconstruction 
raised by the agreement reached at Lausanne. It is a delicate 
and, indeed, an impossible task to ascertain the exact weight 
of political considerations in such a complex economic situation ; 
but there is almost universal agreement that the prospect of 

·political settlement was a factor, equally with the hope of economic 
reconstruction, in the return of business confidence that marked 
the second half of 1932. 

That it was not the only factor goes almost without saying. 
Whatever the original causes of the depression may have been, 
the economic wreckage that had piled up during its continuance 
called for very comprehensive technical adjustments, and a 
large measure of reconstruction. The mere fact that the average 
level of prices had fallen in less than three years. by something 
like 40 per cent meant that virtually all contractual relation
ships were thrown out of equitable and efTective adjustment. 
The delicate balance between wages, the cost of living, and 
wholesale prices, for example, was destroyed, so tha~ wages, 
even when reduced, might still be too high when v1ewe~ as 
costs of production in relation to wholesale prices, but m1ght, 
on the other hand, be low in relation to the cost of living. The 
real burden of debt charges had been enormously aggravated, 
fixed monetary incomes had increased in. real val~e, .but p~ofits 
and variable incomes had generally shrunk. Wrthm .natwn~I 
economies, and internationally, the long-continued economic 
depression had disrupted the accepted scale of values and thrown 
all sorts of relationships into confusion. · . 

There were some grounds for believing that, at the low pomt 
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of the depression reached in the sum~er of 1932, such ~echnical 
economic adjustments as the eq~ation of ?osts to :pnces h~d 
pro!ITessed considerably in certam countnes and. In certam 
ind~stries. In so far as such adjustments had actua~Iy ~ake~ 
place, the way had been cleared for the normal economic stimuli 
to. bring about a measur~ of reco~ery. Though subseq~ent 
developments, particularly m th~ l!mt~d States, ca~sed ~enous 
doubts as to the adequacy of hqmdation at that time, It was 
widely believed in the late summer of 1932 that recovery was 
imminent and speculative anticipati~!,l of. such. ~-. recov~ry 
was a major factor in the " boomlet which raised secunty 
prices substantially in the autul!ln. . . • 

The analysis of the economic Situation m the summer of 
1932, which was made in a preceding section, however, 
sugaests that in addition to further domestic adjustments in 
ma~y countri~. important measures of reconstruction, adequate 
to restore the international economic co-operation that had 
broken down so badly, were essential before any recovery could 
be solid. No measures of economic adjustment within the power 
of individuals or commercial groups could restore lasting vitality 
t<1 a world in which the international monetary system was 
destroyed, international trade had been pinched to a fraction 
of its form~r value and the whole international financial system 
was in disarray. To remedy such a fundamental breakdown, 
action by responsible Governments was clearly necessary. 

Before such action could be taken, however, there were 
outstanding political conflicts, misunderstandings and mistrusts 
to be cleared up. The business world was beginning to realise 
that trade was not likely to expand until the restrictions upon it 
were removed, that the establishment of a stable monetary standard 

. demanded close and continuous international co-operation, 
that the hope of prices rising, of credits being '' unfrozen'', of 
"blocked" accounts being transferred, depended largely upon the 
Governments concerned coming to a ·series of satisfactory agree
ments· up?~ these complex problems. But it did not require 
much political knowledge or· imagination to realise that · the 
p~ospects of. securing such. close technical collaboration upon 
VItal ec~nomte prob_lem~ depended largely upon a prior solution 
of certam outstand!~g Is~ues of a more political character. I_n 
many of thesl? political Issues there were important econonnt
elements. Thrs was the case_, for instance, with · reparation 
payments ~d war debts. The economic aspect of disannament 
was clearly ~porta~t also, not only because of the magnitude 
of the e~penditures mvolve~. but also because the allied problem 
of secunty entered largely mto the economic nationalism which 
was expressed in tariff warfare and unwillingness to risk undue 
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economic or financial dependence upon the goodwill of other 
peopl~s. But, . a par~ . alto~ether from the economic aspects of 
such 1mp_ortant. pohtica! Issues, the prospects of intimate and 
long-contmued mternatwnal collaboration in the difficult and 
harassing tasks of economic reconstruction would, it was 
recognised, be greatly enhanced by a lessening of political tension 
and mistrust. The political settlement of 1924-25 had been a 
prelude to increased economic activity, and, in the summer of 
1932, great expectations were fixed upon the Lausanne Conference 
in the hope that it might settle some of the outstandin<r political 
problems that were dividing Governments, and com~ence, or 
at least clear the way for, the tasks of reconstruction. 

The economic results of the Lausanne Conference were 
important, therefore, in three respects.. In the first place, the 
mere fact of agreement upon some of the most vexatious issues 
that had embittered post-war European politics led in itself to a 
lessening of the political tension that had seemed to inhibit 
international co-operation. The hope revived that a better 
understandi!1g among the principal European Powers would lead 
to further progress in such matters as disarmament and the 
organisation of peace and security, which in turn would make 
international economic co-operation more feasible. 

The second, achievement at Lausanne lay in the tentative 
agreement on a final solution of the reparation problem and the 
hope that this agreement would facilitate impending discussions 
concerning war-debt payments. The economic and psychOlogical 
effects of these inter-governmental financial obligations had 
loomed very large in the depression, and many authorities had 
come to regard them as among the most imp01tant contributing 
causes, if not the original cause, of the breakdown of international 
economic and financial co-operation. Although the suspension 
of such payments un.der the Hoover moratorium of June 1931 had 
removed the actual economic burden during the twelve months 
in which the moratorium was operative, the psychological effect 
of maintaining the obligations, and the prospect of payments 
being resumed while economic activity, and particularly interna
tional trade, was at such a low ebb, remained as difficult obstacles 
to recovery. The agreement announced at the opening of ~he 
Conference prolonging the moratorium, as far as reparatiOn 
pa~ments were concerned,. brought a c_onsiderable m~a~ure. of 
!elief. The subsequent agreement prov1d~d for the elunmat10n 
of future payments in return for the dehvery by the German 
Government to the Bank for International Settlements of 5 per 
cent redeemable bonds ta the amount of three milliard Reichs
marks gold. These bonds are to be held by the Bank and are 
not to be negotiated before July 9th, 1935. After that date, the 
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Bank will negotiate the bonds ~y means of public i~sue~ on the 
markets as and when possible, m such amounts as 1t thmks fit, 
provided that no issue shall be made at a rate be!ow 90 per cent. 
Any bonds not'negotiated by July 9th, 1947, will b.e cancelled. 
The proceeds of the issues are to be pla~ed to. a special account, 
the allocation of which among the creditor Governments will be 
decided by further agreement ~Il!-ong them in d~e co~rse, 

This settlement was conditional upon rahficatwn by the 
Powers concerned, and such ratification, it was evident, would 
depend partly upon the progress made i~ subsequent discussions 
concerning the war debts. The very eXIstence of such a condi
tional agreement was, however, interpreted as a considerable step 
towards the final elimination of both these disturbing financial 
legacies of the war. · 

The third way in which. the Lausanne Conference broke 
new ground was by the preliminary steps taken to organise 
international action directed towards economic reconstruction. 

By Section IV of the Final Act of the Conference it was 
decided to set up a committee " with the duty of submitting 
to the Commission of Enquiry for European Union at its next 
session proposals as to measures required for the restoration 
of the countries of Central and Eastern Europe ". The following 
section of the Final Act invited the League of Nations to convoke 
a '' Conference on Monetary and Economic Questions ". ' 

The Committee which came to be known as the •• Stresa 
Conference for the Economic Restoration of Central and Eastern 
Europe " was. constituted by· delegates from fifteen . European 
Governments. 1 Its terms of reference, laid down at Lausanne, 
concerned two broad problems : 

(a) Measures to. overcome the present transfer diffi
culties of tht; Central ~nd Eastern European countries and 
to make possible. the progressive suppression, subject to the 
necessary safeguards, of the existing systems of exchange 
control ; and 

{b) Measures to revive the activity of trade, both among 
those countries themselves- and between them and other 
States, and to overcome the difficulties caused to the agricul
tu~al countries ~f Central and Eastern Europe by the low 
pnce of cereals, 1t being understood that the rights of third 
countrj.es " remain reserved ". 

Ger~:tr~, BelgiNrm, the United Kingdom, Bulgaria, Czechoslovakia, France, 
a d y y, ~ce, ungary, Italy, Netherlands, Poland, Roumanla, Switzerland 

n ubgoslavJa. The representative of Latvia was admitted to the Conference as an o server. 
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Quite clearly,. these ter~s ?f refe~ence, while of paramount 
importance to the ~ountne~ Immedmtely concerned, touched 
at mote than one pomt the mterests of many countries ot1tside 
Central and Eastern E~trope. The regional problems of Central 
and Eastern Europe could be profitably considered only in the 
setting o~ a worl~ economy. The Commission of E1.1quiry for Ettto~ 
pean ,Um.on receiVed the report of the .Stresa dehberatio~s at its 
meetmg m September 1932 and appomted a sub-commrttee to 
elaborat~ further the proposal made for a Currency Normalisation 

· Fund, but deferred any actio11 concerning the recommendations 
pending the Monetary and EC011o1~ic Conf~rencC; 

Another conference of great mternatwnal tmportance was 
held in the summer of 1932 at Ottawa. Hepresentatives of the 
United Kingdom and the self-governing dominions of the British 
Commonwealth, and India, together with the Secretary of 
State for the Colonies, negotiated a series of agreements 
designed to increase inter-Imperial trade. In one respect :the 
discussions a:t Ottawa bore vitally upon the problems involved 
in any international action aiming at economic reconstruc
tion. It was publicly stated by the leader of the delegation 
from the United Kingdom that the aim of his Government was 
to begin at Ottawa, and within the family circle of the British 
Commonwealth, a movement towards freer trade which might 
be carried further along a wider international front in subsequent 
negotiations at the Monetary and Economic Conference. · The 
extent to which the. agreements reached at Ottawa did in fac.t 
make for freer trade is examined in a later chapter. From the 
point of view of their e!Iect upon the public estimation, in non
British as well as British countries, of the possibilities of immediate 
international action aiming at .. economic reconstruction, the 
conflicting reports while negotiations were proceeding at Ottawa, 
unavoidable delay in publishing the detailed schedules of the ne\V 
duties, and the controversy that arose concerning their probable 
economic effects, all contributed to more sober expectations 

-and therefore to an abatement of the opt~mism which had ):>een 
aroused by the success at Lausanne. The guarded nature of 
the report upon currency policy and its references to the. need 
for international, as distinct from imperial, agre.ement poi~~ed 
also to. a postponement rather than an acceleratiOn. of decJstve 
action . 

. In the last quarter _of 1932, therefore, the hope of rapid. 
actwn to follow up and 1mplement the agreement at Laus~nne, 
and to build upon it a substantial measure of inter~atwnal 
co-operation in economic reconstruction, had been considerably 
dis~o.unted. Slow progress, or renewed tension, in the concurr.ent 
political discussions concerning disarmamen~ and the Smo-

3 
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Japanese dispute contributed also to an abatement of the optimisln 
expressed earlier in the autumn. 

As the year 1932 drew to a close, the contr~versy that 
developed concerning the payment of the. war-debt n~stalments 
due on December 15th still further clouded the }1onz~n, The 
initiative in raising this problem was taken by the pmted Kin~dom, 
whose instalment was by far the largest. In a bnef note delivered 
shortly after the result of the Pr~sidential. el~ction had .been . 
declared, a request was made, pen<!ing negotiation$ concerm~g a 
reduction of the debts, for an extension of the Hoover moratonum, 
which bad expired since the previous payment. In the negotiations 
which followed, and notably ~n the second British note of Decem
ber 1st, the ratification o~ the L~usanne agr.e~Il!ent concerning 
reparation payments was linked With the possibility of war debts 
being treated similarly. The· other European countries from 
which instalments were due opened up negotiations with the 
United States Government also ; but the latter stood firm in its 
request for payment, In the event, the United Kingdom, Italy, 
Czechoslovakia, Finland, Greece, Latvia, Lithuania, Roumania 
and Yugoslavia paid their instalments ; while France, Poland, 
Belgium, Estonia and Hungary did not: The. British payment 
amounting to $95,500,000 was made by earmarking gold to that 
value in the. vaults of the Bank of England. 

There were many other discouraging factors in the ~nterna
tional situation, when the Preparatory Commission of Experts 
appointed to draw up the agenda of the Monetary and Economic 
Conference met in November 1932 and again in January 1933" 
Prices were falling again, optimism had been replaced by pessi
mism on the stock exchanges, unemployment was increasing and 
international economic equilibrium had been further disturbed 
by the .fall in the exchange value of sterling which persisted 
through the late autumn and early winter. 

The analysis of the economic problems confronting the world 
which the Preparatory Commission made for the Monetary 
and Economic Conference referred in its introduction to •• certain 
auguries of improvement''. These, it is evident from the context, . 
were the signs of revival " after Lausanne '' and particularly 
the fact that " more favourable monetary conditions, technical 
economic .readjustments and reviving confiden.ce are . being 
currently mterpreted by those who assume the riSks of mvest
ment ~ affording the possibility of a genuine change for the 
better m the economic ·situation ''. This statement written 
in m,id-January, is, however, placed between two significant 
warrungs. ~tet s~arising " the ex,tremities to which tl~e 
forces of dismtegratioil have already carried the' economic 
world " and stating that " further losses of ground cannot be 
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contemplated . wi.thout th~ gravest forebodings '', the experts 
concluded th~1; mtroducti.on by a very emphatic denunciatiou 
of the prevmlmg economic warfare, and an equally emphatic 
warning to the Governments that ''· this prevailing conflict of 
national economies must be resolved " if « a full and durable 
recovery is to be eiiected ''. Before this warning could take 
effect, however, there were, within a month, a recrudescence 
of banking difficulties in the United States ; an aggravation 
of the Far-Eastern dispute, leading to sharp falls in both Chinese 

_ and Japanese bonds ; further depreciation of the currency jn 
New Zealand and Denmark, and a marked decline in German 
bonds, in addition to such general developments as further 
declines in prices, production, employment and international 
trade. 

The key to the economic situation, it was evident to 'the 
experts, was a restoration of international economic co-operation; 
but it is a difficult key to turn and becomes more difficult with 
delay. Moreover, a growing body of opinion in almost every 
country tends to become impatient and even intolerant of the 
seemingly futile efforts to find a solution by international action. 
Impressed by the clamant need for action in some direction, 
and by the evident possibility of immediate, if partial and often 
exaggerated, results from re-organisation within national or 
group boundaries, such opinion, which claims to be practical 
in contrast with the theories of international co-operation, 
tends· to be reinforced by the vested interests which · ~"'w up 
behind currency or trade restrictions. The strong tl .ew.~- ~nt 
of such autarchic doctrines was to be noted in n. iW wid~;;'v 
separated and diverse countries. The forms which th. ; <1~velop-

. ment took were as diverse as the countries where they apiJcarcd. 
Not the least significant from a long-run point of view was th:} 
increased pace of industrial development in hitherto backwl;U'd 
industrial ··countries. 

. It is all the more significant, therefore, that the trend of 
expert opinion, as the depression deepened, became more and more 
definite and emphatic that a return to freer international economic 
co-operation was the true direction in which a solution might 
ultimately be found. . The hardening of expert opinion along 
these lines may readily be traced, not only in the various reports 
and manifestos of committe- _ economists sttch as the League's 
Gold Delegation. and of ::;uc .1 bo · 3s as tl:c Internationd Chal~lber 
of Commerce and the Internati nal Chambor cf Shipping, but 
also in the l·esolutions of the B· rd of ~he Bank for International 
Settlements and most clearly o' 11 in the draft annotated agenda 
prepared. for. the Monetary anu Economic Conference.. The 
u:troduction. to the draft agenda, indeed, declared specifically 
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that the alternative of national self-sufficiency, "would shake 
the whole system of international finance to Its. foundations, 
standards of living would he l?we~~d and the social system as 
we know- it could hardly survwe ·., 

The positive plan of action enYJsaged by, the Preparatory 
Commission in its draft agenda consisted essentially .of a modest, 
but difficult, progra~~ aiming at_the restoration of internation~l 
economic co-operation m four roam fie~d~mone~ary and credit 
policy, price stabilisation, the restoration _of_ capital movem~nts 
and the progressive· removal of trade restnctions. __ The techmcal 
details of this programme are best treated in their proper context 
in later chapters. At this point, ~owever,. th~ fac_t should be 
emphasised that there was a growmg realisation m 1932 and 
early 1933 that na~ional, imperial an~ regi~nal ,scheme~ for 
economic reconstruction must be fitted mto Wider mternational 
programmes. 

One of the first and most significant statements on this point 
is that contained in the report on currency policy drawn up 
by the financial experts at the British. Imperial Conference held 
at Otta\Va in July and August. This report, while laying dowrt 
broad principles to be followed by the monetary authorities 
of the British Empire, contained the clear statement that such 
principles were conditioned and limited by the possibility of 
securing international co-operation- in their application. 

The ~onference at Stresa, with its proposals for economic 
and financial action to relieve the situation of the Central and 
Eastern European countries, developed in much the same way 

. into regional preparation for the Monetary and Economic 
Conference. · 

The programme for the Monetary and Economic Conference 
set forth by the Preparatory Commission of Experts was the 
culmination therefore of much planning on more restricted 
lines. It incorporated also the main results of prolonged investi
gation and discussion by international economic and- financial 
iJ?.Stitutions, and, in particular, followed closely upon the prin
ciples contained in the report of the Gold Delegation of the League 
of Nations which had subsequently been endorsed by the Boar<l 
of the Bank for International Settlements. It was based, therefore, 
upon ~ wid~ and developing body of expert opinion. 

It ~ obvrous that a prQgramme consisting ~ssentially of the 
reparation of mechanisms for international · co-operation that 
had broken down. under unprecedented strain did not contain 
any _ ~ery revolu~IOnary proposals involving departures fro~ 
est~lish!!_d practrc~ .. Panaceas holding the promise of rapid 
ameh?ration _ of eXIsting conditions were conspicuously absent. 
There was no plan for world inflation, for work-spreading or 
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work-creation, and little encoutagement to the advocates of 
world-planning. Rather there was a. minimum programme 
of reconstruction to. geC the mechanism working again, together 
with proposals for clearing away the debris of past failures, 
and for cutting loose the restrictions that have impeded the 
mechanism. Emergency measures were. suggested as necessal'y 
in certain special cases and some permanent improvements 
were outlined; but the programme as a whole was one designed 
to get the former international system working again rather 
than to construct an ideal new• system. 

The Preparatory Commission dtafted its suggested agenda 
in the middle of January 1933; but in the interval between 
that time and the opening l>f the Monetary and Economic 
Conference on June 12th, a succession of important political 
and economic events changed the setting of the Conference very 
considerably, The banking crisis in the United States was followecl 
by the abandonment of the gold standard and the passing of 
legislation which gave unprecedented powers to the President 
to take action in the monetary and economic field. The Confe
rence opened, lherefore, with the dollar added to the list of 
fluctuating paper currencies. A brief summary of the progress 
made in the early sessions of the Conference is contained in the 
last chapter of this Survey, b11t a fuller analysis must be reserved 
for later volumes. 



Chapter 11. 

THE CONFUSION OF PRICES. 

THE GENERAL TREND OF PRICES IN 1932-33. 

Some indication was given in the Survey for 1931-32 of the 
background of instability which lay behind the collapse of the 
general price-level from 1929 onwards. It is not intended here 
to repeat or amp1ify that discussion, or to enter into the contro
versy concerning the causes of the price d~line. There is general 
agreement that the causes are many and complex. Important 
and far-reaching changes in the . geographical and technical 
structure ·of -industry and trade; equally important social 
developments such as a rising standard of living together with 
lessened flexibilify of adjustment ; political difficulties arising 
from reparation and war-debt payments, . and tariff wars ; 
monetary problems connected with the post-war currency 
stabilisations and the working of the new gold standard after 
it had been restored ; international capital movements, security 
speculation and exchange difficulties -· all entered into the 
background of the price-fall. . The exact degree to which these 
various factors entered into the combination of causes which 
~recipitated the depression has been, and still is, a s~ject of 
lively controversy.· In the pages which follow, however, no 
attempt will be made to discuss these causes. Attention will be 
directed rather to the various aspects of price-movements since 
the beginning of 1932. · · 

The p~nt ~ction is devoted to an exposition of the general 
trend of pnces m 1932 and the first quarter of 1933. The 
aban~ollD:lent o~ the gold standard by the United States of 
Amenca m April: created an entirely different situation, which 
ID1J!It be left for treatment in a later chapter. The discussion 
which follows treats of events to the end of March 1933. 
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Wholesale Price Indices of Certain Countries. 

(Base 1 1913 or 1914 - 100.) 

Coun~ry 

Belgium ..•. 
Dutch East Indies 
France • , • 
Italy 
Netherlands 
Poland 1 

Switzerland 
United States of 

America •• 

Austria , .. 
Czechoslovakia 
Estonia , 
Germany, • 
Hungary . 
Latvia .. 

Argentine 
Australia • 
Canada 
Chile . . 
Denmark. 1 

Egypt ... 
Finland a , , 
Greece . · 
India .... 
Japan .. 
Norway , . 
New Zealand 
Peru ..•• 
South Africa . . . . 
Spain .....• 
United Kingdom • , 
Yugoslavi~ e . 

China • 

' Base : 1927 = 100. 
1 Base : 1926 = 100. 

Peak in 
1929 

869.0 
150.0 
660.0 
499.0 
147.0 
99.0 

142.9 

138.2 

135.0 
964.0 
123.0 
139.6 
136.0 
127.3 

129.8 
170.8 
153.3 
198.8 
159.0 
125.0 
100.0 

1,854.0 
149.0 
172.2 
167.0 
148.3 
189.0 

. 119 .. 6 
174.0 
140.3 
107.0 

107.4 

• Board of Trade Index. 

March 
1933 

504.0 
77.0 

390.0 
287.0 
72.0 
57.9 
90.0 

86.2 

107.0 
647.0 
80.0 
91.1 
82.0 
83.8 

113.0 
122.5 
100.6 
343.4 
;123.0 
70.0 
89.0 

2,017.0 
83.0 

:134.0 
.121.0 
129.6 
174.0 

90.0 
168.0 

97.6 
67.0 

107.1 

Percentage decline 
Date ot from peak to · 

the lowest 1---~--
point Thelowest March 

point 1933 

Il1j33 
III /33 
III/33 
III /33 
III/33 

XII/32 
IV /33 

U/33 

I /31 
III /33 
III {33 

I /33 · 
XII/32 
XII/31 

III {33 
II/33 
II/33 
X/31 

IX/31 
III /33 
IX/31 

VIII /31 
III/33 
VI/32 
IX/31 

I /33 
IV/32 
X/32 

Vl/30 
III/33 
IXJ32 

.I /2~ 

42.0 
48,7 
40.9 
42.5 
51.0 
43.2 
37.0 

38.0 

22.2 
32.9 
35.0 
34.8 
40.4 
36.5 

12.9 
28.5 
35.2 
28.4 
31.4 
44.0 
21.0 
23.6 
44.3 
35.8. 
29.9 
15.6 
13.8 
27.3 . 
4.6 

30.4 
42 .. 2 

5.3 

42.0· 
48..7 
40.9 
42.5 
51.0 
41.5 
37.0 

37.6 .. 

20.7 
32.9 
35.0 
34.7 
39.7 
34.2 

12.9 
28.3 
34.4 

(+72.7) 
22 .. 6 
44.0 
11.0' 

(+ 8.8) 
44.3 
22.2 
27.5 
12.6 
7.9 

24.8 
3.4 

30.4 
37.4 

0.3 
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Price Movements in Cerlatn Countries 
June 1933. 
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The continuing downward drift of the price-level in nearly all 
countries is very clear. There were few, on or offthe gold standard, 
where the index-number for March 1933 did not stand at the 
lowest level yet recorded in the depression. In the United Kingdom 
the recovery after June-July 1932, though subsequently diminished 
by a falling tendency from October onwards, had not been wholly 
lost by March. In Chile and Japan prices rose substantially 
]Jecause of currency inflation. There was, in March, a slight 
upward movement in several countries coincident with the security 
speculation and exchange disturbances which were caused 
by the depreciation of the United States dollar. The full effect 
of this latter movement, .however, cannot be estimated as yet, 
since it is not possible at the moment to foresee- the developments 
of American monetary policy. . .· · . 
- Apart from t~e unsettlement in March 1933, therefore, there 
had been only one period in the last four-· years during which 
the downward trend of prices had definitely been arrested. That 
period was for three or four months before and after the Lausanne 
Conference in July 1932. The average level of wholesale prices 
rose be~ween June and October by a little over 2 per cent in 
the, Umte~ States of America, and by almost 9 per .cent in the 
Uwt~d Kingd!>m, but, in many countries, the decline continued 
steadily, :tnd m none, except where there was definite inflation, 
was the. Improvement anything. but he~tating and temporary. 
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Cont~m~ed _political, economic. a~d monetary uncertainty, the 
multiphcatwn of trade restrrctrons, and renewed exchanae 
fluctu_ations were th~ ~ain fact?rs in causing a ·reversion to 
deflationary tendencies 1D the wmter of 1932-33. At the time 
of writing, at .the beginnin~ of May 1933, :wit~ the opening of 
tlte Monetary and Economic Conference strll srx weeks ahead 
and national monetary policies still uncertain in most of th~ 
important financial coun~ies, it is impos_sible to g~ess at the impor
tance or probable duration of such nses of prrces as occurred 
during March and April. 
. . While the dow~ward trend of pric~s ?ad been practically 
umversal and r:ontmuous from the begmmng of the depression 
late in 1929 until February 1933, there was considerable variation 
in the extent, to w?ich the ave;age level o~ who~esale prices, 
as measured lD natwnal currencres, had declmed m particular 
countries. It is clear that prices fell most in those countries · 
which retained a free gold standard. In those which interposed 
a buffer between world prices and prices in their domestic markets . 

. by allowing their exchange to depreciate, the extent of the decline 
was much less. It is significant, however, that in all cas_es. 
except those where currency inflation was resorted. to, prices 
continued to decline after the first adjustments had been.made 
to the new paper standards. In all cases too, except inflationary 

. countriM, prices stbod at lower levels in March 1933 than before 
the abandonment of the gold standard. 

The significance of these facts warrants more extended 
investigation than can be made in this Survey. It appears evident 
that, even without a common international standard of value, 
and. in face of greater restrictions on the circulation of capital 
and the interchange of commodities than had previously been 
known, the price-systems of the various countries remained closely 
linked. Even though the units of measurement were different. 
and world markets were broken, the general drift of prices was 
the same practically everywhere. How far this similarity of 
movement is inherent in the price-system or how far it was caused 
by policies and economic· forces which were approximately the 
same in. the main gold and non-gold countries is a question that 
lies outside the scope of the present discussion. The important 
fact to record here. is that a mere change from the gold standard 
to a managed paper standard was not in itself sufficient in the 
given cir<;umstances to affect any decisive alteration in t~e move
ment of prices. After a. period of confusion during wluch there 
was some rise of paper prices to compensate for the exchange de~ 
preciation after gold had been abandoned as t?~ st~ndar.d, the 
movement of average prices, in default of positive mflatronar~ 
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-action followed in every case the -same general cours~ as in 
the c~untries still adhering to gold. . 

It should be added, moreover, that up till March 1933 the 
net effect of abandoning the gold standard had been to depress 
rather than raise gold prices. In a perfectly free economy, the 
lessened demand for gold might .have been expected to lower its 
value and cause prices to rise. But, on the contrary, the demand 

·for gold did not lessen. The increasing gold production of the 
· world, supplemented by large . amounts release~ from poar~s 

in India- and China, was readrly absorbed at ):ugher pnces rn 
· terms of the managed currencies and in terms of commodities. 
The gold-standard countries, and many countries which had 
abandoned that "standard, continued to buy gold as their resources 
permitted, and, in addition, a large de~an~ for privat~ hoar~i.ng 
sprang up in ~~ope and North Amenca as currency mstabrhty 
became more Widespread. 

The depressing influence on commodity prices thus created 
was reinforced by a great variety of economic factors. As will 
be shown later, little progress was made in correcting many of 
the fundamental maladjustments of. the price-structure. Produc
tion therefore continued to decline and prices to fall. In order 
to compete more effectively in world markets, the countries with 
nianaged currencies endeavoured to restrain any 'tendency for 
their domestic prices, and therefore their domestic costs, to 
rise, preferring to allow their exchange-rates to fall. Since many 
of these countries have very great influence in world markets, 
the lower levels of their export prices and the failure of their 
domestic prices to rise tended to depress world prices in general. 
Moreover, the countries remaining on gold attempted to meet the 
new competition from depreciated currencies by further deflation 
and also by inc:reased trade restrictions, and in the latter they 
were joined by many of the countries off gold. The total effect 
of currency instability therefore was still further to depress the 
average level of world-prices. · 

The. complex influences of short-term capital movements 
and psychological as well as economic factors rendered it difficult 
to reconcile the internal and external purchasing-power of 
m~y of. the most important managed ·paper currencies during 
this penod .. Sterling, for example, depreciated in terms of 
gold c~rrencres much more than sterling prices varied from 
gold pn_ces. The fact that so many important cuqencies were 
flu?tuatJ~ made an:Y ~ttempt to determine their true or " natural '' 
ratios still mor~ diff1cult. " Relativity " of standards became 
a problem of VItal practic:U economic interest. and importance, 
all the more because expenence proved once again that· currency 
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instabilit~ in ~tself (as distinc~ fr~m conscious man~gement) 
was a disturbmg and depressmg mfluence upon pnce-levels 
and economic organisation. · 

· Ratio of British and American Prices 
and Dollar-Pound Exchange, 1931-1933. 

(Base: September 18th, 1931 = 100.) 

a. XI XI I ' e if Y Ill W .. II X. 'II ll•_l l • W 'I 

1931 1932 1933 "'"""'"' 

The situation in March 1933, therefore, was not reassuring 
as far as the general drift of prices was concerned, and was equally 
disturbing when the continued and even aggravated price 
disequilibria, international and industrial, were taken into 
conSlderation. The actual extent to which wholesale commodit-y 
prices fell from the peak levels or 1929 varied considerably from 
country to: country, but averaged about 40 per cent in terms of 
gold currencies. There were many individual commodities and 
large groups . of products . wh.ich fell :more heavily. The raw 
materials and agricultural products which enter largely into 
international trade, for example, fell on the average about 50 
per cent. 

More significant in many ways than the-extent of the. decline 
has been its duration. 1he sharp fall of wholesale commodity 
prices in the. crisis of 1920-1922 was greater in most countries 
~han the .more protracted fall in the present _depression. Thus, 
In the Uruted States in the years 1920-1922, pnces fell for twenty-· 
one months consecutively, the total fall being 45 per cent. In 
the years 1929-1933, on the other hand, prices fell 38 per cent; 
but the fall was spread over 44, months, to February 1933, with 
only one brief period of respite. 
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'While the fall in 1920-1922. was greater than 'it had become 
by February 1933, the circumstances of the two crises were . 
very different. The fall in 1920 came after. a ver_y rapid rise 
of 140 per cent in the pr~cedit?g ftve years (mcluding a rise ~f 
25 per cent in the ftnal mflatl<~nary _Year), where!'-s th~ fall m 
1929 followed a period of years m which co_mmodi~y pnces had 
been relatively stable with, on the average, a s~ght falling tendency. 
The adjustments in 1920-1922 wer~ le~s. difficult because. there 
was less general expectation of :rnamtammg the w~r and llTIJ?.e
diate pQst-\var price-le-yels. In the present depresswn, the pnce
fall threw into coniuswn a much greater, and what had been 
regarded as a much more stable, complex of economic contracts 
and arrangements, The p_rolonged duratio_n o_f th~ price-!all and 
the greatly increased resistance to the hqmdatlon which was 
its natural consequence were indicative of a far more serious 
economic crisis during the past four years. So many expositions 
of the consequences of falling prices in the present· depression 
.are available that it would be superfluous to add another here. 

Mention should be made, however, of another ~mportant if 
obvious fact. This is the second great depression within ten 
years and to some extent its effects are cumulative upon those 
of the first. In so far as liquidation was ineffective or incomplete 
after 1920-1922, the economic organisation was more vulnerable 
in 1929. This was particularly important in respect of the 
great volume of indebtedness in· the world, which was incom
pletely written down in the previous crisis and subsequently 
was largely increased. Perhaps,the most dramatic illustration 
of the cumulative aspect of the present price-fall is by a compa
rison with pre-war price-levels. The very drastic fall in 1920-1922 
brought average wholesale prices - for example, in the United 
States of'America-'-back to about the level of 1917, which was 
still 40 per cent above that of 1913. The subsequent drift 
downv.:ard, followed by the sharp fall after 1929, brought pr~ce
levels m most countries well below the pre-war standards - at 
the beginning of 1933, the level was 13 per cent in the United 
States, and in France, Italy and some other countries 18 to 
19 per cent, below that of 1913. 

THE PROBLEM OF lNTERNATI'ONAL EQUILIBRIUM. 

In th~ foregoing discussion, attention w~s paid solely to ~ove
ments, m one co~il.try . or another, of the average level of 
wholesale . conunodity pnces as measured by well-known and· 
accep~ed mde:x;-numbers. Such movements are the simplest, 
and, m m~ny respects, the most important, px;ice phenomena ; · 
b~t they 1gnore, and to ~orne extent conceal, the significance 
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· of the. complex. and confusing individual and group movements 
from which the average is compiled by a somewhat artificial 
calculation. The index-numbers that measure movements in 
the average or. general level of wholesale prices tend, indeed, 
to focus attentiOn, not upon the factors which influence prices 
from the side .of the commodities exchanged, but rather upon 
the monetary factors which_ affect the standard of value. The 
chief use of index-numbers of wholesale prices. has been to afford 
a rough measure of changes in the purchasing-power of the 
currency used as a standard of value. It has often been assumed 
that movements of individual prices about the average are in 
the. main self-corrective and, for the purposes of monetary 
theory, comparatively unimportant. It has always been clear 
that violent movements of the average level, precipitated usually 
by fluctuations of the monetary standard in which all prices are 
measured, inevitably throw the prices of individual commodities 
out of adjustment and thus create disequilibria which I1ave 
a disturbing e!Tect upon production and trade .. Becent experience, 
however, has emphasised the fact that there is a reciprocal e!Tect 
of such disequilibria upon the movements of the average level. 
It is probable that divergent movements of commodity prices 
within the general average caused primarily by non-monetary· 
factors, such, for example, as a bountiful harvest or new mineral 
discoveries, cheapening important raw materials relatively to 
finished products, may provoke changes in production and 
consumption which are sufficient in themselves to impart an 
upward or downward movement of th!:! average price-level. 

· It is true that the corrective processes which are immediately 
set up within the price-structure are generally powerful enough 
to prevent such an impulse from developing very far. As long 
as the price-system is reasonably flexible, the ready adjustment 
of price relationships . to changed conditions in the demand 
and supply of particular commodities keeps the averag~ ~~vel 
of prices on an even keel. In the absence of such flexibih_ty, 
these. non-monetary factors. may be quite capable of causmg 
a prolonged and persistent movement of the average, indepen
dently of, and even in opposition to, changes in the supply of 
monetary means of payment. 

Such a situation seems to have arisen in recent rnonths, 
when the price disparities described in the next section, between 
the prices of producers' and consumers' goo~~· ~nd b~tween 
those of agricultural and manufactured commodities m paiticular, 
proved obstinately resistant. The para1ysis of production and 
trade, and therefore of consumption, that was the result of suc.h 
maladjustments and of the devices introduced to prevept ~hCir 
removal by ·the .harsher processes of competition was m 1tself 
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sufficjent to force a continued price decline. even in face of an 
abundance of monetary means of payment. 

If consideration is given, not only to wholesale commodity 
· prices, but to the ~any other eleiD:ents . of the price-syste~ ~ 
· retail commodity pnces f~r exaD?ple, and all the CO}Uplex .relatiOns 
that . exist between vanous londs of commodity pnces and 
wages, interest rates, business profiJ:s •. ~nvestment values, debt-. 
burdens and taxation __: the possibility of such a deadlock 
arising becomes still more obvious. Re~ail prices are .~ore 
sluggish than wholesale, wage rates lag behmd the cost of hvmg, 
long-tenn contracts inhibit rapid changes i~ interest rates, 
the burdens of debt and taxation cannot readily be reduced as 

· prices fall. If the elasticity of _other par~s of the. I?rice_-system 
proves inadequate to absorb the shock wh1ch the ongmal1mpetus 
to lower prices - however caused - imparted to the average 
level, the whole system may be tumbled into a confusion which 
itself becomes a further depressing influence. Once the elasticity 
of adjustment is broken in this way, the falling price tendency, 
opening out new and wider disequilibria as it progresses, tends 
to become self-perpetuating until no ·choice is left between an 
abandonment of the hindrances erected to ·competition or the 
application of some unorthodox device to break through the 
vicious circle. . 

The events of recent months, moreover, demonstrated the 
importance of a further disturbing factor in the price situation. 
The national currency systems based upon the gold standard, 
in which price-movements were formerly measured, was replaced 

·· by a confusion of standards so that the measurement and inter
pretation of price-movements, by practical traders as well as 
by economic theorists, became.more difficult. To the disequilibria 
within national price-systems there was added a series of inter
national disequilibria between these systems. The breakdown· 
of the international gold standard .was a result rather than a 
cause of such disequilibria, but it tended, like the maladjustments 
?f commodity prices, to intensify and prolong ~he evils by which 
1t was caused .. 

?Jle disorganish_Jg effect of such developments is only too 
obvtous. As long as there existed an international standard of 
valu~ by ·reference to which temporary disequilibria could 
r~ad1ly be g~uged, international capital movements and commo
di~y trade, mfluenced by and reacting upon interest rates and 
pnce-Ievels, were effective instruments by which equilibrium 
cou)d be restored. In recent months the accepted international 
standar~ was replaced by a great number of ~;ompeting and 
fluctuating standards. It is doubtful whether such confusion 
ever before .existed, even in the inflation period immediately 
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after the war. For ~ time after the United Kingdom abandoned 
the gold .standard m . September 1931, there was discussion of 
sterling as an alternative standard to gold. The later tendency 
for the so-called '" ste;ling bloc " to disii;tte~ate as one country 
after another lapsed mto further deprectatiOn1 followed by the 
appearance of .the '' manage~ " dollar as a further alternative, 
opened up a VIsta of fluctuatmg .and competing standards which 
threatened th~ loss o~ any certmnty yet remaining in interna
tional economic -relations. As currencies shifted in relation to 
one another, it was not only the exporters, competing in neutral 
markets, who were. affected, but the whole community. . Price
levels an~ the rel~tio!Is between different sorts of prices, interest 
and cap1tal obligatiOns generally, wages and all economic 
contracts· were altered by changing the standard in which 
they were valued. Depreciation in the external value of a 
currency was an aid to exporters, only so long as it was not 
followed by similar depreciation of other currencies. The advan~ 
tages gained temporarily by depreciation were at the expense 
of competitors and ceased when depreciation became generalised. 

Exchange depreciation, moreover, brought export advantages 
only when it kept ahead both of its international competitors 
and also of ·rising costs at home. Therefore, to the natural 
lag of domestic prices there was added a strong inducement for 
the countries which had abandoned gold to pursue monetary 
poUcies calculated to restrain any tendency for their costs of 
production to be increased. The counterpart of monetary 
nationalism was domestic deflation. 

Recent experience has amply demonstrated this fact. Those· 
countries which, for various reasons, found it necessary to abandon 
the gold standard, for the most part left their exchange free to 
find its own level, but pursued policies of internal price deflation 
in the sense of holding down costs of production as far as possible. 
This was a powerful factor in checking any possibility of prices 
~ing. Moreover, export competition from countrie~ ~ith dep_r~ 
c1ated currencies was met by increased trade restnctwns w~I.ch 
put still further pressure upon the prices of thos~ commodrties 
entering into international trade. . The narrowmg of world 
trade. and the disorganisation of pro4uction caused thereby 
was a major factor .in forcing prices in general clown to low<:)r 
levels in recent months. 

Whenthe United States of America, by imposing an embargo 
on the export of gold on April 19th, ~efinitel:y allo~ed th<:) 
external value -of the dollar to depreciate, this actiOn was 
acc?mpanied by the announcement of· a monetary. pr~gram:n.e 
dt;atgned ~o give power to the Executiv:e to ~roceed at Its dis.cret~on 
With vanous types of monetary mflatwn, The. legtslat1ve 
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measures embodyincr this programme have not been finally 
passed at the moment of writing and there is ~o certain indication 
of the extent to which action \viii be taken m pursuance of the 
authority granted to the Pres! dent. . A marked rise of commod!ty 
and security prices took place Immedlately,_partly as a speculative 
anticipation of some form of monetary mflation. By t~e end 
of April, this rising tendency bad spn;ad to other countnes and 
was still proce~ding rapidly m the Uruted States. The .prob~ble 
duration and mfluence of such a movement, however, remamed 
incalculable if only because the consequences of any monetary 
programme that may be d_ecid~d upon will be so largely d~pendent 
upon the extent to which It can be made internatiOnal by 
agreements arrived at during the c~urse ?f the Monetary a~d 
Economic Conference. Further consideratiOn of the recent nse 
in prices must therefore be deferred. 

It is evident, however, that a rising price-level is sought, 
not as an end in itself, but as a practical means of remedying 
the price disequilibria which at present block the way to recovery. 
The lesson taught by the experience of recent years, and of recent 
months in particular, is that, a1i1ong those disequilibria, the 
disorganised relations between national price-systems as a whole 
take an important place• The following section sets out various 
anomalies in the relationship between the prices of -different 
sorts of commodities, some of which have fallen more drastically 
than others. If an upward movement of prices is to take place, 
it is essential for sound recovery that these anomalies shall 
be removed as the average level rises, or, in other words, that the 
commodities which are at present unduly_ depressed sl1all rise 
faster-than those whose prices ltave been relatively well sustained. 
The prices of agricultural raw materials imported into industrial 
countries, for example, should rise faster than the prices of 
manuf~ctured commodities exported from those countries. 

It Is equally necessary that a workable equilibrium should 
be r~s~ored between the average price-levels in the various 
countries: ~ot onl:y should the _right prices rise, but they 
should nse m the nght places. Fortunately, the two factors. 
largely v.:ork together. A rising tendency of raw-material, 
and especially agricultural, prices in the great industrial countries 
~ould ~o far towards righting the balances of payments and 
nnpro'?-ng the purchasing power of the agricultural and debtor 
countnes. But the mere statement of such a fact is sufficient 
to.show that monetary policies designed to produce such a rising 
pnce tendency ar~ intertwined with and dependent upon All the 
other factors which enter into the balancina of international 

· pay_ments. The freeing of commodity trade, ·-resumption of 
capital movements, debt settlements and res:toration of an 
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international standard of value must be taken into consideration 
along with other measures of monetary policy designed in 
raising prices, to remove price disequilibria. ' 

THE DISRUPTION OF PRICE EQUILIBRIA. 

It is a truism that, in a changing world, the prices of individual 
commodities and services are constantly shifting in relation to 
each other and to the average price-level. Prices are the indicators 
which register and, to some extent influence, changes, not only 
in trade, but in the whole organisation of economic life. Under 
the system of free enterprise, this flexibility of individual prices 
is the necessary condition of healthy growth and adaptation to 
changing circumstances. There is a constant flux of shifting 
relationships, not only between different sorts. of prices. recording 
transactions at different stages of the economic process, but 
also between individual commodities and groups of commodities, 
and between national price-systems as a whole. In periods of 
relative economic tranquillity, however, the changes, while 
incessant and rapid, are not great and are quickly neutralised 
or offset. National price-systems, especially when they are 
connected with an international monetary system, are kept in 

· equilibrium by the smooth working of the foreign exchanges ; 
movements of individual commodity prices cause compensatory 
adjustments in production and demand, not only for the particular 
commodity, but for all its related by-products, substitutes, 
and complementary commodities ; while divergences between· 
wholesale and retail prices· bring similar competitive forces into 
play. The range of fluctuation therefore is narrow and movements 
of the average price-levels are comparatively slow and smooth. 

Violent fluctuations of individual prices, reflected in sharp . 
movements of the average levels, however they may be caused, 
are indicative of abnormal and unhealthy economic conditions. 
Beyond a certain limit, such fluctuations are apt to defeat the 
corrective forces that are adequate to. check and reverse them 

· in more normal times. When, for any reason, the price of a 
commodity like wheat takes such a headlong plunge as occurred 
in the first year of the depression, it is not possible for increased 
demand, decreased production, and adjustment of other commo
dity prices quickly to .restore the broken equilibrium. . Since 
a whole range of jmportan·c commodities was affected m. the 
same way at the same time, it was inevitable that busmess 
actiy~ty. in general should be· affected by su~h a. ~is~uption of 
eqmhbn~, :As tl1e depression d~epened, the diseqm~Ibna became 
more senous and extended their range. The relations between 

4 



-50-

national price-systems became strained and the. international 
monetary system broke down. As the~ conf~s1on of prices 
increased . trade and industry became mcreasmgly difficult 
until it became generally recognised that the central point of 
the whole deadlock lay in the disjointed relations of various sorts 
of prices. . . . . , 
· The Survey for 1931-32 descnbed _some of. the most 1mportant 
price disequilibria creat~d p~ the depress~o.n. It was there 
shown that the prices of mdlVldual commodities had fallen very 
unevenly, that growing disparities had . developed between 
wholesale and retail-prices in almost every country, and that 
there were important discrepancies alsG between the movements 
of significant groups of commodities; In the pages which follow, 
it will be shown that, up to the end of March 1933, these various 
disequilibria, so far from being remedied~ had been aggravated. 
They had indeed become self-perpetuating in the sense that they 
blocked the. recovery of economic actiVity an·d thereby tended 
to force prices lo:wer. The following discussion follows much the 
same arrangement as that in the preceding Survey, and the 
statistical illustrations there given are brought up to date as far 
as possible. · · 

THE CoURsE oF INDIVIDUAL CoMMODITY PRICES. 

: The ·series of diagrams on which are plotted the prices of 
seventl important foodstuffs and raw materials show that, 
for the:great majority of these commodities, the price-fall at 
least slackened in the latter hill of 1932. At the beginning of 
1933, it is true. most prices stood at lower levels than they had 
reached a year earlier, but, in the great majority of cases, there 

. had been some measure of . recovery from the lowest pQints 
reached at various times during the year 1932. Such recovery 
~ hJl~ pccurred in _the second half qf 1932, however, was greatly 
diimmshed by the falling tendency of prices in the last quarter 
of that year and· the first months •of 1933, so that, by March, 
th~ net.gain in most CJlSeS was not great. The average level of 
pf~:ces, mdeed, was drifting lower. 
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Percentage Change in Gold Prices 
of Certain Foodstu/fs and Raw Materials on World Markets, 

. January 1929 to January 1933. 
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The lowest prices up to March 1933 were reached for the various 
commodities in the order recorded below : _ 

1930 : April : Hops. 
1931 : July : Petrol. 

October : Coffee. 
December : Bacon. 

1932: January: Flax. 
February : Beef. 

1933: 

April: T~n. 
May: Zmc. 
June: Rubber, cotton, linseed, butter, wool, 

July: 
August: 
October: 
November: 
December.: 
March: -

hides. 
Timber, lead. 
Tea, copra. 
Wood pulp, mutton, 
Rice, sugar, coal. 
Maize, wheat, pig-iron, silver, cement. 
Rye, jute, palm oil, artificial silk, silk, 

superphosphates. 

· It is evident from this tabulation that there was no uniformity 
in the movement of prices as far as these products were concerned_. 
At the end of March, not only were several commodities at 
tb.e lowest levels of the depression, but many others which had 
_risen slightly in previous months from their lowest points were 
either falling again or were. showing little movement. When 
all were combined in a weighted average, the movement was 
still downward. · . 
· In the first quarter of 1933, therefore, there was little real 

stabilisation or promise of the price-fan· being reversed. The 
· prices of m.ost textiles were 60 to 80 per cent below the levels at 

the beginning of 1929 ; cereals and other foodstuffs were 50 
to 70 per cent lower; animal foo'dstuffs, 40 to 60 per cent lower ; 
most of the non-ferrous metals, including silver, were 50 to 55 
per cent lower, though copper wa~ down by more than 70 per 
cent; coal had fallen only about 35 per cent, and cement, potash 
and aluminiuni even less. , - -

WHOLESALE AND RETAIL PRICES. 

· . It is possible ~o group· and contrast wholesale commodity 
pnce-movements m a variety of ways. It can be shown, for exam
ple, that raw materials fell more than manufactured goods, and 
goods used ~or ~ediate human consumption more than those 
used for cap1tal eqlllpment. Part of the explanation for the la~ter 

. phenomex:on can. be demonstrated by showing how cartellised 
(monopolised) pr1ces fell less than those of free goo(ls. The 
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greater .fall ?f raw materials an.d ?~nsump~ion goods clearly 
caused a prxce-fall of greater s1gmf1cance lll those countries 
whose main products are agricultural, so that the terms of trade 
run against such countries as their exports fall more heavily 
than their imports. There were, it is obvious, many factors 
at work in causing such discordant price movements ; but the 
gr~a~est an~ ~ost important :was to be found in the weak bar
gammg position of the. agricultural producers. The major 
disequilibrium of prices throughout the depression was caused 
by this weakness and there was little sign up till March ~933 
that it was being removed. 

In passing, it may be pointed out that the heavier fall of 
wholesale than of retail prices was partly due also to this pheno
menon .. Index-numbers designed to measure retail prices or the 
cost of living include a wide range of manufactured articles and 
even services. Rent, lighting, transport an.d a whole wide range 
of miscellaneous personal expenditure, as well as finished articles 
of food and clothing, are included in such calculations. There 
are many fixed or semi-fixed prices, such as rent charges fixed 
by contract for a term. of years, or conventional standardised prices 
- for example, tramway and railway fares --'-' in retail-price 
indexes, whereas index-numbers of wholesale prices include 
mainly competitive commodity prices. . 

It is.not surprising therefore to find that the cost-of-living 
or retail-price indices fell much less than the indices of wholesale 
prices, especially when it is remembered that retail trade is 
more localised and less competitive than the great speculative 
world-markets in which wholesale prices are mainly determined. 

Percentage. Decline in Wholesale and Retail Prices in Certain 
Countries from the Average £evels ruling in 1929 until 

March 1933, 

Belgium, • 
Canada . 
Denmark 
France . 
Germany 

·India .. . 

Country 

Italy .. 
Japan ... 
Netherlands 
Sweden , .... 
Switzerland . . . 
Un!ted Kingdom . . . . . 
Umted States of America . 

Wholesale prices 

40.8 
32.6 
18.0 
37.8 
33.6 
41.1 
37.0 
19.3 
49.3 
25.0. 
36.3 
28.5 
36.8 

Retail prices 

16.8 
21.3 
9.2 
5.9 

24.2 
32.2 
17 .. 3 
20.5 
17.9 
10.0 
18.0 
16.5 
28.2 
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Such divergences of movement, however~ did not represent 
a widening of the differences between the pnces. of commodities 
at different stages of manufacture_s? much as v~nant movements 
of the prices of different commodities a~ d. serv1ees. If wholesale 
and retail prices of the ~e commodtties are compare?, !he 
differences. are much less liDportant. Thus,. fro:n tl~e begmmng 
of 1929 to March 1933, the wholesale and retatl pnces of food
stuffs fell in the percen~ages shown below ! 

Country 

British India . 
Canada ... 
France • . • •. 
Peru .. , , 
Switzerland • . . . . . 
United Kingdom • . . . 
United States of America 

Wholesale 

38 
45 
30 
17 

. 33 
32 
45 . 

Retail 

33 
38 

6 
'12 

26 
28 
39 

THE CoLLAPSE oF. AGRICULTURAL PRICES. 

It will be shown in the next chapter that agricultural-produc
tion, the world over, has been sustained in a remarkable degree. 
The reasons for this are obvious enough and have often been set 
forth. The cruel paradox by which the world has witnessed the 
piling· up of large stocks of foodstuffs and raw materials, while 
agricultural prices fell to ruinous levels and widespread unemploy
ment checked demand, was largely a price phenomenon, or, in 
other words, a problem of disordered exchange. The. marked 
discrepancy between agricultural prices and those of manufactured 
goods, evident even before the depression set in at the close 
of 1929, continued and was even aggravated in 1932-33. In 
March 1933, the disparity was wider than ever and in its train 
there followed a shrinkage of purchasing power which crippled 
manufacturing production, a tightening of the international 
financial position of the agricultural debtor countries, continued 
difficulty in reconciling the prices of consumers' and producers' 
~oods ~nd · almost insuperable obstacles to the re-starting of 
mdustr1al, trade and investment activity. 
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Price Indices of Producers' and Consumers' Goods. 
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.In face of the sh~rp decline of agricultural prices on world 
markets, there was a growing tendency to protection in those coun
tries where the agricultural industries depend primarily upon 
tl~e domestic market. This protectio_n! expressed n~t only by 
higher tariff~, but also by the im;position of the vanous forms 
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Price Indices of .Agricultural and Industrial Goods: Agricultural 
· Goods as a Percentage of Industrial Goods 1

• 

(Base : 1929 = 100.) 

II 110 

7·clL--.---------.-ir-----------~~------------t------;7o 
==.;t;1.~~ 
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of quantitative import restriction described in a later chapter, cut 
off the markets of the world one from another, The following 
table will show the marked difference between the . course of 
agricultural prices in the exportin~ countries and in those where 
agriculture .is largely a domestic mdustry. · 

1 qermany : Indices of " Al!l'icultura\ Products " and " Industrial Products " . 
. Uruted States :.Indices.of""Farm Products" and" Non-A""'cultural Commo-dities ". ' .,.. . 

Greece : bulices of " Agricultural Products and Industrial and Chemical 
Products ". · 

Hungary: Indices of " Agricultural and Breeding " and of " Other Industries ". 
Poland : Indices of " Agricultural Products " and " Industrial. Products "· 
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Percentage Decline in Agricultural Prices of Certain Countries : 
January 1929 to March 1933. 

Country I Decline in national I · Decline ln gold 
------------f--~-u_rr_en_;cy prices 

Argentine 
Australia .. 
Austria 1 

Canada ...... . 
Dutch East Indies 1 • 

France ' • 
Germany .. 
Greece , . 
Hungary ·• 
India 1 • • • 

Italy ..•...• 
New Zealand 1 

Switzerland 1 • • 

United Kingdom • . . . 
United States 9f America 

51.4 
35.9 
15.3 
53.2 
40.7 
30.4 
37.4 

7.4 
45.4 
38.3 
46.0 
11.5 
33.1 
32.1 
59.6 

70.5 
65.5 
27.1 
61.0 
40.7 
30,4 
37.4 
59.4 
45.4 
56.4 
47.2 
50.1 
33.1 
52.1 
59.6 

The decline of prices in the exporting countries, measured 
in gold, was "from 60 to 70 per cent, In those countries which 
normally import at least part oi their agricultural requirements, 
special measures were taken to maintain domestic prices at a 
relatively high level. As one illustration of the extent to which 
the world market was broken into several non-competing 
markets there may be shown the following diagram of wheat 
prices, originally prepared for the. Preparatory Commission of 
Experts which drew ·up the draft annotated agenda for the 
Monetary and Economic Conference. 

Wheat Prices (in Terms of Gold) in Certain Importing 
and Exporting Countries, in November 1928 and November 1932· 

(U.S.A. cents per bushel.) 
0 

~NO'tl92ll I NOV-1932. - -
... ... 
... 1- . , .. 

1- . 1- t t ["" [ . ~ 
~==~=~~~=~~=-~~~~~ 

1 Foodstuffs only. 
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: Wheat is not the .only example that might be given. Thus 
from the end of 1929 to the end of 1932, the world-market 
(Rotterdam) price of rye fell by 59 per cent ; but in Germany 
the fall was oniy 10 per cent, in Czechoslova~ia 16 per cent and 
in Sweden 33 per cent. In Denmark, the pnce of butter fell by 
64 per cent ; but in France the fall was 27 per: cent, in Germany 
36 per cent, and in Italy 40 per cent. Cuban sug~r.' free of duty, 
fell in New York by 58 per cent and other quahtles fell on the 
world market in similar· proportion; but in Germany sugar 
prices rose 20 per cent, in Poland they fell 12 per cent, and in 
New York, duty paid, they fell 25 per cent. 

The fall in agricultural prices, moreover, was not accompanied 
by a comparable reduction in the costs of agricultural production. 
Many of these costs are fixed by contract over a long term of 
years. In a time of depression, interest upon mortgage indeb
tedness, railway freights, overdraft charges for current expenses 
do not fall quickly. Labour costs fall more slowly than prices, 
and the prices paid for_ materials are maintained at higher levels 
than those which the farmer must accept for his produce. It 
bas already been shown that, on the average, agricultural prices 
in the exporting countries fell by 60 to 70 per cent.. But, in the 
United States, non-agricultural prod.ucts fell by- only 32 per cent 
in the same period, and a selected list of commodities purchased 
. by farmers d.eclined even less. 

Export Prices as Percentage of Import Prices: Quarterly Movement 
(Germany 1929 and 1930: Annual Movement). 

(Base·: 1929 average = 100. Logarithmic scale.) 
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Ki Note.~ The left-hand curves (i.e., those for Germany France and the United 

. t ngdom) sh!lw t~e prices of manufactured goods exported as percentage of those 
o raw malerzals unporled • 

. It is obvious also tliat, with such a drastic fall of agricultural 
pnces, the tenns of trade ran heavily againsl; the agricultural . 
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de?tot countries. . Indu~tri~1l communit~es foun~ thei~ import 
pnces fall more than the1r . export pnces,. wh1le agncultural 
countries suffered the reverse movement. The situation ·thus 
created may be summarised briefly in the following table ; 

Import and Export Prices and Terms of Trade of Certain 
Countries, 1929-1932. 
(Base: 1927 = 100.) 

Terms of trade 
Import priceS Export prices (export price as 

Country percentage 
of import price) 

1929 1930 193111932 1929j1930j193lj1932 1929j1930j1931jl932 

France. . 94 80 65 55 96 92 ?7 65 102 116 118 118 
Germany •. . 101 88 68 50 97 93 82 71 97 106 120 141 
Italy . . . 90 78 61 48 85 71 58 49 94 91 95 103 
Switzerland 97 87 75 64 102 96 86 76 106 110 115 119 
United Kingdom 99 87 70 65 97 93 83 76 99 107 119 119 
u.s.A .. 92 75 57 42 101 91 72 62 110 122 126 146 

Argentine • 84 84 84 105 94 71 125 111 84 
Australia t • 90 90 82 97 77 57 .• 108 86 70 
Canada • . 95 84 71 95 77 64 100 92 90 
Denmark . 101 86 76 81 110 92 70 61 109 106 92 76 
Dutch East Indies 97 91 72 59 77 52 36 28 79 57 51 47 
Finland •. . . 97 79 67 81 97 91 74 73 101 115 110 91 
India • 94 77 65 91 72 60 97 94 93 
Latvia . 91 80 69 72 88 76 57 46 96 94 82 64 
New Zealand 98 97 95 93 106 84 65 59 109 87 68 63 

The other· s~de of this story, of course, was the marked 
shrinkage of imports into the agricul-tural countries, which is 
demonstrated in a later chapter. · 

··It is of some interest to note that the agricultural protection 
that was so greatly increased in the industrial countries contributed 
directly to worsening this situation~ The purchasing power of 
the agricultural exporting countries was)n any case much 
reduced ; but the prices at which the industrial countries could 
export to them were maintained at high levels because the cost 
of liVing did not fall as quickly as it might have done with freer 
trade. This is_ clearly shown in the following table : · 

·. 
1 Years ending .June 30th. 
: Years begi~ning April 1st. 
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Percentage Decline in Retail Prices of Foodstuffs 
·1929-1932 (Annual Averages)._ 

Oountries exporting foodstuffs 

Dutch East Indies . 
Bulgaria 
Canada. 
U.S.A.. . 

Percent 
52 
39 
37 
35 

Countries importing foodstuffs 

Italy .... 
Switzerland • 
Sweden • 
France ... 

OBsTACLEs To INDUSTRIAL REcovERY, 

Percent 
22 
19 
17 
14 

In the preceding discussion, stress has b_eeri laid-rather upon 
the disruption of international equilibrium occasioned by the 
disproportionate fall of agricultural prices. The importance 
of this aspect of the question is very great, both in itself and 
as leading to the measures of tariff protection, currency depre
ciation, and other forms of interference with international 
commerce that so greatly complicated and aggra,vated the 
depression. 
· The international disequilibrium thus caused was, however, 

not the only untoward consequence of. the uneven price-fall. 
There developed a series of discrepancies between the prices 
of important commodity groups, which blocked the restoration 
of industrial production: In the groupings which follow, it 
will be clear that 'there is some measure of similarity, produced 
largely by .the fact that the discrepancy between agricultural 
and industrial prices, though not the only· influence at work, 
_was the most important. Thus it was the low and uncontrolled 
pxices of agricultural commodities that largely accounted for 
the discrepancy between the prices of raw materials and those 
of finished products, and between the prices of consumers' 
goods and those of investment goods. In the same way, agricul
tural commodities weigh heavily among the non-cartellised -as 
op~osed to the cartellised commodities.. Since the prices of 

. agncultural products continued to fall on the average in 1932 · 
at l~s~ as fa~ as those of manufactured products, it .is ~ot 
surpnsmg to find that the " scissors " movements in the pnce
structure~ so far from closing, tended to widen in the last year. 

In the Surveil for 1931-32, a table was given showing the 
percentage fall m. the wholesale prices of raw . materials and 
manufactured goods in four countries for which indices were 
available. For comparison this table is now brought up to 
~re. -
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Percentage Fall in Wholesale Prices of Raw Materials and 
Mamzfaclured Goods. 

January 1929-January 1932 .January 1929-January 1933 
Country Raw Manu- Raw Manu-

materials factures materials factures 

Canada 38 22 46 27 
Germany . 31 .21 . 35 29 
Italy . • . . . 44 30 49 33 
United States , • 41 25 49 31 

It will be clear from this table that, only in Germany, where 
there was, during the first. half of 1932, a marked deflation of 
prices affecting particularly cartellised goods, was there any · 

. closing of the gap. The principal reasons for the widening of 
this gap were obviously those which further depressed agricultural 
prices during 1932, The stoppage of capital imports and the 
necessity of repayment, throwing an extremely heavy strain 
on the agricultural debtor countries, the very disorganised state 
of world markets, the piling up of surpluses as import restrictions 
narrowed the area ofinternatioilal trade, and the many hindrances 
to a reduction of manufacturing costs and prices placed the 
producers of raw materials in an unenviable position. It should 
be stressed that the defences erected by the importing countries 
against the competition of low-priced agricultural products, 
by concentrating the surplus exports still more heavily in the 
rema~ning markets, contributed to aggravating the price-fall and 
therefore the disequilibrium. between raw materials and finished 

·products. 
The variant movements of cartellised and non-carlellised 

prices may b·e used to illustrate one factor which partially explains . 
the more resistant prices of manufactured goods. It was much 
easier to fix prices and control production for a fairly limited 
range of manufactured articles than it proved to exercise control 
over the scattered production of agricuh.ural commodities. 
It can be shown that mineral raw materials, as a group, fell in 
price less tllan those .of vegetable or animal origin. This was 
largely due to the greater ease with which mineral supplies 
could be controlled 1 and, in many cases, the control of production 
~as reinforced by producers' agreements which w~re so~eti~~s 
mtemational in scope and capable of controlling. pnces m 
world markets. Monopoly of varying degrees of completeness 
and permanence is found in many forms over a great part of the. · 
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ind~strial system, but is much less evident in _agr:iculture. Its 
effects are difficult to measure, but the Germa~ mdiCes of cartel. 
lised and non·cartellised prices throw some li&ht o~ the extent 
to which it is responsible for the present pnce . discrepancies. 

Ciutellised and Non·cartellised Prices in Germany, 1929-1933. 
(Base: 1926 = 100.) 

January Cartelllsed Non-cartellised 

1929 . . .. . . 104.6 101.9 
1930 . . ... 105.0 90.4 
1931 95.2 66.2 
1932 84.3 51.2 
1933 -83.5 45.7 

In Germany, it should be remembered; strong. pressure was 
brought to bear upon the cartels by the Government. The 
Fourth Emergency Decree of December 1931, for example, 
stipulated that the prices of cartellised products should imme· 
diately be reduced to a level at least 10 per cent below that 
prevailing in June 1931. In these circumstances, the magnitude 
of the discrepancy between the price-movements so far recorcted 
is significant of the important influence exerted by monopolistic 
controls. · · · 

Finally, attention may be drawn again to the important 
discrepancy which continued to widen between the price-move
ments of consumer's goodson the one hand and those of invest
ment or producers' goods on the otl!er. The significance of 
this problem was pointed out in the preceding Survey. The 
relatively high prices of the commodities required for industrial 
construction and equipment in comparison with those paid 
by. the final consumers constitutes an important impediment 
to recovery. During 1932, th~ discrepancy was widened rather 
than narrowed. · 

Comparable judices are not available for many · countries, 
but they all point in the same direction.. In the United States 
of America, the index-numbers prepared by the National Bureau 
-of Economic Research show that the priCe of capital goods 
fell by 27 per cent up to the end of 1932, while consumers' goods 
fell ·37 per cent. In other countries, the situation was worse. 
In .Germany, pr?ducers' goods had fallen only by 16 per cent: 
while consumers goods fell 35 per cent~ In Canada, producers 
equipment fell only 7 per cent and consumers' goods 26 per cent. · 

. The relat!vely high price of investment goods as compared 
With the _pnces of finished products available for immediate 
consumption goes fat to explain the failure of low-interest rates 
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and abundance ~f monetary !esources to stimulate a revival of 
investment .. Ca~1tal was avmlable, but t_here was little oppor-

. tunity pf usmg It pr.ofitably. The matenal.s ~sed in the heavy 
industnes - coal, Iron and steel and bmldmg materials for 
ex~mple- increasi?~ly passe_d under_t?e ~ont~l of large. con~erns 
whrch followed po~1c1es of pnce stabthsatwn m good t1mes and 
bad. . Changes m demand were met by altering output 
rather than prices: But, in recent years, the fall in other commo
dity prices was so great that the gap which widened between 
the relatively stable prices of these producers' goods and the 
abnormally depressed prices of consumers' goods became an 
important hindrance to any prospect of recovery. 

TI-I:B PRICE SITUATION IN MARCH 1933. 

'the facts ·set out in the preceding pages may perhaps best 
be summarised by comparing the fall in prices with a landslide 
which carried with it buildings, fields, walls and living objects. 
As. the landslide continued, the more vulnerable of the buildings 
collapsed and, in collapsing, started a fresh downward movement. 
The difficulty of arresting the landslide and of shoring up or 
re-building the economic structure was at least greatly complicated 
by the confusion caused by the distorted relationships into which 
various sorts of prices felL 

The disequilibria which were created were of many kinds, 
industrial and international. Concerning the latter, little more 
need be added to the statement contained above of the dangers 
inherent in fluqtuating and competing standards of value. The 
Gold Delegation stressed the importance of international economic 
co-operation in many diverse spheres of activity as a necessary 
condition of the re-creation and operation of an effective inter
national monetary mechanism. 1 The events of recent ~onths 
have shown the disturbing effects of currency instability to be 
so great that the converse proposition might now be defended, 
that it.is essential to " re-create an effective international mone
tary mechanism "in order to secure a greater degree of willingness 
to co-operate in many other spheres of activity. 

The necessity for remedying industrial price disequilibr~a 
and, in particular, for reducing the discrel?ancies set forth m 
the previous section, is also sufficiently obvious to be generally 

. recognised, but it may be worth while to draw attention to the 
manner in which such disequilibria have actually blocked 

. recovery and tended to become self-perpetuating. 

1 See report o( the Gold 'Delegation, paragraphs 39 and 40. 
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The key to the problem lies in the exis~ence or overhead 
costs which are difficult to reduce as the pnces of most com
modities fall. It is possible to demonstra~e the fact that, even 
after full allowance was made for the lower pnces of raw materials 
the manufacturing profit-margin in 1932 was still reduced by 
comparison with 192~, because overhead. costs. ~v~re spread 
over a· smaller production. There was defimtel~ a. Vlc:_Ious circle, 
in whicl:i lowered demand consequent upon falling pnces of raw 
materials and upon wage reductions, diminished output, smaller 
gross profits and still. lower raw-material prices and wage
payments followed in unbroken succession. 

The diagram which follows, reproduced from the chapter on 
prices in "World Production andPrices, 1925-1932 ", 1 compares 

· the fall in the prices of finished products with that of raw-material 
prices.· On the assumption that in the first half of 1929 the 
cost of raw materials represented on the average a third of the 
final cost of the finished product, the price-curve for raw materials 

Raw-Material Costs, Finished Product Prices 
and the Manufacturing Margin in the United States of America. 

(First h~ 1929 = 100.) 

• Formerly the •• R · f w . . . . . · -
as an advance prin• t~VI{: ~. otaryrld Production". This chapter "\\as circulated, 

... e ... one and Economic Conference. · 
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is plotted' on a scale which is reduced to one-third. The gap 
between these two curves, plotted separately below, represents 
the gross profit margin of manufacturing, and this margin will 
be seen to have diminisl1ed. 

Obviously this. rather crude picture ought to be elaborated 
by a study of the movements of other costs of production -
such, for example, as wage-payments. lt is probable, indeed, 
that such studies. occupy much of the attention of business 
organisers in many countries at the present time. There has 
been a substantial decline in other costs than those of raw materials. 
'fhe cost of labour, for example, fell in the United States of America 
by about 25 per cent from 1929 to the beginning of 1933. 
Administrative and operative cost~ have also been lowered . 
and some reduction has been made in capital costs, but resistance 
to liquidation has been particularly strong in this field. This 
is brought out by the following table : 

Changes in Selling Prices and Production Costs of Manufacturing 
,Industries in the United Stales, 1927-1931. 1 

(Measurements relate to changes per unit of product.) 

Average I Average I Average Average I Average 
Year selling cost or cost of labour overhead cost 

price materials !abricntion cost plus profits 

1927 100 100 100 100 100 
1929 • 98 95 102 93 108 
1931 . . . 78 72 89 80 95 

This slow reduction of the overhead unit costs of production 
contrasts with the much more effective liquidation carried 
through in the previous crisis from 1919-1921. The comparable 
figures may be summarised as follows ! i 

Average selling-price of manufactured goods 
Average costs of manufacture, per unit of 

product : 
Materials .•..... 
Fabrication . • . . . 
Labour ...•. • · 
Overhead, plus profits 

. . 

Percentage 
1919-1921 

22 

23 
18 
6 

27 

decline 
1929-1931 

20 

24 
13 
14 
12 

1 National Bureau of Economic Research, Bulletin, No. 40. Frederick C. Mn:~;s : 
" Changes in Physical Production, Industrial Productivity and Manufa~tunng 
Costs ~~. ·, 

5 
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It was the large volume of industrial debt that was contracted 
on the basis of a h~gh~r price-level_ in the years 1922-1929 that 
proved the most difficult obstacle m the way of adjusting the 
prices of finished products to those of raw materials. The 
burden of. capi~al cos~s was dif!Jcul~ to reduce. Where, as in 
the cartellised mdustnes producmg mvestment goods, it proved 
possible to maintain prices, the resistance to liquidation of the 
capital structure was particularly str~ng: The dilemma thus 
created had not been solved at the begmnmg of 1933. A revival 
of investment and productivity was still checked by the relatively 
high prices of investment goods, Efforts to stimulate investment 
by the provision of abundant and cheap credit had proved ineffec
tive and, in default of such stimulation, the prices of raw materials 
and foodstuffs lacked the support of effective demand. 

' . 



Chapter m. 
THE DISORGANISATION OF PRODUCTION. 

STATISTICS OF WORLD PRODUCTION. 

The pievi?us _chapter, outlined _some of the salient aspects 
of the conf'!s1on Jnto ~hich t_he .pnce system has fallen during 
th~ depr~s~w~ and lru_d specu;J. stress upon th~ disruption of 
pnce eqmhbna, both 1nternat10nal and mdustnal. Such sub
stantial shifts in price relationships are of great importance 
in their effects upon the distribution of national incomes, altering 
the shares received by those - wage-earners, owners of capital, 
and producers of raw materials - who co-operate in the produc
tion of commodities and services. Even if no alteration in the 
available volume of goods and services had resulted, price changes 
would have brought about draatic readjustments in the distri
bution of income. 

Since, however, productive organisation is, in fact, greatly 
influenced by the relative prices of different goods and services, 
account must be taken also of the disorganising effects of 
violent price fluctuations on production, There is, obviously, 
action and reaction between these phenomena, price changes 
being influenced by, and in turn causing changes in, the structure. 
of production. In the Survey for 1931-32, which dealt largely 
with the background and early development of the crisis, the 
chapter on production .was placed before that on prices in view 
of the importance attached to the i'iHe of structural changes 
in productive organisation in creating the conditions which 

. were responsible for the fall in prices. A previous chapter, how
ever, had been devoted to the part played in promoting such 
structural changes, and also in disturbing price equilibria more 
directly, by monetary policies in the period preceding the de
pression. · It is always difficult to dis.entangle. aucb com:Plex 
factors as those which operate to create violent pn~e fluc.tuatwns, 
and. the order of priority decided upon in any d1scuss1on must 
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depe?J-d hugely upon ~n estimate of the relative. em hasi 
be gtven one factor or another at any particular tirnl 1 s t to 
~fi!vey for 1931-32,_ emphasis was laid upon structura:i ch:U ~e 
In mdustry, caused 1n part by monetary policies, as an import g ~ 
factor among those responsible for the fall in prices · but atten~n 
was. ~~ed to. the fact that th~ falling price-levet' and the df~ 
eq~bna whic.h emerged as p~1ces fe~l were in turn exercisin 
an 1mportant mfluence. upon mdustnal organisation. g 

. In the_prese!lt Survey, the order of tr~atment has been reversed, 
pnces bemg discussed before product10n~ as an indication of 
changing emphasis at a different stage in the cycle. ·stress is 
laid now rather upon the disturbing effects of the·price disequi
libria created as the general level of prices has fallen. It has 
already been shown that these disequilibria have caused a con
siderable diminution of production and have acted as blocks 
to any substantial recovery of industrial activity .. The present 
chapter-is mainly devoted to an examination of the statistics 
which measure the decline of production ;: but in the course 
of that examination it becomes quite clear that the disorganised 
state of production is a cause as well as an effect of falling prices . 

. It is this constant action and reaction of one set of phenomena 
upon the other that constitutes the main difficulty, not only 
of economic analysis, but also of practical action to remedy 
the depression. In more normal times, with a more flexible 
economy, corrective forces within the economic system were 
generally sufficient to readjust p1ices and production ; but, 
in a time like the present, when fluctuations have been exception
ally violent and when, moreover, rigid inflexibilities have appeared 
at various points in the economic organisation, the natural 
recuperative powers of free enterprise appear. to be insufficient 
to restore balanced production and prices. · 

For many decades before the war, world production, according 
to the best estimates available, increased v.ith remarkable 

· regularity of trend, broken only in minor degree by succ:essive 
crises. This trend of increase ran through both the penod of 
declining prices from 1873 to 1895 and the period of rising prices 
from· 1895 onwards. Most of the estimates available over such 
a long period measure the production of raw materials and 
foodstuffs. The index of world production calcul:~.ted by _the 
New York Federal Reserve Bank, for example, 1s co~plled 
from the I?roduction statistics of important crops an~ mmeral 
raw matenals. The diagram reproduced on the folloWI?g page~ 
showing the results of these calculations, gives a ~lear. piCture: of 
fairly regular increase till 1913-14, when. a m~nor deJ?resSion 
was turned into a definite decline in productiOn dun~g the 
war period. The post-war recovery appears from the _diagram 
to have proc~ded at a rather greater ~nnual rate of ~~crease, 
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starting, how~ver, from a much. lower level than might have 
been the cas.e 1_f the w~r had not .Interrupted. the previous trend. 

The statistical basts upon which such estimates rest is neces
sarily somewhat slender, .and too much importance should not 
be attached either to. the precise figures or to the exact rates 
of increase ; but there is no reason to believe they do not correctly 
indicate the general trend of development. 

Indices of Total World Production of Basic Commodities since 
1865. 1 

(Base; 1910-1915 = 100.) 

Oo l'-
20or----o----7T-----r-----r----,-----~---4.200 

IOOf---t---f----t---of----:l~~'*rF-f---\--1100 

M M 

~ ~ 

/FII! 871 

If account be taken of the various forms of manufacturing 
activity, the available calculations indicate that the. total of 
'world production (as distinct from the production of raw materials 
and foodstuffs) in the pre-war period not only increased at a 
faster rate, but fluctuated more widely than·the curves shown 
in this diagram. The rate of increase shown in the diagram 
which follows is much closer to that of minerals and metals 
than to tqat of. crops in the preceding diagram, since manu
facturing production undoubtedly increased much faster than 
population and the need for foodstuffs. · 

1 Federal Reserve Bank of New York, Monthly Revierv, May 1933. 
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Index of World Industrial Production .. 1860-1932.1 
(Base: 1901-1913 = 100.) 
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· In the war period it is evident that the decline of production 
was. caused :more by declining food supplies, largely due to the 
reduction of production in Europe, than by the decline in mineral 
production, and it is probable that manufacturing production 
mcreased at that time even more than the production of raw 
materials would suggest.. Even so, production as a whole was 
mu,ch below the _levels that might have been expected if .the 
pre-war trend had continued. The statistics of product10?-• 
therefore, reveal the .fact that the prosperity and econoilllC 
activity· of the war period were largely illusory. Monetary· 

1 Institut fiir Konjunkturforscllung - Sonderhe{t 31 - " Die Industriewirtd 
schaft ". The index includes mainly mining, the heavy iron, textile and foo 
Industries. · 
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inflation concealed the real diminution in wealth, which was 
the result of the disturbance to productive organisation. 
· For the post-war period, an_d particularly the years of depres
sion since 1929, the results obtamed by the League's investigations 
confirm those obtained by the Federal Reserve Bank of New 
York and the German Institut fUr Konjunkturforschung. There 
has been, since 1929, a much greater decline in world production 
as a whole than any recorded in previous crises ; that decline 
has been concentrated mainly in manufacturing production, 
which has suffered even more severely than the production of 
metals and minerals ; agricultural production, _ on the other 
hand, '' has shown nothing more than a halt in its upward 
trend ", These facts appear clearly in the following table com
paring various indices of world production. 

Indices of_ World Industrial Production compared with Indices 
of World Production of Industrial Raw Materials and Foodstuffs. 

(Base : 1925-1929 = 100.) 

Index 11925 11929-11930 11931 11932 

Institulfiir Konjunlcturforschung: 
World industrial production 

111 100 90 77 (including U.S.S.R.) . . . . 92 
World industrial production 

93 110 96 84 69 (excluding U.S.S.R.), ••• 

League of Nations: 
World production of industrial 

raw materials (including 
92 111 102 91 79 U.S.S.R.) .•..•... , 

World production of industrial 
raw materials (excluding 

93 111 100 89 76 U.S.S.R.) ......... 
World production of foodstuffs 

98 103 103 102 103 (including U.s.s.R.) . . . 
World production of foodstuffs 

98 103 102 102 104 (excluding U.S.S.R.) , . • 
. World production of all agri-

cultural produd.s (including 
98 104 103 103 102 U.S.S.R.) •......•. 

World production of non-agri~ 
cultural products (including 

90 114 101 86 73 U.S.S.R.) ••••••.•.. ... 

It will be seen that two 'sets of indices are given, including 
and excluding the U.S.S.R. In order to bring out more clearly 
the importance of this distinction, it is perhaps necessary to 
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sununarise the statistical information which is available con
cerning production in that country. The figures quoted below 
are derived from official statistics published by the Soviet 
Government. l- . 

The economic side of the Five-Year Plan for the reconstruction 
of agriculture and industry in Soviet Russia may be roughly 
summarised by describing the plan as An attempt, on the one 
hand, to re-organise agriculture upon· a large-scale. collectivist 
basis, and, on the other hand, the rapid construction of the 
basic heavy industries. -. mineral production, transport, electric 
.power, metallurgical and machine production - necessary to 

. provide a foundation for the future extension of a wider range 
of manufacturing industry. The whole plan, drafted in great 
statistical detail, has been directed in accordance with centralised 
·State policy. Monetary expansion has been accompanied by 
Government monopoly of foreign trade and the foreign exchanges, 
the external value of the rouble being maintained at gold 
parity, while its domestic value has depreciated. Despite rapidly 
increasing production of industrial raw materials and, to a less 
extent, of heavy manufactures, standards of living have remained 
low and have even decreased, the extra resources made available 
being utilised Ior capital construction. "In fact, also, the equip
ment progr~mme has been facilitated by long credit on the part 
of e'l{porters in foreign countries, 2 an.d by the shipment abroad, 
particularly in 1930-31, of large quantities of foodstuffs and raw 

. materials -. · for example, wheat, wood and petrol. 
Difficulties of organisation in 'the 'later stages of the plan 

appear to have slowed up the tate of progress substant~allJ: .. In 
such a vast scheme of reconstruction, the problem of mamtammg 
an even pace of advance along a wide front was not a simple 
one. At tin1es and in places transport was inadequate, raw 
materials short, essential machinery lacking, and, in consequence, 
the general rate of progress was slowed down and so~e con

. fusion created. More definitely, in the last two years agncultural 

1 For critical estimates of these stati~tics cf., e.g., V. Timoshenko, "~j!licubltu!~~ 
Russia and the 'Vheal Problem", Stanford Univel'!'ity, 1932; and Wochcn crrc 
des lnstltuts· fllr Kon;unkturforschung, December· 14tb, 1932. · 

• The foreign debt or the U.S.S.R. was, according to au estimate of E .. M. 
Shenkman in WeUwirtschaftliches Archiv, October 1932: · · 

. . Roubles 

October 1929 
October 1930 
October 1931 
June 1932 

(OOO,OOO's) 
415 
625 
855 
975 
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production has fallen and the lack of agricultural surpluses to 
exc~mnge ~or further indu~trial_equipment h_as reduced imports, 
besides still further lowermg,_ l_!l many ~egwns very seriously, 
the already low standard of hvmg. Agncultural production in 
1932 was seriously deficient in many regions. 

The Industrial Development of the U.S.S.R. 1 

Bleelrlflcatlon : 
Generating capacity 
Production or elec

tricity , 

Industru: 
Gross production o( 

census industries: 
Total •••• 

Producers' goods • 
Consumers• goods • 

Prodrietion : 
Coal nnd lignite ,• 
Rnw oil .,., • 
Pig-iron -. 
Steel 
Machines • • • • 
Agricultural 

machinery 
Motor-cars •••• 
Tractors ••••• 
Cotton piece-goods 
Woollen piece-goods 

Agrleullure·: 
Acreage • 
Harvest i 

Wheat. 
Rye ... 
Col'ton .• 

Transport: 
Railway freight 

traffic 

Foreign Trade : 
Imports ••• 

E~ports 

Monelarg Conditions : 
Money in clrcula• 

tion ..... -.... 

I 
Unit 

Kw. (OOO's). 
Kw. hours 

(OOO,OOO's). 

Milliard roubles 
att926-27prices. .. .. 
Tons (OOO,OOQ's). 

.. 
" Roubles { 

(OOO,OOO'sj 
at1926-27priccs .. 
Number (OOO's). 

M. (ooO;ooo·s). 

'·' 
l'Ja. (OOO,OOO's). 

Tons (OOO,OOO's). 

Tons (OOO's). 

Tons (OOO,OOO's). 

Roubles 
(OOO,OOO's). 

" 

1 1928 1 1929 ·11930 ) 1931 

1,874 

5,003 

15.7 
7.0 
8.7 

35.8 
12.3 
3.3 
4.2 

1,122 

0.9 
1.<1 

2,871 
84 

113 

21.9 
19.3 

254 

946 

788 

2,028 

2,344 

6,386 

19.8 
9.0 

10.8 

41.7 
14.5 

4.3 
4.9 

1,619 

270 
1.5 
4.5 

3,068 
102 

118 

18.9 
20.3 

277 

112.9 

836 

!!90 

2,778 

25.2 
12.7 
12.5 

47.1 
18.6 
5.0 
5.8 

2,421 

.453 
8.5 

12.7 
2,161 

114 

122 

26.9 
28.6 

. 345 

133 .. 9 

1,059 

1,036 

4,302 

3,878 

0,458 

30.9 
16.0 
14.9 

53.5 
22.3 
4.9 
5.3 

4,796 

731 
20.5 
39.9 

2,087 
117 

136 

4oo 

.145-4 

1,105' 

699 

5,465 

1932 

4,567 

13,100 

34.3 
18.0 
16.3 

63.0 
21.4 

6.2 
5.9 

890 

134 

188.8 

81l 

564 

6,183 

1 teague of Nations Statistical Year-Book, 1932-33. "Report of the State 
Planning Commission of the Connell of People's Commissars ·of the. U.S.S.R. 
Summary of the Fulfilment of the. First Five-Year Plan", Moscow, 1933, also 
'' Narodnl)je Chasjajslwo ''. · 
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~n the ~ndustrial side, also, the attempt rapidly to develop 
cap1tal eqmpment on a modern scale for a vast and increasin 
population has resulted in much the same. phenomena of un~ 
.balanced production and over-capacity in the heavy industries 

. as were the result of the investment boom in the rest of the 
world from 1925to 1929. Russia's boom, different in management 
and policy, but essentially similar,t and even exaggerated in its 
economic development, continued till 1932. ; but in that year 
idle and unfinished plant betrayed the unbalancing of production. 
The special difficulties· connected. with the improvisation of a 
skilled labouring force and the co-ordination of industrial equip
ment have made the great effort at rapid capital construction 
much more costly than i1;: might otherwise have been. 

lt"is beyond the scope of this survey to attempt any estimate, 
if, indeed, such an estimate is yet possible, of the extent to which 
the difficulties both of agricultural and of industrial organisation 
are likely to prove permanent or destructive of the Soviet system. 
Nor v.-ill any attempt be made to estimate the probabilities of the 
increased industrial equipment being used in future, on the 
one hand, to meet the increased domestic demands which may 
arise because population increases or the low standard of living 
rises, or, on :the other hand, to compete on world markets either 
in the east or in the west, 

Finally, to summarise the geographical changes in the world 
production of foodstuffs and raw materials, the table given on 
page 90 of the Survey for 1931-32 is here brought up to date. It 
will be noticed 'that the provisional estimates for 1931 have 
been revised. 

General Indices of l'Vorld Production of Cnide Foodstuffs and 
Industrial Raw Materials, weighted by 1930 Values. 

(Base: 1925-1929 = 100.) 

ConUnental groups 11925 1'1929 11930 '11931 11932 1 

Europe, excluding U.S.S.R. 95 112 103 99 
Europe, including U.S.S.R. . 94 111 105 102. 
North America • • . . . 97 102 94 90 
Latin America 95 104 104 99 
Africa • . ·- . -.... -· 95 109 107 103 
Asia, excluding U.S.S.R. 97 104 109 103 
Oceania 93 102 - 111 109 
World .. . ·9s 106 102 98 

1 Cf. J. Akerman, "Det Ekonomlske Li!.get, 1932 ", Stockholm 1932. 
• Provisional. 

99 
101 
82 
90 

102 
101 
111 

94 
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It is of interest also to analyse in more detail the movements 
of production in recent months. As the following diagram shows 
the lowest levels of production were reached in most countrie~ 
in the third quarter of 1932. The substantial rise in most cases 
in the fourth quarter of the year, followed by a further fall in 
the first quarter of 1933, which, however, did not reach the low 
point of the depression, substantiates the outline of economic 
developments recorded in Chapter L At the time of writing, in 
the first days of June 1933, there was a renewal of the upward 
trend of production in most countries. 

THE MAINTENANCE OF AGRICULTURAL PRODUCTION. 

The maintenance of agricultural production throughout the 
depression, despite the extraordinarily low levels of prices ruling 
for ·foodstuffs and raw materials, has given evidence of the 
marked stability and the fundamental importance of farming 
even in modern highly developed capitalistic economy. The 
provisional estimates now available for 1932 show that, in 
most parts of the world, and in the world as a whole, the pro~ 
duction .. of foodstuffs increased as compared with 1931 and 
reached levels as high as or higher than those of 1929. This stabi
lised production, though in marked contrast with the decline 
in industrial production, yet falls below the levels which might 
have been. reached if the pre-war trend, or even the trend from 
1925-1929, had been continued, levels, it may be added, which 
are warranted by increasing population. 

Indices of World Production of Crude Foodstuffs, weighted by 
· 1930 Values. 

(Base : 1925-1929 = 100.) _ 

Continental groups 11925 11929 11930 11931 119321 

Europe, excluding U.S.S.R. 98 109 104 105 110 
Europe, including U.S.S.R. 97 108 105 104 1 106 
North America . . . . . 99 96 94 97 101 
Latin America . 97 102 103 99 94 
Africa. 

. 
95 107 105 108 110 

Asia, cxciudi~g ·u:s.'s.R.' 98 103 108 106 102 
Oceania ..... , .. 93 102 119 116 118 
World ..•.•.•.. 98 103 103 102 103 

t'. Provisional figures. 
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Monthly Indices of Industrial Production in Individual ;countries 
to March 1933. 

120 

{Ba$e~ 1928 =·100) 
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· Note. - Indices are adjusted for seasonal variations except In the case of 
France, Japan and the United Kingdom. · 
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The production of agricultural raw materials has not been 
m~ntained quite so well, but throughout the world, except in 
Asia, has suffered much less than the production of non-agricul
tural raw materials. 

Indices of World Production of Agricultural Raw Materials, 
weighted by 1930 Values. 
(Base: 1925-1929 = 100.) 

Continental groups 1925 1929 1930 1931 19321 

Europe, excluding U.S.S.R. 94 121 84 89 83 
Europe, including U.s.s.R. 95 115 95 105 1 100 
North America . . . , . 104 100 98 113 86 
Latin America • . 96 95 102 106 '81 
Africa . • I I .- oo • I • . 97 111 107 94 93 
Asia, excluding U.S.S.R. 95 105 109 96 95 
Oceania . . . . . . . . 91 104 102 108 110 
World. . • . 9.7 105 103 103 93 

These two tables, read together, indicate the influence of 
changes in relative prices of agricl.lltural commodities.. As will 
be shown later, the fall both in the production of industrial raw 
materials and in manttfacturingproduction has been very severe. 

The demand for agricultural raw materials such as textiles 
therefore fell heavily. The fall in demand also caused a sharp 

· contraction of such agricultural products liS rubber ; but, in 
addition, there appears to have been a considerable shift from 
such commodities as textiles to the production of foodstuffs. 
This change-over has .. further been stimulated by policies 
of agri~:ultural protection, which, as shown in the previous 
chapter, have in many countries maintained the prices of food
'stufTs, and particularly cereals, at much higher levels than the 
prices either of foodstuffs or of agricultural raw materials in 
world markets. This fact is of some importance in considering 
whether there is, 'in reality, a general state of agricultural over-. 
production in the world. . 

The group indices of production bear out the conclusiOn 
that the increase of agricultural production during 1932 was 
partly due to a shift from raw materials to· foodstuffs, Such 
a shift is obviously not easy in many regions ; but the marginal 
areas which can be used for different sorts of crops, or the 
breeding of animals for food rather than for raw material pro
duction, such as usually takes place in the later stages of. a 
prolonged depression~ are quite sufficient to bring substantial 
chang_es of production. It ·will be seen from the table below 
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that, while the production of cereals has increased by 4 pe 
cent since 1929, the production of textiles has fallen by 10 r 
cent, that ofrubber by 19 per cent, of vegetable-oil materk~r 
by 8 per cent and that of the tropical beverages - coffee teas 
cocoa- by 19 per cent. ' · • 

Group Indices of Production in the World as a Whole, 
weighted by 1930 Values. 1 

(Base:· 1925-1929 = 100.) 

Groups of products 1925 1929 . 1930 1931 1932• 

Cereals 1 • • • • • • 
Cereals and other food crops • · 
Meat 1 • • 

Wine and hops • 
Coffee, tea, cocoa •. . 
Tobacco ••.•.. 
Vegetable-oil materials 
Textiles •. 
Rubber·. 
Wood pulp. 
Fuels . . . • 
Metals .. . . . . . . . 
Non-metallic minerals . 
Chemicals (fertilisers) . . 
All agricultural products 
Crude foodstuffs . . , . 
Agricultural raw materials . . 
Non-agricultural raw materials . 
All industrial raw materials . 

General index 

100 
99 
94 3 

109 
88 
99 
95 
96 
79 
85 
93 
88 
87. 
88 
98 
98 
97 
90 
92 

96 

100 
101 
105. 
107 
120 
107 
106 
106 
132 
117 
110 
116 
112 
121 
104 
103 
105 
114 
111 

106 

102 
104 
102 3 

92 
94 

111 
102 
103 
126 
114 
102 

95 
107 
114 
103 
102 
103 
101 
102 

102 

100 3 

102• 
103 3 

99. 
110 
109 
104 
105 3 

122 
99 
92 
71 
93 
87 

103 
102 
103 

86 
91 

98 

104 
104 

103 
103 

98 
95 

107 

84 
51 
77 

102 
103 

93 
73 
79 

94 

The declines in rubber and in coffee, it may be added, are 
calculated from extraordinarily high peaks in 1929. Part of 
the investment boom in the years 1925-1929 was the undue 
stimulation of these tropical crops. .. 

If the undue expansion of these tropical agricultural products 
during the boom is set aside as a special problem which the 
depression has already gone .far to correct - as far as surplus 
production is concerned if not in regard to accumulated stocks -:-

. it is clear that it is difficult to uphold the view that there IS 
any great amount of over-production of agricultural prod~cts 
at the present time. On the contrary, a comparatively slight 

1 League of Nations World Production and Prices, 1925-1932. 
• Excluding China, except certain crops and meat in Manchuria. 
• Figures partly based on estimates or subject to revision. 
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change in demand might well r~veal a problem of under~ 
producti!Jn and .. ~carcity .. Such a concl~:~sio~ may appear 
paradoxical at a time when so much a~tentlon Is centred upon 
the great accumulat~d stocks of agncultural foodstuffs and 
raw materials_ ~vhich overh~mg wo1:Id markets. The experience 
of the last cns1s (1920~21) IS sufficient, however, to demonstrate 
bow quickly very great accumulations of raw materials may 
be dissipated when trade is restored and demand revives. 

The fact that there has been some change~over from the 
production of industrial_ raw materials to that of foodstuffs 
emphasises the possibility of accumulated stocks ceasing to be 
burdensome, if trade barriers are lowered and industrial pro• 
duction r~vives. An increase of 20 per cent in the activity of 
those industries which utilise textile raw materials, for example, 
would quickly alter the agricultural price situation in certain 
areas. 

It is true that, in recent years, for social and political as 
well as economic reasons, agricultural protection . in many 
countries, particularly the industrial countries of Western 
Europe, has grown to the point where, under present conditions, 
a problem of temporary over-production, at least of cereals, 
bas been created. Before attempting to analyse the factors, in 
Europe and elsewhere, that have created this situation, ~hP. 
statistical position :may perhaps be illustrated by the fol!ow~ng 
table showing the production . of . wheat in various ~reas dun_ng 
recent years. This table should be read together wttb the pnce · 
statistics given in the preceding chapter, not only for wheat, 
but for other cereal products. 

Wheat Production in Importing and Exporting Countries. 1 

(Quintals, OOO,OOO's.) 

Countries 1
1925-26 11930-31 11931-32 1 1932-33 

to1929-30 · 

European importing countries 
European exporting countries• 
Overseas exporting countries 3 

261 
104 
463 

252 
119 
469 

268 
123 
444 

330 
74 

433 

1 I:eague ~f Nations Statistical Year-Book, 1932-33, Bulletin ~ensue! de Sta
li•lique Agrlcole el Commerclale, International Institute of Agncult!lre, Rome, 
February 1933. 

• Bulgaria, Hungary, Poland, Roumania, Yugoslavia. . 
• Argentine, Australia,_ Canada, United States of· Amenca• 
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While these statistics must be interpreted cautiously in the 
light of harvest variations, they reveal the fact that the non
European exporting countries have at least maintained their 
produc~oJI,. despite ah unfavo1;1rable harvest in the United 
States m 1932-33, at the same tune as the European importing 
countries, aided it is true by good harvests in 1932-33 have 
greatly increased their production, The decline in the Eu;opean 
exporting countries was largely caused by a poor harvest and 
the elimination of the U.S.S.R. from the statistics doe~ not 
greatly change the situation, since the production there seems 
to have fallen in 1932-33. Fuller details of the changes in 
acreage and yield are given in the table below : 

Area and Yield of Wheat Production in Certain Countries, 
1929 to 1932. 

(Base : Average 1926-.1930 = 100.) 

Country , - Area ' Production 

192911930 11931 lt932 1929,1930 11931 11932 

European Importing 
Countries: 
France • .. 102.2 101.7 98.4 101.4 124.5 84.2 97.5 122.3 
Germany . •' 94.6 105.3 128.1 134.8 99.3 112.3 125.5 148.3 
1ta1r ..•. 97.6 98 .. 6 98.3 101.3 116.6 94 .. 2 109.7 123.8 
Sprun ... 98.5 103.2 104,3 103.7 107.9 102.6 94.0 124.8 
Switzerland . 98.6 101.4 101.4 103.8 102.4 87.2 97.7 100.5 
Sweden. 105.5 119.1 125.5 137.2 111.0 121.6 105.4 150.8 
United Kingdom. 90.9 92.2 82.1 88.1 100.1 85 .. 0 76,1 87.7 

European Exporting 
Countries.: 
Hungary • 93.8 105.9 101.4 98.6 91.4 102.8 '88.4 71.4 
Roumania. 88.7 99.0 112.3 93._0 90.1 118.1 122.2 53.9 
Yugoslavia. : 109.3 110.0 110.9 101.1 116.8 98.8 121.5 65.7 
U.S.S.R. 98.7 108.1 123.7 115.4 82.6 117.7 ... ... 

Non- European Ex-
porting Countries : 

94.'7 87.4 92.1 Argentine. 76.1 93.4 82.8 64.7 92.4 
Australia . 104.1 126.3 100.8 108.3 81.5 137 .J. 121.8 128.4 
Canada. 

._ 
105.6 104.1 109.2 113.6 69.9 96.5 73.7 98.3 

United States . 105.4 102.9 93.1 92.8 94.6 99.8 104.8 84.6 
Total World Pro-

duction 1 105.0 108.8 105.6 102.2 100.3 107.4 106.7 101.2 

1 Excluding U.S.S.R. 
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-:r:he inc~eased p~oduction revea~ed in these tables must be 
considered m the light ~f the pnce ll_lOVements discussed in 
Chapter II, th~ accumulatiOn of stocks. discussed _in the following 
sectiOn of. this chapter, the paralysis of capital movements 
discusse~ m Chapte; X, a~d the increasing restrictions on 
internatiOnal trade discussed m Chapter VIII. When all these 
factors are ~onsidere_d t5>gether, it bec~mes clear that such 
over-production as ex!sts IS not great relat~vely to world demand 
even at the present time and would be still less if consumption 
should appreciably revive in the near future. The problem is 
essentially one of restricted trade and broken markets - as 
such, it is sufficiently serious. The fact that in many European 
countries at the end of 1932 the domestic price of wheat was 
from three to four times. as great as the domestic price in Canada 
is clear proof that the production in those countries is vulnerable 
and could not be maintained at its present levels except by 

·costly subsidies. The situation . has been reached, therefore, 
where many Governments are paying heavy subsidies to maintain 
production, which is sold at three times the price ruling in other 

·countries where the Governments (as in the United States) are 
contemplating or actually administering restriction schemes 
which involve payments to farmers for not growing wheat. 

While it is sufficiently clear that a lifting of trade barriers 
and a revival of consumption might quickly change the whole 
situation, the difficulties of removing the trade barriers should.., 
not be under-estimated. As long as prices remained at the low 
levels ruling in March 1933, the countries which had expanded 
their wheat production behind the shelter of tariff and other 
forms of protection were reluctant to invite the demoralisation 
of their farming industries by a removal of this shelter. They 
demanded that prices should· rise, if necessary by prior action 
taken to control the marketing of stocks and to regulate pro
duction in the non-European exporting countries, before they 
could consider an abatement of their agricultural protection. 
Even if these conditions should be obtained, however, the social 
and political, as distinct from the economic, reasons for such 
protection would preclude ctrastic qr hasty action. 

TaE .PECLINE OF MANUf'ACTURING PRODU.CTION. 

In sharp contrast with the facts recorded in the preceding 
section, the production of industrial raw materials, and still more 
of manufactured products, has declined very substantially. 
After 192.9, the decline accelerated from year to year l }Jut the 
low point was reached in the third quarter of 1932 and there has 

~ . 
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been some recovery, on balance. since then. The production 
of raw materials fell by slightly less than 10 per cent in 1930 
from ~he 1929 levels; the fall f_rom those levels was almost 20 per 

·cent m 1931 and 30 per cent m 1932. 
There is no precedent for such a marked decline. Statistical · 

series ranging back to 1860 fail to reveal any previous period in 
which the decline in ~i~her raw-material production or manufac
tures has been so prec1p1tate o. r so severe. lndependent estimates 
agree that, in 1932, the level of industrial production in the world 
as a whole fell below that of 1913, 1 

The damage wrought by the war and post-war disorganisation 
of industry may be estimated by comparing the actual position 
of production in 1932 with that which might have been reached 
if the pre-war trend of increase had continued. If the line of 
trend from 1860 to 1913 is extended to 1932, the rather startlina 
c()nclusion is reached that the index of world production, on th~ 
hypothesis that nothing had occurred to alter its regular upward 
trend for the frlty preceding years, would to-day be rather more 
than twice as great as it actually is. While such a conclusion 
must remain highly speculative · and hypothetical, it afiords 
some measure of the cost to the world of the disturbances to 
productive organisation in the last twenty years. The existence 
of accumulated stocks of certain commodities and of over-capa
city in some industries must be ·considered with the statistical 

• evidence of greatly reduced production which follows. 

Index-Numbers of Industrial Raw Material Production. weighted 
- by 1930 Values. z 

(Base: 1925-1929 = 100.) 

Continental groups 11925 11929 11930 11931 11.932 8 

Europe, excluding U.S.S.R. 90 117 102 90 80 
Europe, including U.S.S.R. 89. 117 106 97 90 
North· America . ·. .- . . 94 108 94 82 61 
Latin America 91 111 . 107 98 77 
Africa. ... - . •- .. 95 112 109 95 90 
Asia, excluding U.S.S.R. 93 107 111 99 98 
Oceania .... , ... 93 103 99 99 101 
World. 92 111 102 91 79 

1 Cf. the series quoted in the first section of this chapter- viz., those of _the 
Economic Intelligence Service of the League of Nations and the German Inst1tut 
.flir Konjunkturforscbung. 

• League of Nations, World Production ·am{ Prices, 1925-1932. 
• Provisional figures. 
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_If a_ttention is '!low turned to 'Yorld indus~rial production, 
wh1ch mcludes mamly manufacturmg and mrning it will be 
seen that the~e bas . been· a decline of probably 37 'per cent if 
the U.S.S.R. IS excluded from consideration. This. decline of 
37 per cent is the estimate of the German Institut fi.ir Kon
junktu~orschung according to its index of world industrial 
produc~wn reprod~ced below •. In the same table, the indices of 
mdustnal productiOn of cect:am larger groups of countries are 
given. 

International Indices of Industrial Production1 and World Indices 
of Production of Industrial Raw Materials. 11 

(Base: 1925-1929 = 100.). 

NatJir~ of Indices I~ "" 
,.. 00 ,~,0 .... 

"' £l £l ~ s ~ "' "' "' .... ... .... ........ ... "' ,.... 

I. Indices of Industrial Production: J 69 A. World, excluding U.S.S.R . 9S 94 100 103 110 96 
(a) " Industrial " Europe . . 91 87 103 106 112 103 90 (78)4 

(b) United States and Canada 95 98 97 101 109 87 74 58 
(c) '' Agricultural " Europe . 90 95 101 102 110 104 97 
(d) Rest of the world (ten 

' 
countries in Latin Arne-
rica, Africa, Asia and 
Oceania) ..•. , .. 91 98 99 103 109 112 103 .-.-. 

B. World, including U.S.S.R .• 92 94 100 104 111 100 90 77 

It Indices of Production of Industria/. 
Raw Materials : 
A; World, excluding U.S.S.R .. 93 94 99 103 111 100 89 76 
B. World, including U.S.S.R. . 92 94 99 104 111 102 91 79 

The movements of the sub-indices in this table are of consid
erable interest. The fall in production bas been much smaller 
in agricultural Europe and in the group of chiefly agricu_ltural 
countries in Latin America, Africa, Asia and Oceania than m the 
highly industrialised countries in Europe and North AID:erica. 

Almost all the countries included in these two .resistant 
groups lmve a comparatively young industrial system built up 
largely during and after the war. . . . .. 

The division made above between various groups of countnes 

1 Institut fill' Konjunkturlorschung. 
• Economic Intelligence Service. 
• Provisional indices, subject to revision. 
• Rough es_timate based on incomplete data. 
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may usefully be supplemented by reference to the following 
national indices of industrial production. 

The index-numbers given in the table below show the course 
of industrial development for several countries in the fout years 
1929-1932 : . 

National Indices of Industrial. Production in Certain Countries. 
{Base: 1928 = 100.) 

Country Compiler of index 11929 1930 1931 "1932 

United States . Federal Reserve Board 107 86 73 58 
Germany, . Institut fiir Konjunktur: 

forschung •. 100 90 74 61 
United Kingdom Board of Trade ........ 106 98 89 88 
France •.•. Statistique generale . • . 109 110 98 76 
U.S.S.R. . . Gosplan ..•...... 124 156 189 2051 
Japan . Mitsubishi Econ. Research 

Bureau . 111 106 101 108 
Czechoslovakia. Dr. K. Maiwald . · . • 104 91 81 59 
Belgium Institut des Sciences econo-

miques, Louvain . , . 100 90 79 68 
Sweden. ·{Kommerskollegium. . . . 113 112 107 101' . Sveriges IndustrifOrbund . 106 102 89 84 
Poland . .. Institut de Recherches sur 

·Ie mouvement des affaires 100 82 69. 54 
Austria. . <Esterreichisches Institut 

fiir Konjunkturforschung tog 87 76 66 
Hungary Inst. fiir Wirtschaftsfor-

schung ........ 98 85 69 61 
Denmark Statistiske Departement . 108 118 108 ... 
Norway Statistiske Centralbyrea . 111 112 86 ... 
Canada. Dominion Bureau of Sta-

tistics . 108 92 77 63 -

The production of manufactured commodities, exce~t in 
the United Kingdom, where the home :market has been sustam~d, 
has fallen more than that of raw materials, and the followmg 
table shows how great the disparity has been. 

1 Average January-September. 
• Estimated on the basis of the Sveriges Induslrifiirbundets Index. 
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The Production. of Raw Materials and Manufactured Commodities. 
(Base; 1929 = 100.) 

Country Production 1930 1931 1932 

Callada {Mining , , . 94 81 76 
Manufactures 83 72 63 

U.K. {Mining ... 94 85 80 
Manufactures 91 84 84 

u.s.A .. {Mining . , . 86 73 62 
Manufactures 80 67 53 

The variant movements disclosed by the national indices 
of industrial production may be summarised roughly in the 
following comparison. · 

Tlze Relative Decline in Industrial Production in Certain Countries. 
1929-1932. 

(World Average = 30.6.) 1 

Countries in which the decline has 
been Jess than the world average 

Countries in which the decline has 
been more than the world average 

U.S.S.Ft • . . • + 65 
Japan ..... - 3 
Sweden. . . . . ~ 11 
United Kingdom~ - 21 
France .••• , - 30 

Belgium , .. 
Hungary ... . 
Germany .. . 
Canada ••.. 
Czechoslovakia 
Poland .... 
United States . 

-32 
- 38 
-39 
-42. 
-42 
-46 
-46 

Indices of industrial production . are not available for many 
agricultural countries ; but there is much evidence that the 
decline in such countries was less than in most of the more 
highly industrialised States. The increased import restrictions 
which the agricultural countries imposed to protect their balances 
of payments and the strong movement towards industrial self
sufficiency are perhaps the strongest reasons for this development . 

. The counterpart of increased agrarian production in the manufac-
turing countries has been an encouragement to industri,al produc
tion in the agrarian countries:. In both directions, the world has 
moved towards national self-sufficiency and away from interna..: 
tional interdependence. -

• lnstitut flir Konjunkturforschung. U.S.S.R.. included. 
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-:. -r:his conclusion is supported by the fact that export ind t . 
uesp1te the temporary stimulus given to them in many co us :l~s. 
- the United Kin~d?m, Sweden and Japan, for exam uk nes 
by exchange deprec1atwn, su.ffered more heavilythan proluct·
for t~e home market .. This fact may be inferred from t~n 
followmg t~le - the' mdex-numbers both for production de 
trade refernng to quantum, not. values. an 

-

Indices of Industrial Production and Exports. 
(Base: 1929 = 100.) 

Quantum Quantum of 
Country of production manufactured exports 

1930 I 1931 I 1932 1930 I 1931 I 1932 

France •..... 100 89 69 
I . 89 76 59 

Germany .... . " 88 72 60 95 86 59 
United Kingdom 92 84 83 82 63 63 
United States . · . 81 68 54 81 65 50 1 

Three factors have been of special importance during 1932 in 
determining the volume of industrial-production in different coun
tries; The rapid strangulation of ;world trade has affected export 
industries directly', and domestic industries indirectly, by reducing 
world markets and depressing the prices of export commodities. 

It is true that certain domestic industries have been tempora
rily stimulated by the exclusion of imports ; but this partial and 
temporary stimulus to domestic industry, even in the most 
self-sufficient countries, has not gone far to compensate for the 
destructive effects of restricted international trade. 

Exchange instability has also been a disturbing influence. 
In some of the countries which abandoned the gold standard, 
the export industries received an immediate, but in most cases a 
merely temporary, stimulus. This stimulus was limited by 
further falls in prices, increasing trade restrictions,. and the 
generalisation of currency depreciation. On the whole, 1~ was ~he 
home markets which were best sustained in the countnes which 
abandoned the gold standard, 

It wo.uld appear that those countries which maintained. the 
gold standard in full. operation during 1932 (~·Y·• ~elg~um, 
France, the United States of America) and those which mamtamed 
the external value of their currencies by rigid excha,nge c.on~rols 
(e.g., Germany, Austria and Hungary) or by import restnct1ons, 
which served much the_same purpose (as in Poland),. have foun~ 

• Estimate. 
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their industrial production decline most heavily, while those 
which departed from the ~old~ standar~ (e.g., the United Ring~ 
dom, Japa;t. Sweden) mamtamed their production at least for 
the domestic markets. On ~he other hand, recovery in the autumn 
of 1932 was mos~ marke~ m th~ g?ld coun~rie~, and it is arguable 
that, by hastenmg and mtensifymg the hqmdation of unsound 
businesses, ~hese countries had taken the shortest cut to ending 
the depression. 

Financi~ and m~netary ;policies have also played a large 
pary;. both m domestic an~ m expo~·t markets. Expansionist 
pohc1es such as those descnbed later m the chapter dealing with 
public finance appear, at least temporarily, to have maintained 
and even stimulated domestic production, while countries which 
were able, as was Japan, to control domestic costs, while the 
external value of their currency depreciatecl rapidly, were bene
fited in production for export. 

While the circumstances of individual countries differ, how
ever, there was a general diminution of production in 1932,. with 
all its economic consequences of decreased purchasing power and 
·employment, heavier overhead costs and financial instability. 

THE PoSITION OF THE INVESTMENT INDUSTRIES. 

It is a characteristic of all depressions which follow an invest
ment boom, that falling prices and reduced consumption as 
soon as the boom breaks reveal over-capacity and a sharp decline 
of production in the heavy industries producing capital equip
ment. The same phenomena are apparent in the present depres
sion in an extreme degree ; but. the increased demand in the 
years of prosperity for goods manufactured for durable con
sumption, such as motor-cars and pianos, was followed by a 
drastic curtailment of their production when purchasing power 
was so greatly reduced in the depression. The investment boom 
was, in fact, largely based upon provision for a rapid increase 
in the. consumption of such goods, and the drastic fall in standards 
of living, which has particularly affected non-essential and ex
pensive consumption, has had the double eiTect of reducing the 
demand for, and therefore the production of, durable consumption 
goods and of thereby accentuating the decline in the production of 
investment goods, such as iron and steel products and machinery. 

This phenomenon, new at least in its importance, may be 
described in another way by drawing a distinction between the 
older industries which cater for relatively simple and more 
essential consumers' demands and the newer industries which 
provide goods of durable consumption which are more expensive 
and less essential. The former have declined less and the latter 
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more during the depression., In the s~me way,_ it is the rno . 
dtwahle types of producers goods - locomo~tves and shi re 
for example - that ha~·e suffered most. heavlly. as cornpafes, 
with the output of agncultural or textile machinery, d 

Hunning through this dev~lopment :Uso, as was noted in 
the Survey for 1931-32, there lS a d~firute tren~ of industria 

rogress. Newer metho~s of productw~, newer mdustries anJ 
fndustries in the developmg new countnes. have suffered on the 
whole less than the older tYP.es ?f prod~ctwn -.electrical engi
neering less than stea!U, o~l-driven ship~ less than stealners 
motor transport (heavtly h1t. as pro.du~twll: has :Peen in thi~ 
line) less than raih~ay mat~l'l:als, artl~c1al Silk less than other 
textiles. The followmg statistics, sho"'!ng the output or various 
industries in Germany and the Uruted States of America 
illustrate the various factors at work. ' 

The Decline in the Production of Various Classes of Commodities 
to the Lowest Point in 1932 as a Percentage of their Production 
in 1928-29· (Germany: 1928 :__ 100.)1 

Producers' goods % Consumers' goods 
Wood-pulp .... . 
Machines ..... . 

23 Paper .. 
67 Textiles 

Steel . . .: . . . . . 
Rolling-mill products 

68 Footwear . . . 
71 Porcelain 

Iron ...... . 
Lorries ... . 

73 Passenger cars 
88 Motor-cycles • 

Pianos .... 

(United States : 1929 = 100.) 2 

Producers' goods % 
Electrical goods 3 • 78 
Cement (Portland) . 79 
TruckS • . • • • • 81 
Locomotives.. • • • • 86 
Electric motors 8 • • • 87 
Steel castings • • • . . 90 
\Voodworking machines. 91 
Machine tools • • . . • 92 
Foundry equipment • . 95 

Consumers' goods 
Foodstuffs ~ . • 
Cigarettes • , • 
Shoes • . . •. 
Si:lk consumption 
Books sold •.. 
Cotton textiles . 
Gloves and mittens 
Household furniture 5 

Vacuum cleaners a • • 
Domestic power pumps · 
Passenger cars . . · ·· 

% 
28 
29 
33 
62 
86 
90 
95 

% 
17 
26 
33 
36 

. 37 
48 
62 
76 
79 
89 
91 

1._.!
11
tAftolated from the monthly returns published in the Wochenberichi des 

"'" au /£11' Ktm/unidutfotM:hung .. l 
lirt~!,~JaWJ trrnn the mont.biy returns published In The Surueu of Currtll 

: Y~~ ~ the qtt;mtitath•t reduction of output has been much less. 
1 ""'""~ lt(11tJ tht avtral(e of 1927·1929 to 1932.. . rict. 
SM~ txpr~ In warklng days' production, Grand Rapids Dlst 
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While there are obviously many special factors at work in 
different industries and while the general situation di!Ters somewhat 
from country to country- as, for example, the greater saturation 
of the market reflected by the heavy. decline in passenger-car 
production in the United States. - . the disproportion between 
the decline of production of producers' and consumers' goods 
is marked in every country and .. in the world as a whole. 

It can be. illustrated first of all in the production of raw 
materials, which has been measured as follows : 

Wo.rld Production of Raw Materials,. excluding U.S.S.R. 
(Base : 1925-1929 = 100.) 

11925 11929 11930 1193P 119321 -
Raw materials for producers' 

goods ... .. .- ..... 91 112 98 81 66 
Raw materials for consumers' 

goods 98 102 102 103 100 
I 

Indices of World Production of Raw Materials for Producers' 
and Consumers' Goods. 

(Basis: Average 1925-1929 = 100.) 

"ol--..-!----1------l--+.~·/-"'~1----+--+---irro· 
\ L 

rooL--L--L-6.-:~P'"'~::t:::=~'·~=t:::::~r-.~~,oo _ .... .r' \ - ~ \ - _/ \ 
90·~~~--+--~---~--~-~--t---;90 

\ 
Matieres premieres pour biens 'de production ', 

80 --- Raw Materials for Produ(;ers· goods' -1--'r-l---l 80 
M .. alieres p.rem·· ieres pour biens d. e consommation ', 

- Raw Materials for Consumers· goods ·, 

70·~--~~--4~~--~'--4'----'~~+---,'~~70 ', 
1925 1926 1927 192& 1929 1930 1931 193.:;...,..,..,. 

1 Estimates. 
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Part of the explanation for these :figures is clear when it is 
stated that, except for artificial silk, all the ,commodities which 
are reckoned as raw materials fo~ consum~r~ goods are agricul
tural in origin. The index for this group Is m fac~ governed by 
the production of cereals and. meat, both of ~hlCh have been 
well maintained. The production and consumption of foodstuffs 
has, as might be expected, diminished less than that of any 
other group of commodities during the ~epression. 

The decline in the production of fimshed commodities of 
both categories is of course greater than the decline in the pro
duction of raw materials. The information that is available on 
this subject in national indices is reproduced in the diagram 
on page 91. . · . 

The figures are startling, especially the 1932 .index of the 
production ·of producers' goods - iron and steel, tin and 
cement - in the United States, which fell to less than 30 per 
cent of the average production in the years 1925-19291 while 
at the lowest point in the third quarter of 1932 it was less 
than 20 per ce_nt of the production in the corresponding quarter 
of 1929. 

Nor did the quarterly figures for 1932 and the first quart~r 
of 1933 give much ground for satisfaction, since the recovery 
in the fourth quarter of the year was slight and did not continue 
into 1933. The extent of the subsequent revival in May and 
June will be dis~ussed in the last chapter of this Survey. 

Quarterly Indices of Production of Producers' Goods, 1932~33. 
(Base: Average 1925~1929 = 100.) 

I 

1932 I 1933 

lulmlrv r 
Country 

Germany .....•.... 54 ,. :: 52 54 58 
United Kingdom (1924-1927.1929 

= 100) ......•.• 78 72 75 77 
Poland .....•.••. 48 51 54 54 49 
Sweden •......... 89 73 73 85 85 
·u.s.s.R. (1927-1929 = tOO) : 257 234· 244 ·-·· ... 
U.S.A •..••.•.... 36 27 ,24 28 25 
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Produclion Indices of Producers' and Consumers' Goods in 
Individual Countries. (Base: 1925-1929 = 100.) 1 

(Siena de Production 
Producers· Goods ____ {Biens de Consommation 

Consumera· Goods 
o20 / !It\ .r k t- /A' .... ••o 
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The German indices are further subdivided as follows _: 

1 1925 1 1929 1 1930 1 1931 1 1932 

Producers'' } lnvestment goods . • • 88 112 91 60 40 
goods : Other producers' goods 88 113 103 90 81 

Consumers' } With elastic demand • 86 100 95 90 80 
goods : With inelastic demand 83 112 .112 104 96 

1 Cf. League of Nations, World Production and Prices, 1925·1932. 
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THE AccmmLATION .OF STocKs. 

The accumulation of commodity stoc~s, which had been in 
evidence since 1925. appeared to reac?- 1ts pe~t and begin to 
decline in the conrse of 1932. ~h~ mfonnation most readil 
available on this subject refers to VlSlble stocks of raw material~ 
and in general only to t_hose stocks re~ai!led byprod~cers or i~ 
public warehouses. It 1s extremely difficult to obtrun reliable 
indications of the stocks held at later stages of production _ 
e.g .• by the manufa~turers or by wholesal~rs. . . . 

"\Vbi.le the statistics of stock accumulatiOns. contruned In the 
table which follows are indicative· of serious maladjustments 
between the derp.and and supply of the various products men-· 
tioned, they do not measure the extent to which overproduc
tion or under-consumption exists at any. particular moment, 
With this , qualification, the statistics of stocks collected in 

~ various quarters niay first · be given in the form of total 
estimates for staple commodity stocks as a whole, Calculations 
have been made by the United States Department of Commerce · 
and the German Institut fiir Konjunkturforschung in the attempt 
to· arrive at such an index ; and the results obtained by the 
United States Department of Commerce .are reproduced in the 
following diagram : . · -

General ITUI.ex of World Stocks of Staple Commodities. 
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.This general index may be supplemented by the statistics 
which show stocks of the most important raw materials and 
foodstuffs in more detail. 



General 
Date world 

index• 

1925 average .•.• 76 
1926 " . ~ .. 89 
1927 -'" . ·-·,; 104 
1928 .. "-'"- .. 108 
1929 .. ..-• .. 124 
1930 ... 158 
1931 , -·." 183 
1932 .. ._ ..... 194 
1930 January ••• 140 

April •••.•• 148 
July •.•.•. 163 
October ... 164 

1931 January ••. 172 
April ...... 177 
July ...... 189 

, October •.. 186 
1932 January ..• 192 

April •....• 196 
July •..... 196 
October •.• , 184 

1933 January .•. 189 
April •••••• 187 

Indice~; of World Stocks of Primary Commodities. 
(Base : 1925-1929 = 100.) . 

Cotton: l"etro-
Wheat• Sugar , Cofiee world Natural Rubber leum visible silk (u.s.,..) supply 

72 70 

I 
43 80 89 63 91 

76 103 73 98 !io 80 90 
90 89 85 117 103 111 95 

112 109 150 101 102 118 105 
150 129 149 103 116 129 118 
155 157 243 127 174 183 118 
167 209 259 151 193 230 109 
163 230 284 161 193 262 105 
181 157 204 141 153 159 118 
161 171 246 128 137 177 120 
118 173 256 104 163 178 119 
169 101 267 117 210 200 115 
181 196 262 173 205 210 113 
187 236 253 163 168 227 111 
138 196 230 132 160 226 110 
156 190 277 124 212 236 105 
189 240 300 178 238 267 107 
185 254 300 168 200 268 107 
138 226 256 143 172 255 105 
1511 196 144 191 258 103 
184 244 249 184 216 269 99 

249 219 171 178 267 99 

Lead 
Zinc I 

Copper (U.S.A. (U,S.A. Tin and and 
U.K.) U.K.) 

109 I 41 56 117 
108 73 56 89 
104 110 111 83 
85 117 134 92 
94 159 144 118 

153 311 356 169 
167 544 467 218 

(206} 730 448 219 
125 198. 245 136 
146 f - 297 155 
159 359 .184 
164 435 17,9 
161 423 464 191 
155 464 218 
171 477 225 
189 458 225 
204 664 458 224 

458 224 
464 222 
422 213 

213 795 415 207 ... 454 190 

Note. - The above mdices should be mterpreted m the bght of the vanous explanatory notes which wm be foulld !It 
the fool ot Table 6, Appendix I, of the I,eague of Nations World Production and Prices, Geneva, 1933. 

1 General world index : based on the following -nine coll_lmodities, the weights being indicated in parentheses: Cotton (9) ; 
sugar (6) ; wheat (6) ; rubber (3) ; coiTee (2) ; copper (2) ; sllk (2) ; tea (1) ; tin (1). The weights have been allocated in 
accordance with the value of tlle stocks- on hand in the original base period, 1923-1925. All series, except those for copper 
and tin, are adjusted for seasonal variations lU.S. Dept. of Commerce ; Sun.•ey of Current Business,, Annual Supplement, .1932. 
and subsequent numbers). 

• Wheat : calculated from Broomball1s visible supply. 
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Production and Stocks of Staple Commodities. l 
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.cr. Akerman: "Dei Ekonomiske La get", 1932~ No .. 1, page 15, S~ocluwlm' 
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. . It ~ill be ob~erved that, while the stocks of certain commo
dities mcreased 1U 1932- sugar 1.8 per cent, ·tea 10 per cent,l 
cotton 3.5 per cent, rubber 0.9 per cent, copper 4.6 per cent 
lead 20.8 per eent,2 other stocks decreased and the indices of 
world stocks as a whole were lower in the early months of 1933 
than they had been .. a year earlier. The German index, for 
example, ha~ fallen at the end of March 1933 by 5 per cent 
compared With the end of March 1932.3 It is a reasonable 
inference that, in 19321 for .the first time since the depression 
began, curre~t productiOn drd not exceed the industrial buying 
of raw matenals. Many factors are responsible for this chanae 
the most obvious _being the drastic reduction of production "'i~ 
the case of many Important commodities, particularly those o£ 
mineral origin .. As credit became cheaper and confidence revived 
in the autumn of 1932, the manufactnring industries and the 
wholesale trade began to replenish their stocks which had run 
down considerably during the depression. 
· · This fact renders more important a study of the size of the 
accumulated stocks relatively to current production and con
sumption. The world's total stocks of wheat on August 1st, 
1932, represented about 20 per cent of that year's harvest ; 
sugar stocks at the end of the harvest year 1932 were about 
one-third of the production in that year ; copper stocks were 
rather more than three-fourths of the 1932 production; world 
stocks of coffee at the end of 1932 represented fifteen months' 
consumption at current rates ; rubber stocks represented a 
year's consumption and stocks of American cotton on August 1st; 
1932, nearly a year's cotton-mill consumption. These estimates, 
however, may· quickly be rendered unreliable by a recovery 
in industrial production .and therefore in the demand for raw 
materials, or merely by buying on the. part of manufacturers 
with depleted stocks. Such buying is more likely to take place 
when prices appear to be ri~ing again. . . . . . 

The statistics of stocks, either .of raw matenals or of fimshed 
products in. the hands of manufacturers, are very scant.Y ~nd 
unsatisfactory. In particula_r, it is ~ifficult to. get quantitative 
records and the best material avarlable consists of the value 
of stocks as disclosed by industrial censuses, tax statistics and 
similar sources. Inevitably these are considerably out of date 
before they are published and the table which follows therefore 
contains no information beyond Hl31. In the case of Ger;n~ny, 
it is known, however, that con:nnodity stocks of the hmLted 

1 In the United IGngdom only. 
• In the United States only. . · 933 
' lVocllenbericlll qes Insli[uls filr l{onjunkturforscllung, 6 : 8, llfay 24111, 1 . • 



· Stocks of Raw Materials and Finis/zed Goods lzeld by Manufacturers 
at End of Year. 1 

(National cur,rency, OOO,OOO's.) 

Country ({Jnd . Of stocl<S currency 11123 1924 1925 1926 1927 11928 11929 11930 11931 

Germnn:Y. 

Hungary • 

Italy • 
Latvia • 
Netherlands 
Norway 
Poland. 
Roumanhl 

Joint-stock companies - Ail stocl<S 
Cmrtwork - Ail stocks • • • . • • 
Joint-stock companies - Rnw 

materials ••••••••••• 
Joint-stock companies - ·Finl•hed 

goods ••. • • • · • • •• · • 
Census of Manufactures • . , • • 
Joint-stock companies - All stocks 

·Joint-stock companies - All stocks 
• . Joint-stock companies - All stocks 

Census of Mnnulactures - Ail stocks 
·, Joint-stock companies - All stocks 

Joint-stock companies - Raw 
materials •••...••••••• 

Joint-stock companies --' Finished 

RM. 
RM. 

Pongll 
Pengll 
Lira 
Lnt 
Florin 
l{rone 
Zloty 

Lei 

Lei 
United l<ingdom. Jof:~:ock c~ui~nies'.....:. (Indust;lai 

and Mining) - Ail stocks • . , £ 

7,500 9,700 11,100 10,,00 11,600 18,000 12,600 11,000 
1,100 1;400 1,600 1,500 1,700 1,800 1,800 1,500 

111 ' 144 146 160 167 150 

:i46 . ito 
6,881 8,1~g 

·82 90 

221 
279 

10,272 
58 
95 

263 
293 

10,6~~ 
99 

fJ49 

305 
369 

10,377 
71 

101 
451 
719 

878 1,876 1,515 1,982 1,772 

5,217 7,744 8,921 8,907 9,376 

575 576 610 594 576 

346 
391 

9,1110 
86 

112 
449 
972 

352 
412 

9,750 
105 
159 
486 

1,163 

332 
428 

9,429 
. 108 

124 
507 

3,947 3,271 .. 1,956 

9,004 . 10,399 11,356 

5561 572 458 

9,000 
1,100 

128 

288 
341 

(s.m> 
(92) 
484 

2,063 

8,034 

401 

1 Germany: Institut flir Konjunkturforschung, Sonderllefl 32, page 22. Estimate of total stocks based on official statistics. 
Hungary: Annuair~ Slatlstique, 1926-1931. (a) Stocks held by joint-stock companies; (b) stocks held by factories included In 
the census. 

Italy: Societa Uallane per Azione, Nolizie Stalisticlre. Stocks held by joint-stock companies. 
Latvia : Annualre Stntistique. Stocks held by joint-stock companies, 
Netherlands: De Ncderlandsclre Conjunktuur, March 1933. page 17. Stocks held by sixty-two companies. 
Norway l Norges lnrlustri. Stock~ held by companies included 111 the census. Figures nrc yearly averages. 
Poland.: ;tnnnalre Statistique, 1928·1930. Information Stalistique, 1933. Fast"' specinl III. .Stocks held by Polish joint

stock compamcs. 
Roumanin t Annuaire Stalistique, 1930-1932.. Buletinul Statistical, 1925-1932, Stocks of joint-stock companies. 
United Kingdom: Colin Clark; '' The National Income", Appendix I, Estimate of total stocks based on Economist's statistics. 
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liability companies which published their balance-sheets in 
the three first quarters . of 1932 had a much lower value 
in 1932 (809,700,000 RM.) than the same companies' commodity 
stocks in 1931, when they amounted to 1,010,300,000 HM. 
It would seem, however, that, even in 1931, the value of . 
manufacturers' stock~ had begun to decrease. Some part of 
the decrease was obv1ously caused by the fall in prices ; but it 
is almost impossible tQ say how great a part, because very little 
is known of the prices of the particular finished goods of which 
the manufacturers' stocks are composed, or of the weights which 
have to be attributed to each ~roup of prices. Quantitative 
indices exist for Sweden and the United States and are shown 
in the following diagram. It would appear that, in Sweden, 
stocks at the end of 1932were about 10 per cent, and, in the 
United States, 20 per cent less than in 1929. 

Stocks of Finished Goods held by Manufacturers in the United 
. Stales and Sweden, at End of Year. 

(Base: 1928 = 100.) 

100 100 

I 
I 

95 95 
I 

I 
I 

90 
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90 
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85 85 
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IJ.I/If,,..1, 

Corroboration for these indications of diminished stocks 
in the hands of manufacturers may be obtained from the 
statistics of raw-cotton stocks, which are accurately know!!· 
The manufacturers' stocks ofraw cotton· at tl1e end of January 1.n 
successive, years were·; 

7 

1929 
1930 
1931 
1932· 
1933. 

.. 
Bales (OOO's) 

5,294 
4,931 
4,586 
4,608 
4,542 
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Statistics of retail stocks can now be o~tained from either 
complete or sample studies in thre~ coun~nes. The statistics 
shown below for Gennany represent estimates for the total 
retail stocks of the whole country ; tl~ose for the U~ted. Kingdolll 
and the United..States are sample estimates for typicaltlllportant 
areas. 

Retail Stocks in Germany, the United Kingdom 
and the United States.1 

Germany United. Kingdom United States 

Department stores, 
co-operative 

Total retail trade 
societies, shops Department stores. under multiple 
or independent 

management 

Quantum Value Quantum Value Quantum 
Value change· at cost: change at cost: 
RM.· from March from yearly change 

previous previous average, from 
(OOO,GGO,oot'sj 1930 previous· year• = 100 year• 1923-25 year• % % =100 

End of year . 
1929 ·. 8.1 - 2 - - 94 -

. 1930 7.2 -12 - - 25 ' 3 '· T 
1931 . 5.7 -21 - - 73 + 1 
1932 ~ - 56 -10 

March 
1930 . 100 - 100 -
1931 88 -6 87 + 2 
1932 . 86 - 72 -

. 1933 • 80 ---2 55 - ~2 

There is some evidence, therefore, that stocks in the hands 
both of manufacturers and of retailers are considerably depleted. 
This lends more importance to the reduction of visible stocks 
of raw materials during 1932. · · 

1 Gerynany : Institut flU' Konjunkturforschung, Sonderhefl 32. r 
U~ted Kingdom: Bank of England, Statistical Summqry, April 1933. 

1 
Umted States : S111'11ey of Currenl Business. 
Calculated by the lnStltut ffir Konjunkturforschung. . 

1 Calculated on the assumption that prices varied as the cost-of-living 1n.de:Ki 
• C~culated on the assumption that prices varied as the mean of the Nat1ona 

Industrial Conference Board's retail price indexes of food and cl~thing. 



Chapter IV, 

WAGES AND SOCIAL POLICY. 

THE SHRINKAGE OF \VAGES. 

The Survey for 1931-32 drew attention to certain aspects 
of the di.stributive conflict which underli~s much of the controversy 
concernmg the nature of and remedies for the depression.! 
Jt was pointed out that standards of living had risen appreciably 
in the post-war period and that there was much greater resistance 
than previously to any attempt at lowering them, Wage-rates 
were higher, conditions of labour had improved, hours had been 
shortened and a much larger part of real income was provided 
by public services, while in most countries there l1ad been a great 
extension of social insurance. By the spring of 1932, however, 
it was becoming evident that national incomes had fallen so 
heavily that the continuance, not only of · existing wage-rates 
and labour conditions, but also of governmental expenditure 
upon social purposes was seriously challenged. In the year 
that has since elapsed, national incomes have fallen to still 
lower levels and the dilemma described in the Survey for l931-32 
has therefore become more acute. The present chapter is 
devoted to a further consideration of the distributive conflict 
involved in labour and social policy at the present time. 

The facts of declining JlrOduction and falling prices set out 
in the preceding chapters leave no room for doubt as to the great 
extent of the fall in national incomes since 1929. Exact measure
ment is, of course, not possible, and up-to-date estimates are 
available for only a few countries ; but no country h?s gone 
unscathed, and, in most, the decline both of real and, still more 
of nominal, income has been very great. No criteria e~st, 
beyond the production estimates already discussed, by which . 
real income may be .. measured ; but the estimates of the value 

1 Chapter VIII. 
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of national inco~es quoted bel~w show for most ~ountries a. 
areater fall during the depres~ton t~a~ the .fall In average 
price-levels. There has ~een, maddltlo~ to cha~ges. in the. 
value of the monetary umts and_ to the v1ole~t redi~tnbutions 
of income occasioned there?Y· a ve~y substant~al ~all ~Ii. the real 
amount. gf goods and services available for distnbution_, 

The Fall in National In.comes. 
(OOO,OOO's omitted.) to -;-7o, ~ 

Countcy I Unit ,.19~8 ,. 1929 ,1930 I 1931 I 11)32 = 
Australia 1 £A. 645 556 459 ( 430) 
Germany 1 RM. 75,40)0

0 
76,100 70,200 a:.. "5,?...?~0~ 

Italy a - Lira 94 40 - -
- · ·• • · • · '15~, 142 117 -, 100 New Zealand •. £NZ.... ~~ 
Norway • . . Krone 2,153 2,200 2,197 1,994 
Roumania •. Lei 191,40~ 184,900 138,900 105,600 
UnitedKingdom7 £ 3,84~ 3,996 3,938 3,499 
United States 8 S 82,40C 85,200 70,700 (52,700) 
u.s.s.R, • ... {K:;~1~ 18,6oc - 22,600 31,20o 

l I 

(90:000) 
3,199 

(40,000) 

The magnitude of the fall in national incomes is all the 
more impressive, since it interrupts a __ long trend of increase. 
For decades before the war there was in almost every country 
a strong upward tendency, interrupted but slightly during the 
long period of rising prices, when both the duration and the 
violence of cyclical depressions was minimised. This progress 
was resumed by increasing production :.).S well as rising values_· 
after the first post-war crisis checked the great expansion of the 
war period. The world, therefore, was hab~tuated to steadily 
increasing national- incomes and rising standards of living. 

_ 
1 ~~mlttee appointed by the Government of the Commonwealth of Australia, 

"Prelumnacy Survey of the Economic Problem "• Report April 1932 (the figures 
refer to the years 1928-29 to 1931-32). . , 

• Statistisches Reichsamt, "Das deutsche Volkskeinkommen ", Berlin, 1932, 
Institut filr Konjunlrturforschung, V ierteljahrshe{l February 1933. 

: 
1 Inst~tut International de Statistique. Bull. 'xxv Livraison 3. Professor 

G!nl's ~bmate, page 365. " The Association of. Italian c~rporations Business and 
Fmancml Report", June 1st, 1932. ·· ·-

' Canterbucy Chamber of Commerce Bulletin April 1933 (figures refer to 
years 1928-29 to 1931-32). ' · ' · · 

• " Statisticke 1\feddelelser ., • . 
1 Bulelin Trimestrial al Inslilut Romanesc de Conjunctura, 1933, No. 1-2. . 
' CLARK: "The National Income" London 1932. 1932 The Economzc 

Journal, June 1933. ' ' ' . 
• Nat~na~ Industrial Conference Board Bulietin, February 20th, 1933. 
1 SOWJelwzrtscha{t und Aussenharule/

1 
No. 5, 1932. 
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The .Proportion of nationa}. income~ paid to wage-earners was of 
less 1mportance than the mcrease m the total amount available 
for distribution. Since the depression, the share of national 
.incomes going to the wage-earning and ~alaried classes appears 
to have been increasi~g in many countries; but the total has been 
so greatly reduced that the absolute amounts paid to wage-earners 
have fallen very heavily. Thus, in the United States, wages and 
salaries, which in 1929 had absorbed ()2.5 per cent of the national 
income, by 1932 absorbed 70.5 per cent; but the actual amounts 
paid had fallen from $53,300 million to $28,200 million.1 The 
table printed below shows the proportion of national incomes 
devoted to the payment of wages and salaries. 

The Percentage of National Income Paid as Wages and Salaries.2 

France Germany United United States Belgium (post-war (post-war Kingdom• (Continent) 
Year 

territory) territory) 

I Wages Wages Wages I Wages I Wages 
- Wages and and and .Wages an~ Wages and 

salaries salaries salaries salanes salaries 

1913. 34.0 -. 43.6 45.3 42.7• 54.54 36.4 51.8 
1924. 38 .• 0 - 46.4 - 41.5 63.3 37.7 56.1" 
1925 • - - 44.6 56.3 - - 37.6 55.9 
1926. - - 43.6 55.5 39.2 63.0 *38.1 56.8 
1927. 41.5 55 ... 3 44.1 54.9 40.8 63.5 *37.3 56.8 
1928 ' - - 44.4 56.5 40.9 64.2 *36.0 56.0 
1929 . - - - 56.6 39.8 62.4 ... -
1930. 40.6 52.6 - *56.4 38.9 61.4 • .O'a . ;..;,-
1931 . - - - *57.9 41.4 65.7 .- .... . .. 
1932 . . •·-• I 

. ... . .... . . . . . . *72.1 . . . ... 

1 National Industrial Conference Board Bulletin, Febl'Uary 20th, 19311 ; Brad
street's Weekly, November 12th, 1932.. These figures are based en the National 
Industrial Conference Board's estimate of national income and should not be 
compared with the figures given in the table above, which are based on King's 
estimates. 
. 1 SoUrces ~-

Belgium, F. BAUDHUIN: quoted in Bulletin de Slalislique cl de 1.egisl!'lion 
comparee, November 1927, pages 767·768; and F. BAU~HUIN:" Le revenu !'altona! 
en 1930 ", in Bulletin d' Information e1 de DocumentatiOn de_la Banque nat1onale de 
Belgique, 5th year, Vol. I, pages 373-377. 

France, M. HusER : " La: population de Ia Franc~, pendant Ia. guerre, avec 
un.appendice sur Ies revenus avant et apr~s Ia guen:e , pages 942 and 957. 

Germany, " Statistisches Jahrbuch fur das Deutsche Reich", 1932, page 526
2
. 

United J{ingdom, C. CLARI<: "The National Income, 1924-1931 ", pages 7 
and. 140. 1932, The Economic Journal, June 1933. . , 
_ United Stales, W.J, KINO:" The National Income and its PurchasmgPower • 
page 80. . 

• Based on home· Income only. 
• Figure for 1911.. 
• Provisional. 
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· The situation varies a good deal from country to country 
and in the absence of more comple~e and up-to-date statistic~ 
it is not possible !O sta~e a definite trend. The . position is 
clearest in the Um~ed Ki~g~ozn, w~ere w_age-rates h:'tve been 
strongly maintained. Statistics of mdustnal production fo~ a 
number of smaller countries suggest tl~at the tendency has been 
very strong for the _total .wages prud to bec?m.e a smaller 
percentacre of the national mcome. In the maJonty of cases 
the perc:ntage wJ:Uch w~ge and sa~ary payments represe~t of 
the net value of mdustnal production has !allen substantially. 
This appears to indicate that overhead capital costs have been 
more difficult to reduce than wages.- · 

Percentage of Wages (W) and Wages and Salaries (WS) to the 
. Net Value of Industrial Production. 1 

Ans-~ . New Fin· Hungary Lat-
Norway tralia Canada Zealand land via .Year -- --

(WS) (WS)j (W) (WS) (W) (WS)j (W) (W) (WS)j(W) 

1926 (1926-27) 55.8 43.8 33.6 52.0 -_1!:- 36.8 32.5 24.6 
38:5 1927 ~1927-28) 54.6 42.4 32.5 52.1 35.5 35.2 28.1 49.3 

1928 1928-29) 54.3 41.5 31.9 51.3 36.2 35.8 28.4 38.8 48.0 38.1 
1929 ~1929-30) 54.2 40.7 31.3 51.4 50.4 36;7 36 .. 0 28.4 40.8 47.5 38.2 
1930 1930-31) 52.8 41.8 31.3 52.0 50.8 36.2 35.3 26.8 41.9 49.0 39.1 
1931 (1931-32~ 50.4 42A 29.7 49.7 33.2 36.4 27 .. 9 44.5 49.2 37.1 
1932 (1932-33 

- While the fall in aggregate wage payments iilustrated below 
· is a most inlpressive. and important fact, the maintenance of 

nominal wage-rates at relatively high levels demonstrates the 

1 The figures are !or calendar years, except for Australia (years ended June) 
and New Zealand (years ended March). Salaries do not include. working pro
prietors' income, except for New Zealand. Net output is computed by deducting 
from the gross .Value of output the cost of materials and fuel and electricity used. In 
the case of Canada and New Zealand, only the cost of material used, but not of 
fuel, bas been deducted; and, in the case of Finland, the cost of electricity used 
has not been deducted. The figures refer, in general, to manufacturing industries, 
but include milling, quarrying, building and construction of works, and gas, etc. 
The first column for New Zealand includes. tramways the second not. 

Sources : • - ' 
. Austral!a: " Official Ye~-Book, 1931-32 " ; " Quarterly Summary of Austra

lian Statistics", March 1933.--'- Canada:" Official Year-Book, 1932" ;" AdvaD;ce 
Report on the Manufacturing Industries 1931 " •. - New Zealand: "OffiCial 
Year-B!lok, 1933 ","Monthly Abstracts of statistics ",January 1933.- Finland: 
" Teallisuustilastoa; lndustrlstatistik 1931 " Helsingfors 193~ -' Hungary • 
'' Annua!re Statistlque 1926-30 ","Revue Hongrolse de St~tisti~e ", Septemhre 
1932, " Suppl~ment ", Octobre 1932 • ._ Laluia : " Annuaire Statistique 1931 "· 
--: Norway: " Norges Industrle 1931 ",' Oslo, 1933. 
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importanc~ attach~d by the wage-earners to the maintenance 
of hardly won ~onunal standards. It is. significant that, despite 
the overwhelmmg nature of the depression and its costs money 
rates of wages in most countries have not fallen as fast as the 
cost of li_vin_g. In th~ table and diagram which follow, 
quarterly m~hces of no~mal wage--rates, or in certain cases, of 
hourly earrungs are g1ven for the three depression years 
1930-1932. . 

It is clear that, except in the case of agricultural wages 
in. the United States, the indices may be dividedjnto two groups. 
the first of countries (Czechoslovakia, Denmark, France, . th~ 
United Kingdom) where nominal wage-rates have been sustained 
around the 1929 levels, and the second of those, including both 
agricultural and industrial countries, where rates have been 
cut from 15 to 20 per cent. The annual figures for many other 
countries, giving separate indices for different major occupations, 
indicate that the number of instances in which wage-rates have 
been maintained or have fallen slowly is considerably greater 
than those where deflation policies have forced drastic reductions.1 

It is not difficult to pick out particular industries in different coun
tries in which the rates have been reduced much more than 
the average ; but when the violence and persistence of the 
depression is considered, i~ 'is remarl<able to find how generally 
the. rates have been maintained. 

Even where cuts have been general, they have not usually 
been as great as the· recorded fall in the cost of l~ving. It is 
true that the index-numbers which measure averag~ movements 
of the retail prices of food, clothing, heat and light, rent, and 
in some cases even miscellaneous expenses,. may not exactly 
fit the circumstances of particular groups .or even the majority 
of wage-earners in a period of rapid change. But index-numbers 
of real wages, compiled by correcting the nominal wage-rates 
given above for changes in the cost of living, show such a general 
tendency to rise that there can be _little doubt that most wage
earners in: constant full-time employment at standard rates 
are, ~xcel?t. for the loss of .s~ppleme~tary earnings such as 
overtime, IIi a much better positiOn than m 1929. 

1 Cf. most recent tables in ]f!lernalional Labour Review. 
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Index-Numbers of Nominal Wages in Various Countries. 
(Base : 1929 . 100.) 

. I 1930 1931 1932 11933 
country ml Vl IX XI III vii xx XII ml VI xxlxn nlj"v1 

Australia 1 • • 100 99 97 95 921 90 88 87 86 86 82 81 
i62 103 103 103 1031~~ 103 103 103 103 103 103 

... 
Czechoslovakia•. 101 
Denmark 8 ••• 1q2, 102 102 104102 10:.: 102 103 102 102 102 103 . .. 
France• . . . 10 108 108 108 108 103 103 103 99 94 . 95 95 .... . . . 
Germany• ... 102 102 102 101 97 96 95 84 84 81 . g~ 80 80 
Italy 8 ••••• 9~ 101 99 94 90 ~~ ~~ 88 ~~ 

87 85 *85 "- -~ ~ 

Japan 7 •••• 10C 9ij9695949 9:.! 91 g~ 89 88 *8~ o;:w. 

New Zealand 8 • 10~ 100 100 100 100 89 g~ 89 87 84 83 83 . .-. 
Poland • •... 101 101100 98 95 94 91 88 8'i 84 83 *81 
United 

99 99 99 98 97 97 96 96 96 96 95 Kingdom•0 • 99 99 ... 
u.s.A .. 

100 100 98 98 96 95 91 88 85 81 79 78 (Industry) 11 • 100 ... 
U.S.A. 

94 92 88 77 74 71 66 58 56 51 49 44 4:l (Agriculture)! ... 

• Men: hourly rates. Mines, industries, public service, commerce, etc. ; for end 
of month (Commonwealth Bureau of Statistics). · 

• Men and women: hourly minimum rates. Industries, average or month 
(Statistical Office of the Czechoslovak Republic). 

• Men and women :hourly earnings. Industries, public service, commerce, etc. ; 
average for the quarter ending with the given month (Department of Statistics). 

• Men: daily earnings. Mines ; average for the quarter ending with the givt'n 
month (Statist! que gen~rale de Ia France). 

1 Men 11nd women : hourly rates. 1\fines, industries, public services ;. first of 
· following month (Statistisches Reichsamt ). 

1 Men -and women : hourly earnings. 1\fines, industries, public services, 
etc. ; average of the month (Central Institute of Statistics). 

7 lllen and women: da;Iy rates. Industries· end of the month (Bank of Japan). 
• Men; weekly minimum rates. Agricultu;e, mines, industries, public services, · 

commerce, etc. ; average for the quarter ending with the given month (Census 
and Statistics Office). _ · 

' Men and women: daily rates. Mines industries • end of the month (Central 
Office of Statistics), ' ' · . 

'? .Men and women : weekly rates.~ Agriculture, mines, industries, public 
Sel'Vlces; average for the quarter ending with the given month (Ministry of Labour). 
. • 

11 llfen an4 wo~en: hourly earnings. Various industries ; first week of the 
given month (Natmnal Industrial Conference Board} 

11 Men : daily ra~es. Agriculture; first of the follo:mng month (United States 
Department of Agnculture). · 

• February 1933. 
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Index-Numbers of Nominal and Real Wages 1930-:1933. 
(Base: 1929 == 100.) 

110 

100 

90 

100 

90 

80 

SALAIRES NOMINAUil 

NOMINAL WAGES 

Base: I 

I 

\ ..... ~ 
- .... _ 

N••zELANDf ,, , I - ' ... , f--

n''~ 
~ JAPON ... -

K 

SALAIRES RJ!ELS 

RE.ALWAGES 

929•100 T 
~ 

• 1·;··1 I 
I 

- ' 
"" ruw lEALAND I 

I , ................ 

.l Jiii'N 

/~· - \ 
r-xY 

~ ~ I'Olo\NO 

., .. 7 ----
~ 

••• >:: " ,..--.. 
., tli!ILT ·' 

110 

100 

120 

110 

100 

90 

90 

120 

110 

100 

90 

90 

It Weekly rates. II 1 Daily rates. III 1 Hourly rates. IV: Hourly earnings. V:Dally eamlngs. 



- 106 .;_ 

Index-Numbers of Real Wages in Various Countries.J. 
(Base :·1929 = 100.) 

1930 ,.,, I ,,,, -1933 
Country m I VI I IX lxn III I VI rx jxu III I vr -IX xu XII 

-
Australia ... 102 102 103 104 105 105 106 106 104 106 102 102 

102 103 105 105 109 107 109 111 109 108 111 108 
..... 

Czechoslovakia •. 111 
Denmark . 103 106 108 112 111 112 114 116 114 114 114 114 

102 101 102 97 101 108 103 98 102 .-.. ._ 

France . , . 105 105 102 
Germany • ·• 105 106 107 110 108 107 109 100 106 103 103 104 1o'6 
Italy ... ; •· 102 104 103 104 101 105 105 105 100 105 106 104 *101 
Japan . . . 111 114 116 123 122 124 124 123 120 122 117 111 *109 
New Zealand • 101 101 102 104 108 98 100 100 100 103 103 103 104 
Poland .•.. 110 109 108 107 110 108 112 112 113 109 112 115 *113 
United Kingdom 103 104 104 106 110 109 110 108 109 110 110 110 112 
United States : 

111 110 111 ·tog Industry .• 103 104 105 106 110 112 110 107 106 
Agriculture •. 96 95 92 83 83 83 77 70 70 65 64 59 61 

The fortunate position of those workers who remain in 
steady employment, while important from the point of view of 
maintaining standards of remuneration which may become general 
again when the depression passes, is overshadowed by the heavy 

. fall of earnings:- Thetehas been a widespread reduction of overtime 
and a considerable spreading of work by various methods of 
short-time or irregular employment in addition to a great increase 
in total unemployment. Unemployment demands special atten
tion in a separate section ; but examples may be given here of 
the losses occasioned to the wage-earners by diminished overtime 
earnings and the greater irregularity of employment. 

The report published by the ""International Labour Office 
as ·a preliiirinary to the Preparatory Conference on Hours of 
Wor_k and Unemployment held at Geneva in January 1933 su~
manses the statistical information available concerning both 
t~es~ pr~blems.2 Practical difficulties limit the possibilities of · 
eliminating overtime. A sudden emergency, while not adequate 
to warrant the engagement of fresh workers, may demand 
extra. hours from the existing staff. The average amount of 
overtime per worker employed on overtime has somewhat 
decreased ; but the number of workers so employed has been 
much more reduced, Thus, in Ciechoslovakia in 1929, over 

· ~7,000 ~mplo~ees. worked an average of 57 overtilne hours 
In the year, while In 1931 only 90,000 worked an average of 47 

'The inde~-numbers of nominal wage-rates useC!m the P. receding tab;e-~Qrre. cted 
by the offiCJal indices of tbe cost of llvin 

; International Labour Office, "Hours of ~ork and Unemployment';, Geneva, 1933· 
February 1933. - ' 
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overtime hours. In the Netherlands, the number of industries 
receiving overtime permits increased continuously from 1923 
to 1929, but fell considerably in 1930 and 1931. In Belgium in 
1929, over 49,000 workers had a total of over 4 million overtime 
hours, but in the twelve months ending September 30th, 1932,, 
these figures fell to less than 6,000 workers with 391,000 hours 
of overtime} 
·· · There was alsd a very considerable extension of short time 
and. irregu_lar work, reflected in .the statistics of _the partially 
or mterrruttently unemployed m many countnes.z Special 
enquiries . made by the International Labour Office at various 
dates in 1932 showed large percentages of workers affected by 
short time in almost every. country, and in some industries in all 
countries, for which statistics were available. Thus the American 

.Federation of Labour estimates that, in addition to an unem
ployment percentage of 32 in September 1932, a further 32 per 
cent of those employed were working short time. The short-time 
percentage was as high as 50 in some trades. In Italy in August 
1932, the percentage of workers employed for less than a full 
working week was almost 30 for all industries and was as high 
as 61.8 in hatmaking. In the United Kingdom in September 
1932, short time affected percentages of the workers employed 
ranging from 13 in carpet-making to 46 in the boot and shoe 
industry. In Germany during 1931, similar high percentages were 
recorded for many industries, and in June 1932 a sample enquiry 
revealed 33.7 per cent of the salaried workers employed as on. 
short time also,3 The position in France is clear from the following 
table: 

Hours of Work in French Factories and Mines.4 

Distribution of occupied workers (per thousand) according 
·· to the number of hours worked weekly 

Date More than 
~· Forty-eight forly and less Forty hours. Less than 

hours or more than forty- forty hours 
eight hours 

1930: June 969 24 5 2 
December 936 45 11 8 

l931: June 697 175 69 59 
December 545 217 91 147 

1932: June 489 178 105 228 
Decembe~ 615 188 84 113 

'InternatlonalLabour Otflce, " Hours of 'Work and Unemployment ''• pages 
34-37 and 187, Geneva, 1933. · 

• For the most.· recent estimates or Intermittent unemployment, see current 
issues of the League of Nations Monthly Bulletin of Slafislics. · d . 

77 186 '"Hours of Work and Unemployment", op. ~it., pages 26-32. an 1 -. · 
• Which are subject to factory inspection and occupy more than 100 pe~sons: 

Bulletin de la Slalislique generale de la France, January-ll'larch 1933. · 
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Historical data are not available to det~rrnine the. extent 
to which short-time practices have ~~wn lll o~her countries 
during the depression, but the stat1st1cs showmg t~e rapid 
growth of partial unemployment undoubte~ly reflect the I!!fl?ence 
of such an increase. The table bel~w giV_es such statistics as 
bearing upon, if not exactly measunng, this problem. 

Partial or Intermittent Unemployment Percentages in Various 
· Countries, 1929-1932. 1 

Country· 1929 ·I 1930 1931 1932 

Germany. 7.5 13.4" 20.0 22.6 
Belgium .••. 3.0 7.9 16.9 :W.7 
United Kingdom 2.2 4.3 4.6 4.5 
Switzerland . . 1.7 7.2 12.1 12.2 

In view of these statistics and of' the facts relating to un
employment discussed in the next section, it is not surprising 
to find that the aggregate earnings of the wage-earners have 
decreased very greatly in most of the countries for which statistics 
are available. 

In Germany, for example, between 1929 and 1932, pay-rolls 
dropped from RM. 44,500 ~ilion to RM. 25,700 million.2 In 
the United States in the same period the drop was even greater, 
amounting to 60 per cent. In Italy, the totals fell from 6,040 
million lire in 1929 to 4,100 million in 1932.. Real wages ob
viously fell rather less ; but it is estimated that, even .allo,ving 
for the fall in the cost of living, '' the purchasing power of the 
wage-earning population shrank by 48 per cent in the United 
States, by 20 per cent in Germany, and by 19 per cent in Italy 
~etween 1929 and 1932 ".8 In the .United Kingdom, the fall 
lll _mon~y-wages was. much less than the figures cited above. 
It Is estimated that m that country " the shrinkage in money
wages amounted to 7 per cent between 1929 and 1931 and pro
b~l~ to about 10 per cent between 1929 and 1932'' 3• The cost 
of livmg at the end of 1932 was about 13 per cent lower than the 
monthly average in 1929 •. so that the aggregate of real wages 
would appear to have increased in the United Kingdom. 

~League of Nations Monthly Bulletin of Statistics 
1

"· Wochenberieht des lnstituls· flir KonJ·unkturlorschung" March Slh, ua · · • 
• Report of the Director of the lnternational Labour Office, June 1933. 
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The R~lief of Unemployment. 

During the year 1932, '\Vit~ few and. partial exceptions, the 
volume of unell!-ployment contmued to .mcrease throughout the 
world.. . ::rhe. Director of the InternatiOnal Labour Office . in 
the spring ?f ,1932, e~timated th~ number of unemployed as 
20 to 25 millions. . H1s successor s estimate of the number a 
yea.r later, iJ?- e~rly 1933, was 30 millions. The general tendency 
to mcrease 1S Illustrated by the following table : , 

National Unemployment Statistics at the End of March 1929-1933.1 
(OOO's) 

Country 1 1929 1 t93o 1 t931 1 1932 1 1933 

Australia • • • 
Austria. 
Belgium• . 
Canada, .... 
Czechoslovakia 
Danzig. , 
Denmark. 
Estonia 
Finland 
France, 
Germany. 
}Iungary .... 
Irish Free State 4 

Italy • 
Japan , , 
Latvia , 
Netherlands • . 
New Zealand 
Norway 
Poland. , 
Roumania •. 
Saar. 
Sweden. 
Switzerland • • 
United Kingdom • . 
United· States • . . 
Yugoslavia 

39 
225 
28 
12 
50 
18 
66 

4 
3 
9 

2,484 
14 
19 

309 

9 

3· 
24 

177 
10 

9 
44 

9 
1,204 

12 

63 
239 

42 
23 
88 
20 
49 

4 
10 
14 

3,041 
43 
23 

413 
352 

6 

3 
23 

289 
13 

9 
42 
21 

1,694 
2,964 

10 

114 
304 
207 
32 

340 
27 
70 

3 
11 
72 

4,744 
55 
25 

735 
397 

9 

38 
29 

373 
48 
18 
73 
61 

2,666 
6,403 

12 

120 
417 
350 

77 
634 
36 

145 
8 

18 
347 

6,034 
71 
31 

1,085 
474 

23 
253 

45 
38 

360 
55 
45 
99 

103 
2,660 

10,477 
23 

109 
456 
383 
80 

878 
38 

166 
15 
19 

356 
5,599 

69 
83 

1,111 

13 
342 
51 
42 

280 

42 
121 
113 

2,821 
13,359 

23 

These statistics, compiled by different methods, represent 
somewhat different facts in the various countries and are compa~'-" 

· able only as showing the trend in each country and not inter~ 

1 League of Nations Monthly Bulletin of Slalislics. 
• Partial and intermittent unemployment included .. 
• Figures for United Slates, 1930-1932; American 

see We/lwirlschaflliches Archiv., April 1933. 
~New series from June 1932. 

Federation ot. Labour1. 
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nationally. ·The general trend of. in?rease is suf_Ilciently obviou 
to need .little comment. In only ... countries - AustraJi s 
€aumla, Germany, Hungary, Lat~a, Poland, Saar and Yu ~· 
slavia _was there some decre:'lse m the number of. unemplo# d 
in March 1933 as compared With March 1932. e 

In passing, attention ma:y b.e drav:n to one significant effect 
of unemployment, th~ repatnation of 1m ported l~ho~rers, which 
while of very great Importance !or ~he countnes Irnmediatel ' 
concerne~, is. apt- to escape. no~ce m general surveys of th~ 
situation .. This phen?menon 1s of Importance~ not _only m Europe, 
but also m such reg10ns as- Malaya, where unnugrants provide 
a great deal of the transient labour used on plantations. The 
extent to which. repatriatio~ has pro~eed~d may b~ illustrated 
by the following table showmg the migration of foreign workers 
into and out of France. · . . 

Migration of Foreign Workers inlQ and out of France.l 

1929 1930 1931 1932 .. 

Number entered 1179,329 I 187,407 102,267 53,208 
Number left . 38,870 54,975 92,916 108,513 . 
. The major causes of this vast breakdown of organised employ

ment are obviously those which have contributed to the economic 
and financial depression .in general. In addition to the well
recognised _monetary, financial and trading factors which have 
been repeatedly set forth.in expert analyses of the circumstances, 
there are far-reaching structural changes proceeding in industry 
and trade, a These structural changes are geographical, afiect~ng 
the localisation of important industries ; technical, invo~~ng 
the- transformation of productive methods ; and social, ansmg 
~o~ changi~g habits of consumption. It is· clear that the w9rld 
IS 1n the nndst of a period of rapid industrial change which, 
in addition t? more temporary causes of monetary, financial 
and commeJ.:clal paralysis, is gravely affecting the welfare c;>f 
la~ge mas87~ of workers. The more temporary causes, with their 
nnxed ~olitlcal, economic and financial background, are more 
appropnately discussed in· later qhapters of this Surueg, and 

"i Bulletin de ·1a Slaliatique g~n~rale · 

193; ~1·,.'~ Re~DAnrt Df the Gold DelegatloJt of the Financial Committee", Genev~, 
• raft notated Agenda for the Monetary and Economic Conference ,; · · 

.GGeneva, .January 1933; also "World Production and Prices 1925-1932 ' 
eneva, August 1933. · ' 
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some of the outstanding structural changes were dealt with in 
the preceding v?lum~. 1. 

Nearly all d1scusswns of Unemployment in recent months 
however, have directed attention to various aspects of the e!Tects 
of technical pr9gress ~tpon the dem~n~ for labour, particularly 
~n the .heavy .Industnes. The statistlCS of unemployment by 
mdustnes reveal the pressure that has been exerted by the 
depression upon the export industries of every country and 
particular~y upon th_os~ in wh~ch technical progress i~ proceeding 
most rapidly .. lt IS Impossible· to separate the mfluence of 
commercial restrictions and similar factors from the effects of 
technical and geographical changes in industrial structure, and 
it so happens that, in many important cases, both sets or in
fluences are concentrated upon much the same industries. The 
summary table on the next page is reproduced from national 
statistics, which are not compiled upon strictly comparable 
bases; but there is sufficient evidence therein of a concentration 
of unemployment,. except in the building trades, upon export 
rather than domestic, and upon the production rather than the 
consumption,· industries. 

The particular circumstances of certain industries need to be 
considered in each country and, in particular, some industries 
which in one country are largely dependent upon the export 
market, in other countries are almost wholly domestic. 

The recent preoccupation with " the hard core of unemploy
ment " caused by far-reaching structural changes of industry 
and commerce as distinct from the cyclical aggravation resulting 
from the crisis, while new to. the present generation, has definite 
historical parallels in other periods of accelerated economic 
change, such as those which followed the rapid introduction of 
machinery after the Napoleonic wars and the advance of :the 
chemical industries .in the seventies. Such parallels, while 
throwing light upon the problem, do not alleviate its hardships 
to the workers. In the circumstances of free mobility and compe
tition assumed by classical economic theory, it is easy to de
monstrate that more efficient production in itself cre~tes fresh 
demands for labour and so absorbs the unemployment 1t creates. 
The fresh demands for labour created by the manufacture of 
synthetic nitrates in Europe is, however, of little immediate 
help to the labourers thrown out of employment in Chile, ~nd, 
when the pace of industrial change is as rapid and sustamed 
as it has been in recent years, there arise real and intractable 
. problems of persistent unemployment that are hard to solve 

. 1 ''World Economic Survey 1931·3. 2 ", Cllapler I ... See also report oi the 
Director of the International Labour Office, June 1933. · 
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even within national boun?a~ies and stil!.~arder internationall 
.. Labour ", in Adam Smtth s phras~, Is of all commoditi~~ 
the most difficult to be transported • 

Statistics of Unemployment by G.roups of Industry. x 
(Percentacre of Unemployed Workers at the End of March 

., in Successive Years.) 

Year l Build-
En gin-

1\Iinlng ~Textiles Print-~ F-Country eering, ing etc. ing OOd 

Australia 1930 17.5 16.7 8.7 3.8 9.3 1931 30.4 27.7 32.4 12.6 17,4 1932 37.9 31.1 33.5 15.4 17.1 1933 3 .... .... ....... . .. .-... Belgium •. . ·- 1930 2.6 1.2 0,1 1.7 1.1 0.8 1931 25.1 10.6 0.5 7.7 4.0 4.1 1932 30.7 18.6 4.0 20.5 11.2 7.6 1933 27.9 21.6 3 4.5 17.6 12.8 9.7 Canada . 1930 30.5 16.3 11 •. 8 2.2 13.7 
1931 45.7 16.1 .12.4 4.4 6.8 
1932 62.3 9.9 .15.8 12.1 . .1933 7.1.0 70.1 17 .. 5 .19.8 15.9 

.14:.1 Germany•. •- . .1930 53.1 15.9 4.5 12.9 13.3 
1931 73.9 29.3 13.4 21..6 22.2 24.1 1932 88.7 43.6 18.8 30.7 35.0 31.9 

Netherlands . 
1933 87.5 50.0 3 19.1 31.1 37.3 27.9 
1930 13.7 6.2 0.4 9.2 2.8 5.3 
1931 29.9 23.7 0.4 21.7 4.5 12.6 
1932 41.6 40.6 36.6 27 .. 3 10.9 17.5 
1933 ... ' ... 0' ... ~ Sweden . 1930 27.7 7.6 13.9 3.7 4.9 10.4 
1931 40.8 .17.0 21.5 3.8 5.0 11. 7. 
1932 47.6 26.0 39.6 5.1 8.9 14.8 
1933 55.3 27~3 37.4 9.7 11.5 17.9 United Kingdom . 1930 16.0 13.7 14.3 25.5 6.0 10.3 
1931 22.5 26.6 27.4 36.5 10.1 13.2 
1932 29.0 27.2 26.9 23.4 11.2 12.5 
1933 27.2• 28.6 31.2 26.0 11.1 13.4 

There. arises the dilemma, ther~fore, apart altogeth~r from 
the. solution of the present _financial cris1s, of mitigatmg !he 
social effects of_,structural industrial change without pla~1Dg 
undue opstacle~ In the way of the more efficient and economical 
production wh1ch such change may be expected to bring. As 

1 
League of Nations Statistical year-Book 1 WhoUy unemployed only. • 

• Metals. -
• Carpenters. 
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was pointed out i!l the last _Survey, i. i~dus~rial progress wins 
its way even. during d~press10ns, and, if htgher standards of 
living are to be won by mcreased technical efficiency industrial 
specialisation and rationalisation must be allowed to' re-arrange 
both the localisa_tion and the technical processes of manufacture. 
M~re!y obstructive measu~es of protection designed to . protect 
eXIstmg arrangements of mdustry are both costly and in the 
long run l?roba_bly futile. The more . difficul~, ~ut ultimately 
more efTect!Ve, Ime of attack upon the problem hes 1n constructive 
me~h.ods of P\omoting industrial mobility, fundamentally by 
revtsmg educational methods so as to produce a more generalised, 
adaptabl.e type. of skill to meet the new conditions of labour. 

In the meantime, however, there are heavy costs to be met. 
Public opinion no longer tolerates the harsh injustices which 

· such periods of change in the past worked upon the unfortunate 
labourers whose skill suddenly became unmarketable. In every 
country, even in the strongholds of individualism, the necessity 
of relief and the advisability of such preventive measures as 
unemployment insurance, special training and assistance in 
gaining re-employment are recognised. The cost of such measures 
in recent years has become very great. 

Schemes of unemployment insurance have proved inadequate 
to carry the whole burden, and in many cases their actuarial 
bases have been shaken if not destroyed. The number of workers 
covered by compulsory insurance schemes has been estimated 
by· the International Labour· Office as over 38 millions, with 
a further three and a half millions covered by voluntary schemes. a 
The variety of these schemes in the seventeen countries in which 

· they are in force is too great to be summarised briefly ; but, 
in general, the funds are derived from contributory systems in 
which the State subsidises the contributions of workers and 
employers.. The increased payments caused by the depression, 
together with shrunken receipts, have necessitated an increase 
in State subsidies or advances in most compulsory insurance 
schemes. Some budgetary relief has been gained in certain 
countries by cutting down the rates of benefit and tightening 
the administrative regulations ; but such relief .has not been 
effective in m~king the schemes self-supporting and a great 
part of the economy gained is balanced by increased relief expen..,. 
diture. . . , 
- Despite the strain thrown on the funds and the heavy burden 
of supplementary relief, the principle, not only of unemployment, 
but of other forms of social insurance is stoutly defended and 

'Page!> 105-108, .. · 
' International Labour Office, i• Unemployment lnsurancc and Various Forms 

of Relief for the Unemployed ", Geneva, 1933. 

8 
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seems to have won ground- for example, in the United St t 
" The State of Wisconsin has aii:eady adopted legislationa fos~ 
this purpose and it seems certam that more. comprehen . 
Ie 'slation win be initiated in the ne~r future ... 1 stve 
. gi In addition to the payments from msurance funds, however 
the costs of relieving unemployme!lt have mounted very rapidl • 
" In the United ~i~gdom, ~xpend1ture out of the unemployrneKt 
fund was £51 million dunng the year 1924-25, . of which 28 3 
per cent was cont~U:ted by t~e State. In 1931-32, the tot~I 
had risen to. £120 million, of which 72 I?er cent was contributed 
by the State, these sums b~~ng in additiOn to the heavy burden 
.carried by the local authonties. I,n ();ermany, RM. 1~071 mHlion 
were spent on unemployment rehe~ m 1928 (exclustve of local 

. relief), of which only a small proportion was borne by the Federal 
and State Governments. a In 1931, the figure had risen to 2,338 
millions, of which 38 per cent was borne by the Federal and 
State Governments. In France, 652.5 riilllion French francs were 
distributed by the public unemployment funds in . the period 
April 1st, 1931, to August 1st, 1932, of which 400 million francs 
were met by the State, the remainder being borne by local autho
rities. In the Netherlands, unemployment expenditure, which 
was 5.2 million florins in 1924, had risen to 24.9 million florins 
in 1931, of which 32 per cent was borne by the Government. 3 In 
Switzerland, 1.6 million francs were spent in 1924, and 37.9 
millions in 1931, of which 84 per cent was borne by the public 
authorities, including the communes. With regard to the United 
States, no accurate figures are available, but some idea of the 
amount expended on relief is indicated by an estimate made 
by the Children's Sureau of the United States Department of 
Labour, ' from which it appears that over 50 million dollars 
were spent during the single month of September 1932 in the 
areas for which statistics are available. This is not, however, 
by any means a complete survey. " 5 • · 

As a further illustration of the immense scale upon which 
relief expenditure has been necessary in the United States, 
r~erence may be made to the 'distribution of commodity stocks. 

' Report of the Director of the International Labour Office, . June 1933. 
Cf. ~~ C. M. Boo_KMAN," The Social Consequences and Treatment of UnemPI?Y
ment. • Presidential Address to the National Con1erenre of Social Work,. Phila
dcl~hiAab, U.S

2
.A., published by the University of Chicago Press, 1932. 

out 0 per cent. 
: In addition to the 32 per cent chargeable to the communes. 
1 Monthly Relief B~Uelin, Vol .. II, No. 3, November 1932. 

Report of the Director ot the International Labour Office June 1933. 
H The Chalnnan of the ColllliUttee on Banking and Currency of the United States 

ouse of Representatives has stated that the total relief expenditure during 1932 
by Federal State ~d local agencies reached U,OOO million. ("Unemployment 

RJnsurance and Vanous Forms of Relief i1>r the Unemployed" Supp!ementaJ"Y 
eport, page 14.) · ' 
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During 1932, a total of 829,000 hales ( 414% million pounds) 
of cotton and 85,000,000 ~:ms~1els. of wheat were released from 
Gov~rm:~ent stocks !or distnbutlon by the Red Cross, The 
distnbution was camed. through on a barter basis millers and 
manufact1;1rer~ handling the processing at cost ;nd receiving 
payment m 1<.!-nd. 1 . 

To ~uch _direct relief payment~ must be added the increasing 
sums spent m a !lumber of countnes upon public works designed 
primarily t~ relieve unemployment and the many varieties of 
labour serviCe, Ian~ settlement and small allotment schemes 
that have been earned out. In New Zealand, the Government 
has furnished aid to gold prospectors ; in the United States one 
of the first acts of the Roosevelt administration was the initi~tion 
of large~s~ale afforestation projects ; in Germany, besides the 
tax-remiSSion scheme launched by the von Papen Government 
more than 500,000 persons have benefited from smaU.,holding 
and allotment schemes. 

R is difficult to judge the effectiveness of such reljef. Not 
only is the increasing cost a heavy drain upon the budgets of 
national and local Governments (and also upon private charity), 
eating up resources that might under happier circumstances be 
available for the extension of more efficient production, but it 
seems clear that even such vast expenditures are not really 
adequate to relieve the distress occasioned by lack of work. 
In the presidential address to the National Conference of Social 
Work, previously quoted, it was estimated that the total amount 
of relief expenditure in the United States in 1931 was about 
450 million dollars but, Mr. Bookman added, 

· " 1Iuge as this sum of 450 millions may seem when 
viewed by itself, or as compared with relief during prosperous 
periods, it is only about 2 per cent of the 22,000 millions esti
mated loss to all wage and salaried earners in 1931 and 
less than 5 per cent of the loss suffered by wage-earners alone 
engaged in the leading industrial occupations. '' z 

While it may be conceded that the disorganisation of industry 
and agriculture h~s been greater, a~d the facilities f.or relief 
have been less adequate, in the Umted Stat~s than m m9:ny 
other countries, there is an alarming volume of eVIdence concern~ng 
the growing social costs of the depr(lssion, A survey o~ mortality 
and morbidity statistics made by ~he Health Se_ct10n of the 
League of Nations s app~ared to mdicate that. while there was 

'" Mns~ Reli~f in the U.S.A. "• I.ondon Times, April 17th, 1933. 
'" Natlonal Conference on Social Work", op. cit., page 7. ·t A 1l(l). !932) 
'"The Economic Depression !lDd. Pnblie Health " (documen • • • 
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no noticeable increase of mortality rates to the end of 1931 there were not wanting indications even then that the gen i 
lowering of living standar~s, and underfeeding in particu1ra 
were beginning "to constitute a danger to public health~~· 
That such indications had not appeared sooner and in mo • 
startling form is a striking ~~ute to the greater efficacy of reli:~ 
measures in the. present cns1s. . 

During 1932, the situation has become noticeably worse 
Reports of medical health officers a~d s_chool authorities, con: 
ferences of social workers, the p~lications of relief agencies 
and official investigations of conditions among the unemployed 
bear witness to increasing sickn_ess, stunted growth, and nervous 
strain, particulady amon~ children and adolescents. 1 It is 
evident that the prolongation of unemployment and the general 
lowering of living standards have reached the point in some 
countries where they are not only sapping the vocational and 
moral efficiency, but are seriously undermining the physical 
.stamina of millions of children and young people. The renewed 
efforts of public and private agencies to· foster substitute occu
pations and healthy recreation, as well as to provide at least 
a minimum standard of food and clothing,. admirable and 
deserving of all praise as they are,. remain a poor substitute 
for the healthy exercise of individual initiative and responsibility 
in notmal occupations. · ·· 

THE Mo\'EMENT TOWARDS A REoucTro:toJ OF HouRs OF WoRK. 

The prevalence and persistence of unemployment has naturally 
dire~tt;d attention t.o a _great varie~y of proposals, b~t~ o~ a 
palliative and of a remedial nature, mmed, not only at m1t1gatmg 
distress among the unemployed, but at finding a solution of 
unemployment. . Until recent months the majority of such 
proposals . were concentrated upon efforts in various ways to 
increase the demand for labour. Thus, most of the expert 
proposal.s put forward in preparation for the Monetary 3;nd 
Econormc Conference have been designed to effect a restorat~on 
of trade and of monetary stability in order to revive productl<~n 
and exchange. In the same way, the schemes put forward m 
many quartersforpublic works expenditure, accompanied usually 
by plans for credit expansion, and the palliativ.e schemes s?ch 
as land allotments briefly. referred to in the preceding section, 

· 
1 ~!·• e:g., "National Conference of Social Work'', op. cit., pages 126-135, SO~: 

314_. Chil~n. Young People and Unt>mployment ". Save the Children Inte . 
national Umon, ~neva, 1933; Part 1 _Germany, U.S.A., Belgium, Switzerland' 
Part II - Austna, Great Britain, Poland, etc:. · · . 



have started from the idea of increasing the demand for labour. 
It h~s already been argued, however, a.n.d .it is now generally 
adiDltted, that, e':~n when ~he present cns1s 1s surmounted, there 
will in all probability rel?am " a hard core of unemployment '', 
if only because of the displacement of labour by reason of the 
rapid. imJ?r?vement of _i~dustrial technique. In these circum~ 
stances, 1t 1s not surpnsmg to find that a strong movement has 
developed in the direction of controlling the supply of labour, 
while at the same time stimulating demand for it . 

. This movement takes many forms, such as the elimination 
of married women from certain forms of employment, the 
objections raised to double employment, measures to raise the 
school-leaving age~ and lowering the age of retirement, that 
amount in the aggregate to a considerable restriction of the 
labour supply, but are impossible to measure statistically. For 
the most part they are the result of private initiative or social 
pressure exercised in specific industries or localities. 

"The movement towards a reduction of working hours, which 
is the most important manifestation of the attack on unemploy
ment from the side of labour supply, has developed ~onsiderable 
strength in recent months both by actual application in specific 
·cases and by public discussion of the possibilities of international 
action. Historically, it is a continuation of the tendency towards 
a limitation of working hours which has been a. characteristic 
accompaniment of the introduction of machine methods in 
industry. Ever since the first factory Acts were passed in England 
·regulating the employment of children and young persons, there 
has been a continuous extension of the principle. Not only the 
age at which employment is permissible, but the number of 
working hours in the day, the times during which work is permitted, 
rest-periods and holidays, have been prescribed for adults as 
well as children, as much by public opinion and, in recent years, 
by business initiative, as by actual legislation. The persistent 
tendency has been to restrict the supply of labour by regulations 
and practices which limit the duration of efl;ort on the part ~f 
the individual. Forced into operation at first by the humam
tarian pressure of public opinion, often upon reluctant employers, 
such regulations have, on the whole, been later justified upqn 
purely economic grounds. Increased efficiency of labour, 
improved management rendered necessary by the restrictions 
placed upon labour supply, together with an increased u~e of 
capital equipment and a stimulation of labour-saving inventions, 
have accompanied, if they have not been wholly caus~d. by, the 
limitation of working hours and rising standards. of hvmg .. 

The more recent acceleration. of the industnal revolutwn, 
and particularly tbe rapid development of mass-production 
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methods by the utilisation of aut?matic machines, together 
with the improved management wl~Ic):l. ~as come to be known 
as rationalisation, have brought poss!b1htles of furtl~er reduction 
in the working day an~ the w?r~_ng. we.ek. It ~s significan~ 

· that in the post-war penod, the m1tlat1ve m reduction has com 
not ~0 much from the workers, or from :public opinion as froX::. 
those employers who have gon~ furthest m introducin~· the new 
machine methods of production. The shorter. workmg week 
accompanied usually by higher wage-rates, has been introduced 
by such employers in advance of legislation. The standard 
of legislation . even in the more advanced countries, in this 
respect, remains the eight-hour .day. This. was an aspiration 
of the Chartist movement, put mto force m 1848 by one of 
the New Zealand group settlements, and later established as 
a general practice in the Australian. coloni~s and in New 
Zealand. It has for at least a generation been the recognised 
standard of advanced industrial countries and, since the first 
International Labour Conference in 1919 drafted. the Eight 
Hours Convention, has been the goal of international regulation 
also. 

In the post-war period, however, while the efforts of labour 
leaders and social reformers were largely directed to securing 
an extension and consolidation of the eight-hour day, and the 
forty-four- or forty-eight-hour week, certain highly mechanised 
industries, or even single establishments, introduced an even 
shorter working week. The motives which led to this action, 
and the circumstances which made it possible, were economic 
rather than humanitarian. Up till the present time such a 
reduction has been attempted only in a few specific industries, 
notably the production of motor-cars, in which mass-production 
methods were particularly suitable and which also enjoyed 
unusually rapid growth · and expanding prosperity in the 
exploitation of hitherto unsatisfied demands. 

Both the reduced hours and the higher wages characteristic 
Qf such industries have been justified as providing the leisure 
and the purchasing power necessary to sustain demand among 
the workers for the products of the. new industries; but, in fact, 
the primary reason which made-possible shorter hours, higher 
~ages and g:eater purchasing power was the enormou~ly 
~creased efficiency of production by the new methods. While 

· ~n the past, when the labourer's skill was relatively a more 
Important fac~or_in production, shorter working hours undoub
tedly re~ulted m Improved efficiency and greater production, the 
predommance of the machine in modern industry has thrown 
initiative in this respect rather upon the management than upon 
the workers and reduced hours have been the result rather t~an 
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the cause of greater efficiency and ~ncreased production. There 
is every reason to expect that contmued, and accelerated tech
nical progress Will e:l(.tend the possibilities of such reform's over 
a wider and wider area of production, but the fact must not be 
overlo_oke~ tha~ technical progress depends, not only upon 
scien~1.fi~ mventi?ns, b';lt also upon !he commercial possibilities 
of utihsi~g such mven~wns and partiCula:ly upo_n the supply of 
real capttal ~ade ava~l~ble py co~mumty sa~mgs. A period 
of rapid cre?it e~pansi~n, Ifl. wh~ch capital mvestll!-ent runs 
ahead of savmgs, IS particttlarly stlmulatmg to those mdustries 
.which are most likely to utilise new scientific methods and there
fore to embark upon the more advanced labour standards. But 
the nemesis of such a period is an unbalancing of production 
which inevitably results in a financial crisis, as a result of which 
the labourers as a class lose infinitely more in unemployment 
than the fortunate workers in the expanded industries had gained 
in improved standards. 

While it is not possible upon any but experimental grounds 
to determine at any moment what is. the precise degree to which 
increased productive efficiency warrants the raising of living 
standards and the shortening of working hours, it is important 
to distinguish between such improvements as are definitely 
warranted by such increased efficiency and proposals for raising 
standards as a means of overcoming financial crisis and economic 
depression. There is general agreement concerning the wisdom 
and necessity of allowing increased productive efficiency to be 
reflected in ·rising standards, but there is a sharp conflict of 
opip.ion concerning the possibility of taking action in circum .. 
stances such as the present. 

There is an impressive number of instances in which, especially 
during 1932, and mainly as a result of the initiative of certain 
groups of employers, working hours have been reduced, generally 
as a means of spreading available employment. In the majority 
of cases, such reductions have been accompanied by propor
tionate decreases in weekly earnings ; but in some instances the 
same wages are being paid for. the shorter working tim~. 1 

Whether such reductions of hours as have been accompamed 
by the maintenance of earnings will prove tenable must be left 
to the .future. It is possible that, in some cases, they r~present· 
a belated recognition of the advances made possible . by 
improved· efficiency. . . . 

The logical culmination of su~h a mov~ment, Wit~ 1ts ID.lXed 
background of improved techmcal efficiency, persistent a?d 

' Ct. the survey made by the Internati.onal Labour Office, " Hours ot _Work 
~ud Unemployment", Chapter IV. · 
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costly unemployment, and economic a~d financi~l theories advo
cating the maintenance of con~umers p~rch~smg P?Wer, is to 
be found in the effort to est~hsh by legislative action a lll.o 
or less uniform sho~er . wor~ng week. :rhe -mos~ importa~~ 
national efforts in this direct10.n wer~ the mtroduct:on into the 

· United States Congress of a B1ll destg_ned to~ est~blish a thirty
hour week in industry and the ~efimte action 1n this respect 
taken by the Gerinan Government m June J 931. 1 The American 
measure was. based upon a recomm.endatlon .of the President's 

· Committee upon Unemployment, which ~ave nse to a widespread 
· " share the work " movement fostered, tnier alia, by the Federal 
Reserve Bank syste~. The. German measure, .referred to above, 
was also quite defi~tely designed to sha_re avadable_employment 
and was accompamed by wage :reductwns, The International 
movement naturally took place under the auspices of the Inter
national Labour Organisation, whose publications contain the 
most. adequa~ summaries so far pu~lished of the extent to 
which reduction of hours bas been carried up to the present, and 
of the arguments for and against its consolidation. and extension 
by means of international agreement. 2 

A survey of the literature of this subject reveals the necessity 
of separating the. three main elements of the movement towards 
shorter hours. Concerning the firstj the necessity of allowing 

- mcreased technical efficien~y to be registered in improved working 
conditions, there is general agreement. While it is possible to 
exaggerate . the degree to which technical progress has been 
.made in industry as a whole, rather than in particular industries 
under the stimulus of boom conditions, it is a commonplace that 
the pace of-progress has been accelerated in recent years. Most 

· students of the subject would agree that, apart from the unem
ployment caused by the present breakdown of industry and trade, 
there is a more persistent problem of unemployment largely 
caused by structural changes in industry and by the rapidity 
with which labour-saving devices have been introduced. Geo
graphical shifts in the localisation of industry cannot be combated 
by shorter hours ; ·but unemployment caused by impx:oved 
effici~nr:y of production is generally agreed to warrant a reduction, 
and It IS certain that, when the. immediate crisis is past, the 
movement towards shorter hours will be accelerated .. 
. The use of a shorter working day or week as a means of spread~ 
mg employment at the present time also commands a con-

1 cr. the survey made by the International Labour Office " Hours of Work 
, &J!d

1 
Unemployment ", pages 72.-76. ' 

om Cf. especially the memorandum pullllshed by the· International Labour 
~ und~r tbe title " Hours of Work and Unemplovment ", Geneva 19~3 ; 

the discnssJons of the Preparatory Conference in January i933 and the convement 
summary anall'Sill. of these discussions by M.. Fernand MAveTTE in the Irrterna~ 
tlonal ~bour lleolew, March 1933. · · 
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sidera~le measure of agre.ement, and most of the instances of 
red~ctwn recorded se~rp. m fact, to be pr?mpted largely by this 
motr-.:e .. The d~m?rahsmg effect of contmued unemployment. 
especially when It IS concentrated upon the less fortunate workers 
while th,ose in ful~ employment enjoy ~igher standards of real 
wages, 1~ too .o~vw~s to need .el.aborabon. The. crucial point 
upon wh~ch opmwn IS ~harply divided, however, is whether such 
a spre~dm~ of th~ avmlable work should be accompanied by a 
reductiOn m earnmgs. 

This division of opinion, dearly illustrated in the discussions 
at. the Preparatory Conference organised by the International 
Lab~ur Office iJ.?- Janu~ry 1933, .depe~ds fundamentally upon, 
and IS best.consldered 1n C?nnecbon With, the conflicting views 
held regardmg the r~storation of consumers' purchasing power 
as a means ?f. escap~ng !ron; the pre~e~t. economic depression. 
Before descnbmg tlus conflict of opmwn, however, reference 
should be made to certain practical difficulties involved in estab- . 
lishing general principles for the reduction of working hours. 
Such dift!.cultie.s i.n apply~ng a general rule are not new, except 
perhaps m the1r mternatwnal scope. Every proposal for legis
lation to raise labour standards has encountered such problems as 
those presented by the smaller, less efficiently organised industries 
- the necessity of adapting management to the new conditions, 
·and the disturbance of equilibrium between labour costs, capital 
costs and selling prices. Such prolJlems, however, if the desira
bility of the reform be granted, have never proved, and are 
not likely :now to prove, insoluble. Even when to industri~l 
differentiation there is added the more difficult problem of inter-

.. national competition . between countries at different stages of 
eco·nomic. development, there are clear possibilities of adminis~ 
trative-adjustment- such, for example, as the suggestion made 
by the Danish anQ. Swiss Governments• representatives at the 
Preparatory Conference for regulation by groups' of industries. 

· The real crux ·of the problem, to which . the Preparatory 
Conference discussions led from. every angle, is the division of 
opinion concerning the wisdom. of pressing ahead with such a. 
reform in the midst of a depression, It is clear tl1at any arrange-

-ment, even of a temporary character designed to spread work, 
islikelyto become permanent, especially if it. is no~ ~ccomp~n~ed 
by wage reductions: Whether such a definite rmsmg of hvmg 
standards, involving the probability of some incr.ease. in 'labour 
posts of production, is opportune at the present.tlme IS tl~e real 
Issue of. the debate. There is, l1owever, more mvolved m ~he 
9iscuss~on than variant opinions concerni~g the extent .to wh1ch 
Industnal progress bas, in fact, made possible and even necess~ry 
a '$hortening of hours. The reduction of hours accompamed 

. "by the maintenance of wages is, in addition, advocated as an 
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immediate practical way of escape !rom the. crisis on the 
ground. that it will extend consumers purchasmg power and 
thereby increase demand. .· . . . . 

At this point there arises in another form the fundamental 
divergence of views conc~g the nature ~f the economic 
and unancial breakdown which has been discussed already 
from many ·other angles. . Those who advo~ate measures to 
increase COI'!sumers' pu~chasmg power base th~Ir proposals upon 

· the theory that the crisi.s arose ~ecause of a failure o.f purchasing 
power' to keep p~ce With the mcrease of produc.tlv~ capacity 
during the precedmg boom. The opponents of th1s VIew, while 
not denying that such a development may occur in the final 
stages of an invest!fient boom~ and be fo!lowed ~y a. collapse of 
purchasing power m the ensmng. depres~10n~ mamtau!- t~at the 
fundamental error of the expanSion penod was a misdnection 
of capital ~so~rces and over-i_nvestment r~latiye t(} savings. In 
the latter VIew, 1t becomes a pnmary necesSity,m the depression, 
to liquidate past capital losses and so adjust the costs of production 
as to make possible again the accumulation of real capital resources 
out of the reStored profits of industry, Measures which would 
have the effect of increasing labour costs are, in this view, 
calculated to retard rather than hasten recovery from the 
depression. 

The theoretical problem of the effects likely to be produced 
in more normal circumstances by a reduction of hours and 
rising. wage-levels can be stated only in tentative, hypothetical 
terms. Such a ·change in the supply, and therefore in the price, 
of labour disturbs the balance between labour and capital costs 
and between costs in general and demand prices. Where the 
new equilibrium will finally settle depends upon a number of 
independently variable factors, such as the changes induced 
in labour and management . efficiency, in the ~upply of capital, 
and the rate ol interest, as well as in the reactions of consumers' 
demand. 

The practical question, therefore, comes hack to the wisdom 
or unwisdom of launching an advance in labour standards, 
~nvolvin~ at least temporarily and in certain industries . an 
mcrease m labour costs. At the moment of writing, in the sprmg 
of 1933, the controversy is unresolved and action is suspended. 
Meantime, events march rapidly in other directions and monetary 
flu.ct?ation.s inyolving fresh and disconcerting disturbances. of 
eXIstmg pnce disequilibria in almost every direction are changmg 
the whole setting of the problem. · . 



Chapter V. 

THE PROFITS OF ENTERPRISE. 

THE CAPITAL MARKET. 

The preceding chapters devoted to production and prices 
.have clearly shown a very great shrinkage of national incomes 
since the depression began. Other chapters demonstrate the 
difficulty of maintaining wages and governmental expenditure 
at their pre-depression levels. In.the present chapter, attention 
is directed to what is often described as the " residual " share 
in the national income, the profits of business and fmancial 
enterprise. It will be shown that business earnings have declined 
very heavily, so that actual profits have in many important 
instances been turned into substantial losses, especially during 
1932. At the same time, it is clear that, during the early stages 
of -the depression, a general attempt was made to maintain 
dividends, even though earnings had seriously declined. The 
maintenance of wage-rates, dividend payments, debt service and 
governmental expenditures in face of shrunken national incomes, 
however; was rendered possible only by drawing upon or failing 
to replenish capital reserves,1 As the depression persisted it 

1 E.g.,. in Germany, the annual investments in fixed capital and stocks have 
been estimated as follows in :B,M, (OOO,OOO,OOO's). . . 

Year Fixed capital (Anlagen) Stocks (Lager) 
Net fnvestment Net investment 

1924 2.7 5.5 
1925 4.5 2.7 
1926 5.2 - 2.4 
1927 . 7.2 4.1 
1928.. 7.3 2.7 
1929 . 6.1 - 1.0 
1930 . 4.0• - 3.9. 
1931 . • . . - 5.0 * 
1932 . . • • • • -3.0. 

Vierleljal.rshefle zur Kon}unklur{orschung, VII, 4. Teil, A. (Sonderhcfl zur 
Konjunkturforschung 32). Konjwtklur-Stalisllsches Handbuch, 1933. 

• Provisional. 
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became clear th!lt there was proceeding a . distributiv:e struggle 
of profound sigruficance, and that. ~po_n the 1~sue of this struagl 
depended the pos~ility of replemslnJ?-g capital resour~es. Th: 
pages which follow are devoted to vanous aspects of this double 
problem. . f. h . al k 
.· The growth and ramificat~o.n o t e cap1t mar ~ts ~n highly 
developed financial commumt1es has been very rap1d 1n recent 
years. The processes by which capital is heaped up through the 
collection of small and large amou~ts from different _sources. and 
redistributed into the many and diverse chan~els of mvestments 
are complex and intricate. The small capitalist who, by severe 
economy; accumulates a balance in his savings-bank account 
the building society member who .pays s.mall regular ~ont:ibutions: 
the policyholder who make~ ~Is. saVIngs b~ paYing Insurance 
premiums, all play· a part, mdiVIdually negligible perhaps, but 
of great aggregate significance in the supply of capital. Their 
savings are reinforced by the reserves set aside by great corporate 
enterprises, and the w~ole fund of ~api~al . contributed . from 
these and many other div:erse sources IS distnbuted to a multi
plicity of b.orrowers ranging from Governments to small private 
enterprises and individuals by the operations of many different 
types of financial institutions. . 

The liquid medium through which.· this continu()us but 
complicated process of accumulation and redistribution takes 
place is credit. The lender, whether he is a child depositing 
pennies in a savings bank· or the director of a large enterprise 
determining the proportion of net earnings which will be placed 
to reserve, takes a decision which, directly or indirectly, gives 
over to another.person the purchasing power which might be 
used by him for innnediate consumption, The command over 
real resources - goods and services - · is transferred from 
lenders to borrowers. 
. The whole process, however, is complicated by the fact that 
1t becomes merged with, and in practice indistinguishable from, 
the process by which· all payments are made. The modern 
credit system, in providing a means whereby goods and services 
are exchanged, provides at the same time the means whereby 
resources are transferred from lenders to borrowers. 

Cre<¥t ho_wever is, and mu5t be, managed and directed _by 
human mtelli_gence. In the last resort, it depends upon ~othing 
more than fmth or confidence that the resources or the titles to 
r~urces, V:hi~h are entrusted to another perso'Il; or institution . 
Will be r7prud m accordance with the contract entered into. -r:he 
compleXl~Y. of modern transactions has created the necessitY 
for specialised financial institutions to judge and interpret, 
not only the credit-worthiness of individual transactions, ·but - ~ 
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tlte demand and supply of credit in the community as a 
whole. _ 

~he .extent .t? w~ich these financial institutions occupy a 
dommatmg posr~1on m th~ present economic system depends, 
not only on the1r actual s1ze, but also upon their influence on 
all other ~conomi~ ~nterpri~es. Their size may be judged by 
the followmg statistical estimates. In the United States the 
capital in~ested in financial institutions was registered in 't929 
as approximately 26 per cent of the total capital invested in 
corporate enterprises ; their income was about 20 pet cent of the 
total corporate income, while their liabilities were over 40 per cent 
of the total liabilities of all corporations.1 In Germany, in 1928-29 
their capital was about;. 20 per cent, income about 22 per cent: 
and public liabilities over 60 per cent of the total.2 In Italy, 
theircapital was in 1930 about 15 per cent of the total capital 
of all companies and their public liabilities about 60 per cent 
of all companies. 3 . These statistics, while subject to a liberal 
margin of error, indicate how large a proportion of the resources 
and activities of a modern community are engaged in the financing 
of industry and commerce. 

Because of their intrinsic importance as large-scale institutions, 
the financial structure of these great financial enterprises deserves 
separate examination. In themselves, they constitute an 
important channel of investment, and decisions in regard to 
their capital structure, dividends and. reserve policies bulk large 
in the determination of financial policies in the economic system 
as a whole, apart altogether from the influence they exert upon 
other forms of investment. Fairly complete statistics are 
available for a number of countries as far as the most important 
financial institutions - the commercial banks - are concerned. 
These are summarised in tl1e League of Nations Memorandum 
on Commercial Banks, 1913-1929.4 

Attention was drawn in the World Economic Survey, 1931-32, 
to some of the important changes in the banking situation after 
the wat. 6 There was, inter alia, a strong tendency in many 
countries for the liabilities of the. banks to increase at a faster 
rate than the increase in their capital. 8 This was the case, 
for example, in such countries as Austria and. Ge~any, ~here 
post-war reconstruction was financed largely by mternatwnal 

1 Cf. United States TreasuryDepartment, Slalislics of. I ncome,1929, pages 332-337 • 
• cr. Vierteljahrshcfle zur Slalislik des Deutscilen Relch-~_1930. II, page 72 (onla 

·companies with a capital of at least a million RM. share capital or shares quote 
on the Stock Exchange included). 

• Societa Italiane per Azione, Nollzie Stalisliche 1932, pages 19 and ~0. d 
' 1931. ll. A. 26. A new edition,_.eovering the years ;1.925-)933, woll be ISsue 

at the end of 1933. . . . · 
' World Economic Surver;, 1931-32, Chapter VU. 
• Ibid, page 207, and Commercia( Banks, 1913-1929, page 26. 
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loans which reached industry through the hanks. But til 
' · ' · 'nfl t' 1 · ere was, in. the pen~d of w~r ! .. a wn, a ge~era tende~cy for the 

proportion of capital to Iiah~litJes to he loViered, and ~~1s tendenc 
persisted in many countnes after c?-rren~y stah1hsation ha~ 
been achieved. In the later stages of inflatiOn, many enterpris 
accumulated large hidden reserves, and ~hese were transferr:d 
again to capital ~ccount after the currencieS had J:>een stabilised, 

·After this readJu~tment, howev~r, the p~oportJ?n of ·capital 
to turnover began m many countnes to decline agrun. In almost 
every country the proportion remained considerably lower in 
1929 than it had been in 1913. This was a natural continuation 
of the well-recognised tende~cy, even before t~e war, for the volume 
of credit to expan~ rela~1vely ~o the capita~ of the financial 
institutions. There 1s aJ;t·gtc:r:easmg compbcatwn of exchange in 
modem economic llfl aii~' some part of the apparent increase 
is due to the multiplic1J,tion of transactions ; hut the relatively 
more slender capital basis upon which these . transactions were 
conducted rendered the banking systems of many countries 
more vulnerable in the event of major shocks to credit, such as 
in fact, occurred in 1929 and the following years. ' 

While the expansion of .credit before 1929 was greater than 
the increase of banking capital, there was in most countries a 
substantial increase in that capital. In those countries which 
had suffered currency inflation, there were losses of banking 
capital which were only partially restored after stabilisation. 
Thus, in Germany, Austria, Hungary and France, bani{ capital 
was less in 1929 than in 1913. · In all other countries for which 
infonpation is available, · except the Argentine, commercial 
banking capital and reserves have been increased above the 
pre-war amount. The. increased vulnerability referred to in 
the previous paragraph was therefore caused by the credit 
expansion, not by a shrinkage of capital. 1 · 

There is evidence. also of a considerable growth in many 
countries of other types of financial institutions. Among these 
may be mentioned the investment trusts in the United States, 
to which attention was drawn in the Survey for 1931-32. 11 The 
total capitalisation of the investment trusts in the United States 
ro~ from $15 million in 1923 to $3.990 million in 1929. Tbe. 
rapid development of investment trusts and the high rates of 
pr9fit ~arned by them, largely from sales of securities that bad 
~pprec1ate~, was a considerable factor in the speculative boom 

m the Umted States. a . 

' Commercial Banks, 1913-1929 page 28 
• Pages 54-5. · ' • 
' Ct. Joseph A. Thomas, " Ten Investment Tmsts in Amerlca • a Three• Year 

Record ", Harvard Business Reviw, October. 1930. ' 
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Mor~over; there was a distinct tendency - measurable in 
the Umted, States - for the profits of financial enterprises t 
increase faster .than those. ~f ind~tstrial enterprises. The income~ 
of.lnanufacturmg corpora~10ns m that country increased at an 
annual :ate of 5.3 per cent m the boon; period, and that of trading 
en~~rpnses fell .bY 0.2 per cent, while construction and public 
utility. coypo~ati~ns showe.d an annual gain of 10 per cent and 
financial mstitutions a gam of 16 per cent,l This higher rate 
of .. increase was shared by all the principal fonns of financial 
enterpri~e --: commercial banks, savings banks; loan and trust 
cornpames, stock brokers, real estate companies and insurance 
firms. There. was,. h?weve:, a very high casualty rate among 
these enterpnses, givmg evidence of a speculative market. · 

. I~ is,. however, mainly in res~e~t;P.f, ,their, influence upon 
credit,. a~d t.her~by ypon the capit~l· .~.arxet m general, that 
financial mstitutiOns m the post-war pemrd contributed to the 
disequilibrium that arose between the. actual earnings, and 
therefore the new savings of industry, and the l:lurden of capital 
<;harges that industry had to carry. 

Speculation and the growth of financial institutions were 
most marked perhaps in the United States ; but the same 
tendencies were evident in many other countries during the period 
before 1929. Attention has been drawn to. this tendency in a 
previous publication of the League of Nations t and is referred 
to in another connection later. 

There are not. and. cannot be, in the constant flux: of human 
activity that makes up the economic system, any set and invari
able rules by which those who direct these specialised institu
tions - bankers, brokers, financial middlemen of all kinds -
may be sure in advance that their judgment and estimates of 
the credit situation will be accurate. On the contrary, the money 
market is so organised as to provide for the play of interacting, 
competitive forces, which, by a continuously corrected process 
of trial and error, keeps the demand and s~ppl_Y,. and th~. pr~ces, 
of the various forms of credit iQ. fairly stable If shiftmg eqmllbrmm, 

It is 'not surprising. therefore, tQ. find tha~ the actions of 
financial institutions in estimating the credit needs of the 
community must often be reckoned an .. active rather than . a 
passive factor, influencing not only the :means. of payl!lent. 1ll 
general, but. also the supply and demand of capitaL. It 1s often 
said that, in an ideal society, the supply of monetary means 
of payment should be kept " neutral " and should be governed 

1 F. C •. Mills, " Economic Tendencies in the United S~ates ", New York 1932, 
pages 482·485. 

• Commercial Banks, 1913-1929, page 14. 
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by the demands for it set up by. economic transactions. B t 
such an ideal is never perfectly achieved, and errors of esthnati u 
and judgment are often cumulative. The consequences ha on 
been aptly described . as. resembling a chemical reaction whi~h 
•• proceeds regularly while .the temperature of _the medium i 
which it is immersed remruns constant, but qmckens. when th n 
temperature rises and. slackens wh~n it fal.ls.. So t~e operation: 
of the Money Market, munersed as 1t were ~n ~ medium of credit, 
proceed regul~ly when the level of. ~red1t ~~. normal, quicken . 
as this level nses and slacken when 1t falls. l 

This influence of th.e supply of .credit ~pon the.relationships. 
between savings and mvestment IS particularly Important in 
such periods as that from 1925 to 1929, when there was a great 
expansion of credit in practically every country.of the world. It 
was equally important in the years following 1929, when the 
supply of credit contracted violently and cumulatively in most 
countries. . 

In the language used above, both the level and the tem
perature of the credit stream wer~ rising almost continuously 
from 1925 to 1929, ·and both have been falling rapidly since 1929. 
In other words, the amount of credit made available in the world's 
money . markets offered favourable opportunities to borrowers 
in the former period and tended to discourage them in the latter. 
Such a broad statement, however, needs a very great deal of 
-qualification before it fits· the actual circumstances. Perhaps 
the best measure of the volume of credit made available in these 
years is found in the deposits of the commercial banks. While 
most countries shared in the growth of deposits before 1929, 
the increase was most marked in those which were most engaged 
in ·international lending and .. borrowing. The United States, 
among creditor countries,. and Germany, among the debtors, 
are outstanding examples ; but, as the accompanying diagram 
shows, the tendency to increase was widespread. 

Comparison of the total amounts of bank deposits at different 
pet?-ods, however, ~n1y tells part of the story. The r~pidity wit_h 
which these deposits were turned over, or, in economic language, 
the. velocity of circulation, multiplies their effectivenes~. In 
P.enods _of expanding credit and active business, :the velocity of 
crrculat10n increases, so that a given volume of credit changes 
hands more often and is therefore capable of financing .a great~r · 
number of transactions. The variations in the velocity of credit 
transactions have been measured in the United States, and the 
calculations show that the annual turnover of accounts, which 

•· F. Lavington, " The English Capital Market ", London, Methuen, 1921• 
page 21.. . 
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Commercial Bank Deposlts, 1925-1932. 
(At tlze End of Year.) 
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was between 26 and 32 ~imes per y~ar in ~ 923-1925, rose steadily 
till, by October 1929, It was 45 ~es per year .. In.l930, th~ 
figure fell abruptly to 26, and contmued to. fall tlll, In the last 
quarter of 19~2, it :was only 16. The fluctuatiOns are summarised 
in the followmg diagram. 

Deposits and .Rate of Turnover of. Repor!i,ng Member Banks in 
. Leading· Amencan Cztzes. 1 
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These statistics indicate how large a part fluctuations in the 
velocity of circulation played in the expansion before 1929, and 
equally in the contraction of the following years. Their effect 
in swelling the total volume of credit transactions, particularly 
in the years 1927.:1929, was illustrated in the Survey for 1931-32 
by a diagram which showed that transactions increased by over 
60 per ct:nt from the beginning of 1927 to the peak in October 
1929, while the net deposits of the banks which were members 
of the Federal Reserve system did not increase more than 6 per 
cent. · The most recent calculation available illustrates the · 
enormous contraction of transactions since 1929. •• ~etween 
1929 and 1932 the total decrease in debits to individual accounts 
may ~e estimated at more than $700,000 million, or 70 per cen;t. 
of which two-thirds represents a .decline .in debits at banks 1ll 

1 
Federal Reserve Bulletin, January 1933, pages. 4 and 5, 
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New York City, The greater part of this decline in New York 
reflects a decrease in the volume of security transactions and a. 
sharp decline in security pli?es. Developmen~s in the security 
markets have also been an 1mportant factor m the decline of 
debits at banks outside New York City, but at these banks 
changes in th~ total volume. of money payments have been. 
affected in an Important degree by decreases in business activity 
and lower levels of prices and wages." 1 

There seems little doubt tl1at, not only in the United States 
and in cert~in bon·~wing countries \yhere the evide~ce is equally 
clear, but ln practically all countr1es, the expanswn of credit 
bearing in mind local circumstances, was greater than the actuai 
growth. of industry. A tabular statement in the Survey for 
1931-32. 1 shows that,. even. when allowance was made for price 
changes, the deposits of commercial banl<s increased in the 
years 1925-1929 by percentages ranging from 17 per cent in the 
case of Sweden to 104 per cent in . Germany. "When it is remem
bered that the velocity of circulation also increased in this period, 
it is clear that the increase of credit transactions in many countries 
was much greater than that of population, production or trade. a 

The most important eiTects of such credit expansion are to 
be found in a distortion of productive organisation. The increased 
credit available draws real resources from one use to another. 
Not all industries and occupations and, in these days of interna
tional borrowing, not all countries advance at the same pace. 
It may be shown that, between 1922 and 1929, industrial produc
tion in the United States increased faster than the burden of 
domestic debt ; but s~1ch a statement needs to be supplemented 
by such facts as those relating to American loans to countries 
where debt increased faster than production, and by reference 
also to the irregularity of the industrial adva~ce within t~e 
United States, as· well as to the great speculatxve market m 
securities and real estate which developed in this period. 

An examination of the assets side of banking balance~sheets 
shows a .clear tendency towards a. weakening of the. distinction 
between pure deposit banking and investme_nt ?an~n~. There 
was also an increased creation of new financial msbtutwns such 
as financial trust and holding companies. •·• Such companies 
!lave experienced a ma;ked d~velopm~nt ~n recent years, ~o~h 
·111 the countries where mdustnal bankmg 1S most charactenstic 
and in those where deposit banking still predominates." 4 

' Federal Reserve EJulletin, January 1933, pages 4-5. · i 
• Page 209. For the increase in prQduction and trade, see also World Econom c 

Survey, 1931-32, passim. · . 
· • Federal Reserve Bulletin, January 1933. 

• Commercial Banks, 1913·1929, page 14. 
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A great part of the credit expansion, in other words, was not 
devoted to financing a growing volume of production and trade 
though such a grqwth did account _for some of "the. additionai 
credit issued. It was devoted to ~reatmg new fi~ancialinstitutions 
and to speculati?n in industnal and .~nanc~al ~ecuri~ies and 
real estate. The mdex-numbers of secunty pnces m tlus period 
show movements out of relation to the much slower increase in 
production and trade. · · 

Index-Number of Stock Exchange Security Prices. 
(Average of Years.) 

(Base : 1925 = 100.) 
Country 1925 1926 . 1927 1928 

Germany. 100 113.2 165.3 152.6 
Austria .. 100 95.4 116.5 112 .. & 
Canada .. 100 131.9 173.6 245.5 
United States 100 113.1 133.0 174.5 
France. . 100 110.7 134.1 202.4 
Netherlands 100 100.0 111.& 122.6 
Poland .. 100 '61.9 149.7 157.6 
United Kingdom . 100 105.5 113.&. 130.3 
Switzerland 100 120.5 145.4 17&.5 
Czechoslovakia . 100 90.9. 113.6 161.4 

1929 
135.2 
103.1 
352.2 
214.3 
256.1 
125.& 
104.7 
127.5 
170.3 
162.5 

. There is little need to give further evidence of widespread 
speculation in securities and real estate during the boom period. 
The instability which resulted from the heavier nominal burden 
of ownership Claims thu& loaded upon the world's productive 
organisation has become a matter t>f history. A later section of 
this chapter is devoted to a summary description of the manner 
in which these exaggerated property claims have broken down 
the productive mechanism and have finally recoiled in many cases 
upon the banking and currency systems of the ~ountries concerned. 

INDUSTRIAL FINAN.CE BEFORE THE DEPRESSION; 

It ~as been shown that, in some countries, pri?r to J ~29 
the cap1talmarket was stimulated to an almost fever1sh activity 
by the prevailing credit conditions, Much of the increased 
credit made available went to support a speculative boom in real 
estate. and securities. Some of it went also to the expansion of 
financial enterprises. As in all such periods, however, the 
abl,Uldance of credit also stimulated industrial investment. 
There ;vas, ~ter the pacip.cation and stabilising of Europe in ~he 
early twenties, a genume economic revival based upon tlJ.e 
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deJ?ands for. recons~ru?tion, and this would in any case have led 
to u:creased mdustn~l mves~ment a~d a period of active business. 
An 1mJ?ense exte.nsw~ of mternat10nal lending, together with 
domestl? speculatx?n m many cou.ntries1 both facilitated by a 
cheapemng of certam forms of cred1t, exaggerated the revival of 
1925-1929 into a reconstruction boom. I11" the course of that 
boom there. was a considerable distortion of industrial investment 
and prob~bly, i.n the ag~egate, over-invest_rnent relatively to 
the world s savmgs. Whxle the total over-mvestment cannot 
in the . present stat.e ?f statistical k~owledge, .be precisely 
demonstrated, there .xs httle doubt that xn many countries and 
in many industries, investment was pushed to such lenati1s as 
seriously to disturb the balance of industrial developmenr. The 
inevitable result was a derangement of prices leadina to a 
persistently falling price-level and a prolonged period of depression 
in which the necessity of re-valuing the investments of the boom 
period became more ancj. more imperative. 

In the present section an attempt is made to analyse, and 
to give statistical illustrations of, the financial policies of business 
enterprises in the years preceding the depression. The material 
used is drawn as far as possible from official sources. This 
material, however,. is both fragmentary and difficult to i11terpret. 
Despite the advance in accounting methods and. the general 
tendency for the taxation of corporate enterprises to increase, 
the published official statistics, both of the valuation and of 
the income of sucll enterprises, leave a great deal to be desired 
from the point of view of economic analysis. They may be 
supplemented to some extent by private investigations, parti
cularly of business profits, which utilise the published balance
sheets of particular enterprises, Such private investigations 
are almost necessarily confined to comparatively small samples 
of the total of business activity within a country and, moreover, 
encounter great statistical difficulties in any attempt to establish 
a comparable series over a period of years. As increasing attention 
is directed by economists and statisticians to this fruitful field of 
research, some progress is being made in surmounting the tech
nical difficulties presented by the available data ; 1 

. but no 
amount of statistical ingenuity can overcome the funda~ental. 
difficulties arising from the incomplete, and sometimes mcon
clusive, nature of the information made available to the general 
public .. 

In the discussion which follows, no attempt is made to separate 
the various elements of which business. profits are composed . 

. ' cr., e.g., Sir Jo;ioh Stomp, " Industrial Profits In the Lost Twenty Y"eors: 
A New Index Number ", Journ(l.l of the Royal Statistical Sociely, Vol. :XCV,. Part. 
IV, 1932 .• 
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The statistics used are t~ose of the ~et earnin~s of industrial 
and. commercial corporatiOns, e'.'-cluding financml enterprises . 
Net earnings include the very 1mpo~ant element of interest 
upon. owned capital, as well as. pro~ts m the na:rower econonuc 
sense of reward for . undertaking nsk. Essentl~y the profits 
of business enterpnse, as measured bY: the ava1lable statistics 
consist of the share of the product. of mdustry taken to satisfy 
ownership as distinct from wage cla1ms or payment for borrowed 
capital. 

It must be recognised, also, that there are considerable 
variations, not only in t~e use of terms, but also in the actual 
fmancial structure and m accountancy methods, that render 
impo_ssible exact c?mparisons between developments in different 
countries. Attention may he drawn, on the other hand, to 
significant tendencies whici: aJ?pea:r: i~ more than one country, 

The first broad generalisation whtch may he. made is that 
in the years immediately preceding the depression there was a 
rapid increase in the value of the capital invested in corporate 
undertakings as measured by the statistics of paid-up capital, 
both preferred and ordinary, and of undivided profits carried 
to reserves. This may be illustrated· by the following table. 

Growth of Owned Capital Invested in Corporate Business 
Enterprises, 1925-1929. l . 

CoUntry Unit 
United States S(OOO,OOO,OOO's) 
Italy Lire (OOO,OOO,OOO~s) 
United.Kingdom1 £(000,000's) 
Switzerland Francs (OOO,OOO's) 

1925 
94 
29 

880 
2,779 

1926 
98" 
34 

980 
2,733 

1927 
107 
38 

980 
2,829 

1928 
113 

41 
1,060 
2,920 

1929 
122 

45 
1,080 
3,057 

While these figures show a general tendency to increase in 
the years 1925-1929, the rate of increase varies considerably 
from country to country. It is not possible to comment upon 
~uch variations, since the data is inadequate. Nor is it possible, 
m the absence of adequate iruormation concerning the volume 
of savings in the various countries to form a final opinion 
concerning the relation· of investmeni to actual savings. There 
are, however, certain indicatiotis that point to the probability 

1 Owned cap~tal defined as share capital plus reserves and balances can:ied 
forward, except 111 the ease of Switzerland where the statistics are of share capital 
only. 

United Sta.tes : Statisiics of Income. -
Ita!y: So~1eta Italiane per Azioni, Nolizie Statisticlle. · 

. U~ted Kmgdom: Colin Clark: .The National Income, 1924-1931. 
SWitze~lru;td: AMuaire Slatistique de Ia Suisse 1926-1930. . 

· . 
1 

The statistics refer only to a selected sample of 700 Industrial ·comp~n!es 
and t~ore do not me.asure the aggregate growth of all eornpanies. StatistiCS 
of the pa1d-up share capttal of British joint-stock companies registered under the 
Companies Act, 1862, which includes financial ·oint-stock companies, are ns 
~~~~?: (£000,000's), (1925) 4,519, (1926) 4,686, (1~27) 4,907, (1928) 5,027, (1929) 
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that, in the post-war period as a whole, a.nd especially in the 
· years 1925-:1929,. important sources .of savings decreased. This 
is clearest m the .case of the so-'called ·~ automatic· saving •• of 
corporate enterpnses. Under the pressure of heavy taxation 
all:d of the changed nature of ~heir capital obligations, these enter: 
pnses were not able to set aside reserves in the same proportions 

·as ~efo~e the war. Th!s fact is illustra.ted in ~he following table, 
whtch mcludes financial as well as mdustnal enterprises. It 
will be clear that the proportion of earnings set aside as reserves 
fell .between 1925 and 1929. Credit in certain forms was so 
plentiful in those years, especially in the United States, that 
it. was more profitable for the companies to float new iss11es 
on the market than to set aside reserves from their own earnings 
in order to finance expansion of their enterprises. 

Percentage of' Industrial Profits Placed to Reserves. 1 

Country 
Average 

1910-1914 1925 1926 1927 1928 1929 
Germany• •.•. 23 23 22 20 19 14 
Italy . . . . . • 25 21 22 22 20 
United Kingdom a 26 22 21 17 22 19 
United States . . 31 20 • 14 1 

An attempt has been made in Germany to measure the 
proportion of such corporate savings both to the total net 
investment of new fixed capital (Neuanlagen) plus additions or 
decreases of stocks (V orriiterveranderung) and changes in gold 
reserves (Goldbestandveranderung) and to the national income. 
The results of this investigation are summarised in the table 
which follows : 

I nveslment in Germany, 1924-1929. 6 

(HM,, ooo,ooo;ooo's), 
1924 1925 1926 1927 1928 1929 

Net ·investment . . • . • . . 8.5 7.7 3.3 11.3 10.8 4.6 
Net capital imported from abroad 1.0 3.4 0 .. 6 4.4 4.2 2.3 
Net domestic investment • . . 7.5 4.3 2.7 6.9 6.6 2.3 
Un~istributed co:rppany profits. 0.9 0.9 1.3 1.3 0.8 
National income ·· ; . • • . 60.0 62.7 70.8 75.4 76.1 
Net domestic investments as a 

percenta!!e of naUonal income • ~!'I 7.2 3.7 9.7 8.8 3.0 

1 Germany: Vierteljahrshefte zur Slalisti~,.1911-~9~5, 1926-1930. 
Italy: Societa Italiane per Azione, Nol1z1B Slali.stz~he, 1932. 
United Kingdom : Economist, Bank of England StattstJcal Summary, lltarch 1932. 
United States: Statistics oflncome, 1925-1929. 
• Companies with a nominal capital above 1,000,000 RM. (about 85 per cent 

of total). 
• Insurance companies excluded. 
• No net savings. . · b • hi 
• Institut filr Kon)unlcturrorschung : Sunderhefl 22; J?age 26 ; Wochenta er~ 

1932, No. '23, page 94. Statlstisches Reichsamt, Slallstzsches Jahrbuch r as 
deutsche Reich, 1932, page 526. 
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A distinct rise is shown In the proportion of national incohl. 
devoted to investment in· the boom yea~ 1927-1928, apaJ 
from the capital borrow~d abroad. 9f this . new inyestment, 
however, a lower proportion, wa~ provided by the undistributed 
profits of the corporate enterpnses themselves, 1 

In the absence of adequate stati~tics C?ncerning the various 
forms of savings and ~he manner m wh~c!J.. such sayings are 
invested, s it is not posSible to suppoz:t or cnt1c1se the Widely held 
opinion that, in the boom years, mvestment proceeded at a 
fast~r rate than capital could be accumulated through the ordinary 
means of saving, and that a part of the investment was, in fact 
made possible by credit infla~ion. The German estimates quoted 
above, however, draw attentiOn to the great part played in the 
borro·wing countries during the years before 1929 by international 
lending. A clear distinction needs to be drawn between the 
capital-exporting and the capital-importing countries. In the 
former, business indebtedness, while remaining high and increasina 

. in some cases, did not increase as fast as the capital and reserve~ 
invested as equities. In such countries it was possible to finance 
the expansion of business by direct appeal to the capital market 
resulting in the flotation of new shares, or simply by using 
undivided profits. Thus, in the United Kingdom and in the 
United States, as will be evident from the following. table, the 
proportion of indebtedness to capital fell on the whole between 
1925 and 1929. This statement, however, needs some qualification 
in the case of the United States, where there was a marked 
increase in certain forms of business indebtedness after 1927 and 
where a change in banking policies facilitated the. flotation of 
new issues by a large expansion of bank loans upon industrial 
securities. While not strictly a creditor country, ItalY has .been 
included in the first group, since industrial finance in that country 
in recent years has relied mainly on the domestic capital market, 

I Colin Clark," The National Income 1924-1931 ••, London 1931, pages 63, 70, 
138, gives the following estimates for the United Kingdom, which are roughly 
comparable With the German figures quoted above. 

(£000,000's) 
1924 1925 1926 1927 . 1928 1929 

National Income • . • • • • • 3,586 3,684 3,887 3,849 3,996 
Home investment (after meet-

ing depreciation) • . . • 218 · 459 240 .2
18

1
6
5. 

Undistributed profits • . • 167 162 128 
Deduct losses and dividends 

214 
168 

168 
169 

(if any) of concerns making . 
losses • • • . • . . . • - 9 __. 17 - 19 - 20 - 14 - 16 

1 New capital issues are not a reliable guide even of the trend of investments.: 
Cf., e.g.! Clark, op. cit., pages 136 and 137: '' A scrutiny of prospectuses in recen 
year~ Will show, however, that never more than 30 per cent of the new issue~f 
and m some years less than 10 per cent, are in any sense • net'. '!he p,ulk 
aU m;w issues goes for purchase of existing business and assets of all kinds • 
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as in the United Kingdom and the United States. There was no 
great inflow of borro'Yed money, and new investment took place 
mainly from domestic resources. Italy did not. stabilise her 
currency till De?~mb~r 1927, am~ what import of capital took 
pla~e afte~ stabllt~at10n . w~s m~n~y a return ~low of Ital!an 
caprtal whrch was mvested m eqmtres more readily than forergn 
loans might have been. 

Indebtedness of Business Corporations as a Percentage of Owned 
Capital. 

(Creditor countries.) 

I 
ltaly 1 Netherlands 1 

Year 
I I Capital Debt % Capital Debt % 

Lire (OOO,OOO,OOO's) Gulden (OOO,OOO's) 
1913 . 3.8 3.1 8L8 
1925 . 28.2 28.1 100.0 370 326 88.1 
1926 . . 33.3 32.8 98.6 376 328 87.2 
1927 36.9 34.6 93.8 388 330 85.1 
1928 40.0 35.9 89.7 418 339 81.1 
1929 . 44.2 37.8 85.5 562 362 64.4 
1930 47.6 39.6 83 .. 2 586 369 63.0 
1931 ·. 45,2. 37.0 81.7 589 327 55.5 

United Kingdom • 

I 
United States • 

Year 
Capital Debt % Capital Debt % 

£ (OOO,OOO's) 
1913 

S (OOO,OOO,OOO's) 

1,600 58.6 93.7 1925 2,730 
65.9 1926 2,740 1,590 58.0 98.1 64.6 . 

56.5 107.3 67.3 62.7 1927 . 2,850 1,610 
50.8 112.9 68.6 60.8 1928 .. 3,170 1,610 
50.3 121.6 73.5 60.4 1929 3,100 1,560 

1930 3,200 1,610 50,3 120.6 73.5 60.9 . . 
50.0 1931 . 3,20~ 1,600 

• Societa Italiane per Azloni, Notizie Stalisliche : The ~gures lrcludc all 
joint-stock companies, less financial and agricultural compames. 

Owned Capital : Sbare capital an~ reserves. 
Debt . Debentures and other credttors. . . . 

933 
e 17 

• Dr. A. Sternhelm's figures, Nederlandsche KonJunclw~r Maarl; 1 • pag · 
Eighty important companies. 1 In , A endix 1 Sample of balance· 

• Colin Clark : " The Natlo!lll: come ! PP · 
sheets of manufacturing and rmmng compames. t 

Owned Capital : All capitol .less debentures and credl ors. 
Debt : Debentures and credttors. t St tistics of Income 1.925c30, All 1 United States : Treasury Departmen , . a • 

joint-stock companies,. less flnan'?ial
1 

compames. d balances carried forward. 
Ownrd capital :. Share captta ,. resbervl eb a~s mortgage and miscellaneous .. 
Debt: Accounts and notes paya e; o~ .• .. 

items not segregated by nature o~ babtlities. . 
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In the capital-importing countries, ~he trend to increased 
indebtedness both absolutely and re~atlvel:y; to owned capital 
was unmistakable as soon as. the cap1tal adJust!llents after the 
inflation period had be~n c_amed thro~gh .. Thus, In Hungary, the 
proportion of debt obhgatwns to cap1tal1ncreased between 1927 
and 1929 from 78.1 to 88.2 per cent. The increase in Germany 
between 1925-26 an~ 1929-30 wa~ from 57.7 to 84.2 per cent. 
Roumania is a conspicuous exceptiOn to the general rule. 

Indebtedness of Business Corporations as a Percentage 
of Owned Capital .. 1 

(Debtor Countries.) 

l Denmark I Germany Hungary 
Year 

Capitalj Debt I % Capital! Debt I Capitalj Debt I % % 

Kr. (OOO,OOO's) RM. (OOO,OOO,OOO's) Pengo (OOO,OOO's) 
1925 1,494 1,558 104.3 14.7 8.5 57.7 ... 85 .. 8 
1926 ·• 1,567 1,278 81.6 16.6 10.8 65.1 .,.. 69.3 
1927 .. 1,517 1,250 82.4 1,303 1,017 78.1 
1928 1,476 1,185 80.3 18.7 15.3 81.8 1,404 1,225 87.3 
1929 1,536 1,248 81.3 19.6 16.5 84.2 1,490 1,314 88.2 
1930 1,759 1,465 83.3 19.3 15.8 81.9 1,542 1,238 80.3 

Year 
\ 

Poland I Roumania 

Capital! Debt \ % Capital\ Debt I % 

Zloty (OOO,O,OO's) Lei (OOO,OOO,OOO's) 
1925 ... .... 25.2 30.0 119.1 
1926 1,779 1,694 95.2 33.8 34.7 102.5 
1927 2,561 2,088 81.5 41.2 39.1 95.0 
1928 3,868 2,996 77.5 46 .. 1 43.6 94.6 
1929 4,600 3,769 81.9 50.6 46.6 92.1 
1930 55.6 43.7 78.6 

Such a development, which is not merely a post-war pheno~ 
menon but was characteristic also of pre-war periods of business 
expansion, raises difficult· questions of international finance. 2 

i Denmark: Stalistisk Aarbog, 1926-1932. 
Germany: Vierteljahrshefle zur Statislik, 1926-1932. 
Hungary : Annpaire Statislique, 1926-31 (industry 'only). • 
Polan~ :.Annuaire Slatislique,.1926-1930; Informations Statistiques, Fasc1cule 

Spec1al, III, 1932 ; Polish companies only. 
Roumania: Buldlnul Statistical Romaniei, 1932, No. i, page 46. . 

l!J all countr1es, own. ed capital consists of share capital plus reserve$, excluding 
spec1al accounts such as stall pension funds. 

• The proportion between borrowed and owned capital increased in Hungary 
from 57 per cent in 1905 to 7S Pet' cent in 1907, fell after that year of crisis,, b~t 
increased again from 68 per cent In 1910 to 79 per cent in 1912. In Prussia 1t 
rose from 76 per cent in 1905 to 85 per cent in 1907 but fell in 1908 to 79 pei 
cent. In ~rmauy as a whole it was 81 per cent In 1907-os, but fell to 67 per cen 
In 1908-09, r1sing again to 88. per cent in 1912-13. 
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Th~ borrowing count~ies, because of the various factors that cause 
~heir shortage of capital, are. not able to offer the security which 
IS I!-ecessary to a~tract capit.al upo!l the ordinary. risk-sharing 
basis, They tend, mdeed, to fmd their capital for- new investment 
larl:{ely from hank ~dvanc~s which are later repaid when the 
busmess, once e~tabhs.hed, IS able to float a capital i.ssue to be 
taken u_p by _prrvate. mvest?rs. There is, therefore, a constant 
danger m penods of expandmg trade that the investment pro
:n;oted by me~ns o~ b~nl<; advances based in part upon lnterna
tronal bor::owmg wrll, m the downward turn of the cycle, prove 
e~barrass~ng bot~ to debtors and to c_reditors. . It was .largely 
th1s tendency to fmance an over-expansiOn of busmess by means 
of debt, and especially foreign debt, which made many of these 
borrowing_ countries a ~ource of weakness in the present depression. 

There IS a further Important comment to be made concerning · 
~he inde~tedness of ind~s~ry as compared_ with the capital 
mvested m the form of equities. As the precedmg tables show, the 
absolute amount of indebtedness,. even in the creditor .countries, 
increased substantially in the case of the United States of America 
and remained approximately at the same level in the United 
~{ingdom during the years 1925-1929. In the debtor countries, 
the increase of indebtedness was even more noticeable. Industry 
in general therefore carried a much heavier load of debt when the 
boom came to an end in 1929, and the fixed charges upon this 
debt remained as a depressing influence upon profits after earnings 
fell off in the depression. In such conditions as have persisted 
from 1929 to 1933, capital invested in the form of shares may be 
deprived of its dividends i but debt charges cannot be reduced 
except by agreement with the cr~ditors ?r !J) default. . 

Moreover, there were peculiarly d1ff1cult aspects. of this 
swollen indebtedness in the present depression. In the debtor 
countries, much of the borrowed capital had come to industry by 
foreign loans contracted through the banking sys~ems, ~nd. the 
inability of industrial enterprises to meet _their obligations 
therefore shook the stability of the banks which had borrowed 
in order to promote industrial investment. There. ":as n;ot only 
a transfer problem involving foreign exc?ange. difficultles, but 
the liquidity of the banking systems was 1mpenlled. . . . 

In many countries, too, there was a marked. tendenc:y Jor: 
industrial borrowing to take the form of long;-dated bonds or 
debentures that could .not easily be converte~ mto ~ess onerous 
debts as interest. rates fell, Thus, in the Uruted l)mgdom, ~he 
issues ·of debentures rose from (58 per cent of all borrowed cap~tal 
in 1924 to 68 per cent in 1929. 1 In the United States of Amepca, 

1 Clark, op. cit •• page 143. 
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bond and mortgage indebt~dness rose from 25 pe_r cent of the 
total business indebtedness m 1926 to 50 per c.ent m 1929. 1 

Apart from the tendency for indebtedness t~ grow relatively 
to actual share capital, there was a more ur~we~sa.l tendency 
towards a change in the. nature of the share capital Itself. Partly 
because of the increase m the number of small shareholders, and 
in the amounts of capital ~ccumulated by finan~ial inst~tutions 
such as insurance compames as the result of widely dispersed 
small savin11s but partly also because of the more general 
insecurity ~f 'business ente_rprises in s~ch a distu~·bed period, 
there was a strong incentive to s~ek mvestme?t m preferred 
rather than in ordinary shares carrymg the full nsks of mdustry. 
In the United Kingdom, for examp~e, there was, between 1924 
and 1929 an increase in the proportiOn of preferred shares,2 and 
the same'tendency may be seen in the United States of America, a 

The effort made by large corporate enterprises to maintain 
regular dividends was partly in response .. to this tendency for 
investors to seek the greater secunty of preferred shares or 
debentures. The importance of offering a greater measure of 
security strongly reinforced the trend of professional 

. management towards policies of maintaining regular, equalised 
dividends. Further reference will be made to this aspect of 
financial policy in the later section dealing with the depression 
period.4 · 

Another element of rigidity to which special reference is 
nec.essary was the influence exerted, not only upon the burden 
of indebtedness, but also upon the dividend policies of corporate 

' enterprises, by the high interest rates upon industrial investments, 
particularly on long-term, that ruled after the war.6 These 
high interest rates were maintained by a combination of causes, 
among which may be mentioned the existence of a large amount 
of war loan issued at high rates, the actual shortage of capital 
in many countries in tl1e post-war period and the great degree 
of political and economic insecurity that prevailed. It is true 
that, for some months during the boom period, exceptionally 
low r~tes of short-term interest were prevalent on the chief 
finan<:al markets. These did not, however, . bring about a 
lowenng of the long-term rates and the possibilities of financing 

1 Statistics of Income, published by the ·United States Treasury. 
~ In tbe C!l58 of the companies included in the Economist's statistics, the preferred 

cap!tal was, m 1924, 56.? per cent of the common stock and, in 1929, 58.4 per cent. 
t Adordinf to Slatrstrcs of Income, published by the United States T_reasury, 

2
p

7
re

4
erre .stoc rep~esented, In 1924,,22.7 per cent of common stock, m :1926, 

. per cent and, m 1929, 24.1 per cent. . . 
• See below, pages 145-6. · 
1 Keynes, " The Future of the Rate of Interest " Index Vol V. No. 57, 

September 1930. . ' • ' 
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industrial enterprises in the short-term market are limited It . 
obvious th~t. the co~tinuance of higl~ interest levels n~t onl; 
made the m~reased .mdebtedl!-ess of mdustry a much heavier 
burden. up?n. lts e~r!lmg capac1ty, but also created the necessity 
for mamtmmng d1:'1~ends a~ levels sufficiently high to compete 
":ith the O.pportumtles formv~stment offered by bonds whose 
Yield ~as mfluenced by the ex1stence of war loans with a hiah 
fixed mterest. . - o 

In the prece?ing discussion, attention has been focussed upon 
the actuai cap~tal structure of corpora~e business enterprises 
as stated. m the1r balance-sheets. Tentative though the analysis 
must be m the absence of more complete and authoritative data 
it is all in the direction of suggesting that the course of reai 
investment in most countries before 1929 was such as to overrun 
the actual savings of the community. No account has been 
taken up till now of the fact that, particularly in the later staaes 
of the boom before 1929, -there was a considerable rise of capi'tal 
values in the security markets. Some of this rise, Which was the 
result of one of the most sustained speculative markets ever 
known, was transferred to the actual valuation of industrial 
capital. In the course of the boom, there were numerous examples, 
not only of new capital flotations, but also of c.onsolidations, 
mergers, the formation of holding companies and similar expe
dients by which the capital of existing enterprises was transformed 
into · new and watered capital valuations of old and new 
enterprises. Moreover, the rise of security values was intimately 
associated, in the United States of America at least, with the 
financing of new issues by means of bank advances upon industrial 
securities as collateral. When the Stock Exchange boom broke, 
the rapid decline of security values reduced them to levels much 
more closely approximating the actual capital valuation of the 
enterprises and ·therefore, presumably, to their earning capacity. 
But that pmt of the increased speculative values which had 
been consolidated by recapitalisation operations of various 
ltinds, as well as many of the new enterprises flo~ted in the 
speculative period, remained. When the. de~ress1on . beg a~, 
therefore, the capital structure of many countfl~S cal!led t.h1s 
triple burden of investment beyond their real savmgs, mcludmg 
many unsound new enterprises floated during . t~e b.oom, of 
greatly increased debt charges and of watered .cap1tal. m many 
re-organised enterprises. Interest rates remamed h1gh, and, 
in addition, there had developed a strong ten~enc.y towards the 
maintenance Qf equalised dividends. The combma~10n, of ~~ these 
factors strained industrial earnings and severe hqmdati?n was 
inevitable. The prospect of such liquidation was bound to 1mp?se 
a severe strain also upon the banking systems of many countnes. 
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. THE EFFECTS OF THE DEPRESSION UPON 13USINESS 
EARNINGS. 

There is always a lag between business earnings .and their 
distribution as_ dividends. . I_n the final ~tages of expansion, 
earnings are high, but the d1~1dends reflec~mg them may not be 
declared until after depressiOn has set m. . 'When the break 
comes and industrial prices and output decline, the management 
of corporate el?-terprises is directed to"'ards cutting costs and 
particularly pnme costs such as wages. Wage-rates are not 
immediately or easily reduced under. present conditions, but 

· unemployment quic~y incre~ses a~d theref?re a part of the 
burden of the depressiOn falls Immediately upon the wage-earners 
and upon the Governrilents which contribute to their support. 
But there is a strong probability that the business pro fits earned 
in the previous period of expansion will be distributed even after 

. the depression has set in.1 

This probability is reinforced by the policy pursued by many 
conservative and sound enterprises which have built up large 
reserves in the good years with the definite object of maintaining 
steady dividend policies in the interests of the small investors. 
Even in a prolonged depression, reserves may be available for 
maintaining dividends, and only with reluctance are dividends 
reduced. In the long run, however, such a serious depression 
as that which has persisted from 1929 till the present time forces 
all but the strongest concerns, not only to a reduction of dividends, 
but to an adjustment of their debts and, in some cases, to 
a writing-down of share capital. 

The dearth of statistical material naturally becomes greater 
as one attempts to study the most recent period and only 
fragmentary evidence can be adduced in support of the tentative 
conclusions stated below. There can be no doubt, however, 
that business earnings have decreased almost catastrophi~ally 
in most countries. Thus the net earnings of all business enterprises 
in Belgium are estimated to have fallen from 4,384 million francs 
for accounts closedjn 1930 to 582 millioris.in 1932. In Germany, 
indust~al earnings, ~xpressed as a percentage of owned capital, 

· fell rapidly from their peak of 7.2 per cent in 1927 to a loss of 
4.8 per cent in 1931. In the United States of America, the net 
earnings of business corporate enterprises fell from 7,551 million 
dollars in 1929 to a loss of 1,524 millions in 1931. 

These examples may ~e supplemented by a summary table 

• 
1 Ct., e.g., the ~gram showing such a development reproduced in the Interna

tional Labour Reo1ew, March 1933, page 395. 
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showing for several countries the net earnings of . business 
corporations in the yeaJ;S 19?9 to 193? 3:S a perc~ntage of the base 
year 1928. Whereve~ possible, a distinction Is made bet.ween 
the earnings of financial and industrial enterprises. 

Net Earnings of Corporate Enterprises in Certain Countries 
1928-1932. . ' 

(Base 1928 === 100.) 

(Indices based on actual net earnings in national currencies.) 
Country 1)'pe of Cor~oraUon 

Argentine 1 : Business . 
Financial. 

Belgium': 

Denmark 1; 

Total .. 
Business . 
Financial 
Total .. 
Business ..... . 
Total (incl. Financial) 

Ge.nnany n : Business • . . .. 

Hungaryr: 
1 

u 

Italy 1 : 

Financial .... 
Total •...• 
Industry (a) . . 
Total (excluding 

Financial) (a) 
Industry 1 {b) 
Business , , . 
Financial. 
Total •. 

Netherlands u ; Business . 
Roumania 1 : Industry ' . 
United 

Kingdom n: Total (a). . . 
Manufacturing and 

Mining (b) •..• 
Transport, Distribu

tion (b} . ·. 
Overseas (b} . 

United States' : Business (a) . 
· Financial (a) . 

Total (a} .. 
Business (b) • 

1929 

98 
103 
99 

116 
123 
118 
104 
183 

8,1 
92 
86 

104 

103 

111 
103 
109 
112 
104 

103 

1930 

81 
96 
83 

118 
161 
128 

95 

1931 
61 
85 
64 
71 

142 
88 

1932 

41* 
16 
68 
29 

165 
57-66 
65 -295 
59 -112 
86 62 

84 

-4 
57 

7 
29 
91 

85* 

61 
40- 'l 

7* 
53* 
17* ..• 

4 
76. 

68* 65* 

108 90 72 

104 95 75 
. 94 66 
111 15- 22* 
85- 36 -103* 

106 19- 36* 
118 . 67 26 --<J.3 

For sources see following page. -:- * Provi~ional. 
'·AU companies included in nat10nal statistics. . 1 · t corporations. 
n Index calculated by chain met~10d ~or [~f~c;~~;a~~v~e~a~~te 0~ those In 1928, 
1 It is assumed that the net earrungs m t t've. s.a. mple of corporations. 

:when calculated by chain method for represen a 1 
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For several of these countries, mor~ d~tailed inf.or~nation is 
available showing the m.ov:ement of profits In the mam groups of 
enterprises. These statistics for the most part ref~r to fairly 
representative samp~es, rather than. t~ . complete Information 
covering all corporations. !h.ey are sufficient, howt;ver, to show 
that the depression has h1t mdustry, trade and finance rather 
unevenly both in, time ~nd in. degree:. 'f.here are ~uch different 
factors operating m parti~ular 1~dustr1es ~n ~he va~o~s countries 
that no general summary 1s possible ; but 1t Is not difficult to pick 
out instances of sheltered groups and of groups which have 
suffered with exceptional severity. Thus, in the United Kingdom 
the relative prosperity of the electrical and motor-ear industries' 
and of certain industries which are largely sustained by th~ 
domestic market, is in striking contrast with shipping, ship
building and certain exporting industries. In Germany, there is a 
much larger number of industrial groups which have suffered 
heavily, but domestic commerce, insurance, public utilities and 
the lignite industry have survived fairly well, while on the contrary 
there are heavy losses in shipping, banking, transport, construc
tion and &uch exporting industries as the electro-chemical group. 

Sources of data for individual countries .in the table on preceding page. 
Argentine: Banco de la Nacion Argentina, Economic Reuiew, October 1932, 

page 91; Revista Eeonomica, December 1932, page 207. 
Belgium: Banque nationale de· la Belgique. Bulletin d' Information et de 

Documentation, April1929 (special number), March 25th, 1930 and.1931, 
April 25th, 1932 and 1933. 

Denmark: Slalistisk Aarbog, 1931-32. Slatistiske Efteretninger, 1933. 
Germany : Wirlschaft und Slatistik, second August Heft, 1930-32. 
Hungary: (a) Annuaire de Slatistique de Ia Hongrie, 1931-32. (b) Ungarisches 

Institut filr Wirtschaftsforschung, December 1932,. March 1933. 
1taly : Societa ltaliane per Azioni, Notizie Slalistiche. 
Roumania: Buletinul Statistic, 1931-32; Anuarul Statistic, 1931-32. 
Netherlands: De Nederlandsche Conjunetuur, March 1932, page 16,Decembcr 

1932, page 30. · 
United Kingdom: (a) Journal of the Royal Statistical Society, Part IV, 1932 ; 

Stamp, " Industrial Pro fils " ; Bank of England, Statistical Summary, 
.July 1933. (b) Economist, April 30th, May 7th, 1932. 

Uruted Stales: (a) Treasury Department, Statistics oflneome, 1928c1930 ; 
Preliminary Report, 1931. (b) Federal Reserve Bank of New York, 
Monthly Review, April 1932, 1933. 

The figures for Argentine, Belgium, Denmark, Hungary, Italy, R!Jumania 
and .the New York Federal Reserve Bank's estimates of company earrungs are 
credfted to the year in which the accounts were closed and therefore lag somewhat 
behind the period during which the profits were act~ally earned. · 

Th~ figures for Germany refer to accounts closed in the last quarter of each year, 
approXJ~lely 70 per cent of total earnings, and therefore reflect with fair accuracy 
the earrungs of that year. For the United Kingdom, the estimat~ are. based 
upon company reports so chosen that their earnings reflect total earmngs m that 
year. 

The United States Treasury Statistics refer to the year in whiclt pro fils were 
actually· earned. The Federal Reserve Bank's estimates therefore should be 
compared rather with the preceding year's Treasury estimates than with the current 
year. 
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In. th~ ,United States of America,. certain industries ba. 
pnmanly up_on t~1e expanded prosperity .of the boom period sed 
t~e auto!llobde, !Ilm and )lousehold equipment groups _together 
w1t11 therr suppliers, particularly the steel industry have s ff d 
heavily. . . . ' . u ere 

~he statistics quoted i~ the preceding paragraplls refer to the 
ear~ngs of already esta~hshed companies. It is clear that such 
ear!lmgs fell off gr:e~tly 111 the years 1931 and 1932 and that the 
mamtenance of ~Ividend payments ttpon existing share capital 
was rendered po_ss1ble o~ly by drawing upon accumulated reserves. 
In s_o~e countnes and m some industries, in most countries, the 
stram 1m posed upon such reserves by reduced earnings or actual 
losses had, by 1932, become so great that reduction of dividends 
and the writing-off of lost capital was forced in an increasing 
number of instances. 

Since it is probable, as Sir Josiah Stamp has shown, 1 that 
profits are more closely correlated with production than with any 
other factor, the almost lfniversal shrinkage of production during 
1932 points to a reductiOn of earnings which will probably be 
reflected in the statistics of profits that will be declared earlyin 1933. 
The possibility of earning a profit upon the nominal capital" of 
existing enterprises depends partly upon the extent to which 
that nominal capital was adjusted after the previous depression 
of 1920-21, and also npon the extent to which it was swollen in 
the years of expansion from 1925-1929. Where reconstruction 
and· writing-down was effective after 1921 and conservative 
policies were followed in regard to capitalisation and reserves 
during the boom, the ability to pay dividends dnring the depres
sion is obviously greater. Where, on the other hand, there. was 
inadequate reconstruction after 1921, . or where liberal . stock 
dividends were distributed and inadequate reserves were set aside 
during the boom, present earnings are far more out of proportion 
to the nominal capital invested. 

The extent to which the decline in the earnings of already 
invested capital affects tl1e . opportunities f~r pro!itabl~ ;ne~v 
investment is discussed later. Before approachmg this su~J~Ct It 
is necessary to draw attention to the importance of the d1v1dend 
policies pursued by existing enterprises. . . . . 

The payment of dividends, and still more of debt ser:rlC~, has 
been maintained much more successfully than the statistic.s of 
corporate earnings might suggest. This was partic1flarly ~he case 
in the first two years of the depression, In the Umted Kmgdom, 
for example, the dividend distributions in 1930 w_ere greater than, 
and in 1931 and 1932 approximately as great as, m 1929, when ~he 

1 Jourf!al of ll!e_ R!Jyal Slalistical Sociel!l, Vol. XCVi Part IV, 1932. 

10 
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figures were ':'ell above the average of prece~ing years. ~ In order. 
to achieve this result, however, the prol?ortwn of profits placed 
to reserve fell heavily from 22.3 per cent m 19?8 t~ 7.~ per cent in 
1932. There has been the same te_ndency to mamtam dividends by 
diminishing the amoun~s set aside as reserves, an~ by drawing 
upon previous reserves, m almost every country .. ·This, of course 
is one of the objects for which reserve~ are. accumulated . in good 
years, and the policy of l~rge corporatiOns m thus equ~.lising the 
returns from investment II?- go?~ years and _had is an unportant 
stabilising influence - mamtamm_g pu~chasmg power a.nd encou
raging the small investo~ by offe~mg him greater secunty for his 
savings. As the d~presswn _persists, howev:er, . an~ the earnings 
of business enterprises contmue to fall while their :reserves are 
depleted, there ·comes a time when the policy of maintaining 
dividends becomes impossible in many industries. This is parti
cularly true when industry is heavily loaded with debt 
obligations. · 

In the table which follows, statistics are given for a number of 
countries showing the decline in earnings and the extent to which 
dividends were maintained in the depression years. It will be seen 
that there was a tendency for dividends to consume an increasing 
proportion of business earnings, but the fall in · earnings was 
such that the actual amounts paid as dividends decreased in 
1932, and in some countries earlier. 

It is clear that, in the later years of the depression, the 
maintenance of dividends at their former levels has proved 
impossible for the majority of businesses in most countries. In 
the first stages of the depression, there was a general feeling that 
purchasing power shoUld be maintained. Attention was drawn 

·in the Survey for 1931-32 to the attempts made to defend wage
rates, debt servic'e and public expenditure.t The maintenance 
of dividends fitted into such a policy and was defended, apart 
altogether from the financial position of the companies 
immediately concerned, as a necessary measure. to maintain 
p~hasing power ~d consumption. The regular payment of 
diVIdends also contributed to the maintenance of Stock Exchange 
values for a time.• By the end of 1932, however, it was abundantly 
cle~r t~at purchasi!lg power was not ·being, and could n~t be, 
mmntained. Drastic readjustments of incomes were inevitable 
and, among those readjustments, the reduction of dividends 
had an important place. 

1 Pages 230 to 232. 
1 A _Dutch econo~t, J. Tindbergen, after investigating a number of Dutch 

comparu~ over a senes of years, concludes that the last dividend paid was the 
dommatmg factor in determining share values.. Cf. De Nederlandsche.Conjunctuur, 
December 1933, .Page 16. 



Business Earnings anq Dividends in Certain Countries, 1928-1932. 1 

1 t92a I 1929 1 t93o 1 t93t 1 t932 

l 
Belgium.: 

5,264 6,159 7,043 5,543 3,457 1. Net earnings of corporations showing net income (francs OO(),OOO's) 
2. Dividend of all corporations as a percentage of 1 • • , . . • 55 56 57 64 71 

Denmark: 
1. Net earnings of corporations, showing net income (Kr. OOO,OOO's) 157 171 172 .... ~-· 
2. Dividend of the same corporations as a percentage of l . . . 76 77 74 ..... .. . 

·Germany' 
1,516 1,460 1,053 1. Net earnings of corporations, showing net income (RM. OOO,OOO's) ... ... _ . 

2. Dividend of all corporations as a percentage of 1 , . . . . 81 86 87 ... ... 
Italy: . 

3,203 3,445 2,985 (2,221) 1. Net earnings -of corpm·ations, showing net income (Lire OOO,OOO's) ·-·-·-2. Dividend or all .corporations as .a percentage of 1 , . . . . . 78 80 80 (78) ... 
United Kingdom ; 

1. Net earnings .of manufacturing and mining corporations, showing 
104 net income (1924 = 100) , . . • . . . . . . • . . . . . 113 100 

2. Dividend of the same corporations as a percentage of 1 . . • 75 76 79 
3. Net earnings of transport and distribution corporations, showing 

· net income (1924 = 100) . . . . . . .. . . . . . . . . 115 120 111 
4. Dividend of the same corporations as a percentage of 3 . . 83 84 86 

United States .: 
1. Net earnings of corporations, showing net income (SOOO,OOO's) 10,500 11,543 6,321 ... •:•• 
2. Dividend of the same corporations as a percentage of 1 . . . . 63 68 108 . -.. .. , .. 

• Belgium, Banque Nationale, Bulletin d' Information-; Denmark, Slalistisk Aarbog ; Germany, Slalistische:; Jal:rbuch Wirfc 
schaft und Stalistik, the figures refer to the period from July 1st to June 30th of the following year; Italy, Socicta Ita!ia'ne per 
Azione, Nolb.ie Statistiche; United Kingdom, Economist, April 30th, 1\Iay 7th, 1932 ; United States-,. Statistics of Income 1928-
1930. . . ' 

The figures 'for the United Kingdom and the United States refet lo the year of Income; for all oUter countries to the year in 
Which the accounts were closed. . 
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Opport1mities for profitable new in:restment as int~rest rates 
and prices fall have,. in past depre~swns, be~n . an !hlportant 
factor in forcing cap1tal reconstruction of ex1stmg mdustries 
The greater part of new investment, ~t is true, proceeds by 
extension of already established enterpnses. In so far as these 
have strained their earning capacity and depleted their reserves 
in an effort to maintain dividends upon their share capital 
they have been unable to proceed witp. programmes of re~ 
equipment or to free themselves from. the1r heavy debt ~charges. 
·In previous depressions, new enterprises have tended to force 
their established competitors to just such processes of reconstruc
tion, even at the cost of reducing or f,oregoing dividends or of 
re-constituting their share capital. 

The failure of such new enterprises to emerge up till the 
·present appears to b.e due to a variety of factors partly connected 
with the price of investment goods relative to the price of finished 
consumption goods, but partly due also to general insecurity. 
For the reasons set out in previous chapters,1 the discrepancy 
between the prices of production and consumption goods has 
constantly tended to widen, so that costs of production have 
remained high and investment has not been profitable. Moreover, 
though credit has been abundant and short-term interest rates 

·have fallen to exceptionally .low levels, the .rates of interest 
charged upon industrial loans have not fallen greatly. In many 
countries, the banks have been afraid to endanger their liquidity 
by extending industrial loans :i which are not self-liquidating 
within a l!hort period. In addition, there has persisted a heavy 
risk premium in consequence of the continued extension of 
Government interference with industry and trade in an efiort 
to protect existing industries from new or aggravated competition. 
There has. been little incentive to new investment in a world 
which has multiplied tariffs, quotas, exchange controls and other 
forms of interference. with private initiative. , 
. The failure of new competing enterprises to emerge and 

force a readjustment of existing businesses is therefore partly 
due to the pressure upon public authorities from those· who are 
reluc_tant to face such a readjustment and are able to se~ure 
pubhc support to a degree never known in any previous depress1_on. 
The reluctance to face drastic revaluations of invested cap1tal 
has b~en in part due to the combination of factors to which 
attention was drawn in the preceding sections of this chapter. 

. ' 
1 See Chapters II and Ill.. Cf. also Vierleljahrshefle zur l(onjunklurforschung, 

1933, page 210. · 
1 Cf. National Industrial Confere_nce Board," The Availability of Bank Credit", 

New York, 1932, passim, and Vlerleljahrshejle zuJ• Konjunkturforschung, 1933, 
page 191. 
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Th~ greater volume ?f inde?tedness, especially that part of it 
which was bor.rowed m foreign countries and came to ind Ist 
through bank advances, the increased use of debenturest a~~ 
prefer~nc~ s~are~ and the ge_ner_al demand of small investors and 
finanCiai mshtu·~wns_for contmm~y of dividends are very important 
factors m.the situatw~. The phght of the financial institutions 
and ba~king systems m ~any countries, to which attention is 
drawn m a later ch~pter, IS a further powerful influence in the 
direction .o! conservmg the existing capital structure • 

. In ~~dition, ho.wever, there must be reckoned the widespread 
dispositiOn to shrmk from 'Uie catastrophic solution of the crisis 
by means of ~ankru~tcy and to invoke the _aid of th~ banking 

· systems an.d, m c.ertam cases, ?f the public credit in staving off 
the hardships which would be mvolved therein. There has been 
a d}sposit!on to see~ a solut~on along other lines, by monetary 
actiOn designed to raise the pnce-level, by protective governmental 
intervention, or by organisation to restrict and regulate production 
and trade, . 

Such solutions had not been. found in effective measure by 
the end of 1932 and, in p-!any countries, the continued aggravation 
of the crisis had led to a situation in which financial and currency 
difficulties were beginning to force both a diminution of dividends 
and capital revaluation. The banking crisis in the United States 
in February 1933 was the most important example. Large 
·numbers of banks which had strained their credit in extending 
loans to their customers upon the basis of real estate and 
industrial security values that pr_oved exaggerated foun.d 
themselves unable to withstand the panic that set in when their 
depositors lost confidence. Temporary measures, such as ~he 
activities of the Reconstruction Finance Corporation, which 
might have proved adequate to tic1e, not pnly the .b~nks, but 
some of their customers, over ail. ordinary depressiOn, were 
inadequate to save the situation that had, in fact, devel?ped as a 
result of widespread speculation. Capital reconstruction, bo~h 
of the banks and of industry in general, proved necessary m 
many cases. . . · .. · · 

This example, however important in itself and sigruficant also 
because of its far-reaching effects, by no means e~austs the 
. consequences that followed from the extreme . difficul~y of 
~aintaining intact the capital structure that had _been. bmlt up 
m the course of the boom. The burden of ownership clrums up_on 
the product of industry contributed its large share to the combm
ation of forces that has driven many countries. to aban~on °~ 
restrict the working of the gold standard. A part1cularl;y: difficul 
situation has . been created where industrial exp~ns1~\ w~~ 
largely based upon foreign capital and where. the mabill Y 
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industry to carry the charges t~us impos~d upon it ,has resulted 
in a paralysis, not only of domestic p~oduc~10n, but of International 
financial transactions. The manner m wluc~ the efT_ort ~o discharge 
foreign debt obligations a~d, at the same tlme, J?la~ntatn currency 
stability }1as led to the mcreased ~rade restnct10ns which are 
throttlina international commerce IS treated elsewhere, but its 
obvious ~onnection with the over-capitalisation of ind\tstry is 
relevant here. A further important tonsequence of the mainte
nance of existing capitalisation ha~ been the diffi~ulty- of reducing 
the unit-price of goods produced m manufacturm~ Industry and 
of thereby reducing the discrepancy between the pnces of finished 
goods and raw materials, which is an outstanding obstacle to 
recovery from the· depression. From many points of view, 
therefore, the disproportion of the tlaims of ownership to the 
earning capacity of jndustry proved a serious obstacle to 
recovery. 

THE PLIGHT OF AGRICULTURE. 

The circumstances under which farming is conducted diiTer 
so widely from -country to country, and, in particular, between 
the Old World and the New, that international comparisons are 
difficult. There is a sense in which farmers in all countries are 
more fortunately situated than urban workers, because they 
normally may be sure of at least the elementary necessities of 
life.· But, in the so-called H. peasant countries ", this .advantage 
is more obvious than in t)10se where agriculture is highly com
mercialised and where the farmer conducts a " farm-factory " 
producing a narrow range of specialised products, relying on 
his cash income to purchase even food in many cases. 

There is a preliminary distinction to be ·drawn between the 
countries where the exportation of an agricultural surplus is 
~ importan~, if not the principal, source of purchasiJ:~:g power 
m the world s markets, and those countries where agncultural 
production is essentially for the. home market. In the latter 
case, agriculture is almost always sheltered by protective tarifTs, 
which in recent years have been supplemented by prohi~itio~s, 
qu?ta systems and other quantitative import restrictiOn~ m 
qw~ exceptional degree. . The following table is perhaps sufiicw~t 
to .lll~trate the fact that,· in the countries where agricu~ture JS 
prunanly for the home market, the fall in agricultural mcome 
has been notably less severe than in the countries where the 
export market is. of d~minatin~ importance. It v.:m be cl~ar, 
als?, that the f~ .IP. agnculturalmcome in the countnes exportmg 
!Jlamly commodtbes ~or direct human consumption came l,!lter tpan 
m that of the countnes exporting mainly industrial raw ~atenals. 



Season 

1924 or 1924-25 
1925 or 1925-26 
1926 or 1926-27 
1927 or 1927-28 
1928 or 1928-29 
1929 or 1929-30 
1930 or 1930-31 
1931 01' 1931-32 
1932 or 1932-33 

Season 

1924 or 1924-25 
1925 or 1925-26 
1926 or 1926-27 
1927 or 1927-28 
1928 or 1928-29 
1929 or. 1929-30 
1930 or 1930-31 
1931 or 1931-32 
1932 or 1932-33 

Season 

1924 or 1924-25 
1925 or 1925-26 
1926 or 1926-27 
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Gross Value of Farm Production. 1 

National c)lrrency (OOO,OOO's.) 

:France G~rmany United 
Kingdom· 

Francs RM. £ 

• 2 

11,100 311 
11,631 300 
12,085 288 

' 12,879 292 

74,990 
13,865 293 
13,340 294 

61,770 11,654 273 
9,889 263 .. 8,800 •:,..-

Argentine Australia canada 

$oro £A $ c 
2 4 2 

• 1,011 279 
1,709 868 251 

792 257 1,715 . 1,009 259 1,826 
1,055 257 1,806 

954 211 1,631 
614 183 1,268 

. 641 177 * 815 
567 ~"'-"'-

712 

benmark 
Irish New 

Free State Zealand 

Kr. £ £N.Z. 
• 3 2 3 • 

• 1,499 43 77 
1,344 38 68 
1,038 37 67 

1927 or 1927-28 · 1,087 39 77 
40 82 1928 or 1928-29 1,141 

1929 or 1929-30 • 1,195 40 72 
1930 or 1930-31 1,133 38 57 
1931 or 1931-32 . 951 33 50 
1932 or 1. 932-33 816 ... ... 

Swit.zerland 

Francs 
~ 

1,395 
1,467 
1,479 
1,371 
1,403 
1,281 .. 

United 
States 

$ 

• 
11,300 
12,000 
11,500 
11,600 
11,700 
11,900 

9,400 
7,000 
5,200 

Greece 

Drachma! 

• 

- ;11,268 
8,462 
7,776 
7,494 
9,393-

• Provisional. . · . . 2 
1 Sources : France 1 Supp/Cment au Bulletin Quoiidlen, July 27th, 193 · 

·There are preliminary Indications of an in~ase for 1931-32. 
(For continU!Ition of footnotes, see followmg page.} 
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In the first group, where agricultural exports are less important 
the fall in agricultural income was of a m_uch lower order of magni' 
tude than in. the agr~cultural exportmg c~mmunities_. Eve~ 
allowing for differences m rne'lt~ods of calculatiOn, these d1sparitie 
are certainly significant. . s 

It should be remembered ~so that, for ~l of the exporting 
countries included above, With the exception of the United 
States, currency depreciation had taken place before the end 
of 1932. Thus! in New Ze~and, th~ total value of ag~i~ultlirai 
production, which 'Yas at 1ts peak m 1928 at . £82 rnllhon, fell 
in 1931 to £50 milbon ; but the New Zealand £ had also fallen 
10 per cent below sterling, or to about two-thir~s of its gold 
parity, so that the value Of New Zealau. productwn measured 
in sterling should be reduced by about 10 per cent. , 

Broadly speaking; the agricultural communities in dominantly 
industrial lands have been sheltered by governmental protection 
and have tmfiered less from. the depression than either their 
competitors in the agricultural exporting countries or most 
other economic groups in their own lands.6 

Those European countries in which agriculture is largely an 
export industry h~ve been affected with extreme severity in the 
depression. The Danubian wheat-producing countries may be 

· taken as illustrative. Their situation is universally recognised 
as presenting one of the most difficult aspects of the agricultural 

Germany: Institut ffir Konjunkturforschung:, Wochenbericht V, No. 51. 
Konjunktur-Stalislischu Handbuch, 1933. 

United Kfngdom: Clark, "The National Income", Jlagc 110. "The Agri
cultural Output and the Food Supplies of Great Britain. ' 

Switzerland: La Vie ictmomique, January 1929-1932, February 1933. Preli
minary estimates in previous years have proved to be too low. 

Argentine : Revista Economica Argentina, January-June 1929, page 88, S~p
tember 1932, pages 155, 159. For 1927, the gross value of agricultural production 
w~ estimated to be $ m/n 3,570,000,000, and in the same year the exports, of 
which 95 per cent are agricultural yroducts, amounted to S mtn 2,294,000,000, 

Australia 0

: Quarterly Summary o .Australian Slalistics, March 1933. . 
Canada: Monlh/y Bulletin of .Agricultural Statistics, March 1933. Canada 

Year-Book, 1931, 1932. 
United States: .Agricultural Year-Book, 1932, Bradstreet. .· , 
Denmark: Statistiske Eflerretninger, January 1925-1933. " Value added 

by 1!1lriculture amounted iil1924-t926 to Kr. 1,288 million an4 !n 1929 to Kr. 1,128 
millio.n, Nalionalokonomisk Tidskrifl, 1932, page 130. · 

.Irish Free Slate: Slalislical Abstracts, 1931, 1932; 44 per cent of the total 
agncultural output was exported in 1926-1927, and 49 pel' cent in 1929-1930. 

New Zealand:. Monthly Abstract of Stalislics, January .1933. · 
Greece : Bank of Greece, " The Economic Situation .in Greece ", 1932. 
• Calendar year. 

•: Exports of agricultural products. 
M~~ - . 1 

• Fa_nn~· income in Gerinany dropped 18.6 per cent from 1929 to 1931, whi )e 
the nation~ mcome dropped by.25 per cent (Stalislisthes Jahrbuch, 1932, page 5~~d 
In the Umted Kingdom, the national Income is estimated to have been re~u d , 
by 12.4 per cent from 1929 to 1931, while farmers' gross income was re ff~) 

·by 10.5 per cent (Clark:" The National Income 1924-.193.1 ''• pages 70 and · · 
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crisis. The heavy _fall in the price of ce_reals, and especially of 
wheat, together With ·~he ~losmg of their former markets, has 
gravely reduced ~armmg u~comes and driven the peasantry 
back towards subsistence agncult.ure. In Roumania, agricultural 
expor.ts were vah:ed ~(; 1 n.5 million dollars in 1929 aml only 
99.1 1~ 1932, wh1le ~n Hungary the comparable figures were. 
181.8 m 1929 and 58 m 1932.1 The other agricultural countries 
of Central and Eastern Europe, outside of the wheat bell;, have 
been very seriously afiected also. In, Greece for example where 
agricultural exports average 90 per cent of the total, th~ value 
of that total fell from 90.3 million dollars in 1929 to 34.8 mi1Iion 
in.1932. 

The plight of agriculture in these European lands is paralleled 
by the dif!i_culties into which farming has fallen in the producing 
areas outs1de of Europe- in North and South America, Australia 
and New Zealand, and parts of Asia and Africa, There is, 

. however, a distinction to be drawn between the situation in 
those countries where farming is highly tnechanised and organised 
financially upon modern lines, and those where the export 
surplus consists characteristically of peasant production. . In the 
United States, the Argentine and the British Dominions, farming 
is a business, in many respects the most important business, 
of the whole community. The same is true of many tropical 
areas, such as the Dutch East Indies 2 and Hawaii, where the 
large-scale plantation system has been developed, or where 
peasant production has been highly organised for the export 
market, generally under European or American supervision. 
The collecting for export of the surplus peasant production in 
such countries as India and China tends to be less highly organised 
financially, and a drastic fall of . prices, while serious enough, 
does not normally derange the whole financial structure of the 
country in quite the same degree. The peasant can . usually 
live upon his holding and,. while. the diminution of his export 
receipts impoverishes both hini and the commercial structure 
built upon his prosp,erity, it. does not loom as large in the who)e 
national. economy as . the similar fall in prices has loomed m 
countries such as Australia, the Argentine and the United_ States. 
It is, however, essential to remember that the depression ~as 
brought great difficulty, not only to the dairy farmers of countries 
like Denmark to the wheat-growers in the Danubian basin and 
to the farmer; of America and the British Dominions, but also 

1 League of Nations, MonfhiU Bullecin of Statistics; . · . 
• The total dividends paid by the plantations in. the J?utcb East Indies t~ 

shareholders abroad was, in 1.928, 171,000,000 f!orms ~ 1rt 1930, ~?,000,900 • 
and,"in 1931, 17,000,000 florins.· l(orle Berichlen v0or Landbouw, Nr1verherd en 
Handel, Jqne 17th, 1932, page .620. 
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to vast multitudes of small farmers, particularly in Asia, Who 

I 
are only dimly aware of the world forces at work. The extent 
of their difficulty is I.·ndica~ed··· by the. amount. of g. old. _wlu.···ch has 
been given up by thE~ Indian people under the combmed effect 
of a higher monetary price for g~ld and _economic stress. 

. The strain upon the peasan~s m heaVI_ly populat~~ an,d poor 
countries is naturally reflected m the soe1al and politiCal unrest 
which has been so widespread in recent years. Brought \vithin 
the network of world trade by initJative from without, the 
peasants who are impoverished by _1ts .. breakdown . ca~ hardly 
be expected to understand or be patient under the_ straui. It is 
not without significance that years of economiC depression 
should be years of political_ and s?dal difficulties, . . 

Farmers in the progressive agncultural commumtles of North 
-and South America, Australia and New Zealand have been hit 
by the full blast of the depression. The three outstanding reasons 
for the aggravated nature of their difficulties are that they are 
organised upon the expectation of continuing . development, 
that borrowed capital plays such a large part in their finances, 
and that the export market is. of overwhelming importance, 
not only in the detennination. .of their prices, but in the whole 
national economy. Some of these difficulties. they share with 
farmers in other lands ; but the combination is largely confined 
to the areas mentioned. . 

The capitalist organisation of farming in these newer lands 
is of a type which is quite foreign to Europe. Less rooted to 
the soil, and with far less regard for tradition, the farmer tends 
to regard himselfless as the custodian of a heritage to be conserved, 
and more as a business man exploiting to the full the possibilities 
of the market. Conservation is of less. and speculation of more, 
importance in his outlook. He will use new methods, mechanical 
improv~ments in cultivation, co-operative experiments in 
marketing and the like, and will avail himself freely of the 
unusual facilities offered in such countries for borrowing both 
upon long and upon short tenn. at reasonable interest tates. The 
whole recent background of farming in ~hese lands, unlike t~at 
of .Europe, has be~n one ·of expansion. · Past periods of fall~ng 
pnces and depression are forgotten in the fact that even durmg 
such . set~acks the frontier was pushed further out, new land 
brought 1nto cultivation, and the foundations laid for further 
prosperity. Rising land values, which the fanner-owner in most 
cases e_xpects to capitalise by selling his. holding, have been the 
embodi!Jlent of such prosperity, and the whole financial struct~re , 
0! farmmg has tended to anticipat~ and discount such apprecla
tl_on. The end o~ a boQm period invariably finds the future 
discounted so heaVIly that the land is. burdened with indebtedness 
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whicJ~ would be h~avy ~ven if pr~ces a_nd ~and values were to be 
stabilise~ at boom lev~ls, and Is qurte Impossible when such 
levels &1ve way to mo:~ s~ber. valuations. Thus, a recent 
calculatiOn of the deb.t SituatiOn In the United States estimates 
the farm, ~or~gage Indebtedness as $4,900 million in 1913 
$8,232 mllho~ m 1921 and $~,500 millio_n in 1929. The peak 
was r~ach.ed m 192.5, :when pnces of agncultural produce were 
at their highest pomt In the post-war period.l 

Agricultural ~ndebledness in the United Stales. s 

11913 j19?P j1930 j1931 11932 ·~ .. 
L Current value of agricultural capital 

(SOOO,OOO,OOO's) . . . . • . . <).7.8 58.1 52.7 . 
2. Mortgage debt ($000,000,000's) . . 4.9 9.(1 .9.2 9.4 , 
3. Agricultural gross income 

($OOO,OOO,OOO's) • • . , . . . 7.0 11.9 9.4 7.0 5.2 
4, Interest on mortgage as a percen-

tage of 3 (per cent) • . . . . 3.4 4.7 5.8 7.7 10.0 
5. All interest expenditures as a 

percentage of 3 (per cenl) • . - 5.5 7.0 9.5 12.9 

There is a striking similarity of development in the farming 
situation in all of these newer countries, and land values, depending 
largely as they do upon export prices in world markets, follow 
much the salJle course in all of them.~ 

The natural corollary of '' farming for the property rather 
than the produce market " is a very larg~ use of borrowed capital. 
The extent of farm indebtedness, either on short or on long 
term, is not easy to calculate with precision ; but its burden is 
obviously greater when the prices of agricultural. produce have 
fallen 55 to 60 per cent from the l929 levels. The average farm 
family in the. United States had a caslt income during 1924.-1929 
of approximately $600 per annum; but, in 1932, this cash income 
had fallen below $100. These estimates are for the cash income 

1 Subsequent land speculation in the years 1925-1?29 was directe~ mainly 
to urban real estate, the indebtedness upon which is estimated to have r~se!' from 
815,120 million In 1921 to £33,125 million. In 1929. Cf. Lionel p. Ed1e .m The 
Iron Age, January 5th, 1933, page 26. . . , 

'Cf. /igricullural Year-Book, 1932, pages 892,893 and ~12; Bradslr!'el s Weeki/{• 
1933.; Lionel Edie: " New Year opens in Midst of i\IBJor Debt AdJ~stments , 
Iron Age, January 5th, 1933. · 

The estimated figures for 1931 and 1932 are based on the assumption tha~ 
Interest expenditures in these two years were the same as In 1930. d · al 

• Cf;, e.g., the ·diagram illustrating the similarity of the course of lan9 v ues 
In New Zealand and the United States of America, between 1914 and 19-4, Eco· 
nomic Record, May 1927., page f!l(C!}• 
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remaining after interest and ~axes .w~re paid ; but. in view of the 
great reduction in cash rec~Ipts, It IS easy to understan? why, 
in a great number of cases, mterest and taxes have not, m fact 
been paid" because of pressing needs for mor~ than $100 of casl; 
for other purposes. 1 

. . 
· Land values have shrunk considerably, but not, as yet . in 

proportion to the fall in income. The mortgage debt, and ~till 
more short-term debt, has increased in the . depression.. . The 
average value of the owner's equity, which, in the United States, 
had been $8,191 in 1920, fell by 1930 to $5,436,. and has since 
fallen much more heavily. Inface of these facts, it is not difficult 
to understand both the resistance to forced sales and tax distraints 
which has spread widely in certain States and the serious conse
quences of the farmers' difficulties upon other parts of the 
economic strUcture, notably the banks and the financial institu
tions which hold mortgages upon rural property, 

Accurate up-to-date information concerning the indebtedness 
of most of the other overseas exporting countries is not available; 
but preliminary investigations in Canada suggest that farm 
indebtedness there may be heavier than in the United States 
of America, and has not decreased in the depression years.~ 

In most of the overseas countries, there was some relief from 
·the rise in sterling prices for a few months after they had followed 
the lead of the United Kingdom in abandoning the gold standard. 
In most of them, also, the heavy burden of external indebtedness, 
expressed in terms of sterling, was. mitigated, ot at least prevented 
from becoming heavier, when they were thus cut· off from the 
continuing fall in gold prices. In the case of Australia and New 
Zealand, as well as in that of Japan, currency depreciation went 
further than the fall of sterling, and so gave some temporary 

·relief to the farming community, whose prices rose in terms 
of the lo~al currency, while their costs for. a time remained stable 
or were even reduced. Such relief, however, could only be 
t~mpor~, and ":as promptly offset by similar currency depre
ciatiOn m competmg countries. 

F~r certain European countries, sample investigations of 
farm mcomes and expenses are available for 1928-29 in a volume 
containing the results of nationai studies collected and published 
by the International Institute of .Agriculture at Rome. 3 From 
that volume the follo~ng summary table has been compiled. 

1 Cf. John .D. Black, "The Agricultural Situation" Haruard Business Reuiew, 
January 1933. . · ' · 

1 
Cf. Report of the Minister of Agriculture for the Year' ended March 1932• 

Ottawa, 1932, · 
• "Farm Accountancy : Statistics for· 1928-1929 ", Rome 1932. 
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Farm Income, Expenses and Debt 1928_29. 

Number Gross Gross fLabou 1 Depre-1 In- Debt • 
of income expenses r ciation• terest • 

per as 
Country farms per per-

investi- hectare hectare As a percentage 
gated (Swiss (Swiss of total expenses centage 

or farm francs) francs) Per centiPcr centjPcr cont capital 

Peasant farms : 
Austria . 743 318 352 46.5 5.5 23.4 5.4 Czechoslovakia 228 13.8 Denmark . ' 599 1,116 1,069 31.8 0.2 14.6 
Estonia. 260 166 

... 
187 50.6 7.7 18.4 15.9 

Finland. . 474 348 413 42.3 4.4 25.7 14.1 
Latvia 132 147 185 47.1 10.3 15.6 9.5 
Lithuania . 95 160 206 40.3 9.9 30.8 5.6 
Netherlands 2,201 1,072 950 26.3 - 34.3 
Norway. ' 172 944 1,115 35.2 24.9 

.... ,. . ' - .... 
Poland . 855 340 389 34.1 11.6 34.8 7.3 
Sweden . 242 500 567 46.7 - 20.6 
Switzerland 504 1,259 1,421 39.7 10.4 24.5 

. ~·,• 
50.1 

Large farms : 
Denmark . . 155 824 779 32.3 0.4 16.1 
Finland • • 72 310 383 36.4 .5.0 26.8 14.6 
Sweden . 113 573 638 38.3 - 18.0 ••'·• 

The figures in this table are subject to the limitations of such 
sample analyses and may not be wholly typical of farming enter• 
prises in the countries mentioned, since the keeping of accounts 
w;ually indicates modern management. The actual qualifications 
and interpretations to which the figures are subject are detailed 
in the volume from which they are taken. They are sufficient, 
hOwe_ver, to indicate a very wide range of variation in the types 
of farming surveyed. It is notable, for example, that, where 
productivity is greatest, the amount of credit used is also greatest. 
Poverty of production and lack of credit go toget_her .. I~ is 
clear also that, even in 1928-29, actual returns were tnsuffJcient 
in most countries to provide what the farmer regarded as a fair 
return for his labour and current interest on the capital value 
of his· equity; to say nothing of profit. 

Unfortunately, it is not possible to give complete . and 

1 lnchlding asseSsed vruue o! family labour, except in Netherlands. 
1 In the case of Netherlands, Norway and Sweden, depreciation chargel; are 

not separately shown. · . · . . 
·
1 Including assessed return on own capital. . · · . d 
• At date when balance-sheet was closed - viz., .January lst, Aus~a an 

Czechoslovakia · March tst Switzerland ; May 1st, Estonia and LatVIa, and 
July 1st for all~ other count~ies mentioned. 
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comparable statistic~ for . later ye~s ; but the course of 
development in certain typical countries may be followed from 
other sources. A Danish investigation shows clearly the downward 
drift. 

Agricultural Income and Expenses in Denmark. 1 

Year 

Average 1924-25 to 1928-29 
1929-30 ..... . 
1930-31 
1931-32 . . 
1932-33 

Gross income Net income 
Kr. per hectare Kr. per hectare 

902 
817 
656 
546 
509 

104 
135 

13 
-28 
-43 

One further example may perhaps be cited to show tha.t debt 
problems aJ'El not confined to the newer countries. For Germany, 
the· Institut fiir Konjunkturforschung has published statistics 
which may be SUilllllarised as follows : 

Agricultural Income and Indebtedness in Germany. 2 

RM. (OOO,OOO,OOO's.) 

1 1913 11929-30 11930-31 11931-321 1932 

Farm indebtedness . 17.5 11.4 11.6 11.8 11.4. 
Value of produce sold off 

the farm .•..•.. 9.86 8.69 7.3 6.5 
Interest paid . . . • . . 0.75 0.95 0.95 1.01 0.85 
Interest as a percentage of 

(13 .1) gross income . . .~. . . · 9.6 10.9 13.8 
... 

Other statistical estimates might be quoted to show the heavy 
and j.ncreasing burden of agricultural indebtedness in European 
countries, In Poland, for example, the tot.al agricultural debt, 
which in 1930-31 represented about 25 per cent of the land 
value of small farms and 40 per cent of larger farms, increased 
between January 1931 and November 1932 from 4,000 to 4,600 
million zloty. Assuming an average interest rate of 13 per cent, a · 
10 per cent increase of indebtedness is estimated to .raise costs 

' Landokonomische Driftsbureau : Unders!igelser Qver Landbrugels Dr~flsfor
hold, XIV. Copenhagen, 1931. 

Slalisliske Bflerrelninger, January 5 1933 .. . f{ n 
• 

1 Institut f~r Konjunkturforscbung ~ Sonderhefl ~. pages 17 and 18 ; · 0 
• 

Junklur Slatlstrsches Handbuch, 1933. • ·, 
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of productio~ OJ?- small farms by 4 pet cent.l In Yugosla • ai 
the total of agncultural debt is officially estimated to 11;~a, .· so, 
f~om 1!500-2,000. millio?- din~rs in 1928 to 2,500-3,500 ~k~i~~ 
dmars ~n 1931. .Unofficial estnnates are much higher. a In ltal 
the agncultu~a! mde?tedne~s at the middle of 1932 was estimatlci 
at. 9. to 1~ mllhar~ lire, while the gross farm income was 25 to 30 
Jmlhard ~Ire, of which abo~tt 5 milliards went to landowners. a The 
substa.ntial decrease of mterest payments in Germany draws 
attentl?n to one. of ~he most ~triking ~·ecent . developments of 
the agncultural SituatiOn-the mtetventiOn of the Governments 
jn order to. reduce interest c.harges on agricultural debt. 
y The vanety and ~ompleXIty of the measures taken by various 
Gove~nment~ to relieve the;. a~icultural situation cannot be 

. descnbed bnefly. The far-reachmg plans of the United States 
Government are summarised in the final chapter of this volume. ~. 
In a great number of other countries, measures have been taken : 
to postpone debt claims, give priority to new loans, convert 
short-term into long-term· obligations, negotiate rent reductions, 
convert fixed money rents into. yearly payments depending upon . 
the value of farm produce, and grant tax relief. Illustrations of 
these measures may be drawn from .both European and non" ' 
European countries. Thus, in Germany, a new " law for regu- { 
lating agricultural indebtedness", passed in May 1933, enables, 
debtors to appeal for special assistance in respect of debts entered I 
into· before July 13th, 1931. A bank, savings bank, or co
operative credit association chosen by the . debtor can _enforce 
arbitrary conversion of short-term into long-term debt at mterest 
rates reduced to 4% per cent, and, with the approval of ~he 
local courts (Amtgericht), reduce all cla~ms ~xcept. on f1r~t 
mortgages by as much as 50 per cent. Fmancml assistance 1s 
also provided by the Reich. 

In the Netherlands, widespread advantage has been taken of 
the courts set up to nego~iate between ~gricultural debtors a~d 
creditors, and compulsory mterest reductw!ls have taken place m 
Germany, Czechoslovakia, Polan~ and LatVIa. In Denma~~· exten
sive legislation was passed settmg up county board~ With P?~er 
to postpone interest and amortisation payments, ma~u?g pro~Is~on 
for new loans -and for moratoria on old loans~ gi~mg pnonty 
to new loans, taking powers to regulate prod~tctl~n ~n. pu~sua~c~ 
of the new quota agreements, granting tax rehef! hm1tmg mtei.est 
rates, .facilitating mortgage conversions, creatmg a depressiOn 

1 National Scientific Institute. 0t Rural Economy 11t Pulaway, .Economic 
Section of S":~all Farms.. . I A . It . " The ,Agricultural Siluat.ion 1 International Insttt\lte o griCu ure,. 
1931-32 ", Rome, 1933h, . • . d p· · ·81 Reports, 1933. 

• The Association of Itallan Corporations' Business an manct · · . . . -
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fund with objects similar to those of the Hecons~ruction Finan · 
Corporation in the United States, and allowmg smallhold ce . 
to convert their properties into State tenanc~es. 1 Anoti~rs 
form of State assistance in force in the Scandinavian countri er 
consists of the granting of new adva~ces co

2
nditional upon pri~~ 

agreements between d.ebtors and creditors. . . . 
It is clear that the Impact of. a severe depressiOn Which impairs 

the solvency. of. farm ente~pnses at ~nee lessens farm credit 
and. checks the flow of ~ll;Pital for agncul~u~al uses. Measures 
to revive that flow by gtvmg new loans pnonty over those for~ 
merly contracted strike a severe b.low a~. the whole b_asis .of agricul
tural lending. In many countnes, either by legisJati?n or by 
private contractual arrangements, efforts are now bemg made 

}

to change agricultur~ finance fr?m a monetary to a commodity 
basis, both rent and mterest bemg made payable as a share of 

. the value of the annual produce. Such arrangements are now 
being made in a great number of European countries. 

Even the scattered and incomplete evidence cited in tins 
section is sufficient to show that, except in a few countries where 
agriculture is primarily dependent upon a protected domestic 
market, the depression has brought extreme difficulty to farming 
communities.. It has not only reduced their current incomes, 

· but, in the newer countries especially, has wiped. out the accumula
ted profits of past years by greatly reducing the farmer's equity 
in the value of this land .. Farm. labour has shared in the distress, 

·and the point has been reached where loans upon landed security 
are so burdensome that re-adjustments. and writing-down have 
in .many cases. been inevitable, In the process of such writing
down, however, many countries find themselves faced with serious 
financial and banking difficulties. The Japanese. peasant, the 
Indian producer of jute, the Brazilian coffee-grower, the Malayan 
rubber-planter, the Hawaiian sugar-grower, the New Zealand 
dairy-farmers, the cotton-planters of southern United States, 
are all facing the same problems of inelastic debt charges and 
record low prices. In face of shrinking incomes, they have made 
the same almost instinctive effort as their compeers in o~her 
lands to sunnount their difficulties by increasing productiOn, 
only to find their incomes shrink further as world markets· 
narr?w~d and ~n.·ces fell stilllow.er. In agriculture, as in ind. ustry, 
pr?fits have disappeared under the combined pressure of loW 
pnces and heavy fixed charges. 

1 Oekonomi· og Prilitik, March 1933. . . . . " 
• International Institute of Agriculture .. The Agricultural Situation 1931-32 • 

Rome, 1933. · ' 



Chapter Vl. 

TilE STRAIN ON TilE PUBL~C FINANCES. 

THE EFFECTS OF THE FALL IN NATIONAL INCOMES. 

The. central fact concerning public finance during the 
de:pres~ron has. be~n the extraordinary difficulty experienced in 
ad]~tm~ pubhc mco~e a!ld expend~ture to greatly reduced 
natiOnal mcomes. National mcomes, usmg that term to mean the 
aggregate value of goods and services enjoyed by the whole com
munity, have been considerably reduced in most countries, both in 
reality and still more in nominal value. The financial transactions 
of Gove:rnments have thus been rendered vastly more difficult. 
Expendrture has not been easy to reduce, and what reductions 
have been effected have often temporarily disturbed economic 
equilibrium. The incomes of Governments, derived largely 
from taxation, have fallen sharply, Old taxes have not only 
been affected by the lower income levels, but in some countri.es 
appear to have reached the point where further increases in 
rates are likely to bring a decline rather than an increase in 
yield. New and elastic sources of. taxation have not been easy 
to find, and, where expenditure has not been easily reduced, 
a drift towards increasing indebtedness has been inevitable. 

The Survey for 1931-32 contained estimates 1 of the per
centage of national incomes expended b:y the. State in sever~ 
c~untries. The percentage n!ltu~ally var~ed wrth ~he econollllc 
Circumstances of the countnes m question, but m each case 

.. had increased substantially as compared with the pre--war period. 
The statistics available seem to indicate that from one--fifth 
to one-fourth of the national incomes passed through the Govern-
ment (including local authorities) budgets. 2 

.. . • . . 

National incomes have now decreased very substantr~lly, 
after a long period during which they had increased rapidly 

1 Page 247. . · b 1 t ,.v·er 
1 See also Statlstisches Relchsamt, " Intcrnallonalcr Steuer e as un.,. • 

gleich ", Eiruelschriflen zur Stalislik, Nr. 23, page 646. 

11 
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with only ·few and brief int_erruptions.. Fro~ 1890 to 1914 
for example, there was no s1~gle y_ear m whlC,h the Gennan i 
or Japanese z estimates of nati~nal mcome dec~meq, and, While 
the trend was no~ so regular lU other. countnes, 1t was quite 
definitely upward.. After the wa~, th1s trend appeared to be 
resumed, and even the sharp dechnes caus_ed by the crisis of 
1920-21 were. quickly res!ored. _Except In those European 
countries which had been Impoverished by the war and subse~ 
quently by- inflation, the post-wa~ stanqard of living_ was not 
only higher, but appeared to be 1mprovmg more rapidly, than 
in the pre-war period. T~e immed!ate post-war crisis_ of 1920-21 
was overcome comparatively qmckly. The fall ln national 
income in that crisis was probably greatest in the United States 
of America, where it was 14 to 15 per cent.3 By 1925, in practically 
every country, this setback had been made good. 

The fall of national income in the present depression has 
been much greater.. A recent estimate for the United States 
shows a decline of 53 per cent between 1929 and 1932. 4 In 

· Germany, an estimate for the same period is 39 per cent, 5 and 
in the Unite~ Kingdom 20 per cent. 8 Between the years 1928 

_ and 1931,- the national income of Australia is estimated to have· 
fallen by 33 per cent ; 7 the figure for New Zealand was also 
33 per cent ; 8 for Roumania 36 per cent. 9 The decline continued 
in 1932, bringing the Roumanian figure, for ~xample, up to 
53 per cent. For the shorter period from 1929 to 1931, the fall 
was 10 per cent in· Norway, 10 and in Italy 33 per cent. 11 The 
Welder Commission, which reported upon the financial condition 
·of the Netherlands in 1932, regarded 30 per cent as a very mode
rate and optimistic estimate of the decline in taxable income 
since 1929. u The value of the gr9ss pro9uction _fell from 1926 
to 1932 in Chile from 3,200 million pesos to 2,200-2,400 million, 
or about 30 per cent,18 in spite of a, depreciation of the currency 
of about 50 per cent. · · 

•n 
1 S!atistisches Reichsamt Einzelschri[ten zur Statistik, Nr. 24,. " Das deutsche 

volkseinkommen vor und uach dem Kriege " · 
: .KlD_stitut international de Statistique, XXV, 2, Tokyo, 1930. 
• ID!l "The National Income", New York, 1930. 
1 

Nlnsatz_onal Industrial Conference Board Bulletin, February 20th, 1933. 
, tJtut.,rur Konjunkturforschung, "• Vierteljahrsheft ", 7. 4. A. 

Clark: The National Income 1924-1931 " Economic Journal, June 1933. 

Eco
. ' " ~eport of the Committee appointed to make a Preliminary Survey of the 

,norruc Problem ", April 1932. · 
, Canl"!'buru. Chamber of Commerce Bulletin, April 1933. 

. Bule!t'! Trunestrlal. al lnstitut· Roumanesc de Conjunctura, 1933, 1 and 2. 
:. Statutiske .M~delelser, Nr. 10-11, 1932, · · " 

The AssoCiation of Italian Corporations " Business and Financial Report ' 
June lst, 1932. · • · · ' 

:: 8Rotthterdams~he Bankvereiniging, Monthly Bulletin, ·November 1932. 
pu Amerzcan Journal, January 28th, 1933. 
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The dileiilUia presented to those responsible for the · bl' 
finances by such weat de~lines in. the national income of ~0~~ . 
every ?ount~ anses m~n~y . from the inflexibility of public 
expenditure m f~ce of dechmng revenue, While adequate statis
tics are not avrulable to me.asure .recent tendencies; it is clear 
that the percentage o_f natiOnal mcomes taken for. purposes 
of. S!ate has.sharply mcr~ased. The obvious counterpart of 
this mcrease IS a _great shrmkage of the resources available for 
private consumptwn. and the provision of industrial capital. 
If Government. receipts before the depression were one-fifth 
of the total natiOnal mcome, and the national income has since 
fallen about 40 per cent while Government receipts have remained 
almost constant! thes.e should now represent almost 33 per cent 
of the total national mcome, and the share remaining in private 
ha11ds would thus have falle11 by one-half. Since standards of 
coASumption are difficult to reduce, most of the shrinkage has 
been conce~trated }-lpon the amounts. available for th~ provision 
of new capital eqmpment. The stram upon the pubhc finances 
has been a powerful deflationary factor in the present depression, 

Moreover, as will be shown later in this chapter,. very impor
tant changes in the methods of providing capital equipment 
seem likely to result from the difficulties of private investors 
in finding employment for their capital on the one hand and the 
necessities of Governments on the other. There is a distinct 
trend in a number of countries towards the promotion of capital 
expenditure by Governments. as a means of securing relief from 
prolonge<l unemployment and generally as a means ()f escape 
from the spiral of deflation. Such expenditure at present is 
necessarily made from funds provided by adding to governmental 
indebtedness so that the <lirection and control of investment 
tends in such cases to pass from private to public initiative. 

In attempting to analyse the most recent deyelopments of 
public finance in important and typical countnes! there are . 
unusual difficulties at such a time as the present. Bne~ reference 
was made in the preceding Survey to som~ of ~he more 1mporta~t 
technical difficulties presented by any sCient~:fic .study of pub~rc 
finances. 1 The published statements upon which . current di~" 
cussion is usually based need a gr7at deal of detailed analys1s 
and interpretation and usually. requ~re a gre!lt amount of supple
mentary information before any rehable ~stimate can be forme_d. 
of the true financial position of any part1cular cou~try., Public 
accounts are extremely complicated, and those which are ~o~t 
commonly discussed cover only a part ?f the total rec~1f0: and expenditure of Governments. Even 1f the whole poSit 

1· World Economic $uroey, 1931-32, pages 245-248 •.. 
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were finally revealed by a laborious investigation of all the dif~ 
ferent accounts, both of central and loc~ Governments and of 
the semi-detached governmental e~terpnses and participations, 
it would be still necessary to consider both the monetary and 
the general economic. situation. of the. c~mntry in question before 
a true estimate of 1_ts financial position C?~lld be arrived at. 
International compansons offer so many additional complications 
as to render simple statements extremely ~nreliable and mis
leading. Pre~~nently, the problems of p~bhc fin.ance co~stitute 
a. series of national problems to be co~Idered In the hght of 
the economic circumstances of each particular country. 
· In the discu~sion w~ich follows, it is impossi~le to attempt 

any complete p1c~ure either of the p~oblems of sm~le countries 
or of the international aspects of pubhc finance. It IS, of course 
a truism that the fall in national incomes which lies at the root 
of the financial difficulties of so many Governments is largely 
caused ·by economic and financial. factors which are common 
to most countries. The fall ih prices; declining international 
trade, currency instability, the burden of excessive debt and, 
international economic disequilibria generally are the central 
factors of the whole depression. But the methods by which 
Governments have faced the fall in national incomes vary so 
greatly that, whatever :the ultimate ~auses of strain may be, 
public finance becomes primarily a domestic problem. 

The most recent developments of public finance are rendered 
more difficult of analysis by the fact that closed accounts giving 
a picture. of what has actually happened are not yet available 
in most cases, and will not be available for a considerable time. 
Final conclusions must be left to future economic historians. 
The best that can be achieved at the present time is a study 
of some of the outstanding factors in the situation of important 

· countries as disclosed by the information now available. On 
the ;pages which follo,w, therefore, an attempt is made to single 
out Important recent phenomena and to give illustrative examples 
drawn from typical cases, rather than to provide either a complete 
summary or a considered estimate ·of the total development. 
. Even t~ limited task is complicated by the fact, inevitable 
m such a period of strain, that there have been considerable 
but subtle changes in the presentation of public accounts. 
Everyone is familiar with the devices to which individuals ~re 
forced at periods of financial embarrassment in order to provtde 
for current necessities. Transfers of resources between differ~nt 
accounts •. delayed payments, temporary advances, suspension 
of comxnttments and similar devices are both inevitable and 
I~gitimate in an emergency ; but they greatly increase the 
difficulty of analysis. 
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DECLI~ING PVBLIC REVENUES . 

. In more norm~l times, ~vhen there is a greater measure of 
pnvate and puhhc p~ospenty than the world has enjoyed in 
recent years, the. logical approach to any analysis of public 
finance is by way of expenditure. 

But the sources of both the pu)Jlic and private expenditure 
are. the same, and prudent Governments, ·even in times of 
prosperity, keep in mind the political and economic limits of 
taxable capacity. As long as prosperity is general and revenue 
is therefore buoyant, no more than ordinary prudence is required. 
When prosperity has given way to widespread depression and 
·:revenues ar~ heavily decJining, expenditures can no longer he 
calculated With merely ordmary prudence. In such circumstances, 
Governments, like individuals, must. adjust their notions of 
necessary expenditure and consider their budgets from the side of 
revenue. There are at the present time an increasing number of 
countries where this readjustment of budgetary procedure has been 
pushed very far. The most powerful financial countries may still 
maintain "necessary" expenditures. either by increased taxation 
or by borrowing, but even they have greatly revised their definition 
of what is " necessary '', In many poorer countries; the revision 
has reached the point where expenditures are allocated for 
periods as short as a month, after consideration of the resources 
likely to become available in those periods. The available 
revenue rather than the expenditure necessary has been the 
decisive factor in financial policy. . 

The decline in public revenues during recent years is somewhat 
disguised by the fact that rates of taxation have been increased, 
new taxes introduced and methods of collection tightened in 
many countries.. Even when individual taxes are considered, 
these changes obscure the real position. Some indicatio·n of the 
extent to which Treasury problems have been complicated by 
the depression may perhaps be gained by ~ecalling some of t~e 
statistical estimates contained in preceding chapters of this 
volume. For example. the total value of world imports fell in 
1932 to less than 40 per ·cent of what it had b~en. in 1929. In 
many countries the fall was much greater, rangmg up to 87 per 
cent. The decline of Customs revenue was,, of course, affected 
by the imposition of new Customs duties and the inct;ease of 
existing rates, and it is reasonable to suppose t~at f_ree unports 
fell off less than dutiable imports. The. declme Jn Customs 
receipts ·:might, according to circumstanc~s, have been great~r 

"or less than it actually was, if no alteratiOn ~ad been m~de m 
tariff schedules. On the other hand, the ditect taxatiOn of 
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individual or corporate incomes would have yielded :much 
lower results than they actually di~,. both because the ~verage 
incomes were lower and because a .muc~ larger proportion fell 
within the lower scales of graduation, if rates bad not been 
raised graduated scales revised, exemptions lowered, allowances 
reduc~d and methods of collection improved. When such factors 
are borne in miiJ.d, the declining yields of taxation illustrated 
beiow are very significant. 

Receipts from Customs Duties, 1929-1932, 
National currencies (OOO,OOO's). 

Taria 
level Financial year 

Country Currency inde:x: 
In 

1925. 
1929 1 1930 1 1931 I 1932 

Netherlands 1 • Gulden 4 72 71 67 . 83 
United Kingdom • £ 4 120 121 136 167 
Denmark• •• Kr. 6 102 108 105 84 
Belgium 1 •• Franc 8 1,319 1,336 1,303 1,556 
Switzerland 1 • Franc 11 277 306 315 322 
France 1 Franc 12 4,449 4,785 5,921 4,139 6 

Germany• RM. 12 1,095 1,083 1,147 1,106 
Austria··. . . Sch. 12 286 290 267 230 
.sweden'. Krona 13 154 154 148 138 
India •. Rupee 14 513 468 ..... ... 
Canada 1 • $ 16 179 131 104 ... 
Italy 8 ••••• Lira 17 3,042 2,427 2,983 2,452 
Czechoslovakia 1. Koruna 19 1,387 1,195 1,289 863 
Hungary• . Pengo. 23 125 97 80 50 
Poland • . Zloty 23 395 258 157 135 
Australia • : £A 25 .29.5 30.2 18.2 18.6 
Argentine 1 • • ·m$n 26• 424 355 313 286 
United States a s 29 603 585 378 328 
Spain 1 .- Peseta _44 665 580 497 528 

1932 as 
a per-

cent age 
of 1929 

115 
139 

82 
118 
116 ... 
101 
80 
90 
·-·· .... 
80 
62 
40 
34 
63 
67 
54 
81 

The importance of Customs duties in almost every budget 
is due, not only to the aggregate of the revenue so collected, but 

. tQ its elasticity. Addit~onal duties upon imports hay~ always 
b~en one of the ~- lines of reserve upon which Mims~e~s of 
~nance may call In an emergency. This fact lends additiOnal 
mterest to the statistics quoted aboye, The countries concerned 
have been arranged in order of the approximate relative height 

1 f'!nancial year beg!Jtnlng January tst. 
: F!nanc!al ·year beS!nn!ng April 1st. · 

FinanCial year begJnnmg July 1st of preceding year. 
: League of Nations '' Tari1f Level Indices '' (Method Bl)• 

Nine months only ; the figure for the same nine months in 1931 was 4,609· 
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of their. tariff levels . in 1925~ 1 .and ~he greater elasticity of 
revenue m the lo":-tanff countne~ 1s obv1ous. With one exception 
(Denmark, where trade ~e~ulatlon W~S attempted by exchange 
control rather than by ra1smg the tanff), the low-tariff countries 
have managed to increase the yields from Customs taxation 
Where the tariff rates were highest, on the other hand, th~ 
shrinkages . of revenue, despite very considerably increased 
duties in many of the countries concerned, suggest that the 
limits of taxable capacity are being reached or exceeded. Further 
increases in rates in these countries bring a decline rather than 
an increase in revenue, at least in present circumstances. 

Receipts from Income Taxation 1929-1932. 
National currencies (OOO,OOO's). 

Financial year 1932 as 
a per-Country Currency 

1929 1930 1931 1932 1933 centage 
ol1929 

Australia '. £A 9.8 11..1 13.6 13.S 10.0* 138 
Austria •: 

Income tax Sch. . 182 181 159 135* ..•. 
Corporation tax Sch. 96 79 69 45 .- ...... 47 

Canada a .••• $ 69 71 61 ... . •.. 
Czechoslovakia 1 • Koruna 1,431 1,161 1,061 1 020* .-... 
Denmark • Kr. 68 69 89 ' 62* ... 
France •. Franc 14,101 .13,587 11,901 . ..• 

Nine months 
10,238 7,518 62 only •• Franc ·-·-· ••'ll: . .. -. 

Germany •: 
3,026 2.,761 2,143 -1,333 ~-··,. 44 Income tax RM. 19 Corporation tax RM. 559 450 304 106 . ,.-~ 

India 3 ••••• Rupee 167 160 173* 187* ... 
Italy • • . . • • Lira 3,995 3,754 3,296 2,935* ····· 
Japan • ..• , Yen .200 201 164* 131* ··•·• 90 Netherlands a • Gulden 87 93 92... 78 ·-··· 
New Zealand a .. £NZ . 3.5 4 4.4 3.4* ...... 

104 . 
151 164 151 134* Sweden·• •. Krona 145 

United Kingdom : 
237.4 256.1 287.4 251.5 ... 106 · Income tax • £ 76.7 60.7 108 Super-tax •. £ 56.4 67.8 1,100* 45 

United States '. s 2,331 2,410 1,860 1,057 

*Budget estimates. . d' ,. Geneva 1927• There were, of 
t. Cf, League of Nations." Ta1ift L~vel In Ices 1925 and l933, and it Is possible 

course considerable alteratiOns of tanffs between 
that the order of the individual countries has changed. 

• Financial year begirin!ng Jan~Jary 1st. . 
• Financial year beginn!ng Aprll 1st.. ·n ear. 
' Financial year beginrung July 1st the ~recefani kx and income tax on 
o, General income tax, scheduled income ax, . 

movable property. d r tax on income. 
• Income tax on movable wealth !In supe -
' Including tax on capital. 
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The even stronger tendency to~ards a declining yield from 
direct taxation is not as e~sy to I~lustrate and. does not offer 
the same oppo~t~:nity for mt,ernatiOn~ compar1sons ; hut the 
income-tax statistics for certam countnes. may be used to give 
a rough indication of the dec~ine. There IS ~ways a lag before 
reduced incomes are reflected m reduced tax yields, hut the table 
on page 167 makes it clear that by the financial year 1932-33 
the effects of the depression were being fully realised. The nature 
and effectiveness ·of . income taxation differs in the countries 
cited, so that comparisons are invalid.. In ~1 there was a definite 
tightening up of collection methods, and 1n most the rates and. 
graduation scales were increased at_ the same time as E)Xemptions · 
were reduced and allowances reVIsed.. Nevertheless, the yield 
fell in the great majority of cases. . 

Certain additional comments may ;be made on these figures, 
The increased revenue shown for the United Kingdom in the 
financial year 1931-32 was due to the rate being raised from 
4s. 6d. to 5s. in the £, and also to the payments being anticipated, 
so that a greater amount was brought into the receipts of that 
year •. The budget for 1933-34 made certain adjustments in 
the methods of collection, hut did not lower rates. The estimated. 
revenue from income tax in 1933-34 is £229 million and from 
super-tax £51 million. . 

In Germany, it will be noticed that the decline in income-tax 
· receipts was. more than 50 per ·cent between 1930 and 1932. 
This is all the more remarkable because so large a proportion 
of the tax is deducted from wage and salary payments, which 
fell from 1,281 million RM. to 745 million RM. The fall in the 
income tax levied upon incomes from capital investment. was 
from 194 to 45 million RM., a proportion very much closer to 
that of the decline in the yield from corporation taxes, 

The importance of the .. decline in these major sources of 
indirect and direct taxation may he gauged by the following 
table,_ s~owing the proportions contributed by various JorJ?S 
of taxation to the total revenue collected by certain countrieS 
in 1927-28. 

It is obvious that, in face of such heavy declines in the yield 
fro~ major so~es of taxation, great efforts have been necessary 
to mcrease the YJeld from_other sources and to devise new methods· 
~f ~~tion. Inevit~ly there has been a cons~derable increase 
m, mdirect taxes levied upon turnover or consumption, together 
Wl~h new forms of direct taxation in many. countries, suc:h. as 
leVIes upon wages. The effect of increased Customs protectiOn 
in diverting consumption to domestic products strengthens t~e 
tendency for revenue to be sought by taxation of the domestic 
industries. Despite the increasing rat!ls of new. and old taxes, 



-169-

The Principal Sources of Ta:t Revenue in 1927_28 1 

(As percentages of total taxation.) · ' 

Country· Customs Taxes on Taxes on Taxes on receipts income and transfer and consu:nplion properly • turnover• 

Australia. 53 26 - 21 Austria • . 20 30 
Belgium • 11 35 

25 • 25 
' 40 13 B!!lgaria • • 30 23 14 33 Canada • . 43 16 21 Czechoslovakia 19 . 13 22 27 31 Denmark, 25 35 

Finland ·• 57 
6 35 23 11 9 France. 6 34 33 23 United Kingdom •. 16 57 4 24 India 66 20 0.4 15 Italy· •. • ... 20 40 19 22 Japan • , .. . 12 33 9 44 

Netherlands • 11 45 9 35 
Norway • . 36 31 2 28 
Poland ... ' 16 30 8 42 
South Africa . 44 42 5 10 
Spain • . 19 30 17 30 
Sweden . 25 27 11 37 
Switzerland 68 13 17 2 
Turkey ••• . • . 21 19 6 55 
United States 18 67 1 14 

there has been a disconcerting decline in the budget receipts. 
The table on page 170 shows that, in the case of the United 
States.. this decline amounted. to more than 45 per cent. Since 
in one country only among those cited (Belgium in 1930) were 
.there any substantial remissions of taxation in this period, the 
fall in revenue is wholly due to declines in taxable capacity. 

Statistisches Rcichsamt : Finanzen und Slcuern, pages .1!'12-847. 
Including death duties with the exception of Polan~. 
With the exception or' Poland, excluding death duties. 
Including net yield, of monopolies. 
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Budgetary Receipts in Certain Countries, 1929 to 1932. 
·(Excluding proceeds of loans.) 

National currencies (OOO,OOO's). 

'\currency 
Financial year -

Country 
1930 t93t 1 1932 1929 1933 

Austria 1 • · •• Sch. 2,010 2,027 2,009 1,905 * ... 
Canada • •. s 441 350 330 ... 
France• Franc ~7,780 45,681 43,102 28,882 5 ... 
Germany • - RM. 10,641 10,655 8,953 7,382 ... 
Hungary 3 • · •• Pengo 1;483 1,480 1,464 1,229 1,207* 
Italy 3 

'· ••• Lira ~1,654 20,198 20,545 18,317 . 18,895* 
N.ew Zealand •. £NZ 25.3 23.1 21.2 19.1* ..-. 

.Poland 1 • Zloty 3,029 2,750 2,262 2,002 ... 
South Africa • . £SA 30.5 28.5 27.0 29.4* . .. 
Spain I • Peseta 4,225 3,735 3,656 3,886 ... 
Sweden 3 Krona 738 784 791 806 795* 
Switzerland 1 Franc 396 433 428 420 ... 
United Kingdom ' £ 815 858 852 827 

2,624• United States 1 s 4,036 4,174 3,319 2,118 

THE ADJUSTMENT OF PUBL~C EXPENDITURES. 

The greater part of the chapter 'devoted to public finances 
in the Survey for 1931-32 was concerned with the inflexibility 
of governmental expenditures in the early stages of the depression• 
It is on the side of expenditure, however, that statistical material 
concerning public finance is most unsatisfactory and most delayed, 
so that there is no possibility yet of getting anything like a 

·complete picture of the most recent expenditures in a number 
·of important countries. Closed accounts are the exception rather 
than t~e rule f?r the year-just past., and in the. _dis.cussion ·of 
expenditure -which follows, therefore,. an attempt lS made only 
to draw attention to a few salient developments in recent months. 

_In the previous Survey, attention was focused upon three 
m~n grou_Ps of expenditure ~ debt. service, armaments, and 
soc1al semc~s - w~ch seemed of special importance by reaso_n 
~ot~ of thmr . magrutude and of their social and econo!fiiC 
s1gruflcance. L1ttle can be added in this Survey to that discusswn, 

• Budgetary estimates.. • ~ -
1 F!nanC!al year begjnnlug ~ ' · rs-f-;.. 
: FmanC!al year beginning April 1st. ·.........., 

Finane! a! year beginning July 1st of preceding year .. 
: Consolidated revenue fund only. . · 

Nlne mont~ only. The corresponding figure for the first nine months of 
1931 was 13,587 million francs. · 

1 Payments including those !rom preceding years, not including issue of coinage. 
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since new information for the years 1931-32 and 1932-33 d · 
· h h t · t' l b · ' urmg wluc . t e. s ram. on _na 10na .. udgets caused real reductions 

of expenditure, .IS still scanty and incomplete. There is 
reaso~ to repeat here the <;lescri~tion of the manner in whi~~ 
these ~mP,ortant g!oups of expendi!ure developed after the war, 
but the mfot;natlon. already available for the years 1931-32 
and ~93?-33 1s sufficient to suggest certain additions to that 
descnpt10n. 

The first fact to be noted is that t.he sharp declines of revenue 
previously n~t.~d, .together with. an increasingly dangerous 
budgetary pos1bon m most countnes, finally forced a reconsider
ation of expenditures. As the table which follows will indicate 
effective reductions were not applied in most cases until th~ 
fiscal years 1931-32 and 1932-33. Up to that time, revenue 
had benefit.ed by the delayed retur~s, for example, of income 
tax, reflectmg the years of prospenty ; and the depression in 
any case had not reached the depths to which it afterwards fell, 
At the same time, governmental schemes to combat the depression 
and relieve distress seemed more feasible and, in addition, there 
was a general reluctance to cut important services. The depression 
entered a second stage, however, with the onset of financial panic 
in May 1931, and in that second stage the controversies concerning 
public expenditure as a means. of remedying the . depression 
became acute. Before entering upon a discussion of the way in 
which various Governments have attempted to meet this new 
situation, it is necessary to tabulate the available information 
concerning public expenditures. The figures below need to .be 
read in the light of. the explanations given in the footnotes. 
They refer only to expenditures which are included in the general 
budgets of the central Governments, and not to expenditures 
included in special budgets, such as exist in many countries 
for trading enterprises, works and other purposes. , 

The figures shown in the table a17 comparable· h_onzontally, 
but not vertically. Methods of accountmg, the propo~IOn between 
public and private economic activity, and the proportions. betwe.en 
the activities of central, regional, local and other public bodies 
vary greatly from country to country. . . 

The figures in most cases represent estimated or actual 
cash disbursements but in some cases they represent pay 
warrants issued, co~mitments, or even credits which may .be 
drawn on in subsequent years. The main purpose for which 
the table is included here is to indicate the general trend of 
dev~lopment ; · if it is. desired to utilise particula: figures~ t.he 
table should be supplemented by the more detruled statiStics 
available in the Statistical Year-Book, 1932-33, 1. 

' Table 109, 
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Budgetary Expenditure of Central Governments, 1929 to 1933. 
- (Amortisation expenditure included,) 

National currencies (OOO,OOO's). 

. 1929 I 1930 1931 1932 I 1933 
Country currency 1929-30 1930-31 1931-32 1932-33 1933-34 

Argentine. . m$n ... 1,095 886 839 . .. 
Australia • . £A 104 104 98 . ... 
Austria. . Sch,· 1,990 2,289 2,331 1,920 1,932* 
Chile • . s 1,596 1,131 1,027 597 ... 
China. . S Ch. 539 714 683 . ... . .. 
Colombia. . Peso 82.2 60.1 47.6 34.8* 40.4* 
Czecboslov. • Koruna 10,275 9,928 12,260 9,319* 8,633• 
France. . • . Franc · 63,968 53,265 50,641* 41,098* .. ~-. 
Germany. RM. 11,353 11,740 9,555 8,219* 

·---~ 

Greece . IQrachma 18,363 11,180 11,280 8,674* ... 
India Rupee 1,362 1,344* 1,278* ... 
Italy. Lira 20,790 25,702 20,164* 20,923* ... 
Japan . Yen· 1,736 1,558 1,498* 1,944* . .. 
Mexico. Peso 276 279 299 215 ·-·· 
Netherlands . Gulden 909 839 880* 1,116* ... 
Poland ••• Zloty 2,993 2,813 2,866* 2,452* 2,458* 
Spain •••• Peseta 4,056 3,697 3,855 4,470 ...-.--
Sweden ••• ~ona 811 819 894 896* .,. ... 
United Kingd. 840 881 860 848* ... 
United States s . 3,994 4,231 5,007 4,269* 3,975* 

• Budgetary estimates. . 
.Argentine.: The budget Includes expenditure on public works and armament 

material, covered from loans issued, amounting for 1930 to 207.2 million, 
for 1931 to 102.5 million and for 1932 to 61.9 million pesos. 

AU81ralia : Consolidated Revenue Fund only. Expenditure from Loan Funds 
amounted in 1930-31 to £71.5 million. 

Austria : 1933 ; revised estimates. 
C(lile : Ordinary budget only ; extraordinary expenditure amounted to 

535.1 million and 225 million pesos for 1930-31 and 1931-32, respectively. 
Colombia : Ordinary and extraordinary budgets ; for 1932, ordinary budget 

only. Expenditure of dosed accounts represents actual payments. 
Czechoslouakia : Not Including special funds. · . 
Franee : Not including the Amortisation Fund (deriving its receipts from the 

net _yield of tbe Tobacco Monopoly, the yield of transfer taxes, succession 
duties,, etc.) or special . accounts. Closed accounts ~ provisional .res~lts 
according to the situation of the Treasurr on the basis of Comples d' exercrce. 
The budget year 1929-30 covers a pertod of fifteen months, the budget 
fort929havingbeen prolonged for the three months January to March 1930. 
The budget year a 932 covers a period of nine months. 

Greece : The high expenditure figure for 1929-30 is accounted for by the fact 
that the proceeds and utilisation of various loans, which were not formerly 
~ntered in the budget accounts, have been entered in those for 1929-30. 

India : T~e figures relate to the Revenue Account only and exclude ~he 
expenditure on Irrigation, postal and telegraph services and other capital 
outlay not charged to revenue, permanent public debt discharged ~nd 
loans and advances by the Centrai Government which -with the exception 
of a small ~ount of reimbursements - ar;,. covered from fresh loans. 
The expenditure under the above-mentioned beadings amountc~ . to 
the aggregate sums of Rs. 482.2 milllon for 1930-31, Rs.. p89. 9 nuJlwn 

Continued at fool o/ next page. 
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This first table does not give a clear picture of the c t . 
f · 1 d't b · · . . on ractwn 

0 1ea .. expen 1 ure, . ecause amortisation expenses 1 . fluctuate consider~bly from one year toan other, are lncl~J~~h 
· In the table g1ven below, tlte. amortisation expenditure has 
been de~ucted and the fig!-lres g1ve a clear impression of th 
contra<:twn of real expendtture. · e 

Budgetary Expenditure of Central Governments, 192!J to 1933~ 
(Amortisation expenditure excluded.) 

National currencies (OOO,OOO's). 

Country I C. 1929 1930 I 1931 I 1932 1· 933 urrency 1929-3.0 1930-31 1931·32 1932-33 1933-34 

Austria •..• 
Czechoslovakia. 
Germany 
Greece 
India 
Italy. 
Japan . . • 
Netherlands • 
Poland . 
Sweden ...•• 
United Kingdom • 
United States 

Sch. 
Koruna 
RM. 

Drachma 
Rupee 
Lira 
Yen 
Gulden 
Zloty 
Krona 
£ 
s 

* Budgetary estimates. 

1,92~ 
9,411 

10.976 
17;042 

20,4'58 
1,456 

747 
2,877 

770 
792 

3k10 

2,213 
9,484 

11,006 
9,883 
1,300 

21,468 
1,285 

863 
2,715 

787 
814 

3,791 

2,2,19 1,888* 
11,776 8,769* 
8,874 7,568* 

10,289 8,650* 
1,275* 1,210* 

19,644* 20,690* 
1,238* 1,684* 

802* 750* 
1, 761 2,346* 

855 888* 
827 815* 

4,594 3, 771 * 

1,859* 
8,242* 

Inspection of the figures shows that, while estimates only 
are available in a great .rnany cases and actual expenditure 
is apt to be greater than estimated, there was an unmistakable 
downward trend of expenditure in the years 1931 and 1932. 
The exceptions to this general rule are China, Japan, Spain, 
Italy, Sweden and the U.S.S.R. Of these countries, China 
is on a silyer standard, with rising price-levels, and has had to 

(estimated) for 1931-32 and Rs. 453.6 million (estimated) tor 1932-33. 
Figures for 1931-32 : revised estimates. . . 

llaly : Expenditure figures refer to estimated or actual comiDltments (engage
ments). 

Japan : Excluding special accounts. Amortisation figures represent 11monnts 
transferred to National Debt Consolidation Fund. . . . . 

Netherlands : Including Loan Redemption Fund and Road Fund. ~morhsatton 
includes, in 1929, 100 million gulden, and, in 1932, 299.5 million of extra-
ordinary amortisation. . . 

Poland : 1933-34 budget includes net receipts and net expendtture of spectal 
funds, forming a special chapter of the budget. . . 

United Kingdom : Excluding capital expenditure autltortsed by vnrJOus ,A_cts, 
amounting for 1930-31 to £11 3 million and for 1931-32 to £9.7 m~tont 

United Stales': Figures refer to General Fund, Speci'!l . Funds and . rus 
Funds. . Amortisation, 1933-34 : includes S200 tmlhon e~traor~:~~~~ 
amortisation <1ue to estimated repayments !rom Reconstruction l"i 
Corporation, 
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face extraordinary military expen~tu~es. Japan also has had 
military expenditure and _a depreciating ~urrency~ In Spai 
there has been a change of regime. In It~y. the corporativ~ 
State is so managed as to render the maXImum_ of support t 
industry in difficult times. In Sweden, the expansion of expendf 
ture has been the result. of deli~erate policy direc~ed toward; 
a removal of the depressiOn by u~vestme!lt expenditure in the 
"manner described later. The. estimates for the U.S.S.R. are 
in roubles and show .I! steady mcrease from year to year. 

ARMAMENT ExPENDITURES, 

. When attention is directed tothe pa~icular manner in which 
expenditure has been reduced, statistics are very scattered , 
but certain items of information,. positive and negative, ar~ 
available. The table below is summarised from the Armaments 

· Year-Book, 1933. The statistics are given in national currencies 
to emphasise the fact that they are not directly comparable. 

Expenditures on National Defence, 1929~30 to 1933-34. 
National Currencies (OOO,OOO's). 

Coun~ Currency 1929 1930. I 1931 1932 1933 
1929-30 1930-31 1931-32 1932-33 1933-34 

Australia •• £A 4.4 3.7 3.1 2.9* ... 
Belgium . Franc 981 1,216* 1~404* 1,052* ·-·-· Bolivia .• Boliviano 9.2 8.7* 9.3* .... . .. 
Brazil . Milreis 445 490 411 416* 496* 
Bulgaria: Leva 1,078 . 1,036 1,054* 982* ... 
Canada • .. sc 21 23 18 14* 14* 
Chile Peso • 237 209 165 125* ... 
China : S{silver) 

(Yuan 

Cuba 
dollar) 245 312 304 ... 

Peso 12.7* 12* 10.1* 9.8* ... 
Denm~k . , Krone 50 46 45 43* ... 
Estonia . Kr. 18 18 16 16* H,9io• France .• . Franc 10,969 11,600 12,022* 9,965*' 

Germankl, . RM. 691 
{9 mths} 

681 617 678* "93* United . ngd. · £ 99 95 92 89"' 
India . , , . Rupee 504 495 471* 425* ... 
Italy .. : . Lira 5,016 5,644 5,208* 5,194"' ... 
Japan .••• Yen· 49a 443 407* 659* '65• Netherlands . Gulden 75 77 79 73 
Poland •• Zloty 866 778 763 840* 829* 
Spain . Peseta 1,003 889 906 771* i"o2• Sweden ' . Krona 138 130 125 122* 
United States: s I 701 699 702 663* 616* 

• Budgetary estliDates. 
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PAYMENTs ON AccouN't OF PuBuc DEBT •. 

<;Tre~t change~ are tald~g place ~n. the expenditure for debt 
service m the v~no~s countrres ; hut It Is impossible to summarise 
these changes . m simple formulm. . The circumstances of every 
country a~e ddier~nt. . Fr~m the Incomplete table printed in 
the followmg section, It. will he seen that, in most countries 
th~ total a.mount .of. p_uhh? debt_ tends ~o increase, in some case~ 
quite heavrly. Thi~ IS mev_Itable m a penod during which revenues 
have fallen and expendrture_s have .been difficult to reduce. 
But there are great changes m the distribution of the debt -
for example, as between long- and short-term and as between 
foreign and domestic debt: These changes obviously alter the 
budgetary position, since they affect the annual cost of debt 
service, which is the most important practical consideration. 

It is the actual ·payments on account of debt service in each 
year which are most significant, and the tables on page 176, 
reproduced from the League of Nations Statistical Year-Book, 
1932-33, summarise the information available on this point for 
a number of typical countries. 

As in the preceding tables, the main purpose for which these 
figures are given is to indicate the general trend. If it is desired 
to examine more closely the position of any particular country, 
it is essential that the more detailed statistics and explanatory 
footnotes contained in the Statistical Year-Book, 1932-33, 1 

should he .consulted. This caution applies particularly to the 
division made between interest payments and · amortisation. 
The statistics given below include, as far as possible, the total 
amount. of service corresponding to the outstanding debt, hut 
in many cases they include only the charges upon the budget 
and not the expenditure eiTected . by n;eans of ~pe?ial funds. 
In . most cases they include the allocations to smking . funds, 
not the redemptions effected by those funds. Where debts 
·have been converted the amount converted is shown under 
redemption, except .;.,here floating debt has been repaid _by 
raising other floating debt. . 

There are great difficulties in interpret~ng t~e tah~e, ho~ever, 
and, even with the definitions and quahficatwns grven m .the 
Statistical Year-Book it must be used with the greatest possible 
caution. All the fig~res are taken from the offi?ial accounts of 
the countries concerned ; but, in the present Circ~mstances of 
_fluctuating exchange rates, cont~oversies c.oncerrung th~ S?ld 
clauses in debt contracts, moratona, suspensions of amortiSation 

1 Table UQ. 
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Annual Debt Service· (Interest. and Amortisation Payments) 
Certain Countries, 1930 to 1933. National currencies (OOO,ooo·s)f . 

1930-31 1931-32 --
country Currency 

Interest Amort-
Interest I Amor"t: isation isation - -- -Argentine Peso 232.0 241.3• -. ' • Sch. 88.81 74.9 125.0 l Austria 1 • . 81.7 

Australia £A 58.2 7.9 58.1* 
Brazil. Milreis 654.2* 782.6* ~ . 
Canada sc 121.3 I 3.7 121.2 I 3.3 
Czechoslovakia . Koruna 1,800.0 . 633.5 1,608.1 941.7 
France 1 •.• . . Franc 13,Hk9* 10,946.4* 
Germany 1 , RM. 248.1 734.2 253.0 681.1 
Hungary. .• Pengo 54.6 53.9 53.0* 34.9* 
India 1 • Rupee 503.4 61.5 535.5* 68.9* 
Italy 1 • • •• Lira 4,603.1 4,233.7 4,512.9* 520.4* 
Netherlands 1. Gulden 99.7- 76.7 96.3* 78.0* 
Norway. . Krone 83.7 38.2 83.4* 27.1* 
Poland • Zloty 165.7 98.9 210.4* 104.7.* 
Portugal ... Escudo 440.4* 296.4* 
South Africa £S.A. 10.5 1.0 10.3 0.7 
Sweden • ; Krona 82.4 31.9 81.3 38.6 
Switzerland Franc 109.9 19.9 97.0 41.5 
United Kingdom . £ 291.9 66.8 287.6 32.5 
United States 1 • • $ 610.8 440.1 599.3 412.6 
U.S.S.R.~, .Rouble 257.2 . 207.2 287.8 120.5 
.Yugoslavia. Dinar 1,016.9* 1,220.3* 

1932-33 1933-34 

Argentine Peso 296.1* . -~-· ... 
Austria 1. Sch. 116.3* l 76.4* 119.4*. 72:1• 
Australia £A 51.7 ..... ... 
Brazil. ... 

' Milreis 802'.7• 693.8* 
Canada . . . sc 134.0* I 3.5* 10--·-· ... Czechosl~vakia : Koruna 1,599.0* 561.7* .... ... 
France 1. Franc 9,168.4* (9 mt11s) . _,,.,. .... 
Germany t: RM. 286.7* 651.4* . . ~ -~ ... 
Hungacy .• Pengo 62.1* 35.6• . . -.. ~ .... 
India 1 •• Rupee 548.2* 68.2* ··~ 

...... 
Italy 1 ••• -: . Lira 4,836.3* 233.5* .-... .... _ . 
Netherlands 1. Gulden 86.9* 366.2* ...... ··-· Norway, Krone 89.3* 32.1* ..... ~,'11 -._ .. 
Poland . Zloty 169.7* 106.1 * . _,. ... 
Portugal •.. Escudo 353.7• ... ~-"" South Africa . £S.A. 10.9• 0.7• -.,-;.:.,; ..... 
Sweden Krona 91.7• 8.0* -.,._-.. 
Switzerla~d ... 
United Kingcio~ : 

Franc 90.2* 41.3* •·.•·• ··-· 
£ 276.0* 32.5" .... 

7i4:o• United States 1. • s 695.0* 498.1* 725.0* -U.S.S.R.1 Rouble 1,000.0 l,3&0.0 Yugoslavia: Dinar . 1,558.7" ... -1 for {ootrwtes, see following page. 
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and in~erest payments, c~efault~ ~nd transfer difficulties it . 
all b~t r~possrble to _comi?lle s_~absbcs :Vh!ch Will_ give an ac~urai: 
descnptwn of the true srtuatron. Thrs rs particularly the 
re_ crarding that portion of the public_ _debt servr'ces payablca~e 
fo~eign _countries. For_ example, the interest and capital re;a;~ 
ments from such a c~untry ~s .Apstralia ar~ payable partly 
on account of domestic deb~, the mterest on which has been 
reduced _by a gre~t. converswn operation in 1932, partly on 
account of debt ongmally contracted in London and New York 
mainly in terms of sterling. JnJanuary 1931, the exchange rat~ 
on London dropped from 10 per cent to 25 per cent below sterling 
and when the United Kingdom abandoned the gold standard 
the ~ustrali~n cu~ency was still kept at 25 per cent below 
sterling, It rs obvwus, therefore, that the amount in Australian 
currency necessary to discharge the debt service payable in 
sterling has been considerably increased. 

The Australian case is comparatively simple, but illustrates 
the necessity for close study of the partic.ular circumstances 
of each individual country. When the much greater complexity 
of the debt and transfer situation - for example, in ma.ny 
European countries ~ is considered, the necessity for detailed 
studies in each particular case becomes more obvious. 

Very important adjustments of debt service are in process. 
Some of the elements in that process can he mentioned, but 
it is impossible as yet to ascertain their ultimate eiTects. It is 
too soon even to judge whether the net results of conversions, 
interest reductions, compositions and defaults on the one hand, 

• Budgcta~y estimate. _ . . . 
' France ; Budgetary charges only, cxc)uding scrvic~ eiTccted by Amorlisation 

Fund and by Treasury. . · . . . · 
Germany : Debt service incomplete, as it excludes : (1) service of ~ore1gn loall, 

1924 (interest and amortisation indistinguishable) : 87 million RM. in 
1930-31 ; 80.4 million in 1931-32 ; 79 million (esl!Jl!aled) for 1~32-33 ; 
(2) service of 5 % % Jnternation111 Loan, 1930 : 79 nnlbon Ri\I. (estimated), 
1932-33. 

India : Foreign debt in sterling has been converted at the rate of 1 rupee = 
1s.6d. - r d' ar 

Italy : Amortisation, 1930-31 : chiefly conversion o seveu-y~ar an nme-ye _ 
Treasury bonds into 5 %consolidated (Littorio) debt and mne-year -r~easury 
bonds Diminution in amortisation, 1932-33, is due to non-provlSlon ~or 
paym~nt to Amortisation Fund on account of domes lie debt ; corrcspondmg 
estimate for 1931-32: 300 million lire. . 1- r n 

Netherlands : Amortisation, 1932, includes exlraordmary amor Isa 10 • 

299.5 million- gulden. _ . t d" ary amortisation 
United Slates : Amortisation, · 1933-34, mcludes ebx r~or :::Struction Finance 

of $200 million due to estimated repayments Y .nec 
Corporation. _ . . • . . . 1930 (1930-31) refer to 

Union of Soviet Socialist Republrcs : FI~r0es1 )und~r llowing figures refer to 
1929-30 (October 1st to September " LI · . o 
calendar year .. · 

12 
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and the contractina of new debt on the other,. will raise or lowe 
the ·ruture burden °0f p~blic indebtedness. Each. country mus~ 
in this respect be c~ns1dered .separately, But ~t seems clear 
that in strong financial countnes such as the Umted Kingdom 

. Belgium, the Netheria~~:ds, and ~lso in several of the British 
Dominions and in India, where there has been firm control 
over the public. finances, the ultimate result of the cheapening 
of interest rates is likely· to be· a. considerable relief to future 
budgets. There has been budgetary relief also from compulsory 
reductions of dom~stic interest rate~ in many countries, including 
Australia, Bulgana, Czechoslovakia, Germany. Greece, New 
Zealand and Poland. Apart from the relief given directly to the 
budgets, the lowering of the interest upon other fonns of lendina 
tends to make. Government finance easier. This relief should 
be clearly distinguished from that gained by temporary suspen
sions of sinking funds and amortisation payments, which, however 
justifiable in an emergency, merely postpone the payments due 
and spread them over a longer period, with some ultimate increase 
in total cost. The position is not yet clear in France, where -in 
the earlier phases of the depression it was possible to continue 
the policy of reducing foreign debt and also to convert part of 
the domestic debt. Subsequent budgetary difficulties, however, 
have caused an increase ip. the floating ·domestic debt and. have 
prevented any further conversions. . . / · 

In . a great many other countries, including such strong 
financial Powers ·as the United States, the weaker budgetary 
position may result in substantial increases of debt service~ 

As against this tendency for domestic debt to increase wherever 
recent budgets have not been brought into. equilibrium, there 
must be placed the reductions of debt service in many countries 
which have been unable to launch fresh loans on either the 
·domestic or the foreign market. 

lNvESTME;NT EXPENDITURES AND PUBLIC WORKS. 

~rom !ht: foregoing discus_sion, even though the information. 
a-y~Iable ~ mcomplete, it is, obvious tl;lat there has been great 
difftculty m re~ucing the main items of expenditure. Armaments 
!~Jld deb~ se~ce ~ave been substantially maintained. Little _new 
mf?rmationiS available concerning expenditure on sqcial seTVIct:s· 
It Is known ~bat the scales of expenditure have been reduced Ill 
many countries, but the totals remain high. In. almost every 

· coUD;try the~e has been a considerable pressure to reduce ordinary 
!'-drmmstrative expenses. Civil service salaries have been redu~ed, 
Jn many cases more than once, the services have been re-orgawsed 
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and reduced, . and economies have been made which . 
the aggregate. t() large sums. · amount m 

PerhaJ?S ~he most consider~ble economies have been made 
however. 1n ~nvestment expenditure ~nd in public works. Whil~ 
such econox;rues are not gel?-eral a!ld, 1n particular, are definite! 
challeng~d. m a few co!-lntnes wluch have deliberately embarke~ 
upon pohc1es of expansion base.d upon borrowed money. they h 
formed a lar~e part of t}'le saVIng~ made in public exp~nditur:~~ 
most countnes. Tl~us, tn the .Umted Kingdom it has been esti
mated ~~at the cap~tal expenditure by the Government and local 
authonbes on public W?rks fell betw~en 1929-30 arrd 1932-33 by 
35 per cent. 1 E~pend1ture on housmg, roads and school bt!ild
ings fell substantially, and only expenditure on electrification 
steadily increased. · 

Many other examples could .be given of severe economies in 
capital expenditure during the depression. In Australia for 
instance, where the building of roads, railways and bridges 
depends largely ~pon bo~rowed cap~tal, and ~qually in many 
European and :La.tm-Amencan borrowmg countncs, the reductions 
were very :Q.eavy. T1ms, in Australia, the Commonwealth loan 
expenditures for works fell from £8.7 million in 1927-28 to 
£2 million in 1930-31, and in the Australian States from 
£35.6 million to £12.7 million. 2 In Italy, . the expenditure on 
public worl\s fell from 2,048 million lire in 1928-29 to an 
estimate of 1726 millions in 1931-32. 3 

Those countries which pursued contractionist policies also 
reduced this item of their expenditure very drastically. In the 
Netherlands, in 1931, 66 million gulden were invested in public 
works and transport; in 1933, only 35 million gulden. 4 

On the other hand, there were several countries which, in the 
later stages of the depression, deliberately embarked upon policies 
of increased capital expenditure on public works as a.remedy for 
unemployment. The most definite example is that of Sweden. 
For the {inancial year 1933-34, budget provision w~s. made for·· 
an increase of capital expenditure from 116 to 24,3 :r;mlhon krona, 
of ·which 160 millions is devoted to new public, works, a~d a 
deficit was forecast of 242. million krona, to be covered chi.efly 
by the flotation of new loans. In order to facilitate a companson 
of the figures involved in this new public. works programme, the 
main budget items of recent years have been tabulated. 

• 1 Royal Institute of International Affairs, " Monetary. :Policy and the Depres• 
S!On ", Oxford University Press, 1933, page 92. 

• Commonwealth of Australia Of!icial Y .. ear-Book, 1Q32. 
• Bollelino Mensili de Slalistica. . 
' Rotterdamsche Bankwereeniging, Montl!ly BuUelm, 1933. 
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Swedish Government Expendl.ture 1928-29, .to -1933-34. t 

BudGet estimates, krona (OOO,OOO's). 
<> . 

Closed accounts IV?ted es-~Drart;;: 
tnnates timatcs 

1928-2911929-30 11930-31 1931-3211932-33 1933-34 

Effective expenditure 701.2 702.1 733.7 765.8 772.5 738.2 
Repayment of debt • 24.6 40.9 31.9 38.6 8.0 - 47.5 

Total 725.8 743.0 765.6 804.4 780.5 785.7 
Revenue receipts . . 732.4 778.5 7R2.9 736.5 765.8 787.6 

Balance + 6.6 + 35.5 + 17.3 -67.9 - 14.7 + 1.9 
Capital outlay 65.8 68.1 52.9 89.5 115.6 243.4 

Balance • I- 59.2 c- 32.6 -35.6 -157.4 -130.3 2m 
Covered by proceeds 

46.2 22.2 41.9 68.2 97.2 236.G of loans , . . • 
Covered by Treasury 

13.0 10.4 89.2 33.1 balances. - 4:9 

A special feature of this Swedish experiment needs to be 
mentioned. It is realised that borrowing for expansion of public 

. works involves governmental as distinct from private provision of 
capital equipment. The loans proposed, ~herefore, are to be repaid 
within four years, mainly by the imposition of heavy new incre
ments to the death duties. 

The first instalment of borrowing for this purpose was a loan 
of 50 million krona and any amount subscribed in excess of this 
figure, offered for public subscription in April1933. The terms 
of the loan were 4 per cent interest, issued at 97 and redeemable 
between 19.34 and 1938; but these terms were not .regarded as 
sufficiently attractive, and only 30,900,000 krona were 
subscribed. 

Finland, also, has planned an expenditure in 1933-34 of 
350 million marks to be obtained by borrowing and used for 
public works, 1 Cze<;hoslovakia plans also to float a big loan at 
5 per cent in order to carry out a programme of capital construe- · 
tion for the relief of unemployment. The subscription to that 
loan amounted to 2,000 million koruna, 

The largest experiments in this direction, however, are 
apparently to be taken by the United States Government.. ln 
the early stages of the depression, public works were maintamed 

. . . ·• 

• 
1 

" Bilaga Ul_ Statsverkspropositioneii t<ir 1933-37" ; cf. tG. MYRD~L! ".P. M. 
A~gaend«:_ verkrurgana pl den e)tonomiska konjunktuurutvecklingen 1 S':'enge a': 
olika ltgar<l;er !nom den oflentlillll hushaUuingens omrade Bilaga UI, t1!1 Slats 
verkspropos1tionen for 1933-34 ,·r: · ' 

· • BQIJk af Finland ll1onthly Bulletin, December 1932. . 
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on a Ia._rge scale,. but ~ contr~ctionist policy was later foil 
Immediately upon takmg office, however the new G v . owed. 
launched a pr?gramme of legislation inv~lving variouos eilment 
Jor th~ pro~otwn of ~rade recovery and unemployment rel~~r~! 
mos~t liD POl tant ?f these measures wa~ the introduction of the 
Natwnal . Industnal Re?overy Act, which came before Cong 
on MaY: 17th . and combmed a. c?mprehe~sive project of indus·lr~~i 
.:eg~l~bon. w~th a $3,~00 m1lhon pt~bhc works plan. The Act 
1s dlVlded m to two mam part~ ; tl1e .first has for specific purpose 
•• the. encoura~ement o~ ,nat~?nal Industrial recovery and the 
fostermg of fru.r competitlo? , Part U concerns public works 
projects to .be tmder~~l{en. ~Ither by the .Federal Government or 
by State~ and mun~Cipahbcs. .E:-'ce~t m the case of highway 
constr~c~10n, for which $400 mi1hon 1s. allotted, grants to local 
authonties must not exceed 3Q per cent of the cost. To finance 
the programme, bonds are to be issued to the maximum amount 
of $3,300 million, and provision is to be made for a sinkincr 
fund of 2% per cent of the amount issued. Clauses were inserted 
by the House of Representatives calling for an increase of income
tax receipts, an extension of taxes to corporate dividends and a 
Federal petrol tax. The powers conferred by ·the Act are limited 
to a: period of two years. 

In the United States, it is noticeable that this expansion of 
theinvestment expenditure has been accompanied by considerable 
reductions of other expenditure. Reductions in the latter are 
expected to save $1,000 ·million or more a year. 

BALANCING THE BuDGETS. 

Popular interest in the financial position of central Govern
ments is t1sually centred in their general budget~ and accounts, 
a .. n.d t. he deficits which are th.e subject of. p .. arham;e. ntary.· ~.nd. 
Press discussion as a rule relate only to the deficits of those 
budgets. and accounts .. On the other han~, the mean~ng ~f those 
deficits is different in the various countnes. To begm With, the 
defi,cits under discussion are not always. cash deficjts. and do not, 
therefore constitute an immediate drain on the exislmg Treas~ry 
halances,' but in some cases represent dif!eren~es .between clmms 
a:nd liabilities or even commitments which Will to some extent. 
affect the Treasury balances of. future years. Further, the~, 
may mean, in some cases, the failure of tax ~~d ot~er rev~~h 
proper to meet the requirements of the admm1stratwns w 

- are included in the general budget. In other c~s~s, they ;:a~ 
mean the demand on the Treasury after proVISI?~ has n~=d 
made by realisation of State assets or e~en by rmsmg fu 
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loans, On the other hand, the requirements of the administrations 
include expenditure on repayment of debt, or on advances 
or loans granted:- expenditure which has an ~nfluence on the 
financial balance as a whole. In some case. they mcl~de amounts 
which are in reality surpluses to cover deficits of previous years. 

The budgets and accounts, ~herefo~, ne7d c~reful. and minute 
analysis before the true financial poSition m e1ther lts narrower 

· (cash deficit) or its broader (financial deficit) sense with regard 
to the general budget can be estahlished. 1 The table on page 183 
shows, for a n~per of c.ountries, the: balances of the budgetary 
accounts as mdicated m the official documents, hut after 
deduction of proceeds of loans and utilisation of Treasury cash 
balances. 

These figures may be supplemented by the fuller information 
given in the Statistical Year-Book, 1932-33, and should he 
read with the detailed notes given there. 

Such calculations, however, are far from disclosing the whole 
financial situation of any particular Government. The existence 
of many other accounts than those usually included in budgetary 
statements of revenue and expenditure renders necessary a much 
more extended investigation in each particular case. Such 
'investigations, comprehending not only the general budget; 
accounts but also special accounts .......- such as for autonomous 
State undertakings like railways, the deficits in respect of which 
are in some cases directly covered by the Treasury ; or special 
accounts of amortisation funds and other capital expenditure, 
such as that on public works or, especially in recent times, on 
financing vast schemes for relief of distress in various economic 
branches in the different countries - demand for any country 
an extensive analysis of data scattered over a great number of 
different documents. In previous editions of the Statistical 
Year-Book, and in the Survey for 1931-1932, such calculations 
have been made in an attempt to. estimate the total result of 
the year's. financial transactions upon the financial situ~tion 
as a whole. The. final figures which appear in such calculations, 
however, are so different from those usually published as tq 
lea~ to misunderstanding which it requires a great deal of expla
nation to avoid. They are, in any case, not available this ~ear, 
and theref~re it should be emphasised again that the table giYen 
below, while based entirely upon official· information, should 
not ~e taken as representing the net financial situation of the 
pubhc accounts of any of the countries cited. 

1 It is interesting In this connection ta note that certain countries (e.g., Den
mark) are endeavC?nring so to organise their budgets that the results maY shoW' 
the economic position ()'!crease or decrease of the net property of the State) rather 
than the financial POSllion only. • 
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Surplus or Deficits of Budgetary Accounts including 
Amortisation Payments. 1 ' 

(Closed accounts.) 

Surplus or deficit 
Country Financial year 

National currency As a percentage 
(OOO,OOO's) of receipts 

Austria . ' 1929. + 20 + 1 1930 - 262 - 13 1931 - 322 - 16 
CzechOslovakia . 1929 + 169 + 2 1930 - 275 - 3 1931 -3,128 - 34 
Germany. 1929-30 - 712 - 7 1930-31 -1,085 - 10 

1931-32 - 602 - 7 
Greece • . .• 1929-30 + 143 + 1 

1930-31 ~9,626 - 91 
1931-SZ -1,453 - 15 
1932-33 -4,224 - 51 

Italy 1929-30 -1,532 - 8 
1930-31 -4,469 ~ 22 
1931-32 -4,586 - 23 

Japan . 1929-30 - 200 - 13 
1930-31 - 189 - 13 

Netherlands .. • 1929 - 47 - 5 
1930 - 44 - 5 
1931 - 146 - 2f 

·New Zealand • .. 1929-30 - L6 - 8 
1930-31 - 3.6 - 17 

Poland ' . 1929-30 + 37 + 1 
1930-31 - 64 - 2 
1931-,32 - 206 - 9 

Sweden ;_ :If 1929-30 - 29(29.3) - 4 ~3.7~ 
1930-31 - 33(32.5) - 4 4.1 
1931-32 - 11.6 - 15 

Switzerland 1930 + 6.7 + 2 
1931 + 2.3 + 1 

UI\ited Kingdom 1929-30 - 25 - 3 
1930-31 - 23 - 3 
1931-,32 - 8 - 1 

United States 1929-30 + 180 + 4 
1930-31 - 853 - 26 
1.931-32 -?,885 -136 

U.S.S.R •. 1928-29 - 568 - 8 .. .. .. 
643 - 6 1929-30 -

1930-3.1 .-3,043 - 15 
, 

For .footnotes see following page. 
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The ·growing deficits have to be met, and. one way is the 
realisation of e~st~ng State assets. ':fhe oth~r 1s the raising of 
loans. The reallsatl~n of State ass.ets, ex.cel?tmg Trea~ury assets 
proper, is, however, m most cases mcluded m the receipts before 
any deficit represe~tin~ a demand on the. Trea~ury becomes 
apparent. The. realisation of Treasu~y as~ets, •w1th~ut at the 
same time havmg recourse to bQrrowmg, .Is necessanly limited 
lest the Trea.Sury should be deprived of indispensable workina 
funds. A few examples will illustrate the!!e facts. . Q 

After deducting the proceeds of loans from the deficits, as 
shown in the preceding table, the balance representing the 
demand on the Italian 'fl:"easury was 1,142.9 million lire for 
1929-30 and 463.3 million lire for 1931-32; whereas, in 1930-31, · 
the proceeds from loans. not only ,..covered the budgetary deficit 
but brought 365.2 million lire to the Treasury, so that the net 
deterioration of the Treasury position at the end of the three 
years was 1,241 million lire. This deterioration was represented 
by an increase in the Treasury liabilities (floating debt, current 
accounts, etc.) from 5,558.1 million lire to 9,374.1 million lire 
(i.e., by 3,816. millions), against which there was an increase. 
of the Treasury assets from 1,062.1 to 3,637.1 millions -· i.e., 
by 2,575 million lire. There was, in other words, a net increase 
of the .'freasury liabilities by 1,241 million lire. 

The Swedish deficit accumulated during the last three years 
amounted to 178 million krona, of which 132 millions were 
covered by loans, leaving a final demand on the Treasury of 
45.6 million krona, which resulted in a diminution of the cash 
balance from 166 to 120.4 million krona. 

In Greece, the accumulated deficil: o! the last four years 
amounted to 15,159.8 million drachmre, of which 12,915.7 millions 
were covered from loans, leaving· a demand on the Treasury 
of 2,244.1 million drachmre. The balance between Treasury 
assets and liabilities, which stood on March 31st, 1933. at 4,027.8. 
million drachmre to the favour of the Treasury, was thus reduced 
to 1,783.7 .. million drachmre, and the cash in hand from 532 to 
about ·160--million drachmre. 

Another indication, ,though not an exact measurement, of 

Notes to fable on preoious page. . . . · 
1 Cash amortisation expenditure incl.uded ; loan receipts excl.uded. F<?r 

further explanation, see table in the section on " The Adjustment of Pubhc 
Expenditures " in this chapter; · · · · 

• The above results represent receipts and disbursements during the twelve 
months of a financial year without consideration as to whether thev belong to the 
current budget or to the~recedlng budgets; to the budgetary accounts proper or 
t<! the. an-ears ac;counts see Table 5b or the Financial committee's report. on tile 
FJDanCJal Situation of reece (document C.387.M.19<!.1933.II.A).. 
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chax:g~s in ~he financial situation rna~ he obtained from the 
statistics which show the gro:wth of public debt. There is a fairl 
generalte~dency for debt ·~o mcrease, and this obviously indicat y 
that defic1ts, after d~ductmg the portion which is due to repa;~ 
ment of debt, are hemg covered by fresh borrowincrs. 
. .The totals of debt sh~wn in the table on the fullowing page 
mdicate, ~sa rule~the no_mmal amount of capital outstanding. This, 
however I_s s~m.etunes difficult to c~l~ulate, particularly when the 
debt serv_Ice lS m the form o_f a-x:mubes which do not distinguish 
~et~een n~terest and .amort1sat10n. ~n ~orne cases, the figures, as 
mdicated 1~ the offic1al statements,, mdrcate the gross indebted
ness, and, m other cases, the net mdebtedness after deduction 
of sinking funds and securities withdrawn but not yet cancelled. 
As in the preceding ·table, the statistics are not comparable 
internationally. and are given merely to indicate the general 
trend ·of development. They cannot be used to indicate the 
financial situation of any particular country except after careful 
examination of their exact meaning as disclosed by more detailed 
information. 

Examination. of this table, however, shows that the total 
amount of the public debt (excluding the debt of regional and 
local authorities) increased during the depression in all the 
countries cited except France, where there was a substantial 
decrease in the debts owed abroad, ofiset in some degree by 
an increase in the floating domestic debt. The major part of 
this decrease took place in the financial year 1931-32, when 
the French Government continued its policy of buying French 
bonds issued abroad. 

The increase of total public debt . in thi~ perio~ was small 
in the United Kingdom and also in Australla, Ind1a and New 
Zealand. . · 

More complete information is available, covering fifty-se.ven 
countries in the Statistical Year-Boolc of the League of Nat10ns 
for 193~33. 1 The statistics there given divide . the debt~ of 
each country into foreign and domestic debt and the ~att~r mto 
funded and floating debt. 1 The mo~t ?~trsory exammatlon of 
these statistics will indicate the mult1phc1ty of forces at work. 
For example, many of the weaker financial co~ntrie~ have found 
it impossible to contract new long-term loans m foreign markets, 
and very difficult to raise domestic long-tenn loan~, hut llave 
increased their floating indebtedne$S both on foreign and on 
domestic account. 

• Table i11. 
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Public Debt in Certain Countries, 1929 to 1933, al the End 
. - of the Financial Year. ~ . 

National currencies (000,000'!!). · 
Month in -which the 4 

Country Currency financial 1929 1930 1931 1932 1933 
year ends 

Argentine: XII 
Total •. Peso 3,050 3,374 3;634 . ·-· ....... External. 1,071 1,210 1,066 ~ .. . .. Australia: VI 
Total £A 1,104 1,101 1,156 1,188 .. ~ External. 572 574 599 602 . .. 

Austria: XII 
Total Scb. 1,866 2,229 2,262 2,991 ... External. .. 2,092 2,031 2,226 . .. Belgium: XII 
Total • Franc 52,305 52,742 52,629. . ... 

'-~ .. External. 27,668 26,76? 25,629 ---·-· ... Canada: III 
Total sc 2,647 2,545 2,610 2,832 .... External. 481 423 519 491 . ~ .. Chile: XII 
Total Peso 2,688 3,242 3,310 3,869 .. _-.. 
External. 2,289 2,483 2,431 2,827 ... France: III 
Total Franc 468,512 ~~2,179 480,821 459,746 ·-·· External. 179,847 02,306 197,781 175,430 .... Germany: ' m Total • RM. 8,972 .10,375 12,089 12,137 12,247 
External. . 901 854 3,306 2,215 3,065 India: III 

·Total Rupee 10,745 11;365 11,604 12,150 ... 
Extern;u: 4,718 4,882 5,170 5,079 -.... Italy: VI 
Total Lira . 88,942 89,876 93,178 97,268 98,418 
External·. 1,808 1,774 1,736 1,696 1,653 Japan: IU 
Total . Yen . 5,831 5,959 5,956 6,187 6,741 Extern;u: 1,451 1,447 1,479 1,473 1,391 

Netherlands : . XII 
Total Gulden· '2,727 2,681 2,877 .... .. ..... 
Extern;u: - - .- - -New Zealand~ III 
Total £NZ 264 267 276 282 ... Extern;u: 154 151 159 ~ .. -. ... Poland: VI Total Zloty . 4,079 4,079 4,428 5,041 . 5,054 E:o.:tern;u •. 3,799. 3,694 3,988 4,593 4,514 Sweden: VI Total Krona 1,835 1,801 1,846 1,795 .... External. - - - - -United 
Kingdom: III 
Total .... £ 7,621 7,596 7,583 7,648 ... External. 

United States; 1,085 1,074 1,067 1,0?1 -.... -.-
VI 

Total . s 16,931 16,185 16,80~ 19,487 21,426 
External. -Union of fl - - -
S. Africa: III 
Total . ~ £SA 244 250 257 264 ... 
External. 151 156 161 160 ····-• 
1 Book value Without regard to foreign exchange fluctuations. 
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The . figures given above fot· total indebtedness 
include several ~ifferent kinds of debt. Strong financi~ltherefo!e, 
with good cred1t may cover hudcret deficits and . countnes. 

· al d"t · » · rmse money for cap1t expen . I ure or special purposes by floatincr long-t 
loans. . In recent years, . the possibility of floating osuch 1 erm 
on foreign markets has prac~ically vanished ; but domestic 1~ans ~ave ~een floated bY; count~Ies whose citizens retain confide~~: 
m therr Government s credit and have reserves. 

S~ort-term loans such. as those Ob!aine_d by the issue of Treas
ury bills may a_lso be used, and there IS evidence that this method 
h~ been considerably ~~tended both in countries where such 
bills have long been familiar and by the creation of a bill market 
in countries like Australia. · 

Weaker financial countries with limited possibilities of borrow
ing may ~ave. to resort to advances from their Central Banks. 
An exammatwn of the Central Bank loans to Governments 
will, however, shO\V that considerably increased borrowing from 
Central Banks up to the end. of 1932. has been the exception 
rather than the rule. 

Countries which have incurred· extraordinary expenditure 
on frontier disputes are among those which .have most increased 
their indebtedness to the Central Banks. In Peru, where 'the 
Go:«:ernment at the end of 1931 had no Central Bank debt, 
this ;tern amounted to about 180 per cent of the note circulation 
at the end of 1932. In Bolivia, the obligations of central and local 
Governments amounted in 1929 to about 1Q per cent of the note 
circulation, and by the end of 1932 was about 190 per cent. 
The Japanese Government's debt to the Bank of Japan amounted, 
in 1930, to only about 15 per eent of the note circulation, but 
at the end of 1932 this had risen to 45 per cent. 

Exceptionally important increases also took place in Russia, 
where the Government debt to the State Bank in 1928 was less 
than 15 per cent, but has since increased to about 75 per cent 
at the end of 1931; and in Chile where the amount was 3. per 
cent of the note circulation in 1928 and 135 per cent at the 
end of 1932, . ~ 

In most other countries the budgetary positiOn has not. 
yet led to any pressure on the Central Ba~ks, a?d s_ome Govern
ments ·have even been able to reduce their obligations to these 
institutions. · · . 

The course of the budcretary deficits may at first stght appear 
to have much in conu.non ~th the events which led to the .currency 
difficulties in the years immediately after.tJle ;var, but ~t should 
he emphasised that public finance is not, m thiS dep!esston, suc_h 
a dominating factor in the creation of currency dtso~der as 1t 
was then. · h f t. th t 

On the. other hand, this analysis has stressed t e ac a 
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the balancing of the budgets is a problem of i~ereasing ~mportance 
and difficulty as Treasury reserves and ta~abon capacity becon1 
exhausted a~d borrowing possibilities diminish. e 

· In the countries whose reserv~s ~f tax~ble capacity had 
been largely exhau~ted by e~onom1C difficulties extending over 
many years, borrowmg capacity was lo'Y also, and the depression 
has therefore driven them to very d~astic controls of exp.enditure 
in order that the resources of their· Central Banks might not 
be overstrained by advances to ~he_. Government Treasury. 
The plight of these weaker countnes Illustrates the sequence 

. of events by which the public finances of a country become a 
source of economic danger in a. long-continued depression.. The 
inflexibility of expenditure causes first a search for additional 
revenue and then resort to the loan market, If the budget cannot 
be balanced before taxable and borrowing capacity show signs 
of exhaustion. the Government is forced to get advances directly 
from the Central Bank. Once this position is reached, care has 
to ·he taken lest the Central Bank's reserves be. so weakened as 
to induce distrust of the national currency. .If such distrust 
becomes widespread and there is a flight from the currency, 
either e~ternally by the purchase of foreign exchange or internally 
by the purchase of goods·, monetary inflation is a real da.nger. 
The bank's reserv~s against credit withdrawals need to. be pro
tected either by issuing inconvertible money or by limiting the 
right of withdrawing deposits. Only the firmest control . both 
of the banking and of the budgetary situation can clu~ck inflation 
once this stage is reached. · 

This sequence of events has been set 'out rather as an indi
cation of the important consequences that bang upon the achieve
ment or maintenance of budgetary stability than as a description 
of ~hat has happened or is likely to happen. Such a sequence, 
vaned as it may be in individual cases, is well known after the 
experience of the. post-war inflations, and those countries which 
have already suffered in this way are likely to strain every nerve 
to preven~ a repetiti~n of the· experience. 

The diagrams which follow continue, for the year 1932 a~d 
the first months of 1933, the similar diagrams reproduced_ m 
the. Survey for 1931~32. They show the price of long-term caprt~ 
which Gove~ents have to pay in national markets . and m 
~he London capital market.. It is striking to note tl1e considerable 
Impr~vement which has taken place during the last year. and 
esp~Cially for those countries which have access to the Londo.n 
capital market .. In order to appreciate this· improven:ent, It 
m.ay also he of .mte~est to. notice the activity of the different 
bond mar~ets giVen m the table below. The increased number 
of sales Will undoubtedly facilitate new issues. 
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Actual Percentage Yield of Cerlain Bonds or Groups of Bonds. 

A. According to Domestic Quotations. 1 
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1 France : Rentes perpeluellcs 3 %. 
Germany : .Miscellaneous bonds, 8% and less.~ 
Hungary : Forced Loan 1924, 5%-. 
Italy : Rentes, 3 Y. %-
Poland : lVIiscellaneous Govemment bonds. 
Roumania : Government bonds. 
SWitzerland : Railway bonds. 
United Kingdom : Consols> 2 Y. %. 
United States of ,A.merica : Treasury bonds. 

11 

9 

8 

7 
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Aclual Percentage Yield of Certain Bonds, or Groups of Bonds. 

D. According to London Quotations. 1 
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1 ~rnrJJ: ll% Funding, t 914. 
l.hh1111 6%11113 He•organJsat.Jon Loan 
JapAn : 6%, 11124. • 
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AIJMitAIIII : 6 'l( flegl•lcrod 
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Stock Exchange Turnover of Bonds, :1932-38. 1 

1932 
Cou'!try ' I Bonds I Unit of tur~over I 

I II l Ill l IV 'l v I VI I VII I Vlll \ IX 

rgentine ·. Central 
Government S (OOO,OOO's) { 23.2 18.3 21.3 27.0 

Provincial and 5.0 2.4 3.5 6.2 
municipal 

8.7 :echos1Qvakia All Number ofsales 14.7 13.3 9.8 

Oblig, and ren-
(OOO's omitted) 

63 64 ·ance . Quantity sold 67 65 
tes 1931=100 

!rmany Gross sale of 
German bonds 

RM. (OOO,OOO's) 39 24 17 25 

aly All Lire (OOO,OOO's) 3.4 6.5 4.3 3.8 
veden 

~ All Krone (millions 1.6 1.5 1.5 0.7 

llited King-
a day) 

Government £ (OOO,OOO's) 
dom. . . . and · munici- 29.2 29.0 37.2 33.5 

pal loans 
nited States Liberty and $ (OOO,QOO's) 

Treasury (o,) (par value) 67.7 54.7 51.3 68.9 
All 292.9 222.5 252.7 254.2 

1 Argentine: Banco de Ia Naclon, Economic Review. 
Czechoslovakia : National Bank Bulletin. 
France : Stalistique generale de .. la France, Supplement mensuel du Bulletin trimestriel. 
German¥ : Deutsche Volkswirt. 
Italy : La Vita Economica, Baramestro Economica. · 
Sweden : Kommersiella Meddelanden; 
United Kingdom :. Economist. 
United. States : A Survey of Current Business; (a) Standard stntislics. 

21.3 21.4 20.5 20.5 24.8 
4.3 4 .. 7 3.6 4.2 3.6 

9.1 9.5 7.1 15 .. 6 25.0 

1Hl 102 138 105 336 

21 19. 31 25 37 

3.0 2.0 4.2 2.5 15.0 
0.5 0.5 0.6 0.7 0.7 

37.1 38.1 56.7 35.7 38:5 

86.8 67.0 46.4 25.8 24.4 
261.6 255.8 243.6 344.5 246.2 



Stock Exchange Turnover of Bonds: .'1932-33 1 (continued). 
' 

I 
I 1932 1933 

Country Bonds Unlt of tul'UO'Ver I· XII I . IV I I 
' 

X XI I II III v VI 

Argentine Central l $ (O~O,OOO's) Government { 21.7 ~1.9 26.4 25.2 24.3 34.8 31.7 47.5 ... 
)?rovincial anl;l 2.8 2.6 3.4 ·2.4 2.4 4.0 2.8 3.9 •"•• 

municipality 
Czechoslovakia All Number of sales 21.4 9.1 10.2 10.4 9.2 8.7 17.8 22.0 ... 

France Oblig .. and ren-
(OOO's omitted) 

132 85 77 64 77 134 83 101 
Quantity sold 

93 

tes 1931=100 
Germany Gross sale of l'M. (OOO,OOO's) 28 26 36 166 69 110 30 22 app.18 

German bonds 
Italy . All Lire (OOO,OOO's) 12.2 6.2 9.9 31.7 13.7 16.8 10.1 10.7 18.3 

Sweden All Krone (millions 0.7 0.7 0.6 0.7 0.7 0.6 0.7 0.9 0.8 

United King- Government 
. a day) 
£ (OOO,OOO's) 

dom. and munici· 44.2 38.5 32.7 37.2 35.2. 39.4 29.2 37.5 36.6 

pal loans 
United States Liberty and $ (OOO,OOO's) 

Treasury (a) .(par value) 20.3 15.8 37.4 38.4 45.4 55.2 61.0 38.4 -
All 189.3 159.4 249.2 263.0 231.5 192.1 271.3 374.0 377,7 

\For note, see preceding page. 



Chapter VII. 

INTERNATIONAL TRADE AND COlYIMERCIAL POLICY, 

THE TARIFF WAR. 

In a previous volume, the story of increasing trade restrictions 
was carried up to the early part of 1932.1 The period of tariff 
warfare which was renewed after a temporary lull at the time 
of the World Economic Conference in 1927 culminated in the 
United States tariff of 1930, and the new British tariff of 1931-32; 
but these events were. merely the outstanding examples of a 
widespread tendency. It is, indeed, difficult to summarise with 
accuracy the many tariff increases that have recently been imposed, 
to say nothing of the emergency trade restrictions which are the 
subject of the following section. The Hawley-Smoot tariff in the 
Uni~ed States was the signal for an outburst of tariff-making 
activity in. other countries, partly at least by way of reprisals,. 
Extensive increases in duties were made almost immediately 
by Canada, Cuba, Mexico, France,. Italy, Spain. During 1931, 
gene~al tariff increases were announced by India, Peru, Argentine, 
Brazil, China, Italy,. Lithuania. In addition, there were increases 
of duties upon individual items or groups of commodities in 
most of the countries for which information is available, often 
on several. occasions. ·when currency instability on a wide 
scale was _unloosed after the United King do~ abandoned t~e ~old 
standard In September 1931, tariff increases, hke oth~r restncti.ons 
~n t~ade, began to follow one anotherin the most rap1d success! on. 
rurmg 1932, there were general tariff increases in the Umted 

ngdom, . Egypt, Norway, Japan, Portugal, Greece, Siam, 
~huth Afnca, · Australia,2 Belgium, Latvia, the Netherlan?s, 

e Dutch East Indies, Nicaragua, Persia and Venezuela. Partial - . 
. ! ~or~d Economic Survey, 1931-32, Chapter X. . · . · 
tal'iff, ~ll ebruary 25th, 1932, there was a downward reduction o!the Australlan 
a11 upw ~Wed on October 14th in accordance with the Ottawa agreements, by 

ar revision on about. 400 items imported from foreign countries. 
13 . 
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increases, _repeated several·times i~ m~st case~, were recorded 
in practically every country for ~h1ch ·Information is availahi 
There were some downward a~Justments of particular item:· 
but the general trend towa:ds mcrease Was very clear. Ther • 
was probably never any penod w~en trade w~s subject to such 
widespread and frequent alte~at10ns of tardY barriers. Th 
tariff. warfare naturally fed ~n Itself and. has continued to do s~ 
as duties have been de-consohd~ted, t~~abes have ~een denounced 
or allowed to. ex_pire, curreJ?-CY mstabilitr has led li~to a. maze of 
new protectiorust . regulatiOns and pnvate tradmg Initiative 
generally has given way to administrative controls. 

During the first mon~hs pf 1933, the p_rocess continued. Sweden, 
Norway, Czechoslovalna, Poland, Switzerland, Hungary and 
the United Kingdom were among the countries which raised 
their tariffs in whole or in part during the first three months of 
the year. Germany, having freed herself f.rom certain consolida-

. tions of duties established in the Franco-German .cor.nmercial 
agreement of 1927, introduced further measures of agricultural 
protection, and France,. in order to restore her trade balance 
with Germany, at once imposed further quotas on certain German 
imports. France also took ·steps to counteract the effects of 
currency depreciation upon exports from the United Kingdom, 
from several British dominions and colonies, and Japan. Several 
British dominions and colonies revised their tariffs in accordance 

· with the Ottawa agreements, reducing some duties on British 
goods but increasing a larger number upon foreign goods. In 
the United States th.e House of Representatives in February 
rejected a bill to increase the duties on goods from countries with 
depreciated currencies, but certain duties were raised under the 
flexible provisions of the tariff. . 
. No mere recital of countries where changes have been made 
~s adequate to convey a full impression of the variety and 
Importance of the new trade barriers that have been erecteQ.. 
Unfortunately, no recent statistical calculations are available 
to measure the relative ·effectiveness of different tariffs, and, 
in any case their usefulness would be diminished at the 
present time when, in addition to tariffs, quotas and a host of 
other restrictions interfere with the free flow of trade. An ev~ff 
more serious obstacle ta trade than the actual height of ta? 
r~tes is the uncertainty to which the continual changes. ~~v: 
nse. Trea~ies which gave some assurance of stable conditiOn 
over a penod of years have in most cases been replaced bl 
~emporary agreements for a few months at a· time. Prud_en 

_ lnvestofl! are naturally reluctant to risk their capit~ in ente~:~s:; 
dependent upop._ foreign trade when there is so !Ittle cex ta.Id 
about the conditions upon which that trade may be cond.ucte ~re 

Moreover, when trading agreements and regul!=~-tiOnS 
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iii s.u~h a ~luid.state, thet~mptation to manreu .. 
posrtlons m · Vlew of possible necrotiations fo vre f_or bargar1_nng 
becomes almost irresistible. The ~ethod by wh·t~nff re_ductwns 
to equip it.self for bargaining by im osin · lC · a ~abo~ seeks 
impose, highex: tari,ITs which it is, in fact ~re~~ t~I~ate~mg to 
by way of apparent concessions is apt in' such cf:C · 0 a andon 
degenerate into a general scramble for tariiT increa~~mstances to ' 

On the other hand! reference shouldbe made to thre~'im ortant 
recent develop~ents m the field of commercial policy. Tfi fi t 
already ~oted 111 last year's Survey,~ is the agreement neg;ti~~~J 
by ~elgmm,. the Net~erlands a_nd L?xemburg fol" the general 
,an~ progressive lower_mg of. the1r taniTs over a series of years 
Thrs agreement, n~got1ated at Ouchy atthe time of the Lausann~ 
Conference and srgned at Geneva on February 20th, 1933, is 
su~plemented by two other ag~eements . concerning foreign 
resr?ence and labour, and ~oncernmg fiscal co-operation for the 
avordance of double taxation. 2 All three are framed in the 
spirit of the principles of international economic co-operation 
worked out in the course of discussions by the League's Commit
tees, and therefore oiTer a model for the necrotiation of wider 
agreements. Up till the end of April, however7 no other ~;ountry 
had taken advantage of this Dutch-Belgian initiative,. · 

The second is to be found in the Ottawa agreements between 
the constituent members of the British Commonwealth and the 
British Empire. It is essential to separate clearly the fact that 
the United Kingdom, after December 1931, became a protectionist 
country from. the negotiations subsequently initiated at Ottawa 
in July 1932. The imposition by the United Kingdom of substan
tial tariff duties on a wide range of imports, obviously narrowed in 
a very important degree the freedom of world trade. The effect of 
that action, and of the subsequent policy of agricultural re~orga
nisation behind the shelter of quotas, has been all the _gr~ater 
because of Britain's traditional adherence to free trade pnnClples 
for the greater part of a century. ~ut the actual ag;eements 
negotiated at Ottawa upon the basts of the new regrme may 
somewhat counterbalance the restrictions on trade. p-nder the 
agreements the Dominions undertake to set up Tariff Boar?s 
which will duly consider representations from the exp~rters m 
the other· British countries concerned, thus concedmg the 
principle of mutual negotiation on tariff poli~Y· . In many 
of the Dominions, notably in Canada and Australra, and the · 

1 Pages 308-9.. · p B t l'Union ~conomique 
I " Trait<! de Commerce entre le Royaume des ays- as r de travail entre Jes 

belgo-luxembourgeoise " :; " Convention d'clablissepent ~as eUa Belgique pour 
P~:ys-Bas et Ia Belgique " ; " Convention entr~ les a£:; questions en p1atil!re 
6v1ter les doubles impositions et regler certames au 5 

flscale ". 
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Colonies, concessions were made witl~ the object of stimulatin 
inter-Imperial trade. These concc.s~wns were acco!llpanied i~ 
practically every ~a~e by so~e ra1smg _of the bamers against 
foreign goods, and 1t 1s D:Ot poss_Ible yet t~ ]_udge from the statistics 
of a limited period, durmg which the cns1s has been aggravated 
as to the net effect o~. world trade as a whole. . In_ so far as th~ 
aggravation ?f the cr~s1s was partly due to the cl?SI~g of British 
markets a~au~st foreign goods and to the retaliatiOns thereby 
provoked, 1t 1s probable that tl~e net effect to date has been 
restrictive. On the other hand! It ha~ been the declared policy 
of the Government of the Umted Kingdom to negotiate new 
treaties with its principal foreign. customers starting from the 
basis of the new Imperial agreements. New treaties were' 
concluded in May with Denmark and the Argentine, a more limited 
agreement was signed al~~st at the. s3:me time. with Germany, 
and at the moment of wntmg negotiatiOns are .m progress with 
Japan, Norway and Sweden. The conclusion of these and · 
similar negotiations. was recognised.as one of the exceptions made 
by various Governments to the tanff truce arranged as a prelude 
to the Monetary and Economic Conference. 

·The treaties already concluded are discussed later in connection 
with recent bilateral agreements. They are significant of the 
marked tendency at present towards regulated trade and consist, 
not only of agreements . concerning the duties to be imposed, 
but of provisions which take into account the new quantitative 
regulation of trade by means of quotas, and even " take note of '·' 
agreements between trade organisations in the respective countries 
which form an integral part of the bargain struck. Thus, the 
United Kingdom,. which a century ago led the way to free trade 
on a competitive basis, has now crystallised the modern trend 
to regulated or planned trade. . 

The third important · development of commercial poli~y 
has ~esW.ted from t~e i~itiative taken by the Roosevelt admi~1s~ 
trat10~ 1n !1-nnouncmg Its desire to lead the way to a world\~1de 
red,uct10n m tariffs. This initiative has been chiefly responsible 
for the plan of a tariff truce as a prelude to the Monetary a~d 
-Econo~c Conference, a truce already agreed to with certam 
reservations by the main industiial countries. 

THE IMPOSITION OF EMERGENCY TRADE HESTRIC'fiONS. 

. While ~he tariff :war continued unabated during 1931 and 1932, 
:mot~er dis?oncerting element, new at least in . its scope, ... was 
mterJeeted mto t~e situation by the rapid adoption in a _large 
number of countries of emergency measures of trade restnctlon 
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aimed primarily at direct quantitative limitatio f · 
in some cases of exports. This new protectioni~:Uo himports, and 
the place of higher tariffs ~ import duties_ as was ~s not _taken 
preceding section, are now higher and mo~e fleXl'bls 10t'l;vn In the 
B t · t h fi ·t· I 1 . e · 1an ever u I _ as e ec Ive y supp erne_ n_ ted and comple·ted tl · t · · 
· ff t A 1 · · t t' leir res nctive e e? s. . c !11lniS ra 1ve measures, such as prohibitions 

quotas, bcensmg systems and clearing agreements, have neve; 
~efore be~n used as a genera~ _method of trade regulation exce · t 
I~ the altogether ab~ormal c~r cumstances of. the war and imm~
diate post-war ye~Is .. Particular commodities have been so 
regu~a!ed a;t certam tu~es, but the wholesale application of 
adrnmistratlve controls Is ne~. Moreover, the background of 
the war and. post-war regulatiOns was essentially different from 
the present .c~rcu~stances. Instead of there being a world shortage 
of com~odit~es with a stron~ upward pressure Of prices and wide
spread mflatwnary tendencies, the recent restrictions have been 
imposed at. a time when there are heavy accumulations of stoci{S 
very lo\v and falling _Prices and worldwide deflation. The pur~ 
poses -:- and economic background - of the new protectionism 
in 1931 and 1932 are so essentially different, therefore,. that the 
experience of the past offers little help in analysing their effects 
and probable development. 

In the present section, an attempt is made to distinguish 
and describe the various forms of trade regulation which have 
been established, to trace the course of their evolution in the 
last two years, -_to weigh their relative importance in restricting 
world trade and to indicate summarily the main consequences 
of their application which are already apparent. . . 
· It is important in_ such a~l analysis to bear c~early m mmd 

the circumstances out of wh1ch the new protectiOn arose. The 
dominant factor in the economic situation up till the last quarter 
of 1931 was undoubtedly the continued fall in prices, pa_rticul~rly 
of agricultural raw materials. This fall _in raw-matenal pnces 

· continued .with few exceptions after the widespread. ab~ndonment 
of the gold standard in the last quarter of 1931 ; but rts u:nport~~ee 
after that date was overshadowed by the currency mstahihty 
which disturbed international price equilibria and be~ame the 
major preoccupation of commercial policy. The two mam cau~es 
for this preoccupation were anxiety on the par~ of many countnes 
with relatively weak currencies concerning their externa~ ~al~~~~~ 
of payments and the detennination of many ~.ore_ ~ot toabnor~ 
their industries and their agriculture to be sacrif1c~d m an . 
mal period of price cutting and exchange d;mpmg. pplement 

The first and simplest device employe as al ~~h imports 
to lligher tariffs consists usually . of a syste;r sy wf~re become . 
. are prohibited except under bcence an lere. 
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possible only after permission. ~as pre'?ou~ly been obtained 
from the administrative authontles. . ~lle .m some cases such 
licensing has not g?ne ~ar beyond .th7 reg1stermg 9:nd ~urveillance 
of import tendencies, m the ma]onty of coun~nes 1t has been 
accompanied by, or h~s. le~ to, measures of ~1r7ct control and 
limitation of the quantities Imported. The vanetles of procedure 
by which this result has b~en. achieved are. n:~ny ; . but. in essence 
they derive fr~m t~e pnnc1ple of. prohi_bibng ~l!lports either 
wholly or partially m the case of cert~m spec1f1ed products. 
·Quota or contingent ·systems are a vanant of .the method of 
prohibition, under which only a stated. quantity of specified 
imports is permitted. There are many differences, ·even within 
the same .country, in the methods by which quota systems are 
administered. The f!xing of the qu~ta, b?th in tim~ and among 
the exporting countries and the partiCular Importers m each coun
try, the surveillance pf the system by Government departments; 
by the associated importers, by a grouping of exporters or by 
various combinations of these methods, and the manner in which 
the. quotas are varied from timet<) time have developed according 
to the particular circumstances of the trades in question. 

A more generalised control of imports is maintained in a 
great nunJber of countries in the form of foreign-exchange control. 
The Central Bank is given power to impound the foreign exchange 
derived from export receipts. In the majority of cases, provision 
is made whereby payments fot exports must be deposited with 
the Central Bank, which is also given power to mobilise as far 
as possible exchange derived from other sources. Payment 
for imports is thereafter possible, theoretically, only by obtaining 
the requisite foreign currencies from the Central Bank, which is, 
therefore, able.to control the external drain upon its reserves 
and ~aintain the. external parity of the country's money. _In 
practice, the effectiveness of such foreign-exchange controls vanes 
a good deal with the economic circumstances of the particular 
countries. In some, the invisible items in the.balance of payments 
are so important, and the powers of the Central Bank so limited, 
that " black " m~kets quickly develop in which the national 
currency exchanges at depreciated levels. While, however, ~he 
Central Banks are not always able to exercise a fully effective 
C?~trol over their exchange rates and therefore over the quan-

. titles of goo?s ·imported, the existence of such coJ!trols in so 
many _e<_>untries has been a powerful factor in compressing the total 
quantities. and values of imports and therefore of exports. 

Such drrect controls either over the quantities of goods impor-
. ted o.r over the .~eans _of paying for them are supplemente<;i by 
a vanety o~ admimstrative devices which limit importation direc
tly. :r:'ronunent am?ng these are new types of sumptuary l~ws, 
of which the most Important are milling or mixing regulatwns 
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stipulating that, in the processes of rna · 
proportions of domestic products must be cnuf~?tu~e, .certain 
imported goods. Devised at least partly as a m~m 1fe wrth. the 
secondary manufacturing processes such as rtns 0 .P~otect the 
regulation~ offer an effective check also to the 0~~~~1hfg, these 
raw matenal~ and therefore to the quantities imported Thmp~J!:ed 
of consular, Import and other administrative fees th . e rms~ng 
severity of legislation requiring marks of or1·g1·.'n· . tehm~reda.smg 

t f t · · 'I 1 • e m 1rect 
t
e

11
ffec o yde ~rbm1 ary or st1lmi afr 1deal~h. regn~ations, and, in general 

e. c?ns1 era e grow 1 o a m1ms~rat1ve protectionism add 
the1r mfluence to other forms of restnction. ' 

The combined effect ~f a~ this m~ltiplication of regulations 
h~s been to chan~e t!1e. bas1s of mternabonal trading in many coun
trres fro.m on~ of md1v1~ual fre~d.om tempered by tariff restrictions 
~o one ~n which trade IS prohibited exce_pt by special permission 
m ce~am cases. As the ar~a of co~t~ol w~dens and the regulations 
multiply, the trade that IS perm1ss1ble IS not only continuously 
reduced in volume, but becomes more variable and uncertain. 
There is. little indt~cem~nt to ext~nd trading enterprise and still 
less to mvest caprtal m producmg goods for foreign markets 
when the possibilities of utilising such enterprise and investment 
profitably not only diminish, but are incalculable. 

Two by-products of this situation need to be emphasised. 
The .first is an inevitable increase in civil service interference 
with private initiative. The whole basis of foreign, and indeed 
.of all, trade is the freedom to buy what one wants when one 
wants it and in the most advantageous markets. The'middlemen 
who organise trade under a system of fre~ enteyprise must a~ways 
be governed in the last resort by the satlsfact10n of the ultllllate 
consumer.. Under a system ·of controlled trade, the influe.nce 
of the consumers' desires necessarily becomes less effectrv~. 
The organised domestic producers are able to present t~1e1r 
interests more immediately and effectively than the unorga~nse.d 
inarticulate consumers, and, as the consumers' range of chmce Is 
constantly narrowed, there is a strong trend towaros a managed 
economy. . · . -

This trend is strongly reinforced by the second consequence 
of controlled trade - the encouragement to, and eve~ pressure 
upon, the traders and producers to organise themselves m~ t~ge 
associations through which the controls can be 11?-anaged · f the 
more strongly oraanised cartels both of the exportmg anf 0 

1 ·te 
• · q · ·· · ·tile Ir'on's share o w Ia -rmporting countnes are able to secure · · · t · t 
ever trade is permissible, and wher~ such 

1
car.tedls do :e~t e;:~

they are in rapid process of formation. T 1e m epen d. out, 
d b . d. . .ti I tendS to be squeeze ucer, oth forergn an na ?n~ • . · d articularly his · 
and the consumer to have his mterests, an P . ed 
liberty of choice between competing products, rgnor ~ 
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Mention should be·made finally .of the very rapid increase 
during 1932 of the various forms of clearing or compensation 
agreements, both public and private, The latter, which are 
sometimes described as truck orbarter agree:n;tents, are a strange 
phenomenon in th~ modern age, symptomatic of the extent to 
which the normal media of exchange have broken do\vn, The 
difficulty of devising means of payment for trade conducted in the 
normal fashion by the use of credit has led to agreements, between 
State · organisations or private enterprises, for the bartering 
of goods again~t goods. Thus, the Turkish Min~stry of Economy 
and an Austnan tobacco company entered . mto an arrange
ment on November 17th, 1932, by which the company agreed 
to buy, up to the end of June 1933, Turkish tobacco to the value 
of twenty million French francs, payable in Austrian merchan
diSe. The Swedish Government made a similar arrangement 
with Greece to import Greek tobacco to the value of $400,000, 
20 per cent of which sum was to be written off the Greek debts 
in Sweden, the remaining 80 per cent being paid for in Swedish 
goods. Other exam.ples are the c.o. mpensation agreement between. 
Hungary and Czechoslovakia of December 22nd, 1932, by which 
29,000 Hungarian pigs are to be exchanged for 20,000 wagons 
of Czechoslovak wood fuel,. and Hungarian eggs and similar 
products to the value of one and a-half million crowns are to be 
paid for by facilities accorded to Hungarian tourists in the 
Czechoslovak thennal stations. Similar barter agreements might 
be cited between European and also between South and North 
American countries. For example, in August 1931, the Brazilian 
Government concluded an agreement with the Grain Stabilization 
Corporation and the Bush Terminal Company of New York 
for the exchange during eighteen months of 1,275,000 sacks of 
coffee against 25,000,000 bushels of wheat. In consequence 
·of this agreement, Brazil prohibited the ·import of wheat flour 
for eighteen months. . · · · . • 

Clearing agreements, designed to regulate bilateral trade 
wi~h ii;ulividual countries so as to decrease passive balances and 
. bnng Imports and exports more closely into agreement, have 
multiplied rapidly in .recent months. Such agreements differ 

· fro~ t.he compensation arrangements just described in n~t 
specifymg, as ~ general_ rule, the barter. of particular c?m~o~r
tles, but ~lowmg trade ~o be regulated v.ithin certam limrts 
by the ordi~~ry com~erc1.al ?hannels. In practice, bowever, as 
the new Bntrsh treaties mdicate, there is a tendency for the 
systems to fuse in~o a_ more general form of regulated trade. Th~re 
ar~ many complications in these negotiations, chief of whrch 
anse from the concern of the creditor countries that a reasonable 

•proportion of the exports from their _debtors shall be allocated 
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to the liqu~dation of ~xisting commercial debt. Th 
earliest senes o~ cleanng agreements, negotiated b u~ ~ne of the 
provided tha~, m the case of Hungary, one-third ~r wrtzerl~nd, 
from Hungarlan exp?rts to ~witzerland were to be the J~cerpts 
debt repayment until certam outstanding debts were ried to 
off, . and after th~t one-fourth of the exports were e:e c eared 
similar purJ>OSe ; m the case of Austria, the proportio: ,!erv~ a 
one-third .. B~th of these treaties have since been termi a\ J0 

bu~ the pnnc1ple lu~s. been applied in other cases, not~!; ~ 
senes recently ne&otiated between Germany and her credito 
The Anglo-Ar~~ntme agreement concluded in March 1933 a!~~ 
included proVIslOn whereby debts were to be liquidated, in this 
case by means of a new long-term loan . 

. There . has been much cri~icism of t~e cl~aring arrangements V 
!llamly on the gr~und tha~, m regulatmg brlateral trade, they 
mter~ere greatly Wlth the tnangular trade, which has been impor
tant m the past, and reduce the value of world trade as a whole. 
The source of a country's imports is not llecessarily the best 
.market for its e.xpo:ts nor the source from whi.ch it draws capital. 
Attempts to brmg Imports and exports between particular coun
tries into a closer balance disturb existing marketing anangements 
and tend to reduce world trade. It has been shown in the Review 
of World Trad(l for 1932 that the effect of the various att('mpts to 
regulate bilateral balances is already important, and it is probable 
that their full effect has not yet been achieved. However, the 
negotiation of clearing agreements continues, In the first three 
months of 1933 alone, such agreements were concluded _by 
Switzerland. with Roumania and Yugoslavia; b~ France WJ~h 
Bulgaria, Yugoslavia and Hungary ; by It~ly wrth Roumama 
.and Sweden, and by Germany with Roum~u:ua, , . 

It is evident that commercial policy, m th!s as m other 
respects, is in a transitional stage. The regulatiOn of tra?e ~y 
means of tariffs which in general apply to all other countnes m 
approximately the same way is being replaced ~y a ,more elaborate 
network of negotiated bilateral treaties~ wh1c~ mclude quo~~ 
and other forms of quantitative regulatwn, pnvate c_ommer~l ;, 
agreements and financial provisions. The world IS mo~f"' 
towards a greater degree of planned or regulate~ trade. 1t 
possibilities of somewhat enlarged trade tehmergi~gt! ! 5chsauocq

1 
.. 

t . · · d ·· t of e eXIS Jllv ' "' nego 1ated agreements bnng. or er ou. . · . b t the difficulty 
have recently appeared to be more encour_agm~ 1 ~1 sts in any 
of balancing conflicting industrial and. fmanciavn:e:~e interests 
negotiation is very great, and there IS danferb·f\eral baraains. 
ofthirdparties should be neglected ints~para e h1 a.m Ier c;mpe
l!J.yiew of the existing situ~ti?n• ~eversiO? ~~ 1 tr::l/and econo
tJtive forms of tariff negotiation IS admrms ra 
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mically less possible than before the depression e~couraged the 
rapid evolution of varied . fo_rms of ~rade regulation ; but the· 
newer types of agreement, It IS recogmsed, need to be considered 
in the setting of an international and not merely a. national 
economic situation. 

The extent to which quantitative restrictions of trade have 
been enforced has varied greatly from coun_try ~o country. The 
restrictive effect of the measures enforced 1n different countries 
cann?t•. however, be accu:ately gauged. One countr¥ may apply 
testnctions to a very Wide range of goods to a slight extent 
another may rigidly control the imports of a limited number of 

. commodities. France affords an e~ample of a country in which 
the range of goods to which restrictive measures are applied is 
ve.ry large. In the early months of 1933, quotas had been applied 
to over 1,200 ta~ff i~ems (about one-sixth o{'the whol~), including 
many of the chief Import groups. It has been estimated that 
more than one-third of the total value of imports is subject to 
quotas, and among the commodities affected are cereals, cattle 
and other farm products, fish, wine, fruits, wood fuel; semi
manufactured cotton and iron products, leather, hides, furniture, 
stockings, cotton tissues, papers, certain machines, glassware, etc. 
The import quota allowed varies from commodity to commodity 
and sometimes from quarter to quarter. There are commodities 
where the quota is no more than 50 per cent or less of the average 
quantities imported before the depression. Sometimes these 
quotas are fixed by the competent Ministry, in other cases the 

· imports to be limited and the quantities permitted are established 
by agreements between the domestic and foreign producers, 
ratified by the Government. · The restrictions are, at the moment 
of writing, still being extended to new commodities, a notable 
recent example being the temporary quotas imposed in 1933 
upon about thirty classes of imports from Germany after the 
de-"Consolidation by Germany .of certain agricultural duties 
estaplished by the Franco-German agreement of 1927. The 
general effect of the quotas in checking the str-ong tendency for 

. imports to increase is clearly . shown in the diagram on the 
next page. . 

·The particular example of France might, if space permitted, 
be supplemented by similar details concerning other countries. 
In Italy, for example, there is a quota system affecting imports 
from countries which impose quotas on Italian goods. In Holland, 
ab~ut one-tenth of the tot~ imports are subject to . q~?tas 
which, however, . are ample 1n scope ;· in Poland, prohib1t1ons 
mitigated by licensing systems extend to about one-fourth of the 
total imports ; in Switzerland, an extensive quota system also 
covers about _one-fourth of the imports. · . ' 
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France : Trade in Certain Animal Food p_ d 
ro ucls, )929 1932 

Animals for slaughter and meat are 1 , . - · · 
tons, and other products in hundred ms 
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O~e of the most effective systems of exchange control is 
practised by Germany. From July 1931, when Germany was 
f?rce~ to de~and a moratorium for her political debts, all transac• 
twns m foreign exchange have been controlled by the Reichsbank. 
Exporters are required to declare their exports to the bank, which 
h~s the right to demand that ~t least a part of the foreign curren
Cies so acquired shall be .l'emitted to it. Import.ers draw the 
n~cessary means of foreign payment from the bank I~ ~ccordance 
With regulations made each month fixing the conditwns under 
which importation is permitted. More or less siin;ilar exch~nge 
controls exist in a very larae number of other countnes, covenng a 
substa!ltial portion of th~ world's trade. 

It IS unnecessary to give further concrete examples __ of ~he 
~ctual Working and scope of the var~ous forms of quantitatl~e 
Import restrictions. The impression given by tabular st~tements 
r~cording the new measures taken in various col!-ntnes from 
mon~h.to month is that the range ~nd cOlnpl~xity of 1~3~~ 
restnctions have constantly increased .smce the rruddle of , 

, . . - . . . 1931-32 pages 319-322, 
Cf. the tabular statements in World Economrc Surveg•13 with' Appendix I or 

~~.d in Index, Vol. VIII, No. 85, Januar:y ~933, pages • ' 
IS Survey. · 
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Such an impression is supported by more detailed investigation 
of particular national eases. The frequency of change, the 
number .of commodities affected, the limitations imposed, tend 
with few and slight exceptions, to increase. There is, moreover ~ 
strong tendency for such restrictions to perpetuate themsel~es 
and pi:opagate others.. ., . . . 

It remains to consider the pnncipal ways In which the conse
quences of the new quantitative restrictions on imports differ 
from those of tariff increases. 1 In such a consideration it is, 
however, necessary to emphasise again the important fact that 
·quantitative restrictions supplement but do not replace higher 
tariffs. In the decline of world trade recorded later in this 
chapter, it is impossible to separate the effects of the higher 
tariffs that are constantly being imposed from those of other 
trade restrictions. All that can be done is to record their com
bined effects. 

But there are certain ways in which the application of. quanti
tative restrictions differs from the imposition of tariffs. Now that 
tariff policy has become so fluid and commercial treaties are limited 
to such short periods, tariffs as well as quotas lead to greater 
uncertainty, which is in itself a restrictive influence. Quotas 
and Si!fiilar quantitative controls are perhaps more changeable. 
an.d g~:ye greater powers to administrative . officials. · But ·~he 
chief difference between such controls and tariffs lies in the pomt 
at which. they ar.e applied. An increase in the impo~t duty 
ch~g~d on ~ p~rtieular commodity tends to raise the pnce a~ .a 
se~srtlve pmnt In the wholesale bargaining process. The eqlllh
bnum of demand and supply is altered and the tax is diff';lsed by a 

. pr?cess of bargaining among all those whose decisions uuluence 
· pnces. ~orne p~rf: of th~ tax may be shifted bacl{ to the pr?du~ers: 

some of It may stick w1th the traders, while. much of 1t I~ tran\ 
ferred forward to the consumers. In the process of diffusiOn, ~l 
prod~cers, traders and consumers, not only of the prod~ct ;:! 
question, but also of related and competing products, w:n the 
~fect~d. The. ~ti~ate effects of a new. duty are clearlY 11?- ·es, 
direction of ra1smg 1mport prices and reducing import q~antltl d 
but t~~ actual degree to which those prices will be raised ~d 
quantities reduced, as well as the extent of the divergence creat. 

5 ~tw:een prices. in the. exporting and importing markets, ';,a£:y 
IlSlderably With the particular circumstances of the comm 111-taxed, and th~ general circumstances of the tirne. ~ut the c~ce 

. pensatory adJustments that are always at work In the P 

1 Cf ui · . · . Boissnrd, 
r · e diScussion <?f the effects of !Jl!Olas in France by M. Ad~odat JtC::C 24• 
D~'i:itC:r ~!93Fi2mance, m Journal 0{/icLel de Ia Rcpubliql,le fran~arse, An . 

• pages 1476 and 1477. . · . 
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system SJ?read these effec.t~ over producers and consumers of a 
large vanety of commod1tles and over the trade passing with 
more t~an .one country. . A tariff therefore has to be very high 

- before 1t open~ an. unb:1dgeable gap between the prices of the 
same . commod1ty m d1fferent markets, and affects a violent 
reduction in the quantity of commodities traded. Its effects in 
these directions are smoothed over bv price adjustments that 
tend to create a new equilibrium. · 

The new quantitative restrictions,. such as quota systems, 
on the other hand directly limit the imports of particular commo
dities. From that limitation there is no escape by way of price 
adjustment-the trade is simply stopped. When such restrictions 
are as drastic and widespread as they have recently become, 
the inevitable result is an unprecedented reduction in the 
quantum of trade. The converse of this reduction is a piling 
up of commodity stocks despite the extremely adverse price 
relationships upon which the raw material exporting countries 
are forced to trade. 

At the same time, the various domestic markets are cut orr 
from one another and prices vary between them to an extent that 
has not been. experienced since .the. developm~nt of. modern 
methods of transport and commumcatwn. Attentwn has already 
been drawn to these price disparities. 1 How f~r t_hey are ~a~sed 
by the raising of tariffs or })y the new quant1tatwe restn~t1~ns 
it is impossibl~ to say ; but, obviousl~, in default .of the eXIst.mg 
quota$ and similar restrictions, tanf!s, to aclueve th~ sa~e 
effect, would have to be raised very considerably even from their 
present levels. . . . . . . d uanti 

Moreover. the .effects of such price d1spant1es an q f 
tative reductions upon the production. of a yre~\nnu~t~te~~ 
commodities are such as to create an extre~:.J t!o~~as\een 
national problem. The pattern of world spw sa. 1 a riculture 
~e-arranged. Industrial countries. have fos~er~/~:~c/ while at 
In many cases almost to the pomt of se -s. 1\heir 'industrial 
the same time maintaining and ev:en e:-tendingur Ius-ex orting 
equipment. Agricultural prod~ctwn 1n ~he g:ne~al deEreased 
coun~ri_es, on the other ha!ld, 1;as not, Ill . ma~ of these 
but mcreased,~ while there IS eVlde~J-Cd tit\ 1~evelo~ment has 
countries, a. strong trend to local 111 us n~as been given in a 
set in. Statistical evidence of thesefact\ 'ctions have contri~ 
preceding chapter. 2 In so far as tra ~.res rhe. have prolonged 
buted to this disorganisation of pr~duct~o~ !o ~ombat. 
the emergency which they were mten e ·. · 

1 Chapter II. 
' Chapter III. 
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THE DEVELOPMENT OF COMMERCIAL PoLleY. 

Durind 1932 and the early months of 1933, trade negotiations 
almost wholly ~il:=t~eral in character, ?CC~pied a~ increasing 
share of the actiVIties of Governments m mternatlonal afTairs 
The number of bilateral treaties ne~ot!ated ~as b.een so great 
that any short summary of them 1s lrnposs1ble m the space 
available here. Treaties, trade agreements and exchanges of 
notes, gener~lly of a lin_ll~ed characte.r cove~ng the. trade in 
certain spec1flc commodities for: a hnef penod of time, have 
followed each other in rapid succession .... No~ a ll'lonth passes 
v.-ithout the announcement of several new treaties or provisional 
agreements, most of which ref~r to specific and of~en· temporary · 
arrangements, generally termmable at short notice, regarding 
a comparatively few commodities. Such arrangements defy 
any attempt at brief summary ; but certain tendencies common 
to most of them may 11sefully he stated here. 

The first faGt to be noticed is the absence of multilateral 
negotiations, except in the cases noted below of regional agree
ments between countries that are closely connected either by 
neighbourhood or by economic relations. The circu1nstances 
of recent months have been unfavourable to the conclusion 
of general accords based upon broad principles of international 
agreement. The Convention negotiated in 1928 for the abolition 
of prohibitions and restrictions on imports and exports, which 
had been _signed by twenty-nine countries, did not come into 
effective operation, since nine countries failed to ratify it and 
twelve of the remaining twenty made their ratifications con
ditional upon others which were not, ~n fact, received. Unilateral 
a,ction continued, but was increasingly followed by bilateral 
agreements. Treaties or accords were denounced, or tariffs 
.raised ; but in the great majority of cases such unilateral action 
was followed quickly by negotiations, which resulted in at least 
provisional agreements with .the other countries concerned. 
More and more- the regulation of trade took of the form of 
specific agreements between particular countries, generally after 
consultation with, and .. often after direct negotiation between, 
the industrial and trading interests in both countries, . 

The greater number of the bilateral agreements thull arnved 
at were fra~y te~porary, short-term compr9mises reviewable 
. at short n?"D;ce, designed to make possible the contmuance of 
at leas.t a nummum of foreign trade, but avoiding more permanent 
coillmltmeuts until economic circumstances should become more 
favourable. There was .a general disposition to maintain liberty 
of action ~or the future, and, i'ndeed, to secure greater libertY 
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by the de ... consolidation of tariffs that h d 
agreements. There were notable exec t~ been fixed by former 
as the ~reaties negotia:~ed by the SoVi~t G~~ such, for ~xample, 
m~n~ ln May, and wrt~ France in Novem~~nment Wtth ~er
this mcrease of e~onorruc co-operation betwee r 1932. Agamst 
and other countnes must, however, be . . n the U. S._S._R. 
by the United Kingdom in April 1933 ~~\fheBd~~unctation 
agreement of 1930, and the imposition of m~e ntlsh-Soviet 
the United Kingdom and by the u.s. s. R.e argoes both by 

New forms of trade bargaining have entered · 
the provisional bil3;te~al agreements. Not onl ta~go rr::~n~ of 
bu~ qt~otas and sn~ular arrangements for JuantUaliv~~::J~ 
regul~tion,. purcl~asu~.g . agree~ents, understandings between 
orgam~ed mdt!stnal_ mterests 1n the respective countries, and 
fina~c!al cohnsidebratiO!ls, such as . debt settlements and loan 
proVISIOns, ave een mcorporated mto the new treaties. While 
such arrangements w~re not unlmown before. the depression, 
the.Y were the exceptiOn rather t~an the l'ule. The extent to 
which they have be~ome the subJect of official negotiations is 
so _gre~t ~s to constitute a develop!fient of commercial policy 
which Is likely !o _exer~ a profound Influence in the future. 

Trade. negot~abons m the J?ast h3;v~ generally foHowed the 
comparatn':ely s1mple l_Iletho? oi bargamm~ upon tariff schedules, 
any reductiOns of duties bemg extended In most cases to other 
countrks than. those immediately concerned by the operation 
of most-favoured-nation clauses. Industrial organisation, as 
well as trading and financial arrangements, were a!Tected by 
such negotiations only indirectly, competitive enterprise being 
left free to adjust itself to the altered tariff conditions. This 
.freedom of competition, aided by the generalised e!Tect of most
favoured-nation treatment, in practice meant that a country's 
commercial policy was affected by its whole external trade 
rather than its exchanges with another country. Little if any 
consideration was given, before the depression, to .th~ bala~ce 
of trade between particular countries, and domestic m?ustnes 
were protected against imports in general rather than Imports 
from a particular source . 

. In recent years, however, the struc!ure of i_ndustry and the 
nature of world trade have been changmg considerl).bly. l'V~anu
facturing industries are no longer confirted. to. a com;Paratively 
few countries. The development of modern m?ustnal orgaru-: 
sation and the growth of an international financial system have 
rendered possible the development of a wi~e range of xranui 
.factures in an increasing number of countrtes.. . Interna ~~n~f 
trade before the depression had included more mtercl~ng · · . I 
manufactured goods and depended less upon the exc ange 0 
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manufactures for raw materials. To an !ncreasing extent, also, the 
organisation of production, and par~cularly of ma.nufacturing 
production, began to t~anscen~ national boun.d~nes. . . Inter. 
national combines and mternatlonal firms, facilitated by the 
increasing ease with which credit could .be transferred from 
one country to another, greatly c?mplicated the working of 
protective tariffs. The extent to which the export of goods was 
beincr replaced by the export of industries is difficult to estimate . 
but ~ufficient information exists to show that it is becoming a1~ 
important factor in altering the chara~te~ of int~rnational trade,l 

It is possible that such changes m mdustnal structure and 
trading organisation might ~ot have brou~ht any sudden altera. 
tion in commercial policy if the . depressiOn had not produced 
such minute and detailed regulation of trade. Since, however 
the temporary trading agreements of the las~ two ye1:1.rs have: 
in fact, attempted to regulate; not only taniTs, but also the 
partition of markets and therefore the localisation of production 
as well as the financing of industry and trade, it seems likely 
that commercial policy in the future will be directed more defi
nitely along such lines than- along the older lines of general 
tariff agret}ments. Already important new treaties are taking 
this form. 

Two characteristics of these new treaties, exemplified both 
in the Ottawa agreements and in those recently negotiated 
by the Government of the United IGngdom with Denmark, 
Sweden, Norway, Iceland and the Argentine, deserve special 
mention. There is, in the firs~ place, a clear tendency towards 
the formation of regional groupings. The extension of the 
methods followed at Ottawa to negotiations with other countries 
which have close trade relations with the United Kingdom is 
characteristic of the process. The French Government is also 
proceeding actively to plan closer trade relations with its colonies. 2 

The Canadian and United States Governments are negotiating a 
trade treaty upon lines similar to those worked out at Ottawa. 
In Europe, there are preferential agreements negotiated by 
Estonia with Finland, Latvia and Lithuania ; the various forms 
of preferential treatment, first by export premiums and later 
by quota arrangements, between Austria and Hungary (July 
19.32); the .arrangem.ents for mutual ~xport cr~dits and reduced 
railway taniTs negotiated by Italy wtth Austna and Hungary ; 
a preferential l:l.greement between France and Yugoslavia 

• 
1 _Cf., e.g., Franlc A. Southard, Jr. : "American Industry in Europe", Houghton 

llf1tnm Company, Boston, ·1931 ; a study of almost 800 subsidiaries in Europe· 
of 220 American corporations. 

• Cf. Journal Officiel de la Republique {ranraise. Annex 24, December 1932, 
pages. 1474 and H75. · 
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(November 1931) and the Oslo a 
vian countries, the Netherlands g~~d~n~ ~etween the Scandina
schemes for regional Customs acrreem e g~um. More ambitious 
eas~ern Europe, such as those o~tline~U:~ t~ rsntral and South
while not yet translated into a re ·· _ e. t~esa Conference, 
tendency to regional grouping. g ements, Indtcate the same 

The second characteristic particul 1 f 
is the tendency to seek agree~ents ro:~?-~ t~e _Ottawa trea:ties,. 
mentary production '·'. The older free t:ads .er:pg ?f '' com pie
form of agre~ment, generally amon low-e 1~1 ratwet?ok the 
further reductions of duties the ben:etfts of t~:~~ countnes, for 
whole trading world by reason of most-favou;v Ic ~ccrued to the 
The new developmen_ t of commercial policy I.sebdas·nadtiotnl treat_ment. 

r gh 1 · . . - · e , 1eoretically 
~pon .a ou . p anru:x:g of mdustl'lal development with th~ 
mte?-tiOn of dtscouragtn_f5 t~e less and encouraging the. m 
efficient form~ of productwn m each country. · ore 
. The workmg ?ut of such principles by a series of b g · 
b~tween each paxr of. countries ~s ~bviously a Iaborio~~ ~:d 
difficult pr<;>cess, e_speClally w~en It Is. complicated by fmancial 

_ as w~ll as mdustnal a_nd tra~ng considerations. The slowness 
~nd mcompl~teness With which bargains are worked out may 
mvolve a .mamten~nce of a large part of the existing trade barriers 
for a considerable t_Ime. ~oreover, the effort to balance a country's 

· trade ll;S far as possible ~''!th every other country renders exception
ally difficult the positiOn of those countries which are most 
dependent upon triangular trade. · It is only by accident that a 
particular country finds that its best export market is also the 
cheapest market from which it can import and the most convenient 
source of its capital supply. There is. also, as in all schemes for 
Government control or regulation, the danger that planning 
may involve the suppression of private initiative in such a 
degree as to impair industrial progress. An increased tendency 
towards cartellisation and a greater degree of governm~ntal 
control over industry and trade would also seem to _be _likely 
if commercial policy should continue to follow tlus hne of 
development. · . . . . . · . . . 

Up till the present, the great ma)Or~ty of the !lew bilateral 
treaties and trade agreements have contmued to stipulate most
favoured-nation treatment ; but, in fact, the scope of such treat
ment has been greatly modified. Apart from the e~ergen.cy 
restrictions such as quotas and _exchange ~ontrols, _whic~ rruse 
new and difficult questions of InterpretatiOn, special bilateral 
or regional treatment has in fact been sec~red b~ such m,;ethods 
as the negotiation of industrial understandings wh1ch are . t~ed 
note of " in the treaties. Exceptions_l!ave ~ways been ~ecogf~~e 
even to the unlimited and unconditiOnal mterpretatwn ° -
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The great bulk commodities. which are sl~fted from country to 
country after the harvest penod al~ays brm~ up the percentages 
in the second half of the year. 'While the pnces of these commo
.dities have fallen very heavily, the quantum has been maintained 
better than the quantum of manufactured products. 

The decline in total values is compo~nded ~f these t.wo elements 
_a sharp fall in prices and a substantial dechne al~o lll the actual 
quantum of goods traded. Both have been contmuously acce
lerating, except for .t~e ~artial and temporary recovery of .Prices 
.0f certain commodities m. the autumn of 1932. Correction of 
total values for price cl1anges i~ order to a_rrive ~t ~stimates 
·of the quantum of trade are. subJect to certam statistical lilni
tations which lessen their accuracy as the base year recedes. 1 The 
calculations made by the Economic Intelligence SerVice of the 
Leaaue of Nations indicate that, in 1930, the quantum was 
abo~t 7 per cent less than in 1929, and that it fell again in 1931 
by 9 to 10 per cent and, in 1932, by 14 per cent, the total decline 
in the quantum for 1932 therefore being 26 to 27 per cent from 
the levels of 1929 ... Since, however, the quantities of those 
goods - . agricultural products in particular -· which have 
fallen most in price have not diminished as much as the quantities 
of other goods, it is probable that the estimates given above 
understate the fall in the total quantum and overstate the 
average fall in prices. The true position may perhaps be summa
rised roughly by the statement that seve:Q.-tenths of the goods 
traded in 1929, changing hands at rather more than half the 
prices current in 1929, gave a total value of world trade in 1932 
less t~an 40 per cent of the value in 1929, • 

Such a statement, approximate as it must remain, emphasises 
the· unprecedented shrinkage in the actual quantities of trade 
passing, a shrinkage primarily caused by the accumulated trade 
restri~tions described in the preceding pages. The combined 
effec~ of the fall in prices and in quantum may be illustrated 
graphically by the following diagram in which prices are measured 
vertically and quanta horizontally. 
. . It .ha~ already been indicated that the greater part of the 
quantitative decline has taken place in manufactured goods 
I'a~her than in agricultural foodstuff$ and raw materials. The 
~XIstenc.e of ~arge surplus stocks of commodities. however. 
Is sufficient eVIdence that the growing restrictions on trade have 
reduced even the basic interchange of raw materials and food
stu~fs to levels that are too low to cm:ry off the production. World 
agncultural production, it has been· shown. has not seriously 
decreased •. hut manufacturing production has fallen away very 

i Cf. Reui~w o{ World Trade, i932, pages 20-t,, 
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The Fall in World Trade, 1929-1932, 
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The statistics that are 
available to indicate the 
geographicai distribution of 
trade confirm this conclu
sion. It is in the United 
States,. and particularly in 
the exports of manu
factured articles front that 
country, that the export 
trade has declined most. 

The obverse fact is clear also, that the exporting agricultural 
cou_ntries, while on the whole maintaining and even extending 
their expott. quantities, ~ave received much lower prices and 
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therefore have taken less and less impo._rts from the _industrial 
. countries. These facts become ·. clear m the followmg table, 
which, for the years 1930-1932, shows the perce!ltage uecline of 
import and export values for about forty countnes, representing 
about 90 per cent of the total value of world trade. 

The Percentage Decline in Import and Export Dollar Values 
since ·z929. 

Imports' I Exports 

CollDtry 1930 1 1931 ·I 1932 1 1930 I 1931 11932 

% % % % I % % 

Chile . ' 14 56 87 42 64 84 
Peru • 33 62 78 28 58 67 
Brazil. 38 65 75 31 48 61 
Argentine. 25 57 74 43 53 64 
Australia . . 35 72 74 29 47 55 
Uruguay 16. 32 73 5 51 71 
Poland . . . 28 53 73 14 33 62 
Finland 25 53 70 16 35 56 
Canada. ........ 22 53 69 26 49 60 
United States of America 28 52 69 27 54 69 
British Malaya 20 51 . 69 29 59 75 
Hungary ..• . 23 49 68 12 45 68 
Mexico . , . 10 50 67. 24 41 65 
New Zealand 12 53 66 21 46 58 
Germany • 23 50 65 11 29 58 
Austria ... 17 34 65 16 41 71 
Yugoslavia . . 9 37 65 14 40 64 
Egypt .... 14 47 64 39 53 64 
Ceylon ... 25 49 64 23 48 67 
Spain ....• +11 57 64 +9 54,5 65 
Czechoslovakia ,. 21 41 63 15 36 64 
Italy , . . . 20 46 63 20.5 34 57 
Greece .. 21 33.5 62 17 40 61 
India 25 49 61 22 53 70 
South .Am~;. . 22 37 60 14 27 29 
Japan .. 26 41 60 27 44 60 
Roumania. . 22 47 60 2 24 43 
United Kingd.oin: · 14 34 58 22 50 64 
China ..•..... 26 40 57 37 52 75 
Norway. . . 1 25 57 9 43 49 
Sweden. 7 25 56 15 42 64 
l>enmark : 3 23 55 6 27 53 Belgium. , : 13 33 54. 18 27 53 
Netherlands . 12 31 53 14 34 57 
Irish Free. State: . 7 23 50 5 28.5 60 
France . ." . 10 27 49 15 39 61 
Switzerland . .. 5.5 17 36 16 36 63 Algeria . ·. . 3 17 27 +10 12.5 3 
U.S.S.R. +20 +25 21 +11 14 40 
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The countrie_s are arranged in order of the magnitude of the 
fall in imports m 1932. If they ~ere ar~anged in _the order of the 
fall in exports, many of the mdustnal. countnes would come 
higher, while the agricultural . countries would mostly be found 
towards the bottom of the list . 

. There is, in addition to this structural difference in economic 
organisation, ~ distinction to be drawn be~ween debtor ll;nd 
creditor countnes. For the most part, the agncultural exportmg 
countries are also the greatest debtors ; but there are exceptional 
cases, such as that of Germany, which is primarily an industrial 

· country but is heavily indebted on international account, and 
that of the United States, which is a great creditor country 
but maintains also an .active .export balance with both industrial 
and agricultural commodities entering into it. Industrial exports 
have fallen off heavily,. while agricultural exports have suffered 
severe price declines but have been fairly well maintained in 
quantity. The oft-quoted inconsistency of the various factors 
in the American trading position has therefore not been removed 
by the crisis. The balance of commodity trade is still active, and 
vigorous efforts have been made to promote both manufactured 
and agricultural exports, while imports are being checked by 
the high tariff and investment and debt claims maintained 
without renewing capital exports. 
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Exports and Imports of Manufactured Articles. 

Recorded Trade Values (by Qu~ters) 'for the United Kingdom, 
the United States of Amenca, Germany and France. 1 
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1 It should be observed that the comparison is based on available infonnation 
concerning the value of manufactured goods according to the main groups ~f 
national classifications (in the case of Germany the international (Brussels) classi
fication) as shown in national trade returns. Although these data are riot strictly 
comparable, owing largely to a different classification of certain semi-manufactu~ed 
products, the diagram claims· to show adequately the trend of the countnes 
concerned. 
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. Apart iro:m. such exceptions" however, it may be stated gene
rally that the terms of trade have Continued to run unfavourably 
to the a,gric~tural ~xporting debtor countries. 1 Any recovery 
of worl~ py1ces . which is to reme~y this. disequilibrium must 
begin With mcr~ased. ~emand. and high~r prices for raw materials 
and foodstuffs In the mdustnal countnes. Only in this way can 
the agricultural debtor countries improve their balances of 
payments, while _extending _their. imports. · . . · 

In the meantime, there IS eVIdence that the trade \var which 
has been raging, particularly among the industrial countries, is 
having somewhat similar effects to those which followed the war 
of 1914-1918. Trade is decreasing almost universally ; but its 
geographical distributioll is shifting considerably as the next 
table shows. 

The Percentage Distribution of World Trade by Continental Groups. 
(Basis : Recorded values, reduced to dollars ~ special trade, 

merchandise only.) 

Continental 
Group 

Europe, excl •. 
USSR 

Europe, incl. 
u.s. s .. R. 

North 
America 

Latin 
America 

Africa . 
Asia, not in-

eluding 
Asiatic · 
Russia . 

Oceania. . .. 
Total. . 

55.4 58.3 6f.1 60.7 

16.0 14.3 13.1 12.6 

7.6 7.2 .5.8 5.5 

4.8 5.1 5.4 5.7 

13.5 12.7 13.0 13.5 

2.7 2.4 1.6 2.0 

100 100 1001100 

48.6 52.2 53.4 51.1 52.1 55.4 57.5 56.1 

19.5 17 •. 9 16.1 16.5 17.6 16.0 14.5 14.5 

9.6 8.5 9.0 9.2 8.6 7.8 7.4 7.3 

4.5 4.6 5.0 6.4 4.7 4.9 5.2 6.0. 

15.1 ~4.3 13.9 13.7 14.3 13.5 13.4 13.6 

2.7 2.5 2.6 3.1 2.7 2.4 2.0 2.5 

100 1001100 100 1001100 100 100 

While the lack of homogeneity among ~he countr~es in some 
of these continental groups renders the mterpre~atwn of the 

1 Cf. Chapter II. 
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figures difficult, the more d~tailed information available for 
individual countries leave~ li~tle. room for doubt that very 
considerable shifts in the distnhut10n of world trade are under 
way. 

Percentage Share of Certain Countries in World Trade. 

1929 I 1932 
Countey· 

Imports I Exports_ I Imports I Exports~ 
United KingdQm .. . 15.19 10 .. 74 16.43 10.06 
United States . .. 12.19 15.61 9.58 12.39 
Germany. 9.00 9.72 7.98 10.70 
France. . 6.41 5.95 8.44 6.08 
Canada . . 3.65 3.71 2.87 3.83 

3.11 2.43 ' 3.77 2.68 Netherlands . 
Belgium 2.77 2.68 3.26 3.23 
Japan. 2.81 2.93 2.84 3.05 
Italy . • 3.20 2.42 3.05 2.73 
India . 2.54 3.54 2.53 2.79 
U.S.S.R .. • 1.27 1.46 2.59 2.28 
Argentine . 2.30 2.74 1.55 2.59 
China . 2.27 1.97 2.48 1,26 
South Africa • . 1.19 ;1.37 1.21 2.53 
Switzerland . 1.45 1.21 2 .. 39 1,.17 
Australia. . . . 1.98 1.79 1.35 2.10 
Czechoslovakia • . 1.66 1.83 1.59 1.70 
Dutch East Indies . . . L25 1.76 1.15 1 •. 82 
Sweden . 1.34 1.47 1.53 1.37 
Spain • . 1.48 1.23 1.35 1.11 
Algeria . : 0.65 0.46 0.20 1.16 
Brazil . 1.19 1.39 0.76 1.41 
British Malaya , . 1.40 1.58 1.11 1.03 

It is evident that, with certain exceptions, the share of the 
reduced world trade claimed by industrial countries was greater 
in 1932. than in 1929. This, however. was because of an increase 
in their imports. Thus, British imports rose from 15.19 to 16.43 
per cent, French from 6.41 to 8.44 per cent, D-~:~.tch from 3.11 to 
3.77 per cent, Belgian from 2.77 to 3.26 per cent, Swiss from 1.45 
to 2.39 per cent. The exceptions are numerous-=- in the United 
States, Germany and Canada, for example, imports declined 
heavily. On the other hand, the decline of imports in the agricul .. 
. tural countries is very widespread. The strong tendency towards 
increa~ed industrial equipment in countries hitherto dependent 
upon Imported manufactures which has been mentioned in. an 
earlier chapter, is the counterpart of these trade movements. 
The revers:U ?f capital flow, adverse terms of .trade, and growing 
trade restnctwns havetended to promote autarchic developments 
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jn the agricultur3f .as well as the industrial countries. The natural 
corollary to agncultural protection in industrial countri · 
industna~ development among tl~e agricultural peoples who ~a~: 
been their cystomer.s. The Revrew of World Trade, 1932, gives 
some clear Illustrations of such developments. 

Hungary: Imports of Certain Raw Materials and Manufactured 
Articles. 
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The currency instability which has been a marked feature 
of the last year is a further factor of great and disturbing impor
tance in world trade. Competitive currency depreciation, even 
when it is reluctantly entered upon, is a most formidable weapon 
of economic warfare ; but, unfortunately, it tends to have a 
boomerang effect, returning to strike dangerously at the spot 
from which it started. The beautiful simplicity of a policy 
which aims at lowering export costs by allowing a managed 
currency to depreciate externally, while at the same time 
endeavouring to maintain interpal price stability, becomes 
obvious to exporters in more than one country. As one ~xample 
of the way in which such a policy spreads there may be c1ted the 
chain of events which followed the depreciation of the New 
Zealand pound in January 1933. Despite its heavy external 
commitments, the Government brought pressure on the banks. to 
raise their. buying rate for st~rli!lg to the sa¥le ~evel as that wh~ch 
had been m force in ,Austral1a smce the begmrung of 1931 -VIZ., 
25 per cent premium. This measure was prompted ~y local 
considerations and was part of a considered plan to reheve .the 
agricultural exporters. But the international repercu~s10ns 
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were immediate. Within a few days, Denmark, the chief rival 
of New Zealand in the English butter market, allowed the krone 
to drop to approximately the same level.. Shortly afterwards, the 
Canadian Government initiated friendly conversations with 
New Zealand in order to avoid the necessity of imposing exchange 
dumping duties upon butter, which had only a short time before 
been the casus belli in a trade war between the two dominions. 
Almost at the same time it so happened that the British Govern
ment, as part of its plans for agricultural reorganisation, consulted 
the dominion and foreign producers concerning the possibility of 
imposing a. butter quota. All of these actions were taken purely 
for reasons of domestic policy, without any intention of instituting 
reprisals. However, the price of butter in London went down 
substantially and the advantage accruing to the New Zealand 
exporter was minimised, with a more permanent possibility of his 
markets being restricted. , 
· This instance is cited merely by. way of example. Similar 

developments of the immediate reactions to currency depreciation 
might be cited from the experience of sterling, the depreciation of 
the yen, OJ: the abandonment of the gold standard by the United 
States of . America. The disturbance of international prices 
which resultsas one currency after another leaves gold sets up 
a scramble for trade advantages in which the chief weapons are 

. higher import tariffs and quotas on the one hand, deflation in 

. gold countries and further currency depreciation in paper 
countries on. the other hand. 



Chapter VIII. 

MONETARY AND CREDIT POLICIES. 

THE INSTABILITY OF 'l'HE EXCHANGES. 

. It ~as stated ~n the first chapter of this Survey that exchange 
mstab1lrty resultmg from the breakdown of the international 
gold standard was tme of the principal causes of further economic 
deterioration in 1932 a.nd figured prominent~v among the factors 
wh~c~ liJ?ited an_d checked the revival of prices and productive 
actiVxty m the third quarter of that year. In the previous Survey, 
attention ;was paid to the more fundamental economic forces 
which threw the principal national p1·ice systems out of equi
libriUIIl and rendered the task of keeping the exchange . rates 
stable so difficult as to drive one country after another off the 
gold standard.l The earlier stages of. this abandonment of the 
international standard were also described, and note was taken 
of the fact that, in the middle of 1932, there were some indications 
that the financial panic which began a year earlier was easing 
off, but had left economic activity at a low ebb. 2 At that time, 
however, the secondary consequences of exchange instability 

_ were not fully apparent, and. it is necessary therefor~ to record 
the events since June 1932. 

The extent to which the international gold standard had 
broken down by the middle of 1933 is summarised in the following 
tabular statement showing the important dat.es.in the development 
of monetary policies since the depression. . . . . 

It should be noted that; in many of the countnes which 
retain the nominal gold parity for their cunencies, the measures 
adopted for dealing with the blocked accounts that are accumul~
ted as the result of exchange controls. and transf~r moratona 
create in effect subsidiary exchange rates for specml purposes. 

1 World Economic Survey, 1931-32, Chapters 1 and 11. 
• Ibid., Chapt~r XI, 
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THE DEVELOPMENT OF MoNETARY PoLJCIES SINCE THE 
DEPRESSION. 1 

Tb.e Abandonment of ilze Gold Standard. 
Date of depreciation 
in relation to gold 
· Year Month 

Country I
Officialsuspension,Official imposition 
of gold standard 1 of exchange 

control• 

'(Countries whose Currencies have depreciated In relation to Gold.) 
1 
1 
1 

1 

915 
920 
929 

930 

1 931 • 

1 932 . 

1933 • 

- . 

. 

• 

-
-

IV 
XI 
XI 
XII 
III 
IV 
IX 
X 
VIII 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
X 
X 
X 
X 
XII 
I 
I 
I 
III 
IV 
IV 
v 
VI 
VI 
VII 
I 
IV 

IV 
IV 
IV 
IV 
VI 

Turkey $ 

Spain G 

Uruguay XII. 29 6 

Argentine 16. XII. 29 
Paralfuay 9 

Braz' -
Australia 17. XII. 29 
New Zealand 1. I· 32 6 

Venezuela -
Bolivia. 25 •. IX. 31 
Mexico 25. VII. 31 
United Kingdom 21. IX, 31 
Denmark 29. IX, 31 
·canada 19. x. 31 
Egypt 23. IX. 31 
India ·21. IX, 31 
Ireland 26. IX. 31 
British Malaya 21. Ix; 31 
Norway 29. IX. 31 
Palestine 21. IX. 31 
Sweden 29. IX. 31 
Austria (5, IV, 33)8 
Finland 12. X. 31 
Portugal 31. xu. 31 
Salvador 8. X. 31 
Japan 13. XII. 31 
Colombia 21. IX .. 31 
Costa Rica i 

Nicaragua -
Persia 10 

Chile 20. IV, 32 
Greece 26. IV. 32 
Peru 18. v. 32 
Ecuador. 9. II. 32. 
Siam 11. v. 32 
Yugoslavia 111 

South Africa 28. XII. 32 
United States of 

America 6. III. 33 
Guatemala -Honduras 7 

Panama I 

Philippines ' Estoma 28. VI. 33 
1 League of Nations, Monthly Bulletm of Statistics,· July 1933. 

26. II. 30 
18: v. 31 

7. IX. 31 
10. X. 31 

VIII. 32 
18. v. 31 

""""'-

--
3. X. 31 

-
-

18, XI. 31 --.-
-----

9. X. 31 -
21. X. 22 -1. VII. 32. 
21. IX. 31 
16. I. 32 
13. XI. 31 

30. VII. 31 
28 .. IX. 31 

-
30. IV. 32 -
7. X. 31 

-
6. III. 33 

-
' • 
7 

18. XI 31. 
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Official 
su~ension of 
go! standard • 

Oificial 
imposition ot · 

excluinge control• 

(Countries whose Currency remained nt Gold Parity nt End of July 1933.) 
Albania .••• 
Belgium •••• 
Bulgaria ..•. 
Czechoslovakia . 
Danzig •••..• 
Dutch East Indies ,, • • , 
France • . 
Germany 13 

Hungary•. 
Italy ..•• 
Latvia .. 
Lithuania • 
Netherlands 
Poland .. 
Roumania • 
Switzerland 
u.s. s. R. 

15. X. 31 
26, IX, 31 

13. VII. 31 
17. VII, 31 

8. X. 31 

17. v. 32 

11 

For example, in Germany, the following classes of blocked 
accounts are recognised : foreign mark claims accumulated 
before July 16th, 1931, but not subject to the standstill agree
ments . (Altguthaben), foreign property claims acquired after 
August 3nd, 1931 (Kreditsperrmark), bank-notes brought into 
Germany after February 19th, 1933 (Notensperrmark), claims 

1 Or embargo on gold export. 
• Unofficial restrictions are disregarded. . 
• Since April 6th, 1933, all exchange transactions have been carried out at 

free market rate. 
' Gold exports prohibited July 28th, 1933, 
• Costa Rica, Spain, Turkey, New Zealand, Uruguay l the gold standard bas 

not been legally established since. the war; the latter two, however, reverted de facto 
to the gold parity. 

1 The United States dollar in use also in Cuba, the Dominican Republic, Haiti 
and Panama, which have no comprehensive currency system of their own. 

7 Honduras, Philippines : dollar exchange standard. 
1 Since December 1932, the exporters of certain agricultural articles· obtain 

a premium ranging from 3 to 20 per cent In addition to the pengo parity equivalent 
offoreign exchange surrendered to the National Bank, and importers have to pay 
a surcharge ranging from 13.5 to 17 per cent over and above the parity of exchange. 

' Paraguay : Argentine peso exchange standard. 
10 Persia : silver standard until March 1932, when a gold parity was legally 

adop,ted. The exchange rate, however, approximately followed the £ sterling. 
' U. S. S. R. : State monopoly for foreign exchan~e transactions. . 

• 
11 Official domestic quotations maintained In the neighbourhood of gol~ panty. 

Smce October 17th, 1932 however, a premium of 20 per cent has been fiXed by 
the National Bank for ~11 transactions 'With countries with which no clearing 
agreement· exists. In the clearing agreements, the premium has been fixed as 
from January 2nd, 1933, at 28Vz per cent. . . . 

11 For recent developments in connection with .blocked mark accounts m 
Germany, see pp. 223-4. 
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created by the sale. or redemption of l)tocks and ~onds (Effecten
sperrmark). Scrip issued in even amounts, With a minimum 

· of RM, 40, may be issued to the owners of Konversions
sperrmark and marketed on German. and foreign . stock · 
exchanges. All of these blocked marks can he used, Withthe 
consent of the Exchange Control Office (Devisenbewirtschaf
tungsstelle), to buy mortgages or fixed property, or to give 
credit to Germans in Germany, or to share in a German enter
prise provided always that the investment is for five years at 
least: Under certain conditions, also, they may (except in the 
case of Effectensperrmark) be used to pay for purchases of 
German commodities destined for " supplementary exports ". 
The price paid for such blocked marks varies with the uses for 
which permission is given. At the end of July the current values . 
ranged from about 28 per cent to 37 per cent (Effectensperrmark) 
below the gold parity; In the same way,. tourists may buy 
blocked marks below the official rate. The credits subject to 
the standstill agreement of February 1933 (Registermark) may 
also be used extensively for certain purposes within Germany at 
about the same parity. Finally, the blocked marks now being 
accumulated as the result of the transfer moratorium on interest 
and amortisation payments on long-term loans which began on 
July .1st, 1933 (Konversionssperrmark), will provide another 
large amount of. currency valued below gold parity. On the 
other hand, German exporters who have acquired the right to 
make ''·supplementary exports '' may 11.se part of the proceeds 
to buy ·German bonds abroad and re-sell them in Germany. 
This right is marketable and its value depends mainly upon the 
relative prices of German bonds at home and abroad. In July 
1933,the value was about 20 per cent of the foreign price of such 
bonds.l 

In order to illustrate the confusion of the exchanges during 
the greater part of 1932, the following diagrams are presented. 
They give a graphic picture of the way in which one currency 
after another fell from its gold parity. It is very clear, however; 
that,. in the second quarter of 1933, rates were relatively stable, 
sterling keeping a constant relationship to the gold currencies, 
and other paper currencies remaining fairly stable in relation 
to sterling and to gold. There was evidently a strong tendency 
until the depreciation of the dollar began late in April towards 
Eettlement .at a new exchange equilibrium. Whether the measure 
of equilibrium that had been reached can be maintained is a 
question that must be left for the next few months to answer. 

1 Cf." Die Spe~marksorten" In: Frankfurter Zeitung! July 23rd, 1933'. 
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Exchange .R,ates. 

PERCENTAGE DISCOt,TNT OF CERTAIN CURRENCIES IN RELATION 

,TO THEIR GOLD PARITY. 
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Exchange Rates. 

PERCENTAGE DISCOUNT OF CERTAIN CURRENCIES IN RELATION 
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The. grouping ~f th~ countries in the table on pages 222-3 
emphasises the obvwus Importance, first, of the sterling deprecia
tion in September 19~1 and, later, of the. dollar depreciation in April 
1933. There w~re, 1n fact, three maiU currency groups in the 
world at the mid~le o! 1933 ~ the gold bloc, the sterling bloc, 
and the dollar With Its .dependent currencies. This grouping 
became very clear during the course of the Monetary and Eco~ 
nomic Conference. When it became apparent that, because of the 
developments of domestic policy in .certain countries, immediate 
currency stabi~isation 'Ya.s unlikely, there was a ~trong tendency 
for the countnes. remaiUmg on gold, together With many other 
European countnes which supported their policies, to seek closer 
means of monet.ary ~0-0J?eration. In the onl~ vote actually 
recorded on the financial side of the Conference, fifteen European 
countries supported the policy advocated on behalf of the gold 
bloq. Among these were. to be found, not only the gold countries 
proper, but others which were either off the gold standard 
or maintained their currencies at nominal gold parities only by 
exchange controls. 1 In addition the gold countries, at a meeting 
in Paris of Central Bank representatives early in July, adopted 

. concerted measures to sustain the gold parities of their respective 
currencies. 

The sterling bloc also took a more definite shape when, on 
July 27th, the delegations of the United Kingdom, Canada, 
Australia, New Zealand, South Africa and India issued a joint 
declaration on currency policy.2 This declaration re-affirmed 
the Ottawa policy of cheap credit aiming at a rise in prices, and 
re-stated the " ultimate aim of monetary policy " as " the 
restoration of a satisfactory international gold standard under 
which international co-operation would be secured and maintained 
with a view to avoiding, so far as may be found practicable, undue 

, fluctuations in the purchasing power of gold ". The declaration 
further recognised "the importance of stability of exchange 
rates between the. countri~s of the Empire in the interests of 
trade ", and opened the door for co-operation in this respect from 
other countries by the statement that ., the adherence of other 
cou~tries. to a polic.y on similar .. lines would ~~ke possible .the 
attrunment and :mruntenance of exchange stability over a Wider 
area". 

The relationship between these two definite currency gr~ups 
had for some time been maintained stable by the fact that, s1nce 
February 1933~ sterling had. remained at a constant level in 

~. The fifteen .countries were Germany, Austria, Belgium, Bulgaria, Spain, 
Fran~, Italy, Lithuania, Netherlands, Poland, Roumania, Switzerland, Czecho
slovakia, Turkey and Yugoslavia. 

• London Times, July 28th, 1933,. 
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relation to the French franc. The Britisho Commonwealth decla
ration quoted above made it clear that this was not the result 
of any definite agreemen~ and thato " the Uni!ed Kingdom 
Government has no comm1tme?ts to other. countnes as regards 
the future management of sterlmg and retams complete freedom 
of action in this respect ". The actual stability of the sterling 
group e~changes relatively to the gold currencies for the six. 
months preceding the declaration is, however, a fact of consider
able significance. 

The remaining currency group consists of the United States 
dollar and its satellite and dependent currencies, mainly those of 
certain Central American republics and the Philippines. The 
Canadian dollar inevitably occupies a position midway between 
the sterling and the dollar groups, The fluctuations of the dollar 
exchange in the months following the abandonment of the gold 
standard on April 19th, 1933, were both violent and rapid. 
After touching parity with sterling ($ 4.87 to the £)in mid-July 
the value of the dollar appreciated again, and, by the end of July: 
was approximately 10 per cent above sterling once again. The 

Dollar-Franc and Sterling-Franc Exchange Rates, 
September 1931 to July 1933. 

(Percentageo discount in relation to gold parities.) 
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fact th~t very wide P?Wers of an inflationary character had been 
vested. m the Executive, and that it was not possible to foresee 
what,. 1f any, use would be made of them in the effort to force 
through a programme of domestic recovery, made ·~he future 
prospects of}he ~ollar exchange l!Iore t~an usually uncertain. 

The. relat10n~h1p that. has. eXIsted smce September 1931 
bet'Yeen_ the maJor C?rrencies representative of the three groups 
distingUished above Is shown by the preceding diagram. Apart 
from the re~ent su~den fall of the dollar, the most significant 
movement disclosed Is the prolonged weakness of sterling between 
April and November 19.32. · . 

The factors that will govern the course of these principal 
e~changes during the secon~ ?alf of 1933 are, however, unpre
dictable. Governmen~ pohc1es, movements of capital, the 
dispositions taken in regard to the shifting of the crops in the late 
summer and autumn and price movements all enter into the 
problem .. Upon the outcome of these complex forces. will depend 
the possibility of maintaining and extending the measure of 
exchange stability achieved in the first half of the year and 
building upon it a greater measure of international co-operation 
in regard to commercial as well as monetary policy. The alterna
tive appears to be a further period of exchange instability with 
a renewed shock to confidence and fresh confusion in commercial 
relationships. 

CoMMERCIAL BANKING IN THE DEPRESSION • . 
· The preceding section of this chapter dealt with the extent 

to which national currencies and national price systems had been 
thrown out of equilibrium during the financial panic, and with 
the gradual approach to a ne:w stability of r~lationships betw~eri 
them. The present section 1s concerned With . certam _bankmg 
problems connected ·with the ·attempt to ach1eve national as 
distinct fro'm international equilibrium in the monet~ry spher~. 
Anything like a complete treatment of the. problems l!lv:~lved .m 
restoring economic equilibrium: in the different c?untnes IS quite 
beyond the possibilities of what may be bnefl_Y at~emp~ed 
here ; ):>ut there are certain aspects of th~ banking si~uatiOn 
~ommon: to many important countrie~ ~hlCh _are. parti~ular!Y 
Important from this point of view. Credit Is the hqmdmedmm m 
which the modern industrial organisation works. rhe banks a~t 
as reservoirs and distributing centres for credit, and . their 
~fficiency and stability are therefore matters of the very highest 
unportance. 
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The previous Survey, written in the. second quarter of 1932, 
drew attention to the extreme efforts bemg made by the banks of 
most countries to preserve and improve their liquidity during the 
financial panic. The " liquidi~y crisis '·' was just beginning to 
ease off as that Survey was being concluded in the middle of 1932. 
The problems facing the commercial banks resulted primarily 
from the rapid expansion of ?redit in .the yea:s prec~ding !~29. 
In countries where the expansion, relatively to I!i~ustnal activity, 
had been most prudent and where the traditions of bankincr 
practice had prescribed caution in lending up.on any but the most 
readily realisable securities, the c~ll:unerc1al . banks faced the 
depressiq_n in a reasonably sound positl~n. No &en~ral statement 
can be made as to the soundness of banking practice m one country 
or another. The factors to be considered are so varied and often 
so peculiar to the circumstan~es of a particular country that. 
prolonged and detailed study is needed before any statement 
might be venture4 in regard to individual countries. Moreover. 
the importance in modern economic life of international finance, 
and equally of international trade and price relations, is such that 
the financial stability of even the most prudently conducted 
national banking systems is .likely ·to become involved in the 
difficulties· created by undue credit expansion elsewhere. 

A13 the fall of prices proceeded from 1928-29 onwards and was 
accelerated by the financial panic which began in the Spring of 
1931, and as economic activity shrank under the pressure of 
accumulated trade restrictions and failure of confidence, the 
banking systems of those countries still adhering to the gold 
standard necessarily sought to strengthen their liquid resources, 
while those which f\).nctioned in paper-standard countries were 
hardly less free from the need for safeguarding their liquidity. 
While there was, in most cases,· no very great shrinkage in the 
nominal amounts of deposits, the velocity of circulation dropped, 

·so that the actual usage of credit was much reduced. That this 
phenomenon was not confined to any particular groups of countries 

·may be judged from the following diagram showing the shrinkage 
of clearings. 

In view of the great shrinkage of business activity reflected 
by these diagrams, it is significant to find that, particularly 
in the ~ountries remaining on the g()ld standard, the commercial 
banks strengthened their liquid resources, a process in which 
they were assisted by the lack of demand for advances. The 
extent to which this was achieved is shown in the table on 
:page 232. · 
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Monthly Clearings in Certain Countries, 1929-1933. 
(Base: Monthly Average-January-June 1929 = 100.) 
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Ratios of Cash Resources ·to Total Deposits in Certain Countries 
(at End of June). 1 

country j 1929 I 1930 I 1931 j 1932 = 
I France. 7.4 9.7 13.9 33.6 

Switzerland 11,3 a 22.9 
United Kingdom . 11.3 11.5 11.7 11.5 
United States 7.3 7.4 7.6 8.2 
Italy . . 6.9 6.6 6.2 5.9 
Germany. 3.1. 2.7 3.6 3.4 ,• 

8.5 8.8 10.7 9.0 Poland 
Sweden . -.. . . 2.1 2.3 2.1 3.8 
Czechoslovakia. .• 6.7 7.3 7.2 7.4 
South Africa . . 10.3 10.0 9.1 10.1 
Argentine .. 17.9 14.2 13.4 17.5 
Australia, . 15.6 13.4 19 .. 2 17.8 
Canada .. 13.3 12.1 10.9 12.2 
Chile . . 14.4 12.6 9 .. 5 26.4 
Japan ... . . ·- 9.1 9.0 10.1 9.8 
New Zealand 12.3 13.0 13.7 11.5 

The movements disclosed in tllis table, whlle indicative of 
widely differing circumstances in the countries considered, 
reveal a widespread, though not universal or simultaneous, 
attempt on the part of banldng authorities to improve their 
cash position. It was pointed out in the Survey for 1931-32 that, 
in the years preceding 1929, there had been, particularly in certain 
borrowing countries, a co~iderable shrinkage in the :cash ratios 
of commercial banks as compared with pre-war practice. The 
margin of safety for the banks in these countries was reduced, 
but the_ recent movement has in many countries gone far 
towards bringing the cash ratios back to pre-war levels. 
- It is, unfortunately, not possible to present any measurement 
.of the degree to whlch the great reductions in business profits 
described in Chapter V have reacted upon the liquidity of bank 
assets and. the solvency of hank investments. It is common 
knowledge, however, that, during the boom period in most 
countries, industrial enterprises leaned heavily upon the banking 
systems. 3 Losses and frozen assets when the depression hit such 
industrial enterprises inevitably created a difficult series of 

. problems for the banks. 
It may be noted that the dangers arising from this situation 

were. such that the necessity previously referred to for a streng'
therung of the banks' cash and liquid assets in order to safeguard 
d_epositors' intere~t~ in the event of a panic, together with the neces
sxty for re-ol,'gamsmg the capital st~cture of industry, hampered 

1 League of Nations, Monthly Bulletin oj Statistics No. 5, 1933. 
• September 1931. · ' 
• World :Economic Survey,l93l-32, pages 209-211. 
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the fir~~ efforts by ~entral ~auks and Governments to combat 
the cns~s by re~denng _credrt .cheap and abundant. A clear 
illustratiOn of this. fact _Is given by the history of the United 
States Reconstruct10n Fmance Corporation and of the activities 
of t}Ie Federal R~s7rv~ Banks briefly summarised in the next 
sectiOn, ':!'he mobt~1~at10n both of Central Bank and of Govern
ment ~re~It was utihs~d by the commercial banks to strengthen 
their hqmd resources 1n order to Jace the possibility of urgent 
dema~ds frol!l thei~ ?epositors; and little .effect was produced 
upon mdustnal actiVIty, except that. the deflationary pressure 
exe~t~d by the eff~rts of ~he com!!lerctal banks to improve their 
}iqmdrty by reduc~ng their commrtments was relieved. 

Towards the mtddle of 1932, however, the efforts to mobilise 
credit :in or~er to stem the deflationary pressure appeared in 
J;Ilany countnes to be on the point of achieving some measure of 
success. At that point in the depression it became possible to 
plan more. fun~am~ntal.measures of relief _and re-organisation, 
That the fmanc1al Sittlation had become eas1er was evident from 
a succession of events - the downward movemerrt of discount 
rates, followed by widespread reductions of interest rates, 
initiated by the Bank of.England in February 1932, 1 the large
scale conversions .of public debt which followed, the intervention 
ilf the Federal Reserve Banks and the United States Government 
in the American banking situation, and not least the favourable 
political settlement . at Lausanne. 

The time was ripe to tackle the great problems involved 
in banking and industrial reconstruction, and particularly the 
liberation of the banking systems from the burden of frozen and 
often unrealisable assets, which was one of the main factors in 
preventing the abundant supply of cheap credit from penetrating 

·to the industrial structure and stimulating a return of business 
enterprise. 2 Not only was there a widespread dilubt. whether 
the process of liquidation had been completed, but the com
~ercial banks with large unprofitable long-term assets and much 

1 Cf. Bank for International Settlement~ "Third Annual Report", May 
1933, page 13. 

1 The situation was summed up in the annual report of the Bank for Interna-
tional Settlements in the following passage (pages 13 and 14) : . 

"The reduction of money rates may, in individual countr!es, be att~Ibuted 
to !1 return of money from hoarding, a slight recovery in s!lv'!lgs, a deliberate 
policy designed to .augment banlters' balances, the acquisition of new gold 
by the Central Banks, or perhaps also, In some instances, to govemmental 
action. The dominating factor of the ·whole movement has, however, been 
the lack of demand for funds due to·continued stagnation in industry, _comm«;rce 
and the capital markets. This can also be seen.from the fact that It .IS particu
larly, and often only, investments which offer the very best. security on .the 
short-term market (principally Governme~t issues) that ~ave pr1mat:il~ benefi~ed 
by the interest rate reductions. It has, mdeed, been smgularly difficult, ev~n 
When the supply of funds has been plentiful, to malte the 1ower rates·penet~a e 
into other branches of the credit structure, and, especially, Into the vanous 
categories of long-term investments." · 
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reduced returns from short-term d~alings found great di~ficulty 
in passing on to the long-term capital ma;ket the reduct10ns in. 
interest rates· that had begun to operate m the money market 
It was necessary that some steps should be _taken to rid them 
of their frozen assets before industrial recovery could be 
facilitated. . 

The reconstruction of the German. bankmg system, which 
had been especially hard hit, was begun in :february when the 
Government with ·the assistance of the Retchsbank; put into 
effect a pia~ fo.r the. ~borough ~e-organisat.i~n of the large com
mercial banks, mvolvmg a considerable wr1tmg off of assets and 
the supply of new capital with the aid of the Treasury and, 
indirectly, of the Reichsbank. Towards the end of 1932, further 
steps were taken by the creation of two new organisations, the 
German J;<'inance Institute (Das Deutsche Finanzierungsinstitut) 
and the Amortisation Office for Industrial Credit (Die Tilgungs .. 
kasse fiir Gewerbliche Kredit). The former, which was created 
by the subscription of preferen!!e shares by a. group of semi
official banks 1 and ordinary shares by the commercial banks, 
will take over from the latter industrial shares of solvent businesses 
to an amount equal to ten times the share capital subscribed by 
the commercial bank ·concerned. This bank gets rid of an 
illiquid asset and in return receives bills discountable, if no other 
market can be found, at the Reichsbank up to 75 per cerrt of the 
value of that asset. The second institution has been created 
in order to facilitate the writing down and re-organisation of 
industrial companies which cannot present a solvent balance
sheet. 

The liquidation of frozen banking assets in Italy has proceeded 
along somewhat similar lines with less recourse to the public 
credit. The Italian Mobiliar Institute, created in March 1932 
by the flotation of bonds on the open 1Tiarket, grants long-term 
loans to industrial companies to enable them to repay bank 
overdrafts. The Institute of Industrial Reconstruction, created 
in January 1933 by the issue of deberrtures carrying a State 
guarantee, also takes over frozen assets and so liberates the 
banks from pressure upon their credit resources. . . 

The constitution of the United States Reconstruction Finance 
Corporation . is considered in the next section. It should be 
noted ?ere, however, that it~ work did not serve the purpose 
of freemg the banks from illiquid assets, but, on the contrary, 
tended to hyPothecate their sounder assets in order to provide 

~ T~e Golddiskontbank, the Akzeptbank and the Bank fiir Deutsche lndustr!o 
Obltgabonen. · ' 
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theln wit~l- reaqy cash. The reconstruction of American banking 
activity m this respect was proceeding by individual action 
throughout the depress~on, bu~ the p~nic of February-March 1933 
forced both :more drastic baukmg action and stricter Government 
supervi.sion.. _ _. 

ActiOn 1U other countnes has varied. In Denmark. an 
institution somewhat similar to the Reconstruction Fi~ance 
Corporation, the Krisefond, has been created, Austria, in March 
1933, followe~ t~Ie <:J-erman and Italian precedents by creating 
a separate _ mstitution, _ the Reconstruction Trust Company 
(Gesellschaft fUr Revision und Treuhandige Verwaltung), to 
take over the frozen assets from the commercial banks. 

In addition to .these specific cases of large-scale action to 
liquidate the legacies of the _boom period, there have in most 
countries been " strenuous efforts in many branches of public 
and private economy to balance revenue and expenditnre, to 
establish equilibrium between costs and prices, to render assets 
more. liquid, · to _reach agreed arrangements for postponing or 
scaling down debt payments, to overcome the difficulties resulting 
from the liquidity crisis and to maintain control of the currency 
position H. l. These developments, to which public authorities, 
central bankers, commercial bankers, and private individuals 
have all contributed, are at different stages in various countries ; 
but it is significant that the Bank for International Settlements, 
surveying the year 1932, should characterise it as '' on the 
whole, a year of adaptation to changed conditions prevailing in 
the economic and _:monetary situation and one of some construc
tive effort ". 

tHE BANKING CRISIS IN THE UNITED STATES. 

The general impression lef~ b~ a survey of the ~eyelopments 
analysed in the preceding section IS one of g~adual, I~ mcomplete, 
adaptation of banldng practice to the very difficult Circu:nstances 
created by the financial crisis which passed through 1ts worst 
phase betweeu May 1931 and june 1932. By t~e :middle of 1~32, 
though the banking systems of many countr1es were str~nned 
and functioning with a greatly reduced. volume of busm~~s, 
and thoucrh there were many dangerous legacies of the cr1s1s, 
such as fr~zen assets and heavy investment losses, most of them 

1· Bank for International Settlements '' Third Annual Report", op. cit., page 6. 
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had come through an unprecedented period of stress, damaged, 
perhaps, but not destroyed. In the first. quarter of 1933, however, 
the collapse of the United States banking system struck a fresh 
blow at public confidence .. 

The recent developme~t, by . individua~ .enterpris~, .of large 
areas of the country, combmed with~ a tradition of mdiVIdualism 
and local independence, ~nd insistence upo~ States ri~hts derived 
from historic controversies, led naturally m the Uruted States 
as in somewhat similar periods of economic evolution in othe; 
countries to the creation of large numbers of small, local banks 
responsiv'e to the needs of their immediate c?nstituencies, but 
not fully integrated into any general financial . system. The 
total number of banks reached its maximum .in 1921, when 
29,211 banks were operating ;· but has steadily fallen since, to 
23,972 at the end of June 1929, and Jess than 17,000 at the end 
of June 1932. At the middle of 1929, 22 per cent of all the banks 
had a capital stock of less than $25,000, and 84 per cent had 
less than $100,000; but these 84 per cent accounted for less than 
40 per cent of the total banking resources, the 250 largest 
banks, about 1 per cent of . the total number, controllipg 
more than half the resources. Over 80 per cent of all banks 
at June·t929 were situated in towns .of ten thousand inhabitants 
or less. 

The period of consolidation and co-ordination of banking 
enterprises had, therefore, begun long before the depression, 
put had not reached the point where a fully developed central 
banking institution was in a position to support, and in some 
degree control, the numerous scattered commercial banks, or 
where the stronger commercial banks had developed the tendency, 
so pronounced· in other . countries, to incorporate the smaller 
banks as branch units of the larger organisation. Branch banking 
had not greatly developed, and definite legal difficulties, as 
well as the diversity of regulation under forty-nine separate 
legislative bodies, presented obstacles to its extension. There 
was a competitive element, both in the legislation, and still 
more in the administrative controls, under which State and 
~ational Banks . worked, and the possibility of developing an 
mtegrated financial system was greatly weakened by the advan
tages offered by incorporation under State laws. The H~deral 

· Reset:Ve system, created only in 1913, discharged many of t~e 
functwns of a Central Bank. but itself was on a federal basis, 
and did not comprehend all of the commercial banl{S .in its 
~ctivities. It did, however, bring some measure of co-ordination 
m!o the system, and the development of correspondent relation
ships between commercial bank.s went some distance also towards 
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linking ~he smaller with ~l~e larger banks, and therefore towards 
introdJ!cmg greater elasticity Qf resources into the system. 1 

Qmte clearly, however, the banking organisation as a whole 
was in ~he early st3:ges of transition from decentralised and 
unco-ordinated but VIgorous local initiative to a more unified 
and centralised co-_ordination and _control. As in any financial 
cns1s, the weaker mdependent umts sustained the first shocks 
of the depressi~n, and it was among them, particularly among 
the banks wor_Inng under State as distinct from national regula-. 
tion, and outside the Federal Reserve system, that failures were 
most frequent. 

The difficulties which led to the financial collapse of early 
1933 were, however, more fundamental than a mere structural 
weakness in the banking organisation. After the immediate 
post-war crisis, from 1922 to 1929, there had been a considerable 
credit expansion, in the course of which important changes 
in practice had the effect of impairing both the liquidity and the 
solvency of many institutions when the fall of security prices 
took place in October 1929. The credit expansion was built 
primarily upon the great influx of gold into the banking reserves 
during most of the years 1922-1929. The gold influx was sup
plemented by increased currency issues (for example, silver certi
ficates) and by the liberal re-discount policies which were pursued 
by the Federal Reserve Banks. The impetus to business activity 
imparted by this increase· of reserves and the cheaper credit 
to which it gave rise, more especially in the short-term financial 
markets, was greatly reinforced by the banking methods adopted 
to maximise both the expansion of advances and deposits based 
upon the newly acquired reserves and the velocity with whi.ch 
the credit thus created changed hands. 

Without entering into the technical details of these methods, 
they may be rather summarily described as.· devices to finance 
the expansion of foreign business, municipal lending, !lnd 
the security and real-estate speculation that d~veloped rapidly 
in this period. The practice of building up . time rather than 
demand deposits in order to take advantage of the lower rese!ve 
requirements exacted in respect of the fo;rmer, the creat~on 
of security affiliates to promote the flota~wn .and marketmg 
of new stock issues, the practice of grantmg liberal advan~~s 
upon industrial securities an.d real-estate co~lateral,. thus f~cih~ 
tating the financing and re-financing of mdustry by dlrect 

1 For statistical details concerning the organisation of the banking system In 
the United States see League of Nations Commercial Banks, 1913-1929, Geneva, 
1930, and the forthcoming volume entitled Commercial Banks, 1929-1932, to be 
PUblished at the end of 1933: · 
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issues of new shares on the ma.r~et instead of by overdr~ts 
or commercial bills, ·and the proviSI?n of. ~arge loa~ to secur~ty 
bro]{ers were some .of· the ways In wh1ch . bankmg practice 
facilitated the security and :eal-estate boom. Tl!e following 
table, which compares the mam cl~sses ot loa~ and mvestments 
of all commercial banks in the Uruted States m 1922 .and 1929, 
shows clearly the change in banldng p~actice. It is. of some interest 
to note in passing that the expansiOn of credit, and also the 
subsequent deflation, were greater in the '' country '' banks 
than in the great financial centres: The SJ?eculative fever \vas 
nation-wide, and pressure upon the Isolated, mdependent country 
banks to facilitate expansion was very gr~at. 

Loans and Investments of Commercial Banks in the 'United States, 
1922 and 1929. 

$(000,000's), 

June 30th, June 30th, Increase 
Class of credit 1922 1929 I Percent Amount 

Security loans • . 6,521 11,518 4,997 77 
Real-estate loans • . . •c 1,989 4,540 2,551 128 
All other loans • 15,194 18,567 3,373 22 
Investments .• 9,215 13,191 3,97.6 43 

The obvious corollary to ·such freedom of lending upon 
securities and real estate ·was an increased dependence of the 
banks upon the stability of the security and real-estate markets. 
The liquidity of the banking system as a whole, and still more 
of particular banks, was impaired by the decreased relative 
importance in their assets of self-liquidating commercial bills 
and · Government securities and the greater importance of 
municipal advances and loans upon industrial securities and real 
estate which could not be qvickly realised without undue loss 
in a per~od of difficulty. Moreover, the reduced proportion of 
commercial bills and Government securities in their portfolios 
limited the extent to which the banks could increase their liquid 
assets by re-discounting eligible paper at the Federal Reserve 
Banks. The increased proportion of their assets which took the 
form of direct investments was another source of illiquidity. 1 

In simple language, the banks had advanced loans too freely 
against securities that could not be readily turned into cash 

1 Full. statistical details concerning these developments will be p;,blished in 
Commercwl Banks, 1925-1933. · · · · 
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assets wi~hout und';le lo~s when ~he boom ended in October 1929. 
In so domg, . t~ey Impaired their capacity to meet the demands 
of .their depositors . freely and adequately in the event ·which 
actually occu~ed, . of a finan~ial panic. ' 

The drastic. f.all of secunty prices and real-estate values 
whic~ wa~ precipitated ~y the Stock Exchange crisis of October 
1929 mevitably us~ered In, therefore, a period c0£ intense difficulty 
for th~ commercial banks.. It be?ame ne.cessary for them 
immediately to overhaul their portfolios, restnct their advances 
call for additior~:al collateral, and, if that was not forthcoming: 
realise upon the collateral already in their possession. Thus 
began a long period of liquidation during which the. banks 
endeavoured to regain their lost liquidity by drastic curtailment 
of .Credit and tightening u~ of advax:ces - deflationary processes 
that led naturally to restncted busmess and reduced purchasing 
power, necessitating further liquidation. It was this long 

· deflationary pressure which lay behind the banking crisis of 
early 1933. 
· The phases through which the liquidation passed may be 
roughly divided into four periods. In the flrst, from the Stock 
Exchange break in October 1929 to the onset of the financial 
panic in May-June 1931, the liquidation was moderate and 
slow. The total decline in loans and investments of all banks 
between October 1929 and June 1931 was less than 7 per cent. 
During the early part of 1930, indeed, there was very little 
liquidation. .. Discount rates were lowered and the Federal 
Reserve Banks also enlarged the credit. basis for commercial 
banks by large open-market purchases of Government securities. 
The indebtedness of member banks to the Federal Reserve 
Eanks, which· had been over $1,000 million in August 1929, 
was, in June 1930, reduced to $250 millions, as the commercial 
banks were able to sell their securities and pay off their indebted
ness. These are the measures of relief ordinarily offered by a 
Central Bank in a crisis - free lending at cheap rates, sup
plemented, if necessary,. by open-market purchas~s designed to 
relieve the commercial banks - but they wen~ madequate to 
correct the situation. 

The crisis entered a new phase after the bankin~ ~fficulties 
of the Austrian Credit-Anstalt in May 1931 precipttated an 
international financial crisis. Deflation took a sharper turn 
downwards in the United States and, when the United Kingdom · 
and a number of other countries were forced off the gold standard 
in September 1931, the pressure developed into the so-cplled 
" liquidity crisis .. described in last year's Survey. 1 

·~ Pages 211-219, 
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Even during the earlier peri?d. of relatively moderate liqui~ 
dation there had been a d1sqmetmg number of bank failures 
and the panic period sharply accentuated this trend... By th~ 
end of 1932, over 10,000 banks of the 29,000 which had been 
in operation in 1922 ha~ ?losed·their doors, locl~ng up. deposits 
amounting to $5,000 m1lhon. Half of these fmlures, 1t should 
be added, took place in the seven good years from 1922 to 1929, 
the remaining 5,000 in the three years of depression 1930-1932-
mostly in 1931. The mortality was greatest among the smaller 
banks which were not members of the Federal·Reserve system. 
Over one-third of the failures took place in villages with a popu
lation of less than 500, and one-half in villages with less than 
1,000 inhabitants. . .. 

Other factors placed a heavy .strain upon the United States 
banking system in this period of . panic. Gold and currency 
hoarding within the country, which first became marked towards 
the end of 1930 and was later reduced, became intensified again 
in the second half of 1931 after the United Kingdom had left 
the gold standard and there was some discussion of the United 
States following suit. It is estimated that, by the end of June· 
1932, the amount of currency hoarded in the United States 
was at least $1,600 million. · 

At the same time, there were very considerable withdrawals 
of foreign short-term credit, reflected in. large gold exports as 
well as a reduction of American short-ter.m assets abroad. Various 
European banks strengthened their domes~ic position by 
withdrawing their short-term assets, principally from New York. 
Between the end of June 1931 and the end of June 1932, the 
total monetary gold stock of the United States declined by 
$1,100 million. · . 

It is obvious that such tremendous drains. not only upon 
the total deposits, but upon. the reserves which are the heart 
of the whole credit system, involved further drastic deflation. 
The banks were forced to contract their advances, and, as the 
margins of security shrank, collateral holdings were thrown 
upon the markets, which declined precipitately. By the end of 
Jun.~ 1932, commodity prices, security values, industrial pro
ductlQn and employment had touched new low records for the 
depression and remained at levels lower than any experienced 
since the war. During the twelve months ending June 30th, 1932, 
the total loans and investments of the member banks were 
reduc.edby $6,000 !Jlillion, or 17 per cent as compared with 6_per 
cent m, the preceding twenty-one months, Unlike the prevwus 
per~od, however, the deflation was not concentrated upon the 
ordma~ commercial loans which were most immediately subj~ct 
to ban~ng pressure. In 1931-32, it was a deflation of security. 
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loans, and therefore .of security values, which was most marked. 
In the p~ocess, the mvestments made by the banks themselves 
were subJected to heavy losses, and it is estimated that, from 
June 1~31 to June 1~32, the losses sustained by American, banks 
on their bond _holdmgs amounted to at least $2,000 million, 
or enot;tgh t? Wipe out half the paid-up capital of all American 
banks m existence at the former date. 

Aft~r ti:e break.down ?f the gold. st~ndard in Sep-tember 1931, 
a combmation of. difficul~Ies - t~e stram~d condition of municipal 
finances, domestic hpardmg, foreign credits subjected to standstill 
agreements, the wrthdr~wal of short-term balances, together 
with further heavy falls m real-estate values and security prices 
_ created great pressure upon the cash bases of bank credit. 
Emergency measures were put into operation by the Federal 
Reserve Banks and the Government in order to counteract the 
effect of this pressure. These measures took three principal 
forms. The Federal Reserve Banks in the early stages had 
greatly extended re-discounts to the member banks ; in February, 
however, they began once more to buy Government securities on 
a great scale in the open market and so to facilitate repayments 
of this indebtedness by the member banks. Between the end of 
February and the end of June 1932, the Federal Reserve Banks' 
holdings of United States Government securities rose from 
$740 millions to $1,784 millions. 

In October 1931, the National Credit Corporation had been 
formed, on the initiative of President Hoover, by several large 
banks joining forces to extend credit to banks in temporary 
difficulties. While this measure appeared to assist in restoring 
confidence temporarily, there was a recrudescence of banking 
failures in December and January. In February 1932, therefore, 
the Reconstruction Finance Corporation was organised and took 
over the business of the National Credit Corporation. The capital 
stock of the Reconstruction Finance Corporation ($500 million) 
was entirely paid up by the Government, which also. purch.a~ed 
$825 million of 3 Yz per cent notes from the corporatiOn, rai~mg 
the necessary funds by issuing its own bonds and Treasury bills, 
which were in turn largely taken up by the Fede!al H~serve 
Banks. With. this capital in hand, the ReconstructiOn Fmance 
Corporation made large advances principally to banks, trust com
panies, railways and insurance companies. The purpose of these 

'loans, amounting to over a billion dollars at the end of June 
1932 and to double that amount by the en~ of the ye.ar~ was 
Primarily to enable solvent institutions to sumve the pamc phase 
of the crisis. . . . .. 

The third line of defence against the paruc was by leg;slatwn, 
notably the Glass-Steagall Act passed in March 1932, designed to 

16 
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give greater powers to the Federal Res~rve Banks in the. creation 
of credit. The gold reserves are requrred _Partly as cover for 
the domestic note issue and partly against the risk .. of an 
external drain of gold. The demand for notes created by the 
hoarding that had developed and the gold exports necessitated by 
the withdrawal of foreign short-term balances had greatly reduced 
the amount of " free gold '' over and above the statutory reserve 
requirements laid down by existi~g legi~lat~on. There was at 
that time ample. gold to meet foreign obhgatiOns, but the open
market operations of the Federal Reserve Banks required a 
greater amount of "free gold ". The Glass-Steagall Act autho
rised the Federal Reserve Banks to use Government securities, in 
addition to '' eligible paper '' and gold or gold certificates, as 
collateral for the note issue. In this way, the " free gold " 
holdings of the banks were greatly increased and a larger element 
of elasticity was introduced into the banldng system. 

In the same way, the bank-notes issued by the national banks 
were given a wider basis of cover·by legislation allowing them to 
he issued against a greater number. of specified Government 
securities, thus affording a considerable potential expansion of 
circulation. The.EmergencyRelief Act of July1932 also extended 
the powers of Federal Reserve Banks to make advances, previously 
limited to member hanks, to individuals and corporations under 
certain circumstances. 

The combined effect of this legislation to give greater elasticity 
to the banking system, of the positive action by the Federal Reserve 
Banks to make credit cheaper and more abundant, and ofthe pro
"Vision of Government loans through the Reconstruction Finance 
Corporation, together with the easing of the crisis in the United 
States and elsewhere, was to usher in' a period of comparative 
tranquillity ii:t the second half of 1932. The expansion nf Federal 
Reserve credit, ·which, theoretically~ might have been :made the 
cash basis of an expansion of member-bank credit up to about 
$10,0()0 million, was, in. fact, used by the member hanks to 
'improve their liquidity. Of the $1,000 million put into circulation 
by the Federal Reserve Banks' purchases· of Government securities, 
about $500 million actually found its way to the member banks, 
who used almost $400 million to reduce their indebtedness, and the 
-remaining $100 million to increase their balances, with the Reserve 
Banks. There was, by the end ·of 1932, no expansion of 
member-bank credit ; but the previous. deflati.on was br.ou. ght · 
to an end and the number of bank failures decreased very 
considera'bly. 

Towards the end of the year, however, despite the persistence 
of monetary ease, bank failures began to increase, and, l1S the 
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autumn reviv~l gave . way to recession, a wave of mistrust 
marked by Withdrawals of deposits, and very soon by actual 
currency and even gold hoarding, led to runs, first upon 
particular banks and then upon banks in general in many widely 
separated parts of the country. The panic that ensued was the 
most spectacular breakdown of publ_ic confidence witnessed in any 
country !or many years. . In the middle of February, there were 
runS on Important banks m the State of Michigan, and all banks 
in t~e State '!ere clo~ed for a ~eek. In other parts of the country, 
confidence failed rapidly, and rt was a matter only of days before 
similar runs and banking holidays had occurred in every State. 
On March 4th, the day of his accession to power, President 
Roosevelt, faced with banking holidays in every State and the 
closing of the New York and other stock exchanges, declared a 
national banking moratorium. 

Some indication of the strain on the banks may be gleaned 
from the fact that, between Febrl.lary J.st and March 8th, the 
monetary circulation increased from $5,652 million to $7,538 
million, no less than $455 million. of the increase taking place on 
one day, March 3rd. The drain began in the interior ; but the 
country banks drew heavily On their New York correspondents as 
well as on the Federal Reserve Banks. The New York City banks in 
six weeks mobilised over $1,300 million, which they placed at the 
disposal of their depositors and correspondents .. The Federal 
Reserve Banks in the same period discounted $1,145 million of 
new bills. and bought acceptances to the extent of $384 million, 
besides increasing their holdings of Government securities by 
$117 million. The gold holdings of the Treasury and the Federal 
Reserve Banks also dropped by $600 million, at least half of 
which was hoarded. The reserves of the Federal Reserv.e Banks, 
despite the legislation described above, were again brought down, 
by gold export and hoarding, dangerously near the minimum 
reserve ratio. The ratio of the New York Bank fell to 41.4 per 
cent, and it was kept above the legal minimum of 40 per cent only 
by selling Government securities to, and re-discounting t~e Bank's 
own paper with, other Federal Reserve Banks. The ratio for all 
the Federal Reserve Banks fell to 45.1 per cent. 

The President, having on March 4th proclaimed a national bank 
holiday summoned Conaress to meet on March. 10th, mean
time imposina an embargo upon the export of gold andsilver. 
Two days later the Federal Reserve Banks were instruc~ed to 
pay out no more gold or gold certificates and to prepare lists of 
gold hoarders. Congress, at its special session, approved emer
gency measures giving the Pre~ident complete control over all 
banks, authorising the re-opening of baRks declared to be sound 
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and the re-organisation of others. The Feder~ Reserve Act was 
amended so as to give greater powers both m regard to note 
issues and in regard to advances. 

On March 13th, some banks were allowed to re-:-opert, and, 
by the end of March, 12,800 01,1t of a total of some 17,000 were in 
full operation once more: The.sound ban!m had controlled well 
over 90 per cent of_ deposi.ts, an~ ~here was m consequence a rapid 
liquidation of the nnmed1ate cns1s. Currenc.y f!owed back to the . 
banks, which were enabled to repay the1r mdebtedness and 
increase their balances with the Reserve Banks. The improvement 
is well illustrated by the following table : 

United States Monetary and Credit Movements, March 8th to 
August 9th, 1933. 

$(000,000's) 

Federal Reserve credit !)utstanding Member-
Date Money in United States bank 

circulation Bills Bills Government Total reserve 
discounted bougbt securities balances 

March 8th 7,538 1,414 417 I 1,881 3,712 1,776 
15th 7,269 1,232 403 1,899 3,534 1,964 
29th 6,353 545 310 1,838 2,693 1,987 

April 12th 6,147 428 247 1,837 . 2,512 2,096 
26th 5,994 385 177. 1,837 2,399 2,136 

May 10th 5,892 338 113 1,837 2,288 2,089 
24th 5,795 312 43 1,862 2,217 2,194 

June 7th 5,767 277 11 1,912 2,200 2,204 
21st 5,696 222 9 1,955 2,186 2,205 

July 5th 5,752 182 26 1,995 2,206 2,219 
19th 5,635 163 10. 2,017 2,190 2,289 

August 9th 5,608 156 8 2,048 2,212 2,376 

The struggle for liquidity in the days preceding the crisis and 
the locking up of deposits in the banks which remained closed had 
naturally exerted a deflationary effect, and it was not till after 
the abandonment of the gold standard on April 19th that a defi
nite upward movement took place in loans and investments. 
The subsequent developments are discussed in Chapter XI. 

On June 16th, the Banking Act, 1933, was signed. A Federal 
Deposit Insurance Corporation was set up in order to guarantee 
deposit accounts. Greater powers were given .to the Federal 
Reserve· Ban!<s to .c.ontrol specul~tive operations by member 
banks ; secunty aff1hates are .reqwred to be separated from the 
banJ<:; and more definite separation of deposit and investment . 
banking is demanded; branch banking within States is facilitated, 
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and the regul~tions governing demand and time deposits are 
tightened cons1dera~ly. In addition, the payment of interest 
upo~ demand deposits was prohibite~. .In the following week, 
endmg June 21st, net. d~mand ~eposits m ninety leading cities 
decre~s~d by $384 m~lhon? 'While time deposits rose only by 
$73 mill~on .. The depositS WI~hdraw~ appear to have been utilised 
large~Y. m the purchase of ~ndustnal and other interest-earning 
securities, a d~':elopment winch 'lransf.erred a considerable amount 
of such secunbes from bani~ portfohos to private ownership. 1 

THE DEVELOPING FUNCTIONS OF CENTRAL BANKS. 

The special position of Central Banks in the economic life of 
modern communities is deri~ed from their double relationship, on 
the one hand, to the State, !nrespect of monetary policy, and, on 
the other, to the commercial banks, and, through them to the 

. industrial and . trading community, in respect of the supply of 
credit, The origins of particular Central Banks may be traced to 
different combinations of circumstances - the necessities of 
public finance, a desire to foster financial or industrial develop
ment, or the desirability of establishing sound currency policies. 
Whatever these origins may have been, central banking practice 
has steadily evolved towards very similar responsibilities and 
purposes in. every modern country. Methods of achieving those 
purposes vary, and the authority of the Central Bank is greater in 
some countries than in others ; but there. is a continuous develop
ment of function and a growing tendency towards co-operation 
among the various Central Banks, While it is possible to exag
gerate the extent to which these developments have proceeded, 
and, in particular, to attribute to the Central Banks powers and 
possibilities of action which they have not yet achieved, the spread 
of central banking and the development of central banking prac~ 
tice are among the most significant advances in social organisation 
that have sprung from the stress of recent years. It is charac
teristic of the modern spirit also that. t~1ese i~stitutions, ~hile f~r 
the Inost part private or at least pohtically ~nd~p~nden~ I.n. t~eir 
organisation, act as a bridge between the mdividual. Imtiative 
which dominates the economic system and the p~bhc respon
sibilities of Governments. In so doing, they necessarily endeav~ur 
to combine the freedom characteristic of private enterprise 
with a sense of public responsibility, . , . 

The. pervasive importance of credit ln modern . econo~IC 
organisation renders the function of Central Banks one of peculiar 

•· The .Annalist. July 7th, 1933, pages 4-5. 
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delicacy and significance. In simpler times, the State prerogative 
and duty of providing stable and ade~uate means o~ e:cchange 
was less closely linked ~han ~t pres~nt w1th the co~duct of Industry 
andtrade upon a credlt baSIS. Co.mage and the. Issue, or at least 
the regulation, of currency r~mams a preroga~IVe of the State ; 
but, except in abnormal Circumstances, cmns and currency 
issues do not govern, but are rather governed by, the volume of 
credit in use. The commercial bank~ ac~ as the channels through 
which credit is accumulated and d1stnbuted, and the function 
of the Central Bank in this respect is to act as a bankers' 
bank. 

This means, in practice, that the main responsibility of Central 
Banks is that of maintaining, not only nation~. but international 
economic equilibrium. It is obvious that Central Banks do not 
have, nor is it likely that they will ever have, the power to govern 
and direct all the factors that enter into these equations. In the 
balancing of the forces which affect national and international 
economic equilibrium, Governments, Central Banks, commercial 
banks and private individuals all have a role to play. lt is, 
indeed, essential for progress that as much .freedom of initiative as 
is compatible with orderly development shall be preserved. It is, 
therefore, not a question of Central Banks developing into econo
mic super-governments ; but rather of their discharging an 
essential mediatory and regulatory function in the economic 
organisation. Any governing action they perform resembles 

· that of the " governor " which absorbs irregular stimuli and 
smooths out the rhythm of an ·engine. If the stimuli are. too 
irregular, they may become uncontroll~ble .. 

It follows that, in the pursuance of international co-operation, 
the Central Banks have eschewed any notion of creating an inter• 
national Central Bank of Central Banks in the sense of a controll
ing and supervising institution. The essential problems of inter
national economics, it is argued in a later chapter, are problems of 
balancing the activities and relations of a series of independent, 
but related, national economies. The Central Banks, through their 
common organ of consultation, the Bank for · International 
Settlements, can and· do contribute towards the measures neces· 
sary to harmonise national economic policies in the common 
international interest ; but they do so by consultative co-operation 
rather than by unified action. 

The progress . made in pursuing the policy of cheap 
credit, initiated, in its most recent phase, by the lowering 
of the Bank of England's discount rate from 6 to 5 per cent in 
F~bruary 1932, illustrates the principles sketched above. The 
":ldespread and practically continuous lowering of Central Bank 
~~~~nt rates since that time is summarised. in; th~, following 
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Rales of Discount of Central Banks t (End of month ) 

Country -~I 1932 1933 
XII III I VI IX XII Ill VI 

South Africa • 6 6 6 6 5 4 3.5 Germany . 7 6 5 4 4 4 4 .Austria . . , 8 7 7 6 6 5 5 Denmark ..• ' 6 5 4 4 3.5 3.5 3 United States • . 3.5 3 2.5 2.5 2.5 3.5 2.5 France . 2,5 2.5 2.5 2.5 2.5 2.5 2.5 Greece .. ' 11 11 11 10 9 9 7.5 Hungary . 8 7 6 5 4.5 4.5 4.5 
India . 8 6 5 4 4 3.5 3.5 Italy . 7 6 5 5 5 4 4 
Japan 6.57 5.84 5.11 4.38 4.38 4,38 4.38 
Norway .... 6 5 4.5 4 4 4 3.5 The Netherlands .• 3 3 2.5 2.5 2.5 2.5 4.5 
Poland ... . 7,5 7.5 7.5 7.5 6 6 6 
Portugal . ' 7 7 6.5 6.5 6.5 6 6 
Roumania. 8 7 7 7 7 7 6 
United Kingdom. 6 3.5 2 2 2 2 2 
Sweden. 6 5 4 3.5 3.5 3.5 3 
Switzerland . ' 2 2 2 2 2 2 2 
Czechoslovakia . I 6 6 5 4.5 4.5 3.5 3.5 
Turkey. . 8 8 7 7 5.5 5.5 

The reductio!l of Central Bank rates spread quickly to the 
money markets, which in turn lowered the rates at which they 
were prepared to advance credit to short-term borrowers. These 
market rates of discount, in fact, fell to extraordinarily low levels, 
indicating an abundance of credit but a dearth of borrowers 
in certain countries, The extent of the fall in market rates is 
revealed in the following table :. 

Market Rates of Discount. 3 (Monthly average.) . 

l 1931 1932 I 1933 
Country 

XII lli I VI I IX I XII III I VI 

Germany ... 7.32 6.09 4.75 4.25 s;s8 3.88 3.88 
United . States ; 

1.64 3.00 1.75 (a) . .•.. 3.88 3.83 2.94 2.25 
(b) . ••.. 3.00 2.50 0.88 0.75 0.38 2.88 0.38 

France ..... 1.88 1. 73 1.12 1.06 1.06 2.13 1.85 
The NetherlandS . .1.47 1.21 0.52 0.38 0.38 0.69 2.19 
United Kingdom .. 5.88 2.59' 1.06 0.66 1.09 0 ... 63 0.50 
Switzerland . . • 1.75 1.50 1:50 1.50 1-.50 1.50 1,50 

(a) Commercial paper, (b) Bankers' acceptan.ces. 

1 Monthly Bulletin of Statistics. -. Federal Reserve Bank of New York. 
• Monthly Bulletin oj Statistics, 'NO• lj, 1933. 
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While it Is thus e:vident th.at ~hort-term credit was extremely 
plentiful and cheap 111. the prmc1p~ money ma~kets, there were 
~\illY obstacles which prevented this cheap credit f~om p~netrat
ing quickly into the industry and trade of t~e countn~s con~erned. 
Long-term interest rates upon both public and pnva~e Invest
ments remained difficult to reduce. But the most senous diffi
culties lay in the frozen assets and investment losses of the 
banks themselves and i~ the n~cessity. for c~~ng. through very 
considerable reconstructions of mdustnal capitalisation. In other 
words, some house-cleaning was .necessary befo_re the cheap 
credit policy could become effective. The debns left by the 
financial panic had to be cleared away before any considerable 
revival of economic activity could be looked for. 

The cheap credit policy, however, ·was not ineffective. In 
the first place, as has been state.d above, it enabled the commercial 
banks to improve their own cash position and so enabled them 
to face with greater assurance the difficult problems of industrial 
reconstruction. More favourably situated borrowers, moreover, 
were able to take advantage of the lower rates ruling in the 
short-term. market and many Governments followed the lead 
given by the United Kingdom at the end of June 1932 in launch
ing large schemes of long-term debt conversion. The Australian, 
Belgian, Danish, Dutch, French, Italian, New Zealand, Swedish 
and Swiss Government!! all converted part of their public debt. 
Opinions differ as to whether particular Governments have 
made the fullest use of these conversion opportunities ; but 
the total effect has been, not only a considerable relief to the 
budgets, but ,also a. strong downward impetus to long-term 
interest rates. Some industrial enterprise!! also were able to 
convert part of their debenture obligations, and there are indi
cations that the conversions and consolidations of public debt 
have by no means been completed at the moment of writing 
in July 1933. · 

The downward movement of interest rates thus initiated 
was followed during the latter half of 1932 by reductions of 
rates by saVings banks, building societies and similar institutions. 
In many countries, notably Austria, Czechoslovakia, Finland, 
Italy and Sweden, the Central Banks intervened in, order to 
~ecl!r~ a more ~niform adjustment than would result from purely 
~n~VI~ual actwn. In several countries, also, Government 
lrutiative was taken to effect a reduction of the interest rates 

· charged by commercial banks. This was notably the case in 
Italy, Poland and Denmark. 

·. Po~itive action ~y the Central Banks, either individually 
m their own countnes, or collectively by the stronger Central 
B~ through: the medium, and with the co-operation of, ·the. 
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:Bank for International Settlements taking steps to relieve the 
pressure upon Centra~ Banks in other countries, has gone some 
distance toward~ freemg the commercial banking systems from 
the. obstacles which p~evente.d them from passing on the reduction 
of mterest rates to. mdustnal ~nterprises. 

Central Bank action was particularly effective in the reduction 
of the frozen short-term . indebtedness which was a serious 
obstacle to the freeing of international financial and economic 
relations. The Ba~k for International Settlements, in its second 
annual report, estimated the total amount of short-term inter
national indebtedness which existed at the beginning of 1931 
as more than $10,000 million. 1 Later infonnation leads to the 
belief that the full total was probably between $12 000 and 
$13,000 million. Of this large amount, almost half (abo~t $6,000 
million} was liquidated during 1931 either by repayment or by 
writing off losses. The process . of liquidation was facilitated by . 
emergency help made available by Central Banks, by the Bank 
for. Internation~l Settlements, by the principal capital centres 
and by Treasunes ... The total of such emergency grants has been 
estimated at about $1,000 million .• 8 If allowance is made for 
these ·new obligations, the total outstanding foreign short-term 
indebtedness at the beginning of 1932 was about $7,000-8,000 
million. Repayments continued throughout 1932, and by the 
end of the year the total had probably been reduced to some 
$6,000 million. 3 . 

While grave financial problems still confront the world, 
nationally and internationally, and progress in solving them 
is necessarily slow and difficult, enough has been said to indicate 
that there has been progress. lt is obvious that the unusual 
stress of recent years has both tested the capacities and developed 
the functions of Central Banks and, in partic\tlar, has fostered 
a degree of co-operation among them that is new at least in 
its continuity. As an illustration of the developing functions 
of many Central Banks may be cited.the. use of open-market 
operations, for example, by the Scandmavi.an banks.. The out
standing feature of the co-operation that IS developmg a~ong 
Central Banks is the role played by the Bank for Internatwnal 
Settlements. . . 

lt is significant that successive expert recommendations by 
'the Gold Delegation, the Preparatory Commission of Experts 

1 Bank for International Settiements, " Second Annual Report "• \\lay 1932, 
page 11. 

~ Idem, page 12. 1 R t " M y 1933 
' Bank for International Settlements, " :l'hird Annua epor a · • 

Page 11. 



-250-

and the Sub-Committee on Technical Monetary Problelll.s of 
the .Monetary and Economic Conference have repeated and 
extended the pronouncements of previous international confe
rences by stressing the desirability of creating Central Banks 
in adequately developed countries where they do not now exist 
and of fostering close and continuous co,..operation between th~ 
central banking institutions of various countries. The evolution 
of central banking practice is one of the most important aspects of 
the re,..organisation of financial machinery now in progress. 



Chapter IX. 

A WORLD IN DEBT. 

A GENERAL PROBLEM. 

. The previous ch~pters of t~is Suruey ha_ve described succes
sively the contractlo~ of pr~ces, productwn, wages, profits, 
Government revenues, ~nternatwnal trade and banking resources. 
In real goods and sen:Ices, as .well as in monetary values, there 
has been a progressive shrmkage of economic . activity in 
practically every . direction. Private individuals, business 
enterprises and national Governments are all faced with shrunken 
incomes and the world as a whole with broken organisation. 

In these circumstances, the burdens of inde:t>tedness, in some 
cases oppressively heavy even .before the depression :began, have 
not only become more burdensome, but have developed into 
awkward and obstructive causes of further deterioration in the 
economic situation. Illustrations .bf this fact are so obvious that 
they need not be multiplied. Heavy external indebtedness, 
forcing the agricultural countries to restrict their imports and 
maximise their exports, . was a large factor in causing prices to 
fall. Over-indebtedness, both in agriculture and in manufacturing 
industry, has crushed profits between falling prices On the one 
band and high overhead costs on the other. Debt ·Charges are 
a principal cause of the budgetary strain tha~ affiicts almost .all 
Governments. The difficulty of . transfemng debt service 
from one national currency to another has .not o~y aggravat~d 
!none.tary. disorganisation, but has b~en a prm:~e . facto: m 
!)reatlng the restrictions that. have been lmposed on mternatwnal 
trade.· · · · 

It is not intended in the present chapter to disct:ss the e?'-tent 
to which debt payments of any kind, na~ional or mternatwn~l, 
governmental or private were Tesponsible for the financial 
~s!s. That they played ~ large part, in the circur.nstances of the 
penod before ,1929, in malting difficult the mamtenance of a 
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flexible economic and financial .organisation is generally admitted. 
In the previous Survey and. m other ?oclllnents, such as the 
report of the Gold :qei~gation, a~tenho~ . has be~n draw~ to 
various aspects of their 1nflue?-~e ~~ strrumnl{ ~h~ mternatwnal 
financial mechanism and prec1p1tatmg the cns1s 1n 1929. The . 
purpose of the present chapter is primarily to call attention to 
the magnitude and complexity of the proh!ems now presented 
by the existence of such a large volUlne of mdebtedness as was 
built up before 19Z9. . · 

Wltile there have been reductions of indebtedness in various 
directions, particularly among private persons and institutions, 
other forms, especially of Government debt, h~ve proved difficult 
to reduce and have in many cases even been mcreased. This is 
one of the factors which make for greater inflexibility of economic 
organisation in such a period as the present.· When, for . any 
reason, fluctuations of business activity bring about a general 
shrinkage of incomes, the debts of Governments, partly becan<>e 
they are so largely on long term, are more difficult to reduce than 
those of private persons. The great extent to which Government 
activities increased during the war and post-war period, therefore, 
and the enormous growth of public indebtedness, aggravated the 
inflexibility of the economic system. The growth of large-scale 
business enterprises, in so fat as it was financed by debt rather 
than by eqUities, worked in the same direction. Not only was 
the total of debt greater, but it was much more difficult to reduce 
by the elimination or re-organisation of unsound enterprises. 
Moreover, the strain on the public finances has ¢aused an increase 
in the public debt of many countries. 

The total nominal value of debt obligations, therefore, has, 
on the whole, been very little reduced during the depression, 
but has been maintained at levels which have become excessively 
burdensome as economic activity has contracted. The current 
service of these obligations to provide for interest and amortisation 
represents a much heavier proportion of the resources available 
to debtors. Even when amortisation payments are reduced or 
suspended and rates of interest are reduced by agreement or 
conversion, debt service in most countries and in most enterprises 
absorbs a much greater share of current income than was 
contemplated when the debts were contracted. The economic 
struc~ure of the world has shrunk so greatly and it has prove4 
so di:llicult to reduce the financial . obligations undertaken in 
more prosperous years that the gap between economic possibilities 
and financial .necessities has become a dominating. problem of 

· world economics. · · · · 
The conflict of economic and monetary theories that has ·run 

tbtough all discussions of the depression from every angle reaches 
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its culmination at ~hi.s point. There are two main schools of 
thOught, ~~e .. o~e . l~sistlng that economic activity should be 
" reflated. ; pnmanly by. monetary action to raise prices so 
th3:t d~~t burdens may .. again become tolerable ; the oiher 
:ntamtammg. that no permanent recovery of economic activity is 
possible until debts J:tave bee~ written down, not necessarily to 
the low levels ?~ paymg capacity set by the diminished economic 
activity prevrulmg at the lowest point of the depression but at 
any rate to levels lower than those ruling when the debts were 
origin~l~y contracted. Tl~ere are many aspects of this conflict 
of ?:Pimon, ~oth ~heoretlCal ~nd practical, and the extreme 
positi?~s on mther side tend to yield place to compromise solutions 
comlllnu!-g some measures of debt reduction with proposals to 
raise pnces and restart economic activity. The conflict of 
opinion. is still i~portant, however, in regard to priorities ·and 
methods of solut~on: Whether debt adjustment is to precede 
o! fol!ow econ?mic 1m~roveme~t and how to proceed in either 
directiOn rel!lruns a subJect of bvely controversy both nationally 
and internationally. The main cleavage on methods of stimulating 
economic recovery is between those who maintain that such 
recovery can come only by freeing trade and industry from the 
excessive restrictions that have been imposed upon them in 
recent years and those who believe that monetary action can 
raise price-levels and stimulate economic activity even in· present 
circumstances. 

It is not intended here to attempt the impossible task of 
endeavouring to descdbe the total debt situation of individual 
countries. The circumstances differ so greatly from country to 
country that the situation in each must be the subject of separate 
examination, which is best made by national experts. . One or 
tw<) examples may perhaps be ¢-ven to illus~rate the fact thJit, 
in addition to the problems of mternation~ mdebtednes~ Which 
are the main subject of this chapter, domestic debt constitutes a 
very important and pressing problem almos~ ev~rywhere. 

Estimates of the total of indebtedness varymg m completeness 
are available for a number of countries, but there are ·great 
statistical difficulties presented in any atte~pt to mak~ such 
estimates precise and avoid double c?unting. . SI;c .recent esbm~te!l 
for the United States by recogmsed statlsllc1ans vary f1o:m 
$155,000 million to $234,000 million.1 . . . 

. In Germany total indebtedness was estimated to amount, 
at June 30th, i932, to R).\1. 91,~00 mil~ion. This total ~on~
and short-term indebtedness, which ollllts debts owed Wlthm 

· 1 ct. National I~dustriat Conference Board Bulletin, February 20th, 1.933. 
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the main economic groups distinguished below, was distributed 
in the following way : 

Indebtedness of German Economic Groups. 1 

Economic debtor 
group 

Industry and trade 
Agriculture a · • • • 
Housings •.... 
Public authorities . 

Total ... 

Indebtedness I Interest acc?rding 
.tune 30th 1932 to rates ruling at 

' the end of 1932. 

RM. (OOO,OOO's) 
27,360 1,790 
10,650 560 
23,200 1,170 
30,25(} 1,690 

91,460 5,210 

Similar estimates are ·not available for earlier years, but 
the following table, which shows the number of obligations out~ 
standing, 3 gives some evidence of the growth of the indebtedness 
to the end of 1931 and its stability thereafter : 

Date 

March 3ist, 1928 . . 
December 31st, 1929 . 
December 31st, 1930 . 
December 31st, 1931 . 
March 31st, 1932 . . 

Obligations outstanding 
RM. (OOO,OOO,OOO's) 

. 20,968 
26,856 
30,483 
31,317 
30,567 

The variety and complexity of indebtedness demands careful 
and detailed investigation in. each particular case .. in the light of 
the special circumstances of the country concerned ; but the 
illustrations given above are sufficient to disclose the magnitude 
of the general problem, .Not only national,. but municipal and 
private debt, on long and on short term, held '\\oithin the country 
and abroad, must be compared with the shrinkage of national 
incomes. There are certain developments common to most countries 
- the general tendency examined in Chapter V Jm: industrial 
and agricultural debt to increase before the depression, the growth 
of public debt resulting from the war, and the budgetary strain 
since the depression, together with a widespread expansion of 
local govermnent services reflected in increased. municipal debt. 

1 Wirlschaft und Slalislilc, 1. Mal and 1. Juui 1-Iefte 1933. 
• Debt to creditors within the same group was in the · case of .agriculture, 

RM. 1,200 million, and housing, RM. 4,200 million. ' · 
' Of these, RM. 63 milliard are long-term debt. 
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INTERNATIONAL DEBTs AND INTERNATIONAL EcoNOMic 
EQUILIBRIUM. 

The inter';lational, a~ distinct from the national, a<spects of 
the greatly mcreased mdebtedness which weighed upon th 
post-war w~rld !!resent a s.e~es ~f problems which deman~ 
further consrd~rat10n. The difficulties that arose in transferring 
from one natl~nal economy to another the payments due on 
acco~nt !lf f?rmgn d~bt cannot be considered wholly apart from 
the distributl':'e. conflict r~ferre.d to in the preceding section ; but 
they are suffiCiently senous In themselves to warrant careful 
examinatio~. It may ~ell h~ppen. for example, that the main 
represent~trves of cred~tors .In an imJ?ortant lending country 
may be I~ ~harp co~hct ~Ith other Important groups whose 
i~terests he. 1n the st~ulatlon of domestic trade and its protec
tron from Imports.. Different classes of creditors, particularly 
those to whom puhhc debts and private commercial debts respec
tively_ are owed, ma;Y also be in conflict concerning priorities 
of clrums. In such Circumstances, wheh group interests conflict 
within a country, it becomes difficult to estimate the national 
interest as a whole or to determine national policy. No attempt 
is made here, however, to make an estimate of these situations, 
other than to point Out certain elementary and generally agreed 
conclusions concerning the effects of such conflicts of group 
interests, and, the policies resulting from them, upon the conduct 
of international economic relations in general. 

The :main consideration to be borne in mind is that put forward 
in the previous Survey where attention was drawn to the predomi
nantly national organisation of economic production and trade 
as distinct from the more international and even cosmopolitan 
organisation of finance. In the next chapter, it is argued that 
modern economic problems must he considered neither as purely 
national nor as cosmopolitan, but as arising in a series of national 
economies which are in shifting equilibrium one with another, 
The maintenance of international equilibrium through the 
interaction of the national price-systems (including such import~nt 
prices as wages and interest-rates) was reaso~ably effective 
IU the pre-war period when the gold standard proVIded a common 
measure of value, The dominance of the London money mark_et 
enabled jt to act as a reservoir and distributing centre of credit, 
while under a free-trade policy the English marke~ served.~ .an 
entrepot for international commerce. The relat1v~ flexrbibty 
or ~he economic. system faci}itate~ the necessary adJustments ?f 
national price systems. In this penod, great ch!lnges t?ok place 1n 
the economic organisation of the world, and, m partict~lar, Iar_ge 
allloun-J:s of capital were transferred from the older mdustnal 
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countries to open up and develop first _the int~rior plains of 
North America and later the South Amencan agnc~tural coun
tries the British dominions in the southern hemisphere, and 
cert~n Far-Eastern countries. The magnitude of the price 
changes and therefol"(' of the re-arrangement of production 
caused for example; by the opening up of the American wheat 
·lands, 'the introduction of refrigeration; t~e development of 
the South African goldfields, and the rapid nse of Japan as an 
industrial Power, was half-concealed by the smoothness with which 
international equilibrium was adjusted through the operation 
of the pre-war gold standard. . . . 

In the post-war period a great many comphcatmg factors 
were introduced. Among them must be reckoned the rapid 
expansion of international indebtedness, the. effective disc~arge 
of which demanded, not only an augmented volume of mter
national commodity trade, but considerable shifts in the relations 
between national price systems. There arose, however, very great 
difficulties in adapting either national price levels or national 
economic organisation to the changed structure of international 
finance. Balances of payments could not easily be changed from 
passive to .active in the case of debtor countries, or from active 
to passive in the case of countries whose creditor position had 
created the necessity of receiving an increased volume of imports 
in discharge of debt. Such transformations would have required 
very radical changes in national economic organisation at a time 
when such organisation was less flexible than it had been before 
the·war. 

The true difficulties of this situation were not revealed while 
a large number of the currencies, particularly of debtor countries, 
remained independent, exchanges fluctuated, and inter-govern
mental debt payments were not settled. As one currency after 
another returned to the gold standard and exchange parities 
once more became fixed, while successive debt settlements were 
arranged, the strain upon the newly restored mechanism for 
maintaining international financial equilibrium became greater. 
For a few years between 1925 and 1929 the payment of interna
tional financial obligations was rendered possible without drastic 
re-3!fangement of national economies by the free flow of new 
capital. exports, Iar~ely from the United States, to the debtor 
countries. When this export of capital began to fail in 1928-29, 
the pressure on the balances of payments of the debtor countries 
~epresse_d prices; the cred!t expansion broke and the strain of 
mt~rnational adJustment fmally caused the collapse of the inter· 
national monetary mechanism. 

When _this dev~lopment ?CCUrred, the full complexity of the 
problems mvolved m the mamtenance. of international economic 

. . 
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and finandal equilibrium: were revealed hy the variety of f 
which i~ ;was necessary to con~ider in any proposals once ~~~! 
to stabdtse th~ exchange ratws between different currencies. 
Not only techmcal monetary pr~l:!lems! ~uch as the use· of gold 
in the monetary systems, credtt pohctes, reserve ratios and 
interest rates, b~t more general eco~omic considerations, such 
as the efiect of different e~chan~e rattos upon. export industries, 
as well as upon d_?meshc pnce levels, _ and therefore upon 
wages and production costs, became a matter of serious 
concern. -

In face o~ such ~omplicated problems, there was a general 
retreat from mten~ahonal economic co-operation, and measures 
of national econ?m1c defence were hurriedly improvised to protect 
national industnes and standards from international competition. 
The aggregate effect of these measures. was still further to restrict 
economi? . activity and depress pri~es, particularly in those 
commodities exchanged between national economic systems, so 
that the discharge of international financial obligations became 
stili more difficult. The _volume _of international debt obligations, 
which was too great for mternatronal trade to carry except when 
lending was pursued as freely as it was between 1925 and 1929, 
was still more difficult to discharge in 1932, when lending had 
virtually ceased and international trade had fallen to little more 
than one-third of its value in 1929. 

It was not long, therefore, before exceptional measures had 
to be taken to deal with the debt service, which could no longer be 
met either by the export of goods or by the contraction of new 
loans. The moratorium proposed by President Hoover in June 
1930 for the suspension of inter-governmental debt and reparation 

, payments for one year was only the beginning of a long series ?f 
!lleasures, which were quickly ~xtended t? private as ~ell ~s publlc 
International debts. The remamder of this chapter gtves In broad 
outline a summary of the principal measures adopted ~ but it is 
)leing written in medias res before any general or permane1_1t 
solutions have been found and while temporary arrangements m 
particu~arly acute cases are all that can be recorded. 

lNTJ.:;R-GOVERNMENTi\L INDEBTEDNESS. 

The inter-governmental indebtedness arising !r,om the war of 
1914-1918 has been the subject of numerous ~fftClal conferences 
and diplomatic exchanges during the last f1ftee~ years. The 
official and· unofficial publications both on reparation p~ym~n~s 
and on war debts form a voluminous literature to whtch 1t ~~ 

17 
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unnecessary to add much here. 1 _:Both politically aM e~onOJ:ni~ 
cally, the existence of these l.arge mter-governme!ltal o~bgations 
consequent upon war expenditures were a very d1sturbmg factor 
in the post-war years. Succ.essive settlements and revisions, both 
of war debts and of reparation payments, occupy a large place in 
the diplomatic history of the first post-war .decade l but the full 
economic effect of such arrangements was not revealed until 
international lending began to dim~nish, rapidly in the months 
.before the New York Stock Exchange crisis preci.pitated the 
depression in the latter part of 1929. 

Vlhile historically and legally separate, payments on account 
of war debts and of reparations present economic problems 
largely similar in character, and as early as June 1931 were linked 
together by official action in which the initiative :was taken .by 
the principal creditor Government •. The moratonum proposed 

· at that time by President Hoover applied to both sets of payments. 
It is not intended here to· examine the earlier history of either 
question, or to analyse the extent to which the payments actually 
made up .to the end of June 1931 were :responsible for. the 
derangement .of international trade and finance that lay behind 
the depression. It may be pointed ·out, however, that successive 
debt settlements after 1923 and the reparation (Dawes) agreement 
in 1924 provided for payments on inter-governmental account 
during the years when the international monetary system was 

·being restored by the return of one country after another to 
the gold standard. At the same time as an effort was made to 
re-establish the mechanism by the utilisation of which national 
economies had been kept in. equilibrium, that mechanism was 
loaded with the additional burden of transferring from one 
currency to another exceptionally large amounts for which there 
were no offsetting commodity transactions. As long as credit 
remained good and international loans were freely extended, 
these payments were transferred, though it has .been maintained 
that such transferences were among the ·causes which led to 
excessive strain on the monetary systems. There were no impor
tant revisions of the debt settlements; but in 1929 the Young 
plan was worked out as a substitute for the 1924 settlement of 
reparation payments. Before the Hague agreements in 1930 
supplemented the Young plan, however, the depression had 
bef!un. Not only had international lending shrunk greatly, but 
pnces had fallen and the quantum of international trade also had 

1
. Cf., e.g., among recent works, Denys P. Myers." The Reparations P~oblem ", 

Boston Wo!ld ~,eace Foundation, 1930 ; John W. 'wheeler-Bennett, " The Wreck 
of Reparations , London, Allen and Unwin 1933 • and Harold G Moulton and 
Leo .Pas.volsi..J', "War Debts and World Prosperity~ •• Washington, The Brookings 
InstitutiOn, 1932. A convenient short historical summary of the war debts Is con
tained in" The War Debts", Supplement to The Economist London November 
12th, 1932. . . . • ' 
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been reduced, so that: the possibilities of transferring large 
on inter-g?vernmental account.were much diminished. Pa~~~ 
were contmued, however, untll threatened financial collapse · 
Germany led to the Hoover moratorium in J nne 1931. · In 

The large sums affected by the moratorium were given in th 
pre~eding Survey. I For the yea~ ending June 30th, 1932, th: 
Unrted States suspended net rec7Ipts a~ounting to £53,600,000; 
Franc~ (~16,100,000) and th7 Uruted Kmgdom (£9,700,0QO) were 
the prmcipal other net c~edrtors to forgo payment in that year 
while Germany, as the ch1ef debtor, was relieved to the extent of 
£77,000,000. Several of . t~e smaller countries were greatly 
affected. also by the moratonum, Yugoslavia, for example, losing 
net receipts to t~e val1,1e of £3,300,000, while Australia and New 
Zealand were relieved to the extent of £3,100,000 and £1 420 000 
respectively. The moratorium was not renewed when it eX:pired at 
the end of June 1932, and the problems of reparation payments 
and war debts had th!lrefore to be dealt with separately as before. 

Brief reference was made in the preceding Survey to the inves
tigations into ~nd developments of the reparation problem that 
took place dunng 1931-32, while the Hoover moratorium was in 
force. 2 Following the London Conference (July 29th to 23rd, 
1931), the Bank for International Settlements set up a Committee 
of experts to enquire into the financial position of Germany. 
This Committee met at Basle on August 8th. A Creditors' 
Committee also met from August 14th to 19th and arranged the 
first standstill agreement on private commercial qebt. For a 
time, the situation seemed to improve in Germany ; but after the 
abandonment of the gold standard by the United King<:J.om in 
September, renewed weakness was evident, and, on November 
19th, the German Government asked the Bank for International 
Settlements to convene the Consultative Committee provided for 
under the Young plan. This Committee met at Basle on December 
7th, and reported that, after the expiration. of the Hoover 
moratorium, Germany would not be able to resume payme1:1t 
of the conditional annuities. In February, the standstill 
agreement on private commercial debt was renewed. 

The next stage of development was the convocation of the 
Lausanne Conference on June 16th, 1932. The final agreement 
reached at Lausanne has already been summarised in Ch~pter I. 
The agreement by an understanding secretly reached durmg the 
Conference but revealed shortly afterwards, was not to "come 
into final effect until after ratification " ; but it was. made clear 
by a declaration of the President at the plenar:y ses~IOn on July. 
8th that, •• in the event of any inability to fulfil this agreement 

1 Pages 256-7. · · · · - d 307 8 
• League of Nations World Economic Survey, 1931-32, pages.70-82 !ID. • • 
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and its .annexes a further conference will be held ". ·No further 
development oc~urred up to the t:ime of writing (July 1933), anq 
the situation in regard to reparation payments therefore remain!l 
as it was left at-Lausanne. No further. J?ayments have been made; 
but the agreement has not been ratified and has not therefore 
come into final effect. . · · 
· Interest during 1932 and 1933 shifted to the Inter-allied debt 
problem. The first payments after the ~oover · moratorium 
expired fell due on December 15th, 1932. Most of the debt 
settlement agreements contained provisions for postponement of 
capital payments for limited periods 1 ; but th~ nine!y days' notice 
necessary for such postponement was not given m September. 
In early November. the. presidential election w~s held_ in the 
United States and shortly afterwards the Un1ted Kmgdoni., 
followed by the other debtor Governm~nts, began an exchange of 
notes with the United States· Government. This exchange 
included an exposition of the case for cancellation on general 
grounds of world prosperity contained in the British note of 
December 1st. 1 The. situation was complicated by the fact that 
the new President did not take office till March 1933 and also by a 
joint resolution passed by Congress on December 22nd, 1931, when 
ratifying the Hoover moratorium, declaring that it was " against 
the policy of Congress that any of the indebtedness of foreign 
countries to the United States should be cancelled or reduced", 

The date of payment, December 15th, arrived without any 
agreement being reached, whereupon the United Kingdom 
Government- paid its obligation (the largest due. at that date) 
in full by transferring gold to the value of $95,500,000 purchased 
from the Bank of England, at the same time making a unilateral 
declaration that such payment was to be •regarded as an 
instalment in view of a final settlement. Italy, Czechosloslovakia, 
Finland, Greece, Latvia, Lithuania, Roumania and Yugoslavia 
also paid their instalments ; but . no payment was made by 
Fr~nce, Poland, . Belgium, Estonia and· Hungary. 

This was the situation when, in April1933, the President of the 
United States invited representatives from the principal countries 
concerned to participate in personal conversations at Washington. 
The scope of these conversations, which were conducted individ
ually and covered, not only war debts, but other economic and 
political questions; was extended to other countries than those 
concerned with war debts. The discussions were secret, but sue~ 
ces~ive off~cial commul}iqu~s indicated the general nature of the 

. "SubJects discussed, which mcluded the convocation of the Mone
tary and Economic Conference for June 12th; and disarmament. 

1 Cf. Economist, Coo. cil.1 page 6, 
• Cmd. 4210 (1932). 
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As the date of the next payment (June 15th) drew near, it 
becallle clear that no agreem~nt had been ~eached upon war debts 
a~d the ~onference opened 1n I:on?on Without any decision on 
this questiOn .. After secret negotiations, howevery the Chancello:r
of the Exchequer . announced, on. June 14th, a compromise 
arrangement by wh1ch atoken payment was made on account 
of the British instalment. The British telegram of June 13th 
repeated the declaration made in December that payment was 
not regarded as a res~ption of the annual payments but H as a 
capital payment of which account should be taken in any final 
settlement ". The sum paid was $10 million in lieu of the amount 
due ($75,950,000), and payment was made in silver at the rate of 
50 cents per ounce in virtue of a provision in the Farm Relief 
A.ct, signed on May 12th, 1933. The necessary silver for the 
payme;nt was purchased from the Indian Government. As the 
current market price of silver' was 36 cents per ounce, the actual 
sterling cost of the payment was £1,156,000. 1 The President of 
the United States, in acknowledging receipt of this token payment, 
intimated that he had ''no personal hesitation in saying that I 
do. not characterise the resultant situation as a default". 1 

Of the other debtor countries, Finland paid its instalment in 
full Italy, Czechoslovakia and Latvia followed the British lead 
iii making a token payment, while the other countries did not 
pay. The amounts du~ and t?e payments made on June 15th, 
1933, are shown in the followmg table : 

Country 

U'nited Kingdom a, 
Italy 1 

• , • • 

Czechoslovakia 
Finland .. 
latvia ... 
Roumania3 • 

. France. , 
Belgium .. 
PQland, .. 
Estonia . 
Hungary. 
Lithuania • 
Yugoslavia • 
Greece & .. , 

·' 

Full amount due 
s 

75,950,000 
13,545,437 
1,500,000 

148,592 
119,609 

1,000,000 
40,738,567 

6,325,000 
2,953,362 

228,182 
32,025 

123,535 
275,000 
150,000 

1 Ct. London Times, JuBe 15tb,_1933. 
' Payments made in silver. 
• Roumania later paid $251000.· 
• Due on July 1st. . 

Amount paid 
$ 

10,000,000 
1,000,000 
. 180,000 
148,592 

6,000 
:l9,100 
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In the meantime, the ·payments due to the United· Kingdom 
fronr the Allies and certain Dominions were not demanded either 
in December 1932 or June 1933. When it bec~me known that 
the United Kingdom would pay the December Instalment of its 
debt to the United States, the New Zeala~d Gov~rnment formally 
offered to pay its instalment. to the Uruted Kmgdom, hut the 
latter preferred not to accept 1t. · . .. · 

At the time of writing (July 1933), no further developments 
have occurred, and negotiations have not begun either ·in respect 
of the next instalment due on December 15th, 1933, or of a final 
settlement. 

THE MAG~ITUDE OF INTERNATION~ INDEBTEDNESS. 

Attempts to estimate totals of world international indebted
ness meet with a great many statistical. difficulties. In spite 
of considerable progress in recent years, national statistics are 
still very incomplete,. and only a few countries possess complete 
census. figures of foreign indebtedness. Generally, the estimates 
are based on· capital issues and redemptions and are liable to a 
considerable margin of eiTor. In some countries, it is· the market 
value of the claims; but in most countries, including many of the 
most important, it is the nominal value which is given. ·Fixed 
property and shares are generally -included in the estimates in 
such a way that exclusion is impossible without recourse to the 
original data in each. case. ·· · . . 

The. most complete collection of co-ordinated statistics 
concerning international debts and claims of individual countries, 
and the interest payments on such debts and claims, is available 
in the League of Nations Balances of Payments; 1930, 1 and 
Balances of Payments, 1931-32. a On the basis of the information 
given in these publications as to the foreign .claims of twenty
four countries and estimates of the situation in the remaining 
countries, the total gross international indebtedness of all 
Countries on account of fixed-interest securities, but excluding 
direct. industrial investment, on both short and long term, at 
the . end of 1932, may perhaps be roughly estimated at a 
nominal value of about gold $35,000,009,QOO. 3 

• Geneva, 1932 • 
. • Th-: present text incorporates soine information from f;he 1\131-32 volume, 

which will shortly be published. · · · 
. 

1 The most important ere~tors are the United Kingdom (which is· creditor for 
about 25 per cent of the above f1gure), the l)nited States (22 per cent) France (above 
10 P.er cent), Switzerland and Netherlan. ds {5 per cent each) Germany Canada, 
B~lg1um, Japan, Sweden, Czechoslovakia and Spain·. . ' . · . ' 
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The political debts, which, according to the German Institut 
fiir l{onjunkturforschung, 1 had, after the Lausanne agreement 
a preseJ!-t vah!e ·of gold $9,000,000,000, are not included in th~ 
above figure. 

The main and almost the only utility of this estimate, and 
those quoted. in . the fo?tnote ~elo:v, lies in demonstrating the 
magnitude of the capital obligatiOns expressed in terms of 
moneys that have greatly appreciated in value. 

The annual interest and . amortisation payments due on the 
total_ world international debt may be conservatively estimated 
at $2,000 to $2,500 million. It is difficult to estimate any more 
precise figure on account of the considerable and growing 
repatriation of the external bond .. issues. of many countries, 
against .which must be set sales of domestic issues to foreign 
buyers. This . is a large amount to be transferred between 
national currencies. TP.e impossibility of payment in any other 
way than by goods is obvious from the fact that the amount 
is about 20 per cent of the world's monetary gold stocks,. and 
more than the total monetary gold stocks of all debtor coun
tries. Jt is significant, on the other hand, to observe that the 
value of the import trade of the world has fallen from gold 
$35,600 million in 1929 to only $13,900 million in 1932 •. 

. ··. I h ng The present value of 
• ' Wochenberichl des Instituls far l(ohnJunkl~potls~n uof ~n interest r~tte of 5 per 
all future annuities was calculated on t ~ a~su ded 
cent. From this amoun~ the d~bt of R.usslk~ 1~e~~~ung (Wochenberichl, . 193~:33, 

• The German Instttut filr Kon]un 1;1 ° d btedness (including political 
page· 215) has estimated the total intcrnatlo~~ in e inl on the bnsis of stat~s
d_ebts) as RM. 200,000 mill.ion (gold S48f,ooo Dll:lli~~Jh (~eLfwirtschaflliches Archw, 
bes of international public debt. Pro essor · International indebtednes~· at 
March 1933, page 327) estimates th:· ~otal world f' ure includes, however, ftxed 
RM. 307,000 million (gold 573,000 Dl!lb~n~ T~~~t1gof the Russian empire (RM .. 
property and shares owned abroad, an e . . . , · 
17,000 million), · . · 
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Total Foreign. Gross Indebtedness of Certain Countries. 
Gold $(000,000's). 1 

Annual Total debt 
Annual 

Total interest, 
country Date debt interest and direct dividends, 

due investment profits, 
etc. 

GermaP.y • Sept. 1932 4,670 250 5,860 310 
Canada. Jan.1930 . 6,125 273 
Australia • 1930 3,650 185 
Argentine •• 1931 

56• 
118 

China .••.. 1931 763 3,300 1551 
India 1931 . . . 84 
Union of South 

Africa 1931 69 
Japan .•..• Dec. 1929 1,150 48 1,280 52 
Dutch East Indies 1932 .. 36 49 8 

Poland . 1930 1,130 49 
New Zealand March 1932 

.. 
750' 30 

Roumania. 1932 965 41 
Hungary Dec. 1931 752 35 39 
Greece 1932 472 515 27 * 
Czechoslovakia Dec. 1931 318 23 356 26 
Norway Dec.1932 373 15 427 17 

It is not possible to give a complete record of the distribution 
of international indebtedness in the world according to debtor 
countries, but the above table, which shows the total foreign 

·debt of a· number of debtor countries, may indicate where the 
· most important debtors are to be found. 

It has proved impossible in most cases to separate the total 
of direct investment from that of borrowed capital. Fairly 
adequate estimates exist, however, of public international 
indebtedness. The following estimates have been compiled by 
the German Institut fUr Konjunkturforschung : · 

* 1931. . 
1 Where no other source is Indicated, see League of Nations Balances of Payments, 

1930, and Balances of Payments, 1931-32, Geneva, 1932 and 1933. 
Australia: R. Wilson, Capilallmports and Terms of Trade, Melbourne, 1931< 
China : Remer, Foreign Investments in China, Macmillan Company, New 
~~ . 

Japan: Moulton, Japan, Brookings Institution, Washington, ;(931 • 
. Roumania : Report by the Stresa Conference (League of Nations docn-

. . ment C.666.M.321.1932.VII). · 
· 1 These figures represent estimat~d. payments (not amounts due) in 1930 . 

. •· Dutch East Indies : interest, diVIdend and profits paid in 1929 were $132 
lllllllon. . . 
· . ~· New Zealand ~ The figure does not include short-term debt. At Ie11st $615 

lll.lll!on represent long-term debt as distinct from direct investment, . 
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public International Indebtedness, excluding Political Debts. 
Gold $(000;000's). 1 

State marketable debt 
l>ebt of Court try Long I 

Total 
Short 

Total 
other public public 

term term authorities debt 
---
Australia. . 2,525.3 - 2,525.3 102.0 2,627.3 India • 1,638.3 - 1,638.3 - 1,638.3. Germany. 617.4 84 .. 7 702.1 566.1 1,268.2 canada • . • 577.5 - 577.5 961.9 1,539.4 
Brazil • . · • . 675.4 - 675.4 571.8 1,247.2 South Africa • 784.4 - 784.4 204.8 989.2 Japan ..• , 696.9 - 696.9 116.8 813.7 New Zealand . 606.7 - 606.7 48.~ 654.9 Argentine •• 452.7 - 452.7 278.2 730.9 Mexico ...... 203.8 284.1 487.9 4.4 492.3 Dutch East. Indies - - - 478.7 478.7 
Poland . 181.7 - 181.7 22.8 204.5 
Roumania 396.3 - 396.3 396.3 
Belgium 314.0 27.7 341.7 10.0 351.7 
Hungary . 215 .. 1 21.1 236.2 137.4 373 .. 6· 
Greece . 322.4 9.7 332.1 332.1 
Yu~oslavia 311.2 - 311.2 7.0 318.2 
Chi e ... . 301.5 - 301.5 26.7 328.2 
Austria 199.9 11.9 211.8 45.9 257.7 

It is clear that the total amount of external public debt 
must be considered in relation, not only to population, natural 
resources, economic efficiency and the type of expenditure 
for which loans were sought, but also in relation to the part 
played by the public authorities in economic life and to the 
possibilities of domestic borrowing. The statistics given should 
not be. construed, therefore, as evidence of over-borrowing. The 
pressure upon the countries which produce la~ge quantities of 
raw materials and foodstuffs for export has been very great~ not 
~n1y because the price$ of those commodities fell much more 
than the average, but also because the agricultural .countries 
are prominent among those which }lave the largest external 
~ebt payments to meet. The greater part of . their o_blig~tions, 
1t should be noted, consists of long-term debt which 1s not 
easily reduced or converted. . 

Calculations of the distribution of debt claims among creditor 
countries are rendered difficult by the fact that t~e h~ldings of 
marketable securities are readily shifted from one fmanclal centre 

1 Wochenbericht des Jnsliiuts flu Konjunkturforschung, JI;Iarch 22nd,. 1933. 
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to another._~ In addition to the rapid transf~rs of short;-ter1n 
credits which have been so marked a feature of recent years 
financial insecurity has caused a great deal of speculative buying 
of securities. 

The calculations of total international indebtedness given on 
page 262 exclude direct industrial investment. Studies of this 
problem demand prolonge~ inve~tigation. in ea~h part!cular case, 2 

There has been much buYing of mternabonal mdustnal securities 
also in recent years. 

It is practically impossible in s~ch circumstances to bring 
up to date reasonably accura~e estimates of .the a~ounts of 
capital invested abro~d by nationals. o_f the roam credt~o! coun-, 
tries. It has been estimated that Bntlsh l~ans to dommmn and 
foreign Governments, loan capital in British companies operating 
abroad and 'in foreign and colonial enterprises amounted at the 
end of 1932 to £2,222 million. 3 An official calculation of United 
States portfolio investments abroad at the end of 1930 amounted 
to $7,834 million, of which $6,124 million were Government, 
municipal and Government-guaranteed loans, and the remainder 
($1,700 million) private corporate issues. 4 If deductions are made 

· for·subsequent international security movements, and for shares 
included in the last-mentioned figure, the . long-term bonded 
debt to the United States at the end of 1932 may be estimated 
~t something in the neighbourhood of $6,500 million. 5 

The estimates given above may also be utilised to indicate 
roughly the proportion which various debts represent of the 
total. Non-political public debt of central and local Governments 
has been estimated by the Institut fUr Konjunkturforschung as 
amounting to $19,000 million, or a little less than the estimated 
long- and short-tenn commercial debt, which amounted to about 
$21,000 million. Only a comparatively small proportion (probably 

1 Cf. Bank for International Settlements,·" Third Annual Report ", Basle, 
May 8th, 1933, page.12.. _ _ _ _ . 

1 Cf., e.g., C. F. ·Remel,", "Foreign Investments in China "• New York, Mac-
millan Company,' 1933. . · 

• Sir Robert Kindersley, "British Foreign Investments ••, Economic Journal, 
March 1933. . · · · 

• Trade Information Bulletins 767 and 803 •. 
! Information for other _creditor countries is scanty. There are ,estimates of 

the .balance of payments in France :Which throw light upon interest receipts a!ld 
capital movements, but no recent estimates of total investments abroad. The NatiO
nal Bank of Switzerland estimated the total of that country's long-term investments 
abr~ad at t~e end of 1930 at. 6,500 million Swiss francs (Bulletin Mensuel de Ia 
!JillliJile Natronale, Marc~ 14th, 1931). The League of Nations Balances of Payments 
mdlcates the source of information for other countries. 

The lnsti~t fflr Konjunkturforschung has estimated that the external public 
d~b~ including tl!e debts of local authorities, but excluding political debts, was 
distributed according to creditor countries as follows in gold $ (000 OOO,OOO's 
omitted) : ' · ' 
United Kingdom United States France Netherlands Switzerland Total 

. 10.3 . .5.2· . 0;9 0.6 . 0.2 19.3 
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less than 5 per cent)_ of the public 4eht is on short term ; but a 
much larger proportloll: of commercial debt is for short periods. 
The Bank for Internatwnal Settlements has estimated the total 
international short-term indebtedness in the world at the end 
of 1932 as 30,~00 million Swiss francs (about $6,000 million), of 
which approximately half " represented liabilities which were 
in fa_ct,_ governe~ by standstill 3:greements, moratoria, exchang~ 
restnctwns, etc. 1 If allowance IS. made for governmental short
term debts, it appears probable that short-term loans account for 
about 25 per cent of the outstanding commercial debt. These 
short-term debts represent partly commercial borrowings ; but 
consist largely of moneys held by commercial banks on short-term 
deposit. 

The country for which debt statistics are most adequate is 
Germany, where successive irwestigations have yielded a grea:t 
mass of data. 2 The general movement of non-political inter
national debt in that country may be summarised in the follow
ing table: 

Non-political International Indebtedness in Germany. ll 
RM.(OOO,OOO,OOO's). 

I July 31st, I November I Febru~ September 
1931 30th, 1931 29th,19 2 30th, 1932 

Short-term debt ...... 13.1 10.6 10 .. 1 9.3 
(including . debt subject to 

(6.3) (5.4) (5.0) (4.3) standstill agreements) • 
Long-term debt 10 .. 7 10.7 10.5 10.2 

Total 23.8 21.3 20.6 19.5 

Of the total indebtedness at the end . of . September 19~2, 
different types of creditors in foreign cbuntnes held the followmg 

_ amounts of long- and short-term debt : 

Rl\1.(000,000,000's).· 

Banks •...... · • • 
Financial companies , . • • , 
Traders and industrialists 
Other creditors • • • . • • 

Total 

Long-term. 
1,234 

669 
203 

-8,075 

10,181 

Short-term 
6,442. 

524 
1,563 

818 . 

. 9,347 

1 Bank for ~ternational Settlements, ''·Third Annual Report ", Basle, May 
lith, 1933, pages 11 and 12. . · · . .· 

'• Wirtschaft und Slatislilc, 1. Mar Heft, 1913debt which. were included in the 
• The figures include only those groups o 

eensus of September 1932. 
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The distribution among.· creditor countries is shoWn by the 
following diagram and table : 

Distribution of German Non-political External J)ebt 
at September 30th, 1932. 

RM.(OOO,OOO,OOO's). 

~ Oel/ea('Dt/rller~. 
'----- L-..J .fiJDrl-lerm t/e/;1:. -· ----~ 7 

Llelle.i /Dnglerme. 
1----'ICa.i~ LDng-lt>rm Q'e6t -----~ 6 

Creditor, country Long-term Short-term Total 

RM.(OOO,OOO,OOO's). 

United States . 5,118. 2,898 8,016 
Netherlands . . 1,868 1,559 3,427 
Switzeriand . 1,096 1,611 2,707 
United Kingdo~: 1,060 . 1,171 2,231 
France ......... 465 399 864 
Other ~ountries andB.I.S. 574 1,709 2,283 

---
Total . . ' . ' 10,181 . 9,347 19,528 
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An incomplete summary table of. short-ter.m 1. d b·t d. . . 
Other E rop · · · · · · · · n e e ness m 

some . u ean countnes may perhaps be dd d · 
to show the gene~al nature ofthe problem. . a e ln order 

Slzort-term "Indebtedness of Certa{n European Counfl'ies,1 
· $(000,000's). 

Short-term indebtedness of 

country Date Central Local I C Total 
Govern· autho- . entral Other I Other 

ment rities Bank banks debtors 

Austria IX.l932 14.1 0.3 121.9 19.4 155.7 
Hungary XI. 1931 42.8 21.8 25.3 1106.7 124.0 320.3 
Bulgaria . XJI.1931 4 •. 2 3.4 1.1 10.3 23.4 42.4 
Poland . Xl1.1931 0.4 - 5.1 27.9 33.4 
R9umania 1932 . 13.5 1 23.7 41.9 79.1 
Denmark XII.1932 - 25.0 36.2 61.2 
Finland XU,1932 7.5 1.4 4.7 24.4 17.5 55.5 
Norway I. 1933 2.2 19.7 106.9 128.8 
Germany. IX. 1932 148.0 1193,6 918..4 963.3 2,223.3 

T~:m PROGRESS oF DEBt ADJUSTMENT. 

From the information given in the preceding section, it 
should be clear that the problems of international indebtedness 
arll not only complex but vary a great deal from country to 
country. The freezing of short-term debt is most difficult in 
certain European and South American countries. and is greatly 
complicated by the measures of exchange control which have 
been found necessary to maintain currency stability. In most 
of those co~mtries and in a number of others, the external pay
ments on account of long-term debt have also been interfered 
with by the depression, and a series of temporary expedients 

\Austria: League of Nations, " Financial, Position of ·Austria, Third Quarter 
1932 " (C.780.M.368.1932.II.A). 

Hungary : Revue Hongroise de Slalislique, Au&ust 1932. 
Bulgaria : Bulletin Mensuel de la Banque Natzonale, February 15th, 1932, 
Poland : Informations Statistiques 1932, page 273. . 
Roumania : Report by the Stresa Con[erence (League of Natton~ cl,ocument 

C.666.M,321.1932.VII). 
Denmark , Slatistiske Eflerrelninger, Ma:Y.1933. 
Finland : Nordiska Forcningsbankcn, Umlas, February 1933. 
Norway : Slalisliske Meddelelser, Nr. 4-5, 1933. 
Germany : Wirtschaft und Stalistik, 1. Mal. Heft, 1933, 
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have been adopted to relieve the .strain -on the balance of· 
payments. . . 

The pressure of the external debt l)erVIce upon the weaker 
debtor countries was heavy even before the acute phase of the 
financial crisis began in the early summer of 1931; but the 
currency instability provoked by that crisis~ the violent move
ment of short-term fun~s ~rom one centx:e to another, liurriedly 
improvise~ tr~de restncti~ns . and foreign exchange con~rols 
rendered meVItable · a senes of emergency, debt suspensions 
and partial or total ~efaults. These el?ergency measures followed 
one another in rap1d successwn durmg the second half of 1931 
and continued, and were even added to, in 1932 and the first 
months of 1933 ; but the relief obtained from the depreciation 
of sterling became clearer when the financial crisis eased off 
in 'the summer of 1932. At the same time, there set in a series 
of adjustments by which the debt burdens of many countries 
were further lightened. 

It is a hopeless task to attempt any exhaustive review of 
the different measures adopted in the various countries, and 
neither possible nor useful to make a statistical computation 
of the total amount of debt affected by them. As the illustrative 
ex.amples given later indicate, each ·country has its own set 
of problems which, indeed, need to be considered separately 
in the case of each transaction. The whole trend of policy has 
been against generalised solutions. Negotiations have taken 
place in certain cases between debtor Governments and repre
sentatives of creditors. The general problem has also been 
discussed at successive international conferences, notably at 
Stresa and London. These discussions are reviewed later in 
this section. Meantime, it is silfficient" to point out that the 
principle upon which such discussions have proceeded is that 
stated in the draft annotated agenda of the Monetary and Eco
nomic Conference that " the settlement of this question is essen
tially the concern of the creditors and tl!e debtors themselves ", 1 

It is convenient first to illustrate the difficulties that arose 
in the payment of short-term debt obligations. Short-term 
credits are normally extended primarily to finance trade and 
particularly international trade. Commodities are shifted from 
producer to merchant and· from merchant to consumer - often 
in widely separated countries - by means of ·credit advanced 
from leading financial centres. , Thus the farmer who delivers 
cattle to il. refrigerating concern in the Argentine, the exporter 
of manufacture~. goods from Germany ~r Austpa •. the dairy
fanner who delivers cream to a co-operative factory· in New 

1 Draft Annotated A,;enna; page 22.. · 
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Zealand, are enabled to -draw cash payme~ts for th · . 
These payments are made possible either b . d . elr produce. 
future sales ~f the . finished product or by Kis~o~~~i;: h~fns} 
exchange which Wlll not be met until their mat 't 1 :rto 
delivery . of the goods. The credit. needed for thes~np~r er 
is advanced by bankers in t~e .great financial centres untif0:~: 
con.sumer\ comple~h the .cham of transactions by paying for 
thetr pure !3-ses. . ere Is normally, therefore, a considerable 
a~oun~ o~ tnternabonal short-term commercial debt constant! 
bemg hqmda~ed and renewed. In addition to such commerciJ 
debt, ~her~ 1s a. small amount of governmental short-term 
borrowmg m foreign money markets. 

During the boom period and 'the earl~er years of the depression: 
there was, on ~he other hand, a considerable accumulation of 
sl10rt-term foreign balances by those countries which either 
had gold-exchange standard currencies or made considerable 
use of foreign exchange holdings in their Central Bank reserves 
The liquidation of these foreign balances after the financiai 
panic, which was described in Chapter VIII, considerably reduced 
the amount of short-term indebtedness in the world ; but this 
liquidation was accomplished mainly by the creditor countries 
which remained on the gold standard.~ It did not relieve the position 
of the debtor countries which had large short-term indebtedness 
and small short-term foreign assets to set against them. 

In a few debtor countries, short-term advances had been 
made by the more powerful Central Banks and the Bank for 
International Settlements to enable the Central Banks to with
_stand currency. drains in the early part of the depression. These 
advances were not a source of difficulty, since they were readily 
renewed ; but considerable difficulty arose from the fact that 
the commercial banks in some of these countries were caught 
with heavy short-term obligations and illiquid long-term assets. 

When the financial panic in. the early summer of 1931 was 
followed by a widespread abandonment of the gold stan?ard, 
protective trade restrictions were redoubled and internatwnal 
trade decreased further both irt quantum and in value. Amounts 
of short-term credit that had been adequate to finance, trade 
at its former value became redundant, but in many cases 1m pos
sible to· repatriate. At the same time! a considerable amount 
of short-term credit unable to find mvestment acc~mulated 
and was apt to be transferred rapidly from one fin.ancial .cen~re 
to another. The transfer problem first became acu~e 1r1 c~mnection 
With these short-term . de:bts, and its first mamfestations were 

'· Cf. ~so Bank for International Settlements " Third Annual Report, April 1st,, 
1932, to March 31st, 1933 ", Basle, May 8th, 1933; page 10. · · • 
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naturally in those countries which, · besides ha~ing excessive 
commercial o;bligations, were burdened also With _ short-term 
advances to commercial banks. In the summer. and autumn 
of 1932, therefore, it became necessary to . devi.se temporary 
arrangements for the suspension of transfers priiDanly on account 
of commercial and banking sh?rt-term d~bt. Def~tul~s. partial 
or complete, transfer moratona, I)USpenSIOnS Of SITiking funds 
and interest payments on long- ~s well as short-term debt, 
together with all the accompanymg p~enomena of . blocked 
accounts, developed later ·as the depressiOn became still worse 
towards the end of the year. . . 

It is convenient for purposes of IllustratiOn to deal first 
with the ~arrangements made to cop~ wit~ the si:tuation in Ger
many, which, though not the first m pmnt of bme, was of the 
greatest magnitude and presented_ in many respects the greatest 
dangers to international economic equilibrium. 

The London Conference (July 20th to 23rd, 1931) was followed 
by the appointment by the Bank for International Settlements 
of an. expert Committee _to enquire into the financial position 
of Germany. That Committee met at Basle on August 8th, 
1931; and !!Oncurrently a Committee of creditors - including 
representatives of American, British, Swiss, Dutch, French, 
Swedish, Italian, Belgian, Danish,. Norwegian and Czechoslovak 
banks ......._ arranged the first German standstill agreement, by 
which· payments were suspended on account -of short-term debt 
amounting to about RM. 6,300 million (including the " theore
tical " sums covered by the agreement but not actually registered 
to the amount of roughly RM. 300 million). -The agreement, 
which came into force on September 17th, 1931, -..vas for a period 
of six months dating from September ·1st, The mass of debt 
covered by this agreement consisted of a_ great number of obli
gations of different sorts and subject to different conditions, 
payments o~ all of which. were suspended: A large amount ?f 
short-term mdebtedness~ . however; was not subject to this 
agreement and much of this was liquidated in the usual way. 1 

Before. the expiry of this agreemen.t, a new arrangement 
was made m February 1932 extending the standstill arrangements 
till the end of February 1933. Ten per cent of the outstanding 
amounts was, however, paid at that time; In February 1933, 
the agreement was renewed for a further twelve months till 
the ell;d o~ February 1934, a further 5 per cent being repaid. 
By this time, however, the amount outstanding was reduced 

to~ The standstill_ agreement related to banking investments in Germany, t~?-e 
July 1am

93
°_

1
unt of wtlhich was RM. 7,600 million. The total short-term. foreign debt m 
was es mated at RM. 13,100 million •. · · · 
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to about RM. 3,"800 million (plus the RM. 300 million •.• tl 
tical '' amo~.mts), p~rtly by the percentage repayments ment1~~eed 
above •. partly by. other form~ of repayment. By various means, 
includmg oiTsettmg transactiOns not . requirincr the transfer of 
foreign exchang~, deb~ors. had found _ways of m~eting a consider~ 
able part of their obligations. Tou;nst and similar expenditures 
in Germany had been met by drawmg upon balances in Germa.n 
banks, capital assets were purchased and other forms of convert
ing the short-term debt were utilised, while in certain cases 
" supplement~ry exports " beyond those for which foreign 
exchange received in payment had to be surrendered were used 

. as payments for the debts. 1 

The original standstill agreements were complicated by 
many provisions concer~ed with related problems, such as dispo
sition of balances held m German marks, security on the loans, 
interest rates and _payments. They were supplemented also 
bY a~other standstill_ a~reement concluded on April 9th, 1932, 
covenng RM. 247 million of short-term debts owed by eight 
German Federal States and twenty-six municipalities and. 

. districts. Ten per cent of the amount due, less repayments 
made after July 1931, was paid on the signature of the agree
ment. Interest rates were reduced from an average of 9 per cent 
to a basic rate of 6 and a possible maximum of 8 per cent. This 
agreement was renewed in March 1933, on a further repayment 
of 5 per cent, half in March and half jn October, while the 
basic rate of interest was reduced from 6 to 5 per cent. 

There were interest reductions also under the main stand
stUI agreement, in April and July 1932; but, when the agreement 
for the second time was renewed for twelve months in March 
1933, the creditors contested further interest reductions, which 
however, were lowered again to 4%, per cent for cash credits, 
altd to 31f8 -4% per cent for acceptances given to banks, and 
to 5% per cent for cash credits ·and 5 per cell:t for acceptances 
given to industrial and c()mmercial firms.. 'While, as was stated 
above, the repayment of capital on this renew~ ":as only 5 per 
cent, the reductions of interest rates and of md1rect meth~ds 
of payment steadily lowered both the burden of debt serVIce 
and the outstanding capital amount. . . · 

The Austrian standstill agreemen~ on June 16th, ~931, was 
the first of the series. Foreign credi~ors of the Credit~An;>t_alt 
agreed to a suspension of payments for two years. on condit~on 
that the Austrian Government guara11;teed the debts amountmg 

1 Ct. Bank for International Settlements '' Third Annual Report, April 1st, 
1932, to March 31st, 1933 ", Basle,. 1\Jay 8th, 1933, page 12. 

18 . 
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to 500 million schillings ($7f million). A second standstill agree
ment between other Austrian banks and their foreign creditors 
including a system . of amortisation, covered debts amounting 
to 240 million schillings. 'When this second agreement was 
renewed on January 20th, 1932, the amount outstanding had 
fallen from 240 to 114 million schillings, and a further 6 millions 
was repaid in the first half of 1932. The agreement was further 
renewed early in 1933 till January 15th, 1934. . 

An agreement with the foreign creditors of the ~redit-Anstalt 
had been initialled on January 21st, 1933;. but It was found 
necessary to negotiate a modification of this agreement, and, 
on May 12th, the final arrangements were formally ratified 
by the Austrian Government. Liabilities of the Credit-Anstalt 
amounting to 400 million schillings were to fall due on June 1st ; 
but the funding of these liabilities, together with the improved 
state of . the Austrian public finances, the re-organisation of 
the banking system, the renewal of the second standstill agree
ment till January 15th, 1934, and the prospect of a further 
loan, relieved the pressure on the· Austrian balance of payments, 
The discount rate of the National Bank was reduced on March 
24th from 6 to 5 per cent. Private clearing agreements were 
gradually ext.ended until the National Bank was able, on April 

· 6th, virtually to relinquish control of foreign exchange. In the 
course. of this operation, the depreciation of the currency was 
recognised in practice, whereupon the :rate ruling in commercial 
transactions improved' substantially. 1 

The Hungarian.standstill arrangements proved more difficult 
to negotiate; but, on November 8th1 1932,. almost a year after 
a moratorium had been imposed on transfers, an agreement 
:was concluded with .British and Alnerican investors. Individual 
arrangements were tnade also with creditors in certain other con
tries. On February 1st, 1933, a new standstill agreement for 
one year was agreed to by American, British and Swiss creditors. 
By this time, the methods of administering standstill agreements 
had been standardised, and the Hungarian .agreement contained 
the usual provisions concerning interest, repayment in pengo · 
a~ the creditors' opti.o!1~ together with the possibility in certain 
c1rcumstances of utlhsmg these blocked pengo accounts for 
payme_nts within H~mgary, for example; by tourists, 5 per c.ent 
reduction of the capital and further voltintary repayment subJect 
to the assent of the National Bank. 

1 More detailed information concerning the financial position In Austria, Hungary, 
Roumania, Bulgaria and Greece may be found in the re,gular reports of the Financial 
Committee to the Council of the League of Nations and in the quarterly repQrts 
Qf the League representatives in Austria,. HlUlgary and Bulgaria. · 
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The histot1 of .these standstill arrangements shows how a 
difficult debt srt.uatwn has gradually, by goodwill on b th · d 
approached a manageable. solution. Though the tte~otia~io~ 
prove~ ardt~ous and comphcated,. the good faith of the debtors 
combmed with reasonable concessions on the part of the credit 
has a.lready brought about a substantial diminution of l!ho%~ 
term mdebtedness and an eve~ greater reduction of the annual 
interest bu~dens. The sta~dstlll agreements, it should be made 
~lear, are m respect max1;1ly ?f. banking credits and cover 
mdebted~ess contracted mamly 1n Germany and to a less extent 
in Austna and Hungary, the countries where short-term borrow
ing by ~anks was· most pronounced in the early stages of the 
depression. . .. . . . . . . 

The transfer dlfficultxes m respect of short-term debt are well 
illustrated also by the situation that arose in the Araentine. 
For thirty years, from 1899 to 1929, the external value0 of the · 
peso was stabilised by the operations of the Conversion Office 
which, in eiTect, administered a gold-exchange standard · syste~ 
based on London. The operations of the Conversion Office were 
suspen~ed on Dece_mber 29th,.1929, in consequence of a conside
rable flight of .capital. The mternal and external value of the 
peso depreciated until, in October 1931, the latter was 82 per 
cent below the parity formerly maintained. On October lOth, 
1931, the Government instituted a system of exchange control 
which had the eiTect of stabilising the currency, but in doing so 
froze a certain amount of short-term debt for which transfer 
resources could not be arranged. Available foreign exchange 
was allocated to importers, to national, provincial and municipal 
financial services, to residents abroad, and to public utility and 
private companies. The latter suiTered most heavily, and some 
of them were unable to meet their obligations abroad although 
they had earned the necessary profits in Argentine currency. 
On May 1st, 1933, however, an agreement was 7ntered into ~th 
Great Britain whereby a loan was 1nade avrulable to pro':"Ide 
the means of liquidating transfer arrears, and. at the same trme 
mutually sati~factory arrangements we_re ~ade for fu~ure tr~ns
fers. In effect, the short,.term debt wh1ch lt had b~en Impossible 
to transfer was liquidated by a long-term loan rssued to the 
Government. 1 

Short-term debt, however, is the . smaller part of !he. gene_ral 
problem:, and the general deterio~ation of .the econonnc situation 
du~ing the depression, and especially dunng 1932 and the. early 

1 Cf Dr Guillermo E Leguizamon, I{.B.E., " An Argentine View of the 
Proble~ of· Exchange Re;trictions ''• International .!fjairs, July-AJ!gu~t 1933, 
pag~s 504-517, · 
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part of 1933, rendered inevitable a succession of suspensions of 
debt service, either. in pa1t or as. a whole, OJ?- both short- and 
long-term debt of pnvate and. pubhc c~aracter In many countries. 
In certain cases, ~uch ~uspenswns apphed .only to the transference 
of the debt serv1ce, mterest and amortisatiOn payments being 
" blocked " in special accounts held in national currencies. In 
other cases, there was default, either partial or complete. In the 
discussion which follows, an effort is made to distinguish these 
phenomena. . _ . .. _ . 

The 'trari.sfer problem is obviously i~fluenced by the widespread 
imposition of exchange cont~ols designed . to protect national 
balances of payments and ultimately to safeguard the stability 
of national currencies. As . international trade shrank, the 
demands of foreign ·debt service upon the diminishing amounts 
-of foreign exchange available. became proportionately greater. 

· The point was soon reached in one country after ~mother where it 
was impossible to provide the exchange necessary for debt 
payments. It was, however, eased in many cases, as far as sterling 
debt was concerned when the United Kingdom abandoned the 
gold standard and still further eased when the dollar depreciated. 

There have been three principal phases of development in the 
situation. The first, which covers roughly the first years of the 
crisis to the end of 1931, consists mainly of a series of defaults on 
the part of weak debtor States, mainly in . South America. As 
successive reports of such bodies as the British Council of Foreign 
Bondholders indicate,1 there is a substantial amount of indebt
edness in the world, default on which has been a problem for 
many years. No adequate study exists either of the proportion 
of foreign lending which has fallen into default in recent years, or 
of the methods which . have been adopted _ to deal with such 
defaults. Since 1929, the arrears of default, both of interest and 
sinking funds, have accumulated and new defaults have occurred. 
In the period under consideration, Ecuador, Mexico and Turkey, 
for example, have not been able to resume payments, while new 
defaults by central" or local authorities occurred during 1931 in 
Bolivia, Peru, Chile, Brazil, Uruguay, Argentine, Dominica and 
Colombia. This development continued in the early months of 
1932, Nicaragua, Salvador, and China being added. . 

_A new phase was ushered in, presaging the financial pamc 
which broke in the spring of 1932, when in December 1931, 
Hungary was forced unilaterally to declare a transfer moratorium 
upon external debt service with the exception of that on the 
League loan. In this case, the payments were continued in 

1
• Cf., e.g., " Fifty-ninth Annual Report of .the Council of the Corporation of 

Fore1gn Bondholders for the Year 1932 ", London, Council House, No. 17, Moorgate. 
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Hungarian ~1!-rrency, put could not be transferred to creditors for 
Jack of sufficient f?reign exchange. Bulgaria, in April 1932, 'made 
an arrangement With t~e holders of Government loans to reduce 
the amount of debt service transferred to 50 per cent of the amount 
due. That percentage was further reduced to 40 per cent after 
November 1932 and to 25 per cent after April 15th 1933 In 

. April, Greece, af~er similar .ne&otiations, suspended the tra~sfer 
of payments on account of smkmg funds and in May reduced the 
interest paymen~s on public debts transferred to 30 per cent. 
By agreement With the foreign bondholders in September 1932 
interest payments were to be reduced to 30 per cent ; hut furthe; 
controversy arose, and, despite repeated negotiations, no settle
ment had been reached. at the time of writing (July 1933). 1 

In June 1932, Austna suspended the transfer of debt service 
on all f?reign debt, public and _priyate. There was a partial 
resumptiOn ·transfer from the beg1nmng of 1933, but on account 
of the delay in floating tl1e loan provided for in the Geneva 
:Protocol of July 15th, 1932, transfers were again suspended early 
in the year. 2 In November, Yugoslavia also failed to transfer 
her debt service and, in January 1933, negotiated a three-year 
moratorium with her creditors. In January 1933, also Roumania, 
after consultation with foreign bondholders' associations, sus
pended, with certain exceptions, amortisation payments. For 
one and possibly two years, therefore, Roumania agreed to 
transfer full interest but only a small part of the repayments 
due on Government loans. At the same time, however, the 
right was reserved to re-open negotiations with the bondholders 
if the budgetary receipts for the first five months of .the financial 
year 1933-34 proved unsatisfactory or if the balance of paym~nts 
did not yield the necessary foreign exchange. Notice was g1ven 
in July. that this right would be exercised. Meantime, defaults 
had occurred in Costa Rica (December 1932) and Cuba (March), 
while Paraguay followed in June. ..· 

The third phase opened in June, shortly before the Monetary 
and Economic Conference was convened, by the announce~ent 
that Gennany was forced to contemplate a transfer moraton~ 
on all her foreign debt except that coyered ~y th~ standstill 
agreements. Negotiations began almost rmmed1ately m London, 
and agreement was reached by which interest rates were ~educ~d 
and repayments deferred upon the debt <:overedby_the standstill 
agreements. The long-term debt situation was dJsc.us~ed also, 
and it was a~eed that interest should have pnonty over 

0 

1 Cf. League of Nations Financial Committee " Report to the Council on Greece" • 
July 8th 1933 (II· Economic and Financial ; 1933.II.A.14). . . . · · tri , 

2 Cf., League of Nations ••Quarterly Reports on the Financial Position of A us a • 
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amortisation payments, th~ service of tl!e Dawes loan having 
absolute priority. The President of the R~IChsbanlc also agreed to 
mve consideration to the request of the creditors that the Young loan 
payments should follow in priority .. A suggestion that the sinking 
fund payments on the Young loan should be temporarily post ... 
poned in order to accelerate the recovery .of the exchange position 
was referred . to the Banlc for InternatiOnal Settlements. 1 

The position when tlie ~fonetary and. Economic Co!llerence 
discussed the problem of mternat10nal mdebtedness m early 
July, therefore, had entered :upon a new phase. Recent defaults, 
additional to continuing default on the part of several countries, 
had occurred in Bolivia, Peru, Chile, Brazil, Uruguay, Argentine, 
Domjnica, Colombia, Nicaragua, Salvador, China, Costa Rica, 
Cuba and Paraguay. Transfer moratoria, accompanied by such 
measures as reductions of interest payments or suspensions of 
sinking funds, had been declared in Bulgaria, Greece, Yugoslavia 
and Roumania. Other transfer moratoria which did not envisage 
reductions of debt service were in force in Hungary and Austria, 
while another was under discussion for Germany and came into 
force on July lst. In addition to the blocked accounts created in 
several of the countries which had ceased to transfer debt service 

. but continued payments in domestic currencies, the foreign 
exchange controls of . many· Dther countries had resulted in 
foreigners' balances being blocked. Altogether, there were such 
blocked accounts, or accounts virtually blocked, in twenty
two countries - in Austria, Bulgaria, Germany, Hungary, 
Greece, Roumania, Yugoslavia, Angola, Argentine, Brazil, Chile, 
Costa Rica, Colombia, Nicaragua, Turkey and also in Czechoslo
vakia, Denmark, Estonia, Iceland, Latvia, Persia and Venezuela. . 

The usage of these blocked accounts varies a good deaL 2 In 
most countries, they are available for internal payments, and can 
be drawn on for tourist and similar expenditures, sometimes 
freely, but in other cases only with the permission of the. Central 
Bank. There has been a certain amount of funding of these 
balances either by the issue of long-dated Government scrip or 
long-dated bills or by the purchase of industrial securities. In 
June 1933, for example, an agreement was reached between the 
Bank of Brazil, the Brazilian Government and representatives of 
certain creditors by which the creditors delivered to the Bank 
~heir balances in Brazilian currency, the Bank 'converting them 
u~.to dollars and delivering to the creditors seventy-two equal. 
bills of exc~ange · payable monthly. In Colombia, Government 

1 London Times, June 17th,.1933 •. 
• Cf. R~}'al Institute .of Inte:r;naUonni Affairs, " Monetary· Policy and th~ 

Depression , London, Ox!ord Uruversity Press,. 1933, pages 93-118. . . 
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scrip with a ten-year currency was offered in payment f d bt 
service after December 1931. In European ·debtor co t . o . e h. 

d. · h b · ff . .· un nes sue 
fun mg as as een e ecte~ has been by private arrang~ment 
between debtors and credttors. The y ugosla'\T Governm t 
however, h3;s. concluded a funding arrangement. en ' 

The. posttlon. o~ the debtor countries may be summed up 
th~refore, by pmn~tng out that circumstances have forced som~ 
adJu~tments of the1r burdens, but that the major problems as yet 
remam unsolved. There ~ave been substantial reductions of 
short-term .debt, and vanous moratoria and suspensions of 
tra~~er, .with some defaul:: on longer-term obligations. In 
additiOn, It should be emphasised that the real burden of external 
ind~btedness has b.een greatly relieved by the exchange depre
ciatiOn of the sterhng and dollar currencies in which so large a 
proportion of the wo~ld's foreign deb~ is reckoned. A depreciation 
o.f ~ to 30 pe~ cent m these ?urrenc1es has been equivalent to a 
slffiilar reductiOn of the nommal cost of debt service where the 
natio~al curreD:cies of debtor States have not further depreciated. 
Certmn countnes of the gold bloc, however - France, Belgium 
and the Netherlands- have paid debts falling due in gold dollars, 
ignoring the abrogation of the gold clause by the United States. 
The United Kingdom in July paid. a dollar debt in paper 
dollars, but at the same time offered a conversion arrangement 
which, in effect, gave a premium to the creditors more than the 
current value of the dollar but less than gold parity. 

Moreover, the tendency since March 1933 for the general 
level of wholesale prices to rise is a definite gain, though the 
extent of that gain is limited by the extent to which the exports 
of debtor countries remain subject to unusual import restrictions. 
A rising price level, accompanied by freer trade, would go far to 
solve the ·major problems of indebte?-n_ess. . .. 

There remain, however, very difftcult cases of IndiVIdual 
countries and of individual loan transactions in those countries 
which are not likely to be met by any measure of curren~y 
devaluation, freer trade, or rising prices that s~em to be: 1n 
prospect. For cases of over-indebtedness or unw1se borro~ng, 
more radical solutions will no doubt eventually be found. Discus
sion of this problem has been some'Yhat confuse~ by. the nat';lfal 
concentration of debtors upon t.he1r present situati~n, ag~mst 
which must }:>e set an equally natural reluctance of then creditors 
to conclude permanent arrangements. at the depth of the deJ?.res-

. sion. The Stresa Conference in September 1932, ~ the meetmgs 

l League of Nations, .Commission of E~•quiry' for .European Union, "R~~ 
by the Stresa. Conference for the Econom1c RestoratiOn of Central and E . 
Euro_pe " (document C.666.M.321.1932.VII). · 
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of the Preparatory Commission. of Experts who drew up the 
draft annotated agenda of the Monetary and Economic Conference 
in January 1933 1 and the Conference itself in June and July 1933 
devoted a good deal of consideration to this general probl~m. Th~ 
resolution finally passed by the Monetary a~d Economic Confe
rence at its plenary session on. July 27t~ lrod down a series of 
general principles - the necessity of freemg trade, the sanctity 
of contracts, and the desirability of creating organisations of 
creditors with which debtors might negotiate. a 

The last principle has, in fact, emerged from the difficulties of 
recent years. The British Council of Foreign Bondholders - the 
prototype of such organisations - as founded in 1868, licensed 
by ~e Board of !rade in 1873. a~d rec~nsti~uted in 1898. by 
special Act of Parliament. Its prmc1pal obJect IS " the protection 
of the interests of the holders of foreign securities " ; but, in 
pursuit of that interest •. it acquires a great deal of valuable 
financial information and serves not . only as an instrument of 
negotiation with debtors, but also as a source of information 
regarding the possibilities of future investment. A similar 
organisation exists in France, and . another has recently been 
created in the United States. Ad hoq committees of creditors 
have been formed in other countries in recent years including 
the League Loans Committee formed to protect the interests of 
bondholders whose loans were guaranteed by the League of 
Nations ; but, in endeavouring to negotiate standstill and other 
agreements, debtor Governments have been handicapped by 
the incomplete organisation of creditor interests as a whole. It is 
to remedy this difficulty that the Conference resolution on indebt
edness included the suggestion that such organisation should 
he improved, and that co-operation should be fostered between 
the various national bodies representing creditor interests. Cau
tious steps in this direction are obviously of great importance 
in view of the large rOle played by international lending in the 
economic life of the modern world. 

A 1 ·~eague o_f Nations, Monetary and Economic Conference, " Draft Annotated 
~i:.l~~~ij:'tted by the Preparatory Commission of Experts" (document C.48. 

Lo •dLeague of Nations: Journal of the Monetary an, :1 Economic.· Conference, n on, 1933. · 



Chapter X. 

THE BALANCING OF INTERNATIONAL ACCOUNTS. 

THE PROBLEM OF INTERNATIONAL EQUILIBRIUM. 

Tl:le subjects treated in the preceding chapters of this Survey 
and particularly in those devoted to international trade monetary 
and banking. policy, and international indebtedness, :nay all be 
regarded as different aspects of one great problem-that of restor
ing bal~~c~d equ~li~rium in the economic system. The conception 
of eqmhbrmm, It IS true, presents considerable difficulties in 
~conomic discussion., mainly because such equilibrium as exists in 
practice is the unstable, shifting result of an almost infinite series 
of temporary and incessantly changing minor equilibria. Much 
of the interest and value of economic analysis lies, not only in 
the ~;~tudy of theoretically stable positions of equilibrium, but 

"'also in that of the departures from equilibrium which are the 
occasions of economic change and development. Thus the study . 
of international trade and of the forces which tend to regularise and 
balance imports and exports leads naturally to analysis of the 
processes by which population and capital resources have been 

·transferred · from more to less developed regions and have thus 
greatly facilitated the puilding up of important new units of 
economic organisation. The international commerce which 
developed so rapidly in the nineteenth and twentieth centuries is 
re;narkable, not only because of the regularity. ~n~ effic~ency 
~th which adjustments. were made and new eqmhbna_ achie':'ed 
In the national economic organisations of the coun~nes which 
participated in that commerce, but also be~ause It, was the 
vehicle by which a '' new world was called mto eXIstence to 
redress the balance of the old ". .. . 

In the Survey for 1931-32 an attempt was ,mad:e to explam 
the dynamic nature of the processes by which . mternatwnal 
accounts are balanced not as the result of a calculation at stated 
periods, but continuo~sly by the interaction of a whole series of 
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economic and financial forces - _rates of inte:~st and levels of 
prices .as well as amounts of credit and qu~ntltles of go_ods and 
services interchanged. 1 Stress was there laid upon the Inherent 
tendency of these forces to restore equilibriu~ between the 
national economic systems. But the same conceptiOn may also be 
used as a starting-point from which to analyse the phenomena of 
development as ?J~tinct from. ~ho_se of eq!-lili~rium •. It is, iri fact, 
not a static pos1tlon of eg.mhbnu;m whi?h .Is .achieVed through 
the interaction of these mternat1onal fmanc1al and economic 
relationships, but a continuous series of adjustments t_o ~shifting 
equilibrium. As much importance attaches to the shiftmg trend 
as to the adjustments which keep a balance between the national 
economic systems as the trend develops. 

It is necessary, if tliis dynamic conception is to be fruitfully 
used, to. recognise clearly that current economic analysis and 
popular discussion which . begin by assuming closed national 
economies, even if at a later· stage some modifying " interna
tional •• factors are introduced, run the risk of disregarding impor
tant elements of the problem. There is, at the present time, little 
risk of the contrary assumption of a world economic unit being 
made. Most economic discussion is concentrated upon the effects 
of different phenomena upon the national dividend, and tends to 
minimise, or even ignore, the importance of parallel developments 
in. respect of the national dividend of other countries. 

It is essential, however, to realise that the real form which 
modern . economic organisation has taken is neither that of a 
series of isolated national units nor that of a single economic world 
unit, but that of a series of partly closed, partly interdependent v 
national economies linked in a shifting equilibrium, the changes. 
in which are expressed by alterations in the. rates at which the 
respective national currencies are exchanged. As was pointed out 
in the preceding Survey, 2 it was the ~train which developed when 
the factors of interdependence (mainly financial) between national 
economies moved in such a way as to demand excessive adjust
ments of important domestic factors that threw the economic 
organisation of the whole world into confused disequilibrium. 

The realistic consideration of economic problems is possible, 
t~e~efore, only in this setting of international interdependence, as 
~stmct from either national economic independence or cosmopo
litan dreams of world unity. Nor is it possible to separate national 
fro~ international equilibrium. There can be 110 stability .of 

. national econoniic organisation which does not presuppose either 

1 World Economic Survey, 1931-32, pages 167-171. 
• Pages 43-46. 
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co~plete is?lation or ~lse a .rel~tiv:ely stable equilibrium with other 
natwnal umts-~nd Isolation IS, In fact, impossible in the modern 
world: '!.he various f!lc~ors that enter into national economic 
orgarosatwn e:::cert the1r mfluence through the prices of comm 
~ities and services of all_ kind~ ; but each national price system ~; 
wfl?-~nced by every other, 1f only because international com
petition cons~ntly tend~ . to render equal the local prices of 
important bas~c con:modttles. 

These considerations derive added importance at the present 
ti~e from the fact that ~he mec~anism of the foreign exchanges by 
whic~.normally t~e national pnce systems are connected has been 
impD;tred ov~r a Wide area, As long as it was possible to maintain 
the mternabonal gold s~and~rd. adjustments were automatic. 
·whe~, fo~ any rea~on, pnces m one country got unduly out of 
relatwn·With those In other countries, movements in the exchano:1es 
set up corrective f?rces which might ~e termed gyroscopic "'in 
character. If the pnce-levels were too h1gh, goods flowed in and 
if n~cessary, gold flo~ed 01;1t, ti~l the levels had been brought back 
again to stable relatlonshtp wrth those of other countries, The 
extraordinary smoothness and efficiency with which these auto
matic adjustments were effected disguised the complexity of the 
processes involved. When exchange rates moved against a 
country in such a . way as to render necessary a restriction of 
credit in order to safeguard the stability of the currency-in other 
words, to ensure a maintenance of international economic equili
brium - that restriction led to very intricate and complicated 
consequences. Not only was the average level of :~;>rices depressed, 
with all the consequences of disturbed equilibria between pro
duction and purchasing power, wages and costs of living, whole~ale 
and retail prices, interest rates and other costs of production, 
but the prices of individual commodities and services and the 
conditions of their prodtlction and distribution were altered also. 
It is true that the range of alteration necessary was not, as a rule, 
great .. It was only when there exi~ted a .. f~1!ldamental _caus~ of 
disequilibrium, such as the growing mflexibihty of certmn pnces, 
that· the cumulative effect over a long p~rwd o~ . ~ay-~o-d~y 
adjustments in one direction caused senous difficulties ln 
maintaining international equilibrium. · . . . . 

Since the breakdown of the gold standard, the ~ultiphc1ty. or 
the factors at work has not only become more ob .. v1 .. o:us, but .the 
disequilibria to be corrected are greater and the ~leX,IblhtJ: of pnces 
which alone makes continuous adj1,lstment possible h~ giVen. way 
to more violent fluctuations of certain prices accompamed ~y mo~e 
rigid flexibility in other parts of the pnce .. stru~ture. -r:he attemJ?rS 
which must inevitably be made to ach1eve mternat1onal equ1 1~ 



-284~ 

brium between the national economic systems are rendered vastly 
more difficult .. Instead of the factors which must be adjusted 
being gathered 'up smoothly and automatically by the working 
of the gold standard, they must be considered separately. More
over the normal controls which keep them together having been. 
broken they have tended to fly apart and to fluctuate indepen-
dently ~nd more widely. . .. ·· . . . 

Perhaps the best ~llustrat10n of t~Is pr?blem IS to be found 
in the difficulty which surrounds discussion of the exchange 
rates which are actually in operation, of their relation to what 
miaht be a true equilibrium rate, and of the most suitable rates 
th:t might in the future be adopted as the basis of a new and 
lasting equilibrium between the . national price systems. If 
answers are desired to the questions whether, at a particular rate, 
a currency is under- or over-valued, or whether permanent 
stabilisation might be possible at certain rates, very complex 

·considerations must. be taken into account. The diversity of 
opinion entertained in regard to these questions is a natural 
reflection, not only of the legitimate differences of opinion that 
may be held, and of the relative weight to be attached to various 
factors in the equation, but also of the virtual impossibility of 
measuring, and still less of forecasting, the development of many 
of the more important of them. 

Thus, it is not sufficient merely to consider the relative levels 
of wholesale prices in the countries concerned. Setting aside for 
the moment the very important movements of short-term credit 
that are induced at short notice either by speculative possibilities 
or by flights from currency instability, there are very complex 
difficulties created by the divergent movements and variant 
flexibility of different sorts of. prices within each country. 
Moreover, monetary policies pursued in the present circumstances 
of managed currencies at:e an extremely important element in 
the problem. At any moment it is difficult to find ratios -which 
must necessarily be multilateral - that exactly fit the needs of 
not only wholesale but· retail price-levels, the cost of living, 
wages, export and import prices, the balance of trade, etc., in all 
the countries concerned. That difficulty is all the greater because 
the factors change incessantly from day to day, especially when 
the monetary policies of important countries are still in process 
of development. . . 

No doubt, as monetary policies become more defined, and their 
re~ults become more evident, the range of exchange fluctuations . 
W!ll .gra~ually. narrow and experimental de facto stabilisation 
Within f:nrly ~de. limits be.ef~ective. The possibilities of holding 
fluctuations Within . such hnuts depend, obviously enough, not 
only upon freedom from. new and violent disturbances, but also 
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~pon the ~chievem~nt ?f suf!iCient flexibilit~ within national 
price systems to h?-ng mto lm~ such domestic factors as are 
out of harmony With the equilibrium gradually developed. 

THE BALANCE OF COMMODITY T~At>E. 

Detailed s_tatistics of forei~n ~rade in 1932 are not yet available 
for all countnes, but an enqmry mto the geographical distribution 
of the trade of fifteen important countries, the aggregate trade 
of which repr~sents about 60 per cent _of world trade,l reveals 
the fact that bilateral trade. (the value of Imports oiiset. by exports 
to the same country) fell, m 1932, to 37 per cent of Its value in 
1929. Triangular trade (the value of imports oiiset by exports 
to other countries than that from which the imports are derived) 
fell to 30 p~r cent of i~s 1929 value. The aggregate net b~ances 
of commodtty trade (tmports or exports not offset but paid for 
by invisible items of export or import) fell only to 61.4 per cent 
of the 1929 figures. 

The following table shows the value, movement and distri
bution of the three groups : 

Gold $ (OOO,OOO's) Percentage 
movement 

Percentage 
distribution 

1929 I 1931 I 1932 192911931 11932 1929 1931 1932 

Bilateral trade 26,999 15,269 10,011 100 56.5 37.1 72.0 66.9 69.3 
Triangular trade. 6,423 3,313 1,926 100 51.6 30.0 17.1 14.5 13.3 
Aggregate net 

commodity bal-
4,106 4,238 2,520 100 103.2 6L4 10.9 18.617. ances. •. . 

---- - -- - f-- -
Total 37,528 22,820 14,457 100 60.8 38.5 100 100 100 . . 

4 

roo 
The aggregate net commodity balances, which represe~} 

mainly the net outward or . inward paJD:len~s on acc~~!~nts 
fixed debt charges and of ~ervices, rev;al sigmjfa~~e:o balances 
in these years. In the penod from ~9 ... ~ to 19 'but from 1931 
increased, in spite of the great declme_ m trade, Thi a ears 
to 1932 they fell more than any of the other gr~~b~· servi~e $foved 
to indicate that, in 1932, the f~ll p~yme~~ 1 ade The tendency 
impossible in face of the declme 0 ":

0r or[ and export values 
in 1932 for the difference betwee~ Imp . below. 
to diminish is demonstrated by the dtagram g:tven 

. . ade 1932 'Geneva, 1933,. page 132, 1 League of Nations ;Review of World 'J'r 1 ' 
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Imports and Exports of Certain Countries. 
Values in gold $ (OOO,OOO's). 
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Inspe~tion. of_-the commodity imports and exports for a number 
of countnes dunng the four y~ars 1929-1932 below reveals a 
number of f?rces at w~rk. Up till t~e end. of 1931, the tendency 
was for creditor count~Ies to ~nd the~r passive balances increasing 
and for .debtor count!Ies ~o. Increase their active balance. Thus 
the P.assrve balance (m mrlhon do!l~rs gold) in France rose from 
333m 1929 to 464 m 1931, dechmng to 398 in 1932. Among 
debtors, ~ermany converte~ a passive balance of 173 in 1929 
to an acbve balance of 384m 1931, but was unable to maintain 
thiS figure, the active balance in 1932 shrinking to 242. There 
were many cases, however, where it was impossible for the 
debtor countries to. make headway against the fall in prices, 
China, Spain, Hungary, the Irish Free State, British Malaya, 
and the U.S.S.R are cases wl1ere, after an initial jmprovement, 
the balance of trade became more adverse. The statistics of 
India need special explanation, the smaller active balance of 
commodity trade being the counterpart of large exports of gold 
released from hoarding. . . . · 

The trade values recorded are the result of two factors - the 
quantum of trade and relative prices. It will be obvious from 
the diagram below tha~ ~he great ~a!lufacturing countries have 
maintained the quantrtres of therr Imports better than those 
of their exports. 

I mporfs and Exports of Certain Countries. 
Quantum (Base : 1929 = 100). 
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This fact is, of course, the coro . he middle of 1932, the 
te~s of trade PY ~hich, at least till ft 11 relatively faster than 
pnces of raw matenals and foodhsttu ~s t~e agricultural countries, 
those of manufactured goods, so t a • 1n · · . 
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export prices fell relatively to import pric~s, and, in the :manufac
turing countries, import prices f~ll relattve~y to export prices. 
In other words, the manufactun_ng countne~ s~ld less but at 
relatively favourable prices, while the agncultural countries 
sold more but at very low prices. The movements of the ter:ms 
of trade adversely·to the agricultural countries until the :middle 
of 1932 is clearly shown in the diagram and table in Chapter II. 

Debtors: 
Argentine . 
Australia .• 
Austria .• 
Germany 2 • 

India 
New Zealand 

Creditors: 
Belgium .. 
France. 
Netherlands. 
Switzerland 3 

United 
Kingdom. 

United 
States .• 

Net Balance of Commodity Trade. 
( + : Excess of exports over imports ; 
-: excess of imports over exports.) 

Gold $ (OOO,OOO's)• 

I 
19:!9 

(.\'( lvn.xn 
1930 I 1931 I 1932 11933 

(.\'( YII-XII I-VI I VII-XH I I-VI ·I \'II-XII ~ 

+113 -26 -32 f- 72 + 30 + 49 + 90 + 25 + 23 1 

+ 15 -129 -54 + 12 + 68 + 50 + 61 + 20 +50 
-72 I- 79 -64 1- 56 -62 -60 -52 -36 -29 
-154 i-16 + 32 +191 +170 +414 +128 +114 + 68· 
+131 +131 +128 +105 + 30 + 61 + 1 + 3 + 28 
+71 -.45 + 30 I- 30 + 34 -. 3 + 27 + 4 + 34 

-40 -64 f- 90 -46 ...,.... 16 - 11- 16 -25 -13 
-225 -92 i-166 -213 -271 -190 -205 -193 -240 
-143 -163 -158 -123 -125 ~109 :-105 -78 -84 
-56 -73 -73 r-103 -76 -78 -95 -91 -73 

-903 i-955 -906 i-974 -885 -928 -515 -486 -411 

+347 +471 +224 +443 +196 + 94 + 78 +169 + 
' 

71 

The cumulative effects of the depression and of the trade 
restrictions which it engendered are clearly revealed both in the 
decreased passive balances of the creditor countries in 1932 and 
in. the decreased active balances of those debtor countries most 
affected by the trade restrictions. The moral is pointed by the 
contrast afforded by those debtor agricultural countries which 
supplied markets, such as the United Kingdom and the United 
States, where quantitative import restrictions are not greatly 
·developed.. In such countries as Australia, New Zealand and the 
Argentine, the balances of commodity trade went far to right 
themselves by the end of 1932, and the early months of 1933 
saw .a considerable revival of imports into those countries. The 
recovery of purchasing power in these countries where the 
depr~swn began so early is a good omen. . . , 

1 January to April only. The figure for the same period in l932 was + 68. 
1 Excluding reparations in kind. 
1 Including bullion, · · 
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Imports and Exports of Certain Agricultural Countries •.. 
Gold $ (OOO'OOO's). · 

Country 1929 
First 

1930 1931 1932 six months 

1932 I 1933 

Argentine: Imports ; 820 617 349 215 72 1 75 1 Exports 907 513 428 330 1401 98 1 Balance ' + 87 - 104 + 79 + 115 + 68 + 23 
Australia : Imports 706 460 197 187 79 85 Exports . 592 418 315 268 140 135 Balance ·- 114 - 42 + 118 + 81 + 61 +50 
Brazil; Imports j 422 261 140 106 ,!4. 6P Exports 461 318 241 179 83 2 82 1 

Balance + 39 + 57 + 101 + 73 + 39 + 21 
New Zealand : Imports 233 204 110 78 36 33 Exports 259 204 141 109 68 67 Balance + 26 ± O+ 31 + 31 + 32 + 34 
Palestine: Imports 35 34 27 27 53 sa 

Exports 8 9 7 8 53 63 
Balance . -- 27 - 25 - 20 - 19 ± 0 - 2 

Siam: Imports 86 65 40 29 14 2 91: 
Exports 94 69 49 45 201 . 1.2 2 

Balance ' 8+ 4+ 9+ 16 + 6 + 3 T 

South Africa : Imports 417 324 263 168 74 .71 
Exports 454 389 333 :322 159 155 
Balance +. 37 + 65 + 70 + 154 + 85 + 84 

, . 

. THE CIRCULATION OF CAPITAL. 

During the course of the .depression, great changes have taken 
place in the invisible imports and exports which mus! be incl!lded 
In any col'nplete statemen~ of the balances of mternatlonal 
payments.4 Generally spealdng, these invisible items have 
shrunk very considerably in t932. Thus, the external· balances 
of the United Kingdom in x·espect of shipping income, .income 
from overseas investments and net receipts from short mterest 
and commissions have all fallen heavily. 

1 First four months. 
' First five months. 
• First three months. · . · h d 
• Cf. the forthcoming volume Balarices of Paymenls, 1932, to be publis e 

at the end of 1933. -
1!1 
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.Balances of Income and Expenditure in the Transactions (other
than Lending and Repayment of Capital) between the 

United Kingdom and· all Other Countries. 
£ sterling (OOO'OOO's). 

1 t929 1 t93o I t931 I 1932 

Excess of merchandise imports 
(including silver coin and bullion) 381 

Estimated excess of Government 
receipts from overseas 1 • • , • 24 

Estimated net national shipping . 
income ....... , . . . 130 

Estimated net income from overseas 
investments • . . • . . . , . 250 

Estimated net receipts from short 
interest and commissions . • • .65 

Estimated net receipts from other · 
sources 15 

386 

19 

105 

220 

55 

15 

408 2&9 

14 '--. 252 

80 70 

170 140 

30 30 

10 15 

Examples might be .drawn from other countries. Thus, the 
tourist expenditure abroad by citizens of the United States fell 

·from $868 million in 1929 to $446 million in 1932. Emigrants' 
remittances in, the same period· fell from $240 million to $138 
million, and missionary and charitable contributions from 
$49 million to $31 million. The earnings of Canadians employed 
in the United States felUrom $13.7 million in 1929 to $0.8 million 
in 1932.· Dividends and trade profits remitted from the Dutch 
East Indies amounted, in 1929, to $100 million, but, in 1932, had 
fallen to $12.5 million. The expenses of Norwegian whaling 
companies abroad felUrom $5.3 million in 1929 and $8.6 million 
in 1930 to $1.4 million in 1932. While this is the general rule, 
there are many contrary cases where the dislocation of equilibrium 
between national price-levels has caused considerable shifts 
and, in many .countries, increases in international services. Thus, 
tourist traffic in the gold-standard countries has fallen off ; 
but, in the countries with depreciated countries or with blocked 
accounts that can be drawn upon at favourable rates, tourist 
traffic has increased. 

1 Including some items on loan account. · 
1 Estimated ex,cess o! Government payments made overseas, 
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.lnternational Capital Movements. x . 
Net Inward ( +) or Outward ( ) C . 

in Gold $ (OOO,OOO;s). aprtal Balances 

Cpuntry I ~~i~~t~f I 1928 11929 11930 jt93 

- 1 193:1 

creditqr countries : 
France 1 • . Indirect f- 237 + 20 + 252 

·Sweden . { Indirect f- 19 1--'-' 71 
+ 788 .... ,.-

I- 26 + 23 Direct. f- 39 - 26 
.-.. 

United Kingdom a Indirect - 84 + 13 
- 569 f- 574 -112 

. ~'· 
United States {Indirect -1,126 f- 225 1--'-' 295 

+ 313 +260 
Direct. 1-1,032 r- 134 

± 0 -547 
I- 687 I- 165 -661 

Debtor countriel! : 
Argentine 6 { Indirect + 181 + 4 + 243 - {··· Direct . + 131 + 38 + 167 + 1 ••. 
Australia 8 • 

{ Indirect ... + 188 + 214 + 15 . 56 

Canada 
Direct. 

''2ot + 99 + 189 + 22-101 
Indirect - + 65 + 159 27 -64 

Denmark . { Indirect - 1- 9+ 5+ 12 I- 16 
Direct • ± 01- 9+ 2+ 29 I- 18 

Dutch East Indies• { Indirect ± 0+ 66 + 60 + 28 - '4 
Direct. - 8+ 32 + 32 + 32 + 47 

Finland. Indirect + 40 + 12 - 5 I- 24 
Germany 8 • Indirect + 961 + 506 + 110 1- 510 -101 

Hungary { Indirect + 91 + 38 + 24 + 39 
Direct • + 88 + 36 + 37 + 50 

India • Indirect + . 67 + 37 + 92 - 86 1- 25 
New Zeaia~d '9 , Indirect - 5 + 53 + 49 + 4 ..... 
Norway. { Indirect + 33 + 10 + 29 + 27 - 5 

Direct • + 33 + 14 + 37 + 25 1-12 
Poland . Indirect + 124 + 67 + 9 + 1 "'·'~ .. f 

Turkey Indirect + 11 + 50 - 6 + 3 .~··~·:.~ 

' 
1 The figures are based on official or private statements concerning the balance 

or payments of the countries in question. Full dct!lils of the st!ltements for the 
years 1927·1930 !lrC given in Balances of Payments., 1930 (Series of Publications 
1931.1I.A.28.ii). 

Al.l the figures are estimates, subject to some margin of error. Whenever possible, 
two f1gures fpr the capital balance are given - namely ; 

.. (1) The balance as calculated indirectly from the balance of non-capital 
Items (trade in goods, gold movements, net receipts or payments on account 
of interest, dividends, freights, emigrants, remittances, tourists and miscella
neous services) ., 

(2) The bai;nce as calculated direcl/y from the known movement of capital 
In the form of the new loans raised, amortisation payments, purchases and 
sales of outstanding securities, changes In floating debts or assets, etc. . 
If the statements could be made exact and complete, the two estimates would 

agree exactly in each year. . . . . · · · · 
lVhcn not otherwise indicated in the footnotes, payments for _the !ID!ortlsat!li11 of 

!DOl' debts, but not reparation payments, haue been co~nted as cap1~al !lems. Changes 
In the ~ount of gold under earmark held for fore1gn_ acc?unt m the country, or 
for national account·abroad, have been counted as capital items. . . 

(Footnotes • to • oil followmg pafle. 
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·such scattered illustr~tion~ . as those given. above serve to 
show in what. varied. drrectwns the d~pression · has reduced 
earnings and commissions. It should be noted, however, both 
in respect of these figures and of those quoted ~lsewhere in 
discussions of the balances of payments, that their reduction 
for conveiuence, to gold dollar values tends t~ exaggerate th~ 
extent to which th~ shrinkage. of th~ b~lances m1plies difi!.culty 
in meeting international fi.nanctal obllgatwns. As ~va~ previOusly 
noted in the chapter on mdebtedD:ess, the de~r~clahon of both 
sterling and the dollar from their gold pant~es has greatly 
relieved the exterp.al burden upon those countnes whose debts 
are expressed in terms of tbe depreciated . currencies .. 

The striking extent to which normal capital movements have 
been reversed in recent years may be illustrated by the preceding 
table and the diagram which follows. It will be seen that there 
is a clear tendency for the great creditor countries to receive 
net· imports instead of sending out net exports .on capital 
account, while the debtor countries have a net export balance 
on capital account. . . · · ·· 

The reversal of capital movements in recent years is obviously 
due to the fact :that debtor countries have continued to pay 
interest and amortisation, except where there has been a flight 
of capital or where excessive strain on their externa.l ba.lances has 
caused them either to default or to seek temporary accommoda
tion from their. creditors, while new capital issues on foreign 
account in the great financial centres have shrunk very greatly 
indeed. Defaults and suspensions of transfer have been responsible 
for some of the shrinkage of invisible 'imports and exports pre
viouSly referred to .. Thus, it is estimated that the net income 
received in the United Kingdom from overseas investment suf
fered the following changes in 1931: defaults. on overseas Govern
ment loans amounted to £1,000,000, while the interest receipts 
from other loan capital fell by about 10 per cent and receipts 
from variable interest securities (including preference shares) fell 
by 40 per cent. In_1932, defaults on Government loans amounted 
to. ~,000,000; but interest receipts on other loan capital kept up 
farrly well, the defaults which occurred being largely offset by the 

• Excluding amortisation of inter-allied debts. 
• Excluding Government capital transactions (e.g., receipts and payments 

on account of war debts). · · · 
-' (1932) Of which net release of gold from earmark- 457. 
• .Year ending September 30th. Excluding amortlsation_of public qebt and 

certrun mortgage bonds. 
• Year ending June 30th. · · 
•· Excluding re-investment in the country of interest and dividends earned 

by foreign capital. . 
• Excluding amortisation or the Dawes Loan (about $6 million annually). 

· • Year ending Mar.ch 31st of following year. · 
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International Capital Movements. 1 

Net Inward ( +) or Outward (-) Balances in Terms 
. of Gold $ (OOO,OOO's). 

11!1 

II I. •· 

... 

--

... T I I 

L. 

. u nlhly Bulletin of Statistics, No. 5, :May 1933, 1 Gf. League of Nabons "~o . · . 
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gold premiums on some payments. T~e returns on -variable 
interest securiti~. however, fell off ?ne-third f~om the 1931 total. 

The extent to which intern.at10nal len~mg_ has shrunk is 
disclosed· in the following table : . 

In 

1928 
UnUod ( 1929 

States of 1930 
America· 1931 

1932 r ... United 1929 
1930 Kingdom 1931 
1932 

Jssu'es for Foreign AccounL 1 

$ (OOO,OOO's). 

Canada 
Asia and Latin 

Europe and Africa New- America 
Oceania found-

land 

598 137 - I 185 331 
142 58 - 295 176 
233 62 -· 281 199 

78 25 - 125 1 
- ~ - 29 -

164 232 80 98 . 96 
105 139 51 74 78 
53 195 129 17 101 
14 125 36 6 26 
- 40 46 9 -

lssues 
not 

speci- Total 
fied 

- 1,251 
- 671 

130 905 
- 229 - 29 

28 698 
12 459 
34 529 
2 209 
7 102 

It is quite clear also that, together with this great shrinkage 
of foreign lending, the tendency noted in the Survey for 1931-32, 
for· such lending to be confined mainly to Government loans 
in countries connected closely with the lending centre, has been 
strongly accentuated. For example, the total issues on foreign 
account in the London Money Market amounted, in 1929, to 
£94,300,000 · and, in 1932, to £29,200,000. Government loans 
declined from £30,400,000 to £24,600,000 ; municipal issues from 
£4,300,000 to £1,000,000 ; -railway loans from £12,300,000 to 
£1,300,000; and loans for industrial undertakings from £47,300,000 
to £2,300,000. It is particularly significant that, whereas loans to 
India and Ceylon declined in these years from £10,100,000 to 
£6,400,000, _and those to other British countries from £44,300,000 
to £22,500,000, loans to foreign countries, mainly because of the 
embargo imposed during the conversion period, ceased almost 
completely, falling from £39,900,000 to £300,000. . 

· The liquidation of short-term: balances during the latter half 
of 1932, already referred to in Chapter VIII, was not as great 

1 League of Nations Balances of Payments 1931-32; _ The figures 'f~r. the 
Ul'l;ited States refer to nominal value, and th_ose 'tor the United Kingdom to price 
Of ISSUe. 
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~~;fta~e~~~hd~~~ P~~~e !~J~~ ~1e\;3T?~h~ afte~ the financi~l 
movement reinforced the drain of capital u • as m 1931, th1s 

~g~g;:J~;· tl~: :net res\dts may be roughly ~~1c:n~~~:r 1~b;~~ 

lnt.er.national Short-Term Capital M .. 0 . l 1 . d ( . ) 0 . uemen s. 
Inwar. + or . utward (-) Capital Balance in M1'II"o ·· f D 1·1 

b d 0 D. ·t E t' . · 1 ns o o ars, 
ase n lrec s Imate of Changes in Floating Debts 

or Assets. 

: I 1927 I 1928 I 1929 I 9 1 30 1931 1932 

Creditor countries : I 
Sweden 8 - 54 + 10 - 18 + 8 + 48 United States . + 1,005 -348 40 -463 -398 -908 

Debtor countries : 
Argentine .. 

:I 
8+ 24 - 11 - 8+ 7 ''"'·" Czechoslovakia • 13 - 12 + 4- 28 + 35 

Denmark 28 1- 42 3+ 5+ 
..... . 35 1-- 11 

G.erroany 
(incomplete data) . + 634 + 536 + 349 t- 156 1-- 553 I-- 56 

Hungary 3 ••••• + 35 + 33 - 2 + 2 + 47 ··'-"• 
Norway . - 14 - 13 + 18 + 41 + 19 - 13 

Such a stoppage, and in many cases reversal, of capital 
movements gravely affected. the terms of trade in the debtor 
countries ; but, as was previously indicated, the more favourable 
price movements in the latter part of 1932, combined with consider
able measures of internal adjustment in the debtor countries, 
placed many of them in a somewhat more favourable position at 
the end of the year .. The violence of the price movements and 
of exchange rates in 1931 and the early part of 1932, together with 
the restrictionS on trade and foreign exchange controls, distorted 
the normal relationships to a degree that can be described only 
as a destruction of international economic equilibrium. The 
connection between capital exports, gold movements, the relative 
prices of raw materials and finished products, and industrial 
activity demonstr:;~.ted in the preceding Survey 4 was temporarily 
obscured by the violence of price movements and the collapse of 
economic activity in the financial panic . 

. 1 League of Nations Monthly Bulletin, No. 5, 1933, The footnotes to the table 
on international capital movements apply also to this table. 

• Operations by banks only. . . . · . 
• .In the years 1930 and 1931, medium-term capital transactiOJ?S are mcluded. 
• Page 184. . · · . · 
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· Brief reference should be made, in conclusion, to the far-. 
reaching. effects of the decisions recently taken in the United 
States and the United Kingd?m concerrung the legal 'V~lidity of 
. the ... gold clause " i~ debt contract~. Such flauses, s~Ipulating 
in various formula: the payment .of mterest and amortisation in 
gold currency of a specific standard weight and fineness or in 
gold currency of the sta~dard in force at a p~rticular date, were 
commonly incoEporated m loan contracts mamly as a guarantee 
to the lender against losses e_nt~led b¥ currency depreciation. 
Apart, however, from depr~c1atwn, pnce. movements entailed 
some element of uncertainty m the commodity value of payments 
spread ~ver a lon_g terr~ of years. ~ising prices entailed some loss 
to creditors ; fallmg pnces- some gam. In recent years, the fall in 
prices has been so severe that a considerable: extra strain was 
placed upon the debtors required to pay in, currencies which had 
appreciated 'violently. · 

As one result of the-measures taken to deal with the banking 
panic, and of the depreciation of the dollar, legislation abrogating 
the gold clause was passed in the United States; The law of 
March 14th, 1900, defining the dollar of 25.8 grains of gold, nine
tenths fine, as the standard currency of the United States, was 
repealed, and the gold clauses in existing· contracts were declared 

·-invalid as '' against public policy '', This legislation applies to 
all contracts, domestic or foreign. . 

A decision of the British Court of Appeal in a case brought by a 
bondholder to secure enforcement of the gold clause in a loan 
contract upheld the decision of the Court of Chancery that 
payment in legal tender satisfied the debt. It was held invalid for 
the contracting parties to assess ·consideration to be paid in terms 
of a currency not recognised by the State as legal tender. 1 

· In the same sense, the action of the British Treasury in paying 
the obligations due under a 5 Yz per cent dollar loan in paper 
dollars, though partly compensated by ,a conversion offer which 
gave favourable terms to the holders of the loan, was a de facto 
recognition of the validity of the United States action in abro-
gating the gold clause in existing contracts. 2 · . 

. The highest courts~ the Supreme Court of the United States 
and the House of Lords ........: have not yet pronounced on this issue, 
so ~~at the legal position remains somewhat in doubt. If the 
decisions are upheld, they clearly affect very considerably the 
prospects of a resumption of international capital movements in 
the future, and may cause important changes in the form which 
any -such capital ~ovements take. · · · 

' C! •• Economist, March 25th, 1933, page 647. 
• lbzd. July 22nd, 1933, page 175• . · 
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GoLp MovEMENTS DURING 1932. 

Th7 main. inter.est. attachi.ng to gold movements since the 
financial paruc which began m the spring of 1931 has lai · ' 
their be~mg upon th~ distribution of gold reserves in the w~l~ 
and not In t.heir bearmg upon the balancing of payments. Th~ 
breakdown of the ~old standard has dissociated gold shipments 
from. current re.qmren:e;nt~ on trading account. Such inter
natw~al ec~nomic eqmhbnum a~ exists has been secured by 

. changmg pnce-levels and fluctuatmg exchange rates with which 
the gold movements have had little connection. 

The fact that in.l932 ·;,g?ld movements reached proportions 
never before experienced 1s, however, sufficient evidence of 
the gr~at importance still attached almost universally to the 
possessiOn of gold. By a gradual process of evolution extending 
over many centuries, it has become recognised as a standard of 
value, and it is clear that the value of gold in terms of commodities 
is largely derived from the monetary demand, which is much 
greater than the demand for its use in the arts or for ornament. 
There is quite obviously a widespread expectation that gold will 
continue to be used for monetary purposes, and possibly at 
higher commodity values resulting from currency devaluation 
in many countries. The competition for gold has been greater 
and the price paid for it has been higher since its use as a 
standard . of value was suspended in so many countries, and 
tllis can only be in anticipation of the resumption of the gold 
standard at a future date. 

During 1932, the production of new gold from the mines 
-reached record figures, the increase being widespread, but greatest 
in South Africa Canada and the United States} The search for 
gold, especially' in the countries which, by departing from the 
gold standard, have raised the price of gold in leg~ tender, 
has been one of the picturesque results of·the depressiOn. .The 
greatest practical eiiect has been the increase of the ore :rmJ:!ed 
by large-scale capitalist methods. Lo~-grade and deep ores, which 
were not profitable at the price rulmg before the abandonment 
of the gold standard. beca.me profitable ~hen the standard was 
abandoned. Prospecting for· new goldf1~lds w~ a~so pushed 
energetically in widely separated countnes - m S1bena and 
the Soviet Union Australia an<:l New Zealand, Japan, Canada 
and Kenya - and old fields were worked over once more by new 
tnethods. 

- • In 1933, boweve~, as the export of gold is Erohibited and.thre i~~~ ~:~:~l~~ 
market, production in the Unit~d States h1asl\,alle~ t~u~~~a0~(rl1{A.pril 185,000 in 
output of gold fell fron'l 252,000 fnre ounces n ,barc;_933 ' · · ' 
May and 142,000 in .June. Annalist, August 4t • · 
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The r~sult of all this at;tivity is summaris~d statistically in 
the following table : 

The Production· of" Gold.l 
(Kilogra.mmes.) 

1 1929 1930 1 1931 1932 

South Africa . 
Canada 
United States ~ . 
Australia. 
Mexico .... 
Southern Rhodesia 
japan • 
India . 
Belgian Congo3· • • 

Gold Coast •.• 
Colombia' , . 
Pbilippines . .. . • 
New Zealand . • . . . • • 
Korea (Chosen). : . • :. 
Other countrie~ (approx.) . 

Total ·• • 

323,860 
59,977 
64,042 
13,286 
20,276 
17,443 
10,422 
11,315 
5,375 
6,465 
4,248 
4,996 
3,500 
5,553 

28,000 

333,316 
65,382 
66,521 
14,513 
20,808 
17,033 
12,068 
.10,239 

6,093 
7,493 
4,937 
5,574 
4,015. 
6,186 

28,500 

338,337 
83,789 
68,854* 
18,745 
19,378 
16,551 
13,372 
10,280 

7,425 
8,138 
6,043 
5,400 
4,045 
9,031 

30,000 

359,504 
94,884 
70,894* 
22,000* 
18,164 
17,858 
13,200* 
10,000 
8,547 

7,721 
7,100 
6,200 
6,000 

32,000 

579,000* 603,000* 639,000* 683,000* 

Another result of the gold premium: in terms of depreciated 
currencies has been the release of unexpectedly large amounts 
of gold from hoards in Far-Eastern countries. The amount of 
gold thus made available from India alone .is estimated by the 
Bank for International Settlements as amounting during 1932 
to "more. than l,ooo· million Swiss francs, a sum not greatly 
inferior to the value of South-African ·production, which was 
1,238 million Swiss francs ••.5 

The· greater amounts of gold made avaiiable have been 
ab~orbed mainly in Central Bank monetary reserves. The 
demand for gold in the arts has fallen to very low levels, and, 
with the normal flow of gold to the Far East for hoarding reversed, 
much greater amounts were available for •monetary purposes. 
Hoarding .in certain European countries, ap.d f,or a time in the 

• Provisional. . 
1 League of Nations ~lalislical Year-Book, 1932-88, page 130 •. The data represen.t, 

wherever possible, the fme-gold content of ore mined or exported. For a certam 
·number of countries, liowever, the data represent smelter production. In several 
·cases, the original data do not contain any reference to the nature of the statistics. 
The wo~ld totals are affected by the exclusion of China and the U.S.S.R. and by the 
uncertam character of the statistics of several South-American countries. 

• Including Alaska. 
• Industrial production, · 
• The data are uncertain and vary. 
1 

" ',['bird Annual Report ", cf. cit., page 6, 
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United States, caused a drain. upo th · 
middle of 1932 they stood at hi h~ 1 . ese reserves ; but at the 
recorded, .. ':[he following table s~ows eh!~ than any previously 
changes took place during the period• 1931 e;~~3 ~hathvery great 
of individual .. Central Banks. In the revi - ·· . . m t e h?ldings 
was presented showing the movemenlof ous Suruey, a diagram 
B.anl<S and T~easuries from 1925 to Marc~o~~{~serves ?f Central 
diagrams wh1ch follow supplement this dia · The table ~nd 
quarterly movements since that date. gram by showmg 

Central Monetary Gold Rt;serues of the World at End 
of Successwe Quarters. 

Gold $ (OOO,OOO's) 

Country 
1931 1932 1933 

II I In I IV I I n I Ut r IV I I II 

United States, . 4,593 4,365 4,051 3,986 3,466 3,748 4,045 3,916 Franre •••••••. 2,211 2,325 2,683 3,010 3,217 3,239 
3,996° 

United Kingdom and 3,257 3,150 3,183 
Irish Free State • 800 662 590 591 666 683 587 8•10 Spain •••. . . 468 439 434 434 927 

Belgium ••• 200 
435 435 436 436 436 . 347 354 350 357 359 361 371 372 Swllzerland . 162 328 453 471 503 

Italb .... 
509 477 489 36! 283 287 296 296 298 

Net crlands 200 282 357 
305 307 331 356 

353 394 416 415 381 3.09 Argentine 340 279 252 248 248 248 248 248 248 Japan • 424 408 234 214 214 214 212 212 212 
India • 151 162 162 162 162 162 162 162 162 
Sweden 64 53 55 55 55 55 
Gennnny • 

55 62 71 
354 326 251 226 215 207 209 193 62 

Poland • 64 64 67 64 51 55 56 55 53 
South Africa . 36 36 43 36 42 35 39 55 71 
.Czechoslovakia 40 45 49 49 49 49 51 51 51 
Other countries : 

World Total (l'Xcluding 
----1--1---1-------

U.S.S.R.) •• , , , , 11,130 11,102 11,052 11,262 11,092 11,427 11,632 111,667 t:i,5so• 

. The movem,ents ~hat have ta~en place are shown graphically 
m the followmg diagrams, Which make clear the successive 
losses, alternating with partial regaining of reserves, in the 
:United States; the stabilisation. of French holdings after a rapid 
mcrease till the middle of 1932 ; the steady growth of the Italian 
reserves ; the strengthening of the British position in 1933 ; the 
~eakening of those in. Germany and Japan, and the substantial 
mcreases in Switzerland, Belgium and the Netherlands in 1931 
and the early part of 1932. 

It remains only to draw attention to the development on a 
g_reat scale of gold hoarding in· various· ~estern countries, ~ar~ 
t1cularly in Western Europe and the Uruted States of Ame~1ca .. 
A gradual concentration. of the gold stoc~ of the world. mto 
Central Bank reserves was taking place ~p till !"-?out the ~1ddle 
of 1931 ; but at that time fears of currency mstab1hty, dramatically . . 
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confirmed by the depreciation o! sterling i~ September, ·led to 
hoarding on a large scale. In spxte of a decline m the industrial 
consumption. of new gold and a con~iderable increase in world 
gold productxon, and although very Important amounts of gold 
from Indian hoards and other non-monetary sources became 
available for monetary use, total central gold reserves actually 
drqpped between: the end of June and th~ end of December 1931. 

Central Monetary Gold Reserves of Certain Countries. 
In Terms of Gold $ (OOO,OOO's). 
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Although total. reser:res. again increased very . considerably 
in the course of 1932, tins mcrease fell appreciably short of the 
total of ne~ gold and old non-monetary gold which in that year 
beeame avrulabl~ for monetary purposes. On the basis of such · 
information - m p~rt, rather approximate in character - as 
is available concerrung gold prod\tction, consumption in the 
arts and rele.ases from old non-monetary gold stocks, it may be 
indirectly estimated that the total " other monetary gold stocks ", 
which in June 1931 was about $700 million, had increased at the 
end of 1932 to roughly $1,250 to $1,300 million, mainly on account 
of rivate hoarding in Europe and North America. _ 

)n. the first half of 1933, there was a further development of 
rivate hoarding in certain parts of the world. After the banking 

~anic in the United States, legislative action was taken to compel 
a :return of hoarded gold to bank . reserves ; but hoarding in 
Europe continued, ~nd is still in progr~ss at the moment of 

. writing. 



Chapter XI. 

THE ECONOMIC SITUATION IN JULY 1933. 

THE MoNETARY AND EcoNOMIC CoNFERENC~. 

The statistical evidence of rising prices, increased production 
and diminished unemployment presented in the succeeding 
sections of this chapter indicate that, in the second quarter of 
1933 there was, at least temporarily, a definite upward turn 
in the business cycle. The fact that this improvement followed 
a similar period of. revival in the third quarter of 1932, not all 
of which was lost in the winter . recession, encouraged the belief 
that a measure of adjustment had taken place in a sufficiently 
large number of countries to warrant the hope that the period 
of deflation and deferred business activity was working itself 
out. Large problems remained to be solved, and some of them, 
notably the paralysis of international finance, exchange instability, 
and th~ widespread and drastic restrictions imposed on inter
national trade, threatened to set fairly narrow limits, both in 
extent and in time, to the recovery which appeared to be under 
way. These obstacles lay almost entirely in the sphere of inter~ 
national action, and there was general agreement that steps 
towards their removal were essential i~ recovery was to be lasting 
and substantial. · 

It was to take the necessary measures in these ftelds that the 
Monetary and Economic Conference was decided upon at the 
Lausanne Conference in July 1932; but it was recognised that 
the timing of the Conference presented a delicate and difficult 
problem. The Preparatory Commission ·of Experts, which in 
January 1933 wor;ked out the Draft Annotated Agenda for the 
Conference, represented the . need for action as urgent ; but. 
before the Conference was convoked, the economic situation 
ha~ greatly changed. The actual date. for the opening was 
dectded by th~ Organising Committee as a result of conversations 
held at Washmgton late in April between the President of the 
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united States and visiting .. statesmen. including th p · 
Minister of the United Kingdom, who' was President:ele ~mef 
the Conference. · c o 

The date chosen was June 12th 1933 an· d th co·nf 1 d t h · · • · • · . e erence was du y opene a . t at time by His Majesty I<ing George v 
Sixty-fo~r Governments .sent delegations ;. but the general debat~ 
with wh1ch the J?roceedmgs were opened was concluded within 
three days. D~mng those days, negotiations on the war-debt 
payme~ts were m progress outside the Conference. On June 15th, 
the Uf!-Ited. Stat~s accepted .token payments from a number of 
countnes, m?ludmg the Umted Kmgdom, payment was made 
in full by Fmland, and no payments were made by the other 
debtors. 

The Conference ,approached the detailed consideration of 
i~s prob~ems by se~tmg up_ plenary ?ommissions to deal respec
tively With economic and With financial questions. The Economic 
Commissi~n! aft~r a gen~ral discussion of the subjects on its 
a_genda, <!IVIded ItS W~rk Into. four main WO':pS, dealing respec
tiVely With Commercial Polley, Co-ordmatwn of Production 
and Marketing, Indirect Protection and Public Works. Sub~ 
committees were set up to deal with the first three of these groups, 
while ·the last was discussed briefly in the Commission itself. 

The Conference had been preceded by a tariiT truce initiated 
on the proposal of the United States Government at the meeting 
of the Organising Committee which definitely convoked the 
Conference for June 12th ... The Governments represented on 
that Committee adhered to the proposal with some reservations 
in particular cases, including the right to use tariff policy as 
a defence against exchange dumping from countries with depre
ciated currencies. In the early stages of the Conference, further 
adhesions were secured from virtually all the countries repre
sented .. 1 The truce bound the contracting parties to refrain frof!-1 
new tariff initiatives for the duration of the Conference, or, 1f 
it lasted after this date until the end of July 1933, when the 
agreement might be terminated by one month:s notic~. 

The Conference Committee on Commercial Policy, aft~r 
general discussion of the two main problef!IS. presente~ to 1t 
- viz., the abolition of quantitative restnction~ on Imports 
and tariff policy, including the mos~-!avour.ed-natwn. clause -
became involved in the conflict of policies which ar_ose m conn~c
tion with currency stabilisation. The hypot~esis upon wh1ch 
discussion had proceeded had been that currenc1es would shortly 

V 1l. Mont11lg S~mmarg of the League
11

o
0
t N~il1;~· ,v~!·0 1!~1~;~~r ~ft~~~/~:~:~~ o ·XIII, No. 6, June 1933, pages an • 3 bt' 39 July :l8tb, 1933. 

of the Monetary and. Economic Conference, London, 193 ' 0 • • 
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be stabilised, at least by.~ de facto arrangemei~t:. \Vh.en it becalhe 
clear that thl~ hypo~hesis ·could not be reahse?- Ihllnediately, 
several countnes felt It. necessary to reserve full hberty of action 
.in regard to quantitative restrictio!ls, exchange control and 
Customs tariffs. · "While other .c~untries were prepared to take 
part in drawing up a .constructive program~e to b_e put into 
effect· when . currency stability h9:d been achieved, It was not 
found possible to do more than reg1ste:r the measn~e of agreement 
that had tentatively been reached and the divergent views 
expressed upon methods by which trade restrictions might be 
removed or modified. 1 

Greater progress was m.ad~ in the su~-c.ommittees Which 
dealt with various forms of mdirect protectwmsm. A resolution 
was passed recommending, in. regard to ~ndirect protectionism 
in general, that a clause should 1n future be mserted m commercial 
treaties stipul~ting that, if either party t? the treatY: considers 
anynew practice (other than Custo~s tanff.s or 9uestwns _speci
fically settled in the treaty) to nullify or 1mprur the obJect of 
the treaty, the other party shall not refuse to negotiate on this 
question. ' It was further recommended that the attention of 
Governments should be drawn to the Convention of November 
3rd, 1923, concerning the simplification of Customs formalities, 
and the opinion was ·express\ld that the work of the Economic 
Committee of the League of Nations was sufficiently advanced 
in regard to many of these questions to warrant the convening 
of a special conference at an appropriate date. 

The technical problems relating to veterinary and phyto
pathological regulations, which act as restrictions on imports, 
were also advanced a stage nearer solution. The Committee 
which considered this subject recommended that the Council 
of the League of Nations, at its next session, should convene a 
diplomatic conference to· arrive at a new Convention regarding 
animal products. It referred the scientific and technical questions 
involved in regulating the import and export of plants and other 
vegetable products to the International Institute of Agriculture 
for furthe~ study .. The principle was asserted, in this connection 
also, of 1nternatwnal consultation before the application of 
new trade restrictions. a 

. Substanti~ disagreem.ent p~evented the adoption of unanimous 
reco~endatl?ns regardi~f$ either the problems raised by . the 
groWID& J?ractlce of requmng marl{s of origin, or the questwns 
of subs1d1es ·and bounties. The C!>mmittees on these .questions 

• League of Natious : Monetary and Economic Conference .. Report of the 
Bureau .to the Conference", London, July 26th 1933 (Conf.M.E.22) pa"es 22-24.. 

•Jbzd., page 30. · ' -. ' " 
. • Report, op. cit., page 3L 
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therefore merely recorded the points upon wh· h 
been reached and those upon which it h d bic a~reeme_nt had 
reconcile divergent views. The .. ro os~s een ~mposs1ble to 
Economic Commission by the Inter~attonal L s~brnlged ~o . ~he 
recommending consideration of an internatio~a~ur .· rgarusatiOf 
public wor~ were the subject of a brief discusE6~grfmm~ 0h 
diyergent VI~W~ were stated, but were not examined i: ~ta~l 

The re~ammg group o! subjects relating to the co-ordinatio~ 
of product~on al!-d marketmg came to occupy a promi t 1 in the dehberat10ns of ~the Conference. In the early ner p ac~ 
its work, t?e _Sub-Comm~tte~ established agreement upo~ ~~~~afn 
general pnnc1ples to. which It wa~ considered desirable that any 
agreeme~~s to co-ordmate production and marketing of particular 
coromoditle& shou}d conform. 1 Those principles, while drawn 
in ge11;er:;tl terms, IIi effect confine. the possibilities of agreement 
to a hm1ted number of raw-matenal commodities and foodstuffs 
of ~de us~ge. Smaller committ~es of experts were set up to 
consider dairy products, sugar, wme, coffee, cocoa, timber coal 
copper and tin, while n~gotiations. which had been proc~eding 
among experts rep~esentmg the chief wheat-exporting countries 
were contmued dunng the Conference period and :were extended 
to conversations with other wheat-producing countries as well 
as importing countries. :Oefinite agreement was not reached 
in any of these committees ; but it was noticeable that a strong 
tendency developed to support the work already being accom
plished in the field of international regulation of production and 
marketing by such bodies as the International Sugar Council, 
the International Wine Office and the International Tin Com
mission. There wal! division of opinion, however, as to the 
desirability, in normal times, of agreements to regulate produc
tion and trade, and, while it was agreed that exceptional circum
stances might call for such measures, several delegations insisted 
?D the necessity of avoidi!lg anything '.vhich might give the 
Impression that the regulation of productiOn could. be. defended 
e~cept as a temporary expedient employed 1n abnormal 
circumstances. 111 . • 

On the economic side of the Conference, th.erefo~e, wh!le 
some progress was made in exploration of the ~ractiCal ~1fficulties 
involved both i:o, the reduction of trad~ barners .and m the co- · 
ordination of production and marketmg, deflmte agr~ements 
were not reached except in preparatory fields. In the closm~ days 
of the Conference, the United States del~gation commu_n.Icai~~ . 
a detailed programme for further com1mttee work dunng 

1 Report, op. cit., pages ;1. 9 and 20. 
'Ibid., page 18. . 

2G 
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adjournment of the full Confere~ce up~:m a series Of detailed 
problems in the field of conunerc1al policy. 1 

The Monetary Commission di~de~ its wo!·k between two 
sub-commissions. The. fi~~ ~ealt V?th In:medr~te Me~sures for 
Financial ReconstructiOn , mcludmg ~redrt pohcy, pnce-levels 
the limitation of monetary _fluctu~twns, ~xchange . control: 
indebtedness, and .the resumption of mtematwnallendmg. The 
second dealt with "Permanent Measures for the Re-establishment 
of an International Monetary Standard '''. · _ · 

The second of these sub-commissions proceeded. immediately 
to pass two resolutions to the effect that '' stability in the 
international monetaryfield be attained as quickly as practicable •• 
and that ~· gold should be re-established as the international 
measure of exchange values, time and parity being for each 
country to determine". These resolutions were later supple
mented by two others stressing the undesirability of using gold 
for internal circulation and advocating the reduction of legal 
minimum gold reserves, where the system of reserve ratios as 
cover for Central Bank liabilities is in force. 11 The two latter 
resolutions were passed upon the recommendation of an expert 
Sub-Committee set up to consider technical monetary problems 
connected with the working of the gold standard. As a result 
of further recommendations by the same Sub-Committee, other 
resolutions were passed, advocating the establishment of Central 
Banks in developed countries where they do not now exist, 
re-affirming the great utility of close and continuous co-operation 
between Central Banks and the important role in that respect 
of the Bank for International Settlements, and recommending 
those agricultural countries which desire advice upon the 
adaptation of their Central Banks to their special needs to 
consult the appropriate international organisations specially 
competent to advise. on such matters. The Sub-Committee 

·further considered a statement of general principles of Central 
Bank monetary policy, but did not recommend it for adoption 
as a resolution of the Conference, though it was agreed _by all 
the Governments represented on the Sub-Committee, with the 
exception of that of the United States, which considered dis
cussion of this subject premature, it being understood that the 
f:'ederal. Reserve Banks would be glad to confer at an opportune 
time wrth other central Banks on questions of this. character 
to the extent that they are compatible with national policies. 3 

Another sub-committ~e, composed of representatives . of 

·• Report, op. cit., pages 41-43. 
1 Ibid., page 12. 
• Ibid., pages 13 and 14. 
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silver-producing countries and oi countries hold1· g 1 ·.l 
t ks C mm d d . · n arge s1 ver 

s oc , re o. . e!l e .· a resolution, which was adopted aimin 
at the stab1hsation of the market for si'lver Th' ' 1 t' g · 1 t d d · • Is reso u Ion was Imp eme!l e unng the course of the Conference by d r ·t 
a~eement. ~1gned by. the principal countries concern: d. e ~~~! 
ch1ef prov1s1ons of. this agreement were an undertaking by the 
G?v~rnments ~olding. large s~lver stocks to confine their sales 
w1t~m. a maXImum. agreed figure for the next five years and 
a sJmiJar undertaking by the Governments of the producing 
countnes to purch~s~ amounts of silver which would offset such 
sales. These provisions, supplemented by others in which all 
the. GoyeriUDe~ts undertook in principle to refrain from debasing 
their silver comages, .had ~or their object the freeing of the 
market from the d1stnrbmg sales of large quantities of 
demonetised silver. 

The first Monetary Sub-Commission, dealing with •• Imme
diate Measures of Financial Reconstruction ", began its work 
by a general debate on credit policy and price-levels. While this 
debate ~vas in progress, however, in the latter part of June, the 
fluctuations of the dollar exchange became greater and, in the 
early part of July, the rate rapidly approached parity with 
sterling. The. fluctuations of the dollar which began in the 
second half of April came after a period of several months, 
during which the major currencies of the ·world had been rela
tively stable. Sterling, for example, had, since February 1933, 
maintained a fairly steady .relationship with the gold currencies, 
and a great number of other currencies had maintained a stable 
relationship with sterling. The depreciation of the dollar 
therefore introduced a new and disturbing element, which was 
recognised in the official statements issued when the Conference 
was convened. At that time, exchange stabilisation was recog
nised as one of the major problems confronting the Conferen_ce. 

By the time the Conference opened, the ~ollar, after f~ll~ng 
in mid-April 10 per cent from its gold panty and r~mrumng 
about that level till the end of the month, had, With some 
fluctuations, drifted lower, until its external value was 2~ per 
cent below gold parity. Negotiations which took place mde
pendently of the Conference appeared to offer some _Prospe?t 
of early de facto stabilisation, and the exchange rose shg~tl:y m 
the middle of June · but the breakdown of these negot1atwns 

. led to renewed wea~ess, and by the ~idlll;e of ~uly the dollar 
touched parity with sterling for the first t1me smce September 
1931. . . d b 

In face of these :movements,. which were accompame · Y 
unusually wide fluctuations from day to day, the preble~ of ' 
·ex,change stabilisation was regarded by many of the delegations 
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as the most immediate and nrgent task _before the Conferenc 
In published statements, however, the U.~uted State~ Governlne:t 
made it clear that the development of Its domestic programm 
of industrial re-or~;1nisa~ion and other, measures designed t~ 
raise prices made Impossible any commitment at the . moment 
concerning stabilisation of the dollar exchange. When it becalne. 
clear that there was no immediate prospect either of currenc 
stabilisation by controlling the fluctuations of the dollar relative!~ 
to the gold currencies and sterling or of an international agree
ment whereby the other countries would join the United States 
in a policy aimed at raising prices, the proceedings of the first 
Monetary Sub-Commission reached a deadlock. 1 Subsequently 
discussions were confined to the problem of indebtedness, .con~ 
cerning which the resolution was passed which has b~ell. referred 
to in a preceding chapter. 8 . 

The Conference held the final meeting of its first sessions 
on July 28th. The reports of the Monetary and Economic 
Commissions were adopted in plenary session and a resolution 
was passed authorising the Bureau to take whatever action it 
considered likely to promote the success of the Conference, 
whether by the convocation of any committee set up by the 
Conference or of representatives of States especially concerned 
in any particular problem, or by the reference to experts for 
study of any special question. The Bureau was also empowered 
to determine the date of the re-assembling of the Conference. 

THE AMERICAN EXPERIMENT. 

The first chapter of this Survey briefly summarised the out
standing economic developments between the summer of 1932 
and March 1933. Subsequent chapters have,· for the most part, 
been confined to analysing in further detail the various aspects 
of economic activity during that period. The general impression 
to be gained from such an analysis is that, while not all of the 
autumn recovery had been lost in the recession that set in during 
the . winter, and while there was some evidence of a new equi
librium being achieved upon the basis of which the forces of 
recovery might have been expected to build, the situation. in 
t.he first quarter of 1933 was precarious. The great event, wh1ch 
within a few weeks. created a new and very different situation, 
was the launching and rapid development of the programme 
of domE!stic recovery in the United States. This programme, the 

1 Report, op. cit., pages 9-11. . 
• Chapter IX. See also Report, op. cit., page 11. 
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beginnings of which. were evident as soon as the new Ad · · 
tration to~k office early in March, did not begin to take d~:;:::~ 
sbaJ?e until after the abandonment of the gold standard 
Ap~Il 19th. Afte: ~hat date, very far-reaching legislation w~~ 
rapidly passed,. givmg Unparalleled powers to ·the Executive 
so that, by thetlme Cong~ess rose on June 16th, all the machinery 
necessary fo~ the executJon of the new plan was in existence 
~nd energ.etic steps were being taken to bring that machinery 
mto practical . actwn . 
. ·. T~e importa~ce of the ~eveloping plan, the main features 

of wh1ch are outln;ed below, 1s to be. found primarily in its effect 
upon t)le domestic re~ov;ery of pnces and production within 
the. Urote~ States, and 1t ls this aspect of the new programme of 
action which has engrossed most popular attention. It is obvious 
however, that conce~tra.tion upon domestic recovery has implied 
not so much the disturbance as the nealect of international 
economic equlibrium. The practical manifestation of this fact 
is seen in the fluctuation o~ the dollar exchange relatively both 
to t~e gold a"!ld to the sterlmg currencies, which, as was pointed 
out m an earl1er chapter, had been in relatively stable equilibrium 
since February. No~ the least important aspect .of the great 
experiment now in process lies, therefore, in the unresolved 
problem, first, whether the equilibrium which was in process 
of being established between the gold and sterling currencies 
can, be maintained in face of the added complications caused 
by the depreciation that has already taken place in the dollar, 
and, secondly, whether the upward impetus imparted to the 
American price system can endure and be transmitted to other 
national price systems without the neces~ity of further d~pre
ciatiort in the dollar exchange to an extent which would defin!t~ly 
disturb the ex.isting currency equilibrium and force competitive 
depreciation of other currencies. It is obviously premature at the 
present time to attempt even hypothetical answers to these ques
tions .. · The depreciation of the dollar is, of course, by no means the 
only factor to be considered. Domestic circumstance~ and devel?p
ments in other countries, both in the gold bloc and m t~e sterlmg 
bloc, will exercise an important influence. Th~ mamtenance 
of exchange stability may, in any case, prove d1fficult enough, 
even apart from the influence exerted by the course of the dollar 
exchange. Time . alone will show ~hether the met.hods . n?w 
~eing utilised to force a revival of pnc~s and. economiC actmty 
1n the United States will. prove effectlv~ Without. recourse to 
such further monetary action as may dnve. down the ~xternal 
value of the dollar still further. Whether mthe working ~ut 
of the experiment the rise of prices ~ll sp:ead. t~ other countrl~! 
in sufficient degree to assist thsm m mamtammg the measu 
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of equilibrium so far achieved until the area of stabilisation 
can be extended to include the ~nited S~ates, or whether the 
disturbance caused ~y the ~xper~ent Will lurther complicate 
international economic ~lations, IS a question the answer to 
which must be recorde~ m futur~ S'?-rveY_s... At the present time, 
when the experiment. Is merely.m 1ts .f1rst stages, all that can 
be. done is to summanse the mam outlmes of the plan of action 
as revealed in the legislation passed and the administrative 
steps already taken, and to record the actual developments 
of prices and economic activity in th~ mea~time. 

Even this limited task presents difficulties. The legislation 
passed covers a very wide scope, and the greater part of it is 
permissive rather than mandatory in character. The administra
tive machinery so far created is, at the time of writing (July 
1933), only just beginning to function. It is not possible, therefore 
to state with any certainty the precise ways in which it is likely 
to develop, the· extent to which use will be made of the wide 
powers entrusted to the President's discretion, or the relative 
emphasis which will ·be given to: one aspect or another of the 
developing plan in face of circumstances and attitudes that 
cannot· yet be· clearly foreseen. In the same way, it is possible 
to record the latest statistics of. prices, employment, wages, 
production, trade and other economic phenomena ; but it is 
n,.ot possible to estimate the cause of such changes as have taken 
place. Economic forces work slowly and sometimes take un
expected directions. It is not yet clear how far the improvements 
and recessions of industry in the first weeks of the new plan's 
operation are due to that plan or the result of. prior . causes. 
Nor can it be expected that the forces liberated by the plan 
have ·yet produced their final or even their most· important 
effects. 

The plan, which has already passed through at least three 
major stages of development, is so far-reaching and has so many 
aspects that, in any brief summary, attention can be directed 
only to the salient features of the more ·important and overt 
~e.~ure~ already tak~n. Complicated details and latent possi
bihtles must necessanly be ignored, though, in the process of 
~evelopmeiit, some of these may eventually prove to be extremely 
Important. The summary which follows is concentrated upon 
the domestic features of the plan, upon the assumption, ~hich 
appears to be warranted by the facts, that its internatiOnal 
aspects are, for the moment at least, · regarded as secondary 
~n~ hav~. thereforebeen left largely to take their own course. 
It lS obVIous that, in any final estimate, the effects of the plan 
upon the e.xternal trade and finance of·the United States must 
be taken mto consideration ; 'hut those effects depend upon 
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so many factors other than those arising r··rom t• h d t' 
· t' th t tl t. b . · . e omes IC situa 1on a . le~ mus e left aside for the present. The future 

course of. pnces tn other countries, the reaction upon other 
exchange rates, upon tariff policy and trade restrictions generally 
cannot yet be foreseen. 

}'he first immediate :problem with which the new Adminis
tratiOn was_faced When ~t took office on March 4th, 1933, was 
the. eollaps~ of. the banking system, which culminated on that 
very da~ With the proclamation of a national bani~ holiday and 
the closmg of the Stoclt Exchanges. The vigorous measures 
taken to combat t~is situation have already been described in 
Chapter VIII. Bestdes the Emergency Banking Act signed on 
March 9th, and the Banking (Glass-Steagall) Act of 1933, signed 
on June 16th, reference should be made to the Federal Securities 
Act, signed on. May 27th, laying down more stringent regulations 
to co.n~r?l the Issue of n_ew securities, and the Decree of April 5th 
prohtbrtmg gold-hoardmg and requiring the return. of hoarded 
gold to the banks before May 1st. . 

The budgetary problem also demanded attention at a very 
early stage, and the new Administration, working with a new 
and politically sympathetic Congress, was able to take swift 
and effective steps to reduce expenses and increase taxation 
so as to reduce very considerably the alarming budget deficit 
that appeared to be in prospect. Approximately $500 million 
were saved by a 15 per cent reduction of civil service salaries 
and a 10 per cent reduction in the payments to war veterans, 
combined with more stringent administration of such payments. 
At the same time, the various schemes of domestic recovery 
summarised below called for increasing expenditure which it 
was planned to meet by meanS of new loans. The debt service 
on these loans, however, is to be covered by the proceeds of 
new taxes, mainly on individual and corporate inco~es. There 
remained a substantial· deficit, 1 involving a growmg burden 
of floating debt. On July 31st, the Treasury invited sub
scriptions to a new issue of $500 million 3 * per c.e~t Tr~asury 
Bonds with a currency of eight years, and $350 milhon 1 Ya per 
cent Treasury Notes with a currency of two y~ars. The prompt 

. over-subscription of these issues, together. With the e:ctremely 
low rates ruling for shorter-term Treasury b1lls aJ?-d the tmpro~e
ment of revenue receipts, enabled tpe Pr~sident to . clrum 
tha~ he had fully maintained the pubhc credit, and ~hat th~re 
was every reason to expect that the larger loan operatiOns wh1ch 
will be necessary in the near future would be successf.ui. .. 

The emergency measures in respect of the banking criSIS 

1 Cf. Chapter VI. 



-312-

and the situation of -the public finances occupied the greater 
share of attention for the first few ~eeks .of the new Administra~ 
tion's tenure of office, and the VIgorous steps ~aken to gain 
control of these difficult problems were _ along hnes generally 
regarded .as orthodox. _ The in~r~d}lction of the Farlll: Relief 
Bill to Congress on March 18th ~~tlate~ the more expenmental 
measures proposed by the Admrrustratwn. As these measures 
developed between March. and July they P!lssed thr?ugh three 

; main phases. In the firs~ phas~, e~phas1s ~as lmd. _upon a 
double programme of. agrary~n legrsiation t_o rel~eve the srtuation 
of the farmers, and of posrtlve action, mamly m the promotion 
of public works, to relieve. unemployment. The second phase 
began with the imposition of an embargo on the export of gold 
on April 20th and the acceptance of the Thomas amendment 
to the Farm Relief Bill, giving the President wide powers of an 
inflationary character. In this phase the emphasis was laid 
upon monetary measures to raise prices. The third phase of 
the plan began early in July, after pnces had risen and production 
had ·increased substantially. The dominant feature of this 
phase is the stress laid upon, the regulation of industry under 
the National Industrial Recovery Act, and especially upon the 
effort to increase employment and. raise wages., _ It _is evident 
that the Administration's plans have been. rapidly bnprovised 
under the pressure of _ urgent changing conditions. 

The main features of the agrarian programme are contained 
in the Agricultural Adjustment Act. which incorporates the 
earlier Farm Relief Bill, with its proposals for contraction of 
acreage, and· the Farm Debt (Mortgage) Relief Bill, with its 
provisions for the re-financing pf farm debt, as well as the so-called 
Thomas amendment, which became the basis of the second phase 
of the Government's. programme. _ _ 
. The theory of this Act is that the shrinkage of agricultural 
mcome is a primary cause of the economic depression. Power 
is" therefore taken to issue 4% per cent Federal Land Bonds to 
the amount of $2,000 million, with the object of making mortgage 
loans to farmers at 5. per cent to enable them to repay existing 

-1mortgages Carrying higher rates of iuterest. 1 

J 

The main provisions of the Act, however, are concerned with 
an e~ort t_o ration __ alise a_,~icultural produ_ c_ tion' a_nd pri_c_ es so 
as to nnprove the farmers mcome and purchasing power. The 

,, Secretary of Agriculture is given discretionary power to l~vy 
a tax, on the processing of farm products, to allot productiOn 

1 The Home Owners' Loan Act, signed on June 13th extends similar facilities 
to owners o! house property, a further issue of 4 per .e~nt bonds to tbe amount 
of $2,000 million bemg authorised for this purpose. 
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quotas,. fix. prices, and make " rental or benefit '' payments 
to farmers ~ho. contract to redu~e . their production. 

. The af!phcatton of ~~ese powers 1s best described in connection 
w1th spe~1fic commodities. The processing tax, levied amounts 
to the difference between current average farm prices and the 
"fair exchange. value", which is defined as the 1909-1914 
av~rage purchasmg power of. farm products with respect to the 
articles farmers buy. To put the farmers in the same relative 
position as they enjoyed in 1909-1914, it is calculated that the 
prices of farm products should be 88.4 cents for wheat, 12.4 cents 
for cotton, 7.24 cents for hogs and 64.2 cents for maize, 

The wheat processing tax was accordingly fixed at 30 cents 
a bushel, roughly the difference between the current price at 
June 15th and the standard price of 88.4 cents. The tax .falls 
on the consumer, and the proceeds ·are distributed to farmers 
whO have agreed to reduce their acreage in an agreed proportion. 
After the plan was launched, wheat prices rose quickly, largely 
on account of the comparative failure of the harvest, until the 
average price ort farms was about 75 cents. Though later setbacks 
occurred, this rise in prices obviously reduced the discrepancy 
which it was desired to eliminate between the farmers' pro~ 
spective income and expenditure. On June 21st, however, the 
Secretary. of Agriculture strongly urged the fulfilment of the 
original plan, on the ground that it was necessary to take account 
of existing stocks and of future harvest prospects. 1 

The cotton plan has proceeded on very similar lines. The 
processing tax, however, was to go into operation on August 1st, 
and, at the time of writing, the . a~ount is not known. ~he 
Government hoped to take ten milhon a.cres m;r.t of produc~lOn 
by paying growers $7 to $20 per acre ~accordmg to the yield 
of their land) for ploughing under or mowmg down cotton already 

1 The harvest prospects may be summarised in the following tab!~ taken 
from the International Institute of t\griculture's Crop Report and Agrzcullural 
Statistics, July 1933 : 

Crop 

Winter wheat 
Spring wheat • • 
Rye .•• , 
Barley 
Oats ...• , 
Maize •••• 

Production of Grain in the United Slates. · 

Averal(e I ! 
1933 as percentage of 

1933 1932 1927-1931 1932 11927-1931 

Quintals (OO()'s) 
91 382 125,779 168,885 
43,522 72,035 69,036 

6• 436 1o,124 · 1o,2ss 
:!7' 002 65,305 . 58,981 

101'451 180,340 171,933 
sos:u8 738,673 637,8()2 

73 
60 
64 
57 
56 
69 

54 
63 
63 
63 
59 
80 
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growing.l The price of cotton also adv~nced rapidly ~etween March 
and June mainly because of a sharp Improvement m. demand. 

At thls early stage it is impossible to jud~e the probable 
efficacy of the · sc~emes for red.ucing prod~ct10n ·and raising 
prices by transfemng to the producer the p10ceeds of a ta.'(, on 
the consumer representing the disparity between the prices of . 
farm products and those o~ pr?ducts _purch_ased by t~e farmers. 
There are obvious difficulties m dealmg With the pnces of the 
products at later stages of man~factur~, _wit~ the reactions on 
consumption and with speculative anticipatiOn of the results 
expected from the plan. If such ,. overhead management of 
agriculture " were to be installe~ as a pe~manent system •. it 
would obviously demand extens1ve plannmg and regulatwn 
of prices a~d production over a great part !lf the ~conomic system. 
It is possible, however, that the . expenment 1s planned only 
to meet the emergency of the present situation. The Act provides 
that all stocks of Government cotton shall be liquidated by 
March 1st, 1936, . · 

{ 

It is clear that the agrarian programme as a whole consists of 
an attempt by Goverronent action on a great scale rapidly to 
reverse the effects of lowered prices by redistn.·buting income so.as 
to restore agricultural purchasing power. The second phase of the 
recovery programme attempts this also by giving permissive 
powers to the President to use at his discretion a variety of 
inflationary methods to raise prices in general by monetary 
means. These proposals are contained in the Thomas amendment 
incorporated in the Agricultural Adjustment Ac-t;.. The dollar 
may be devalued to any amount up to 50 per cent ; the Federal 
Reserve Banks may issue a further $3,000 million of bank-notes 
secured by Treasury promissory . notes ; the · Treasury also is 
given power to issue notes, and the President is empowered to 
acce_Pt silver in payment of war debts up to an amount of $200 

. ):nilhon at 50 cents an ounce. . 
· · . ~e use t~at will be made ol·these powers is not yet known. 
C~u!-cide~~:t With the acceptance· of this amendment by the Ad
ID1rust~tiOn, an embargo was placed (April 20th) on the export of 
g~ld, Wlth _the result that the. external value of the dollar depre
ciated rapidly. The abrogatiOn of the gold clause in existin<1 
contrac~s referred to in the previous t:hapter and the refusal of 
the Uruted States delegation at the Monetary an,d Economic 

1 
Alternatively, the grower may elect to receive cash paym· ents of "6 to $12 

per acre together with an opti " equalling the reduction in his on ~n6 an amount of Government-owned c~tton 
successfUl in restri · crop a . . ce~~:ts a lb. The scheme was immediately 
down reducing th~~fm~'1!~ge, over ~1 million acres being ploughed in or mown 
ls th~refore expected to fall f~~~af6 6 ~m tg·~ to 2~. 7 million acres. The harv~st 
13 million bales in 1932 17 1 illi ·. 1°931 · mllli. on bales, as compared w1th 

• • m on, m , and 13.9 million In .1930. . . 
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Conference to consider plans for . . .· . 
considered a~ part of the same pha~~~?~Y stabllisat.IOn mus~ be 
in general, ruded by speculative antici t"e rec~very.pla~. Pnces 
jumped immediately, and productio pa Ion o. possible mflation, 
bility of increasing costs of production, gatbmsed by the possi
tion of recovery, increased very. ~ ~~ · b ~ generalexpecta
made of the powers conferred unde/ thY e ore any ~se was 
reproduced in the final section of this ch e t Ac(. The diagrams 
reveal the extent. of the rise in pric:f ~. ~ee ~age~ 320-1} 
April 19th and July 26th, the avera11e level of r,~h~fe ·1 ~twe~n 
th~ United States rose approximat~ly 25 per cen~~a:ur~~e~~~~ 
ro1ddle .of July, a sh~p recession occurred in certain rna k t 
:rhe f~ture course of pnces and the use that may be made ~f ~~~ 
mflat10nary pow~r~ conferred by the Act remain obscure at 
the moment of wntmg. It seems clear that the depreciation of the 
external :value of the do~lar was a concomitant rather than a cause 
of the P!lce advance whtch was due primarily to domestic factors. 
Th~ fallmg exchange, however, acts. as a barrier against any inrush 
of Imports ~o. t?-ke advll:ntage of higher domestic prices. 
. The rapid nse of pnces ~nd expansion of industrial activity 
m May and J nne led to the third phase of the recovery programme 
:-- an effort by governmental initiative in the regulation of 
mdustry to promote employment and raise wages with the 
object o! inc:easing. consumers' .Purchasing pow~r so' as to keep 
pace w1th mcl'easmg productiOn. The National Industrial 
Recovery Act, in which these aspects of the plan are incorporated, 
consists of two main section$ dealing with the regulation oOabour 
and industrial .. conditions, and a comprehensive programme of 
public works and unemployment relief. To take the latter section 
first, a new organisation is created - the " Federal Emergency 
Administration of Public Works "-to make loans for construc
tion purposes. The Secretary of the Treasury is authorised to 
borrow for this purpose $3,300 million. Operations under this 
part of the Act are expected to terminate within two years, and 
earlier if the President by proclamation, or the Congress by 

, joint resolution shall declare the emergency to be ended. In 
connection with this programme, various other measures (later 
incorporated in the National Industrial Re~overy A~t) should b.e 
mentioned - the Muscle Shoals power proJect, adopted on Alml_ 
10th; the Wagner Direct Relief Act, sig~ed on May 12th, sett~ng 
aside $500 million for unemployment relief, 50 per cent of which 
is to be used in subsidising public works schemes und~~aken by 
States, the remainder being granted to public au~hontres :W~?se 
relief funds are exhausted ; and the Act creatmg. a C~vrhan 
Conservation Corps . to give relief work to 250,000 men m the 
national parks and forests. 
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The first· section of the Act and the. spectacular ~rive to put 
its pro\<isions into force through the National Indust~al Reco~ery 
Administration have, however, attracted most pubhc attention. 
Essentially it is a plan for the regulation of ·industry by the 
application of labour codes and ~omp_e~itive condi~io_ns, vol~u
tarily agreed and supported bypubhc opm10n.1 Certain mdustnes, 
notably cotton manufacturing, were able to agr~e quicl<Jy upon 
codes of labour conditions, wages, hours, etc., wluch received the 
approval of. the National In~ustrial Recovery. Administration ; 

. but progress in other industnes was· slow, and on July 24th a 
~ " blanket code " applicable to industry in general was approved 

by the _President, to come into force on August 1st. Vigorous 
propaganda was immediately set on foot to bring all ~ndustries 
within the scope of the plan, either by codes voluntanly agreed 
upon or under the .. blanket code". It is obviously difficult 
quickly to secure agreement upon labour conditions and compe
titive codes in widely differing and often unorganised industries, 
as well as in wholesale trade and retail distribution. The major 
elements in t4e plan are provisions for higher wages, shorter 
hours and recognition of trade unions. The President is given 
power to license firms and, if need be, to withdraw such licences 
and thereby prohibit recalcitrant firms from operating. Greatest 
reliance up to the present, however, has been placed upon the 
pressure of public opinion and upon the enlistment of voluntary 
support in a national campaign for recovery. Apart from the 
st!pulation th~t all firms engaged upon enterprises connected 
With the public works programme shall co'nform to the new 
codes, no Government action, other than persuasion, had been 
taken up till the end of July to enforce the plan. · 
. In ~he midst of the f!r~t eff!lrts to develop the. National 
Industrial Recovery AdiDimstratiOn, before the public works 
schemes are thoroughly under way, and while the regulation 
of agrarian prod~cti!ln is no~ yet developed and the future course 
of mo~etary policy IS not clear, it would obviously be premature 
to estimate the effects of the experiment. s· It is not yet clear 

1 The Emergency .Railroad. Ti-ansportation Act, signed on June 17th,· consists 
of a plan ~o re-organ!s~ the railroad system. A Federal Co-ordinator Is appointed 
~'ht~perVJs~ :

1
ompetlt1on,, prevent duplication and increase rallroad efficiency. 

C sIS a noca e reversal, ID many respects, of the policy pursued by the Interstate 
on;merce ommlssl'!n, which was in general oppose(j to amalgamations. 

R The admlnlstratlol!- ~f the plan is concentrated In the National Industrial 
f ellcov~ry Council, C01!51Stmg of members of the Cabinet and the heads of the ten 
o owmg administrations : 

i· National Industrial Recovery Administration·- to regUlate direct 
an 

2 
ap~ove codes of fair competitio_n for industrial groups. • 

. · ansportatlon - to co-!'~dinate economic adjustments among _tbe 
railroads, reduce wasteful competition and encourage financial re-organisation. 

[Footrwte C!lnlinued ori following page. 
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whether it will come to be regarded . . 
to be abandoned as soon as cond·furel:yas emergencylegislation· 
of it _wil~ survive and constitu; Ions Improve, or whether part 
orgarusatxon of the country e a permanent change in the 

As the following table ·shows 
increase in industrial production. • there has been a marked 

Industrial Production in the United Stales . 
Seasotzal V arialion. 1 , adJusted for 

(Base: Average 1923-1925 = 100.) 

Industrial production Construction 
Month 

General! Manu-~ Factory Factory Depart-
ment 

!nde~ fac- Mining Total I Res!-
employ- pay- stores 

tures dent~al ment rolls• sales 

1929 (average). 119 119 115 117 87 101 108 111 1930 (average). 96 95 99 
1931 (average). 81 80 

92 50 88 87 102 
84 63 3'7 74 66 91 1932 (average). 64 63 71 28 13 62 45 69 1933: January. 65 64 73 22 8 59 39 60 February 63 61 79 19 8 59 40 60 

March • 60 56 81 14 8 57 37 57 
April • 66 66 72 14 10 58 39 67 
May • 77 77 78 16 11 61 42 67 
June . 89 90 83 19 14 65 46 66 

Continuation of footnote • on preceding page.] 
3. Reconstruction Finance Corporation- to make loans to banks lnsuranee 

companies and other financial institutions and to railroads, and in 'general to 
finance many of the recovery projects. 

4. Federal Home Loan Bank Board - to re-finance mortgages of small 
home owners by> means of a $2,000 million grant. 

5. Federal Emergency Relief Administration - to direct allocation of 
the $500 million voted as direct grants to States for unemployment relief. . 

6. Emergency Public Works Administration- ~o direct the expenditure 
of the S3,300 million voted for public works to provide employment. 
· 7. Tennessee Valley Authority - to develop hydro-electric power at 

Muscle Shoals and develop the industrial possibilities of the valley thus 
furnished with power. 
. 8. •Civilian Conservation· Corps - to employ 250,000 men In reforestation 
and other conservative projects in national forests. . ... 

9. Federal Farm Credit Administration- to direct all farm credtt acbvtbes, 
including the $2,000 million farm mortgage re-financing programme. · . . 

10. Agricultural Adjustment Administration - to ca_rry out farm-re!tef 
programme including control of crop production ; to. drrect all marketing· 
activities i~cludin" the recrnlation or grain exchanges ; and to -levy taxes on 
the proc~ssors of farm products to finance the progra?lme. . . 

(New York Herald-Trtbune, PartS edition, 
August 14th, 1933.) 

1
· Federal Reserve Bulletin. 

• Unadjusted for seasonal variation. 
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· · It is fnteresting tb.at, unlike ~he recove:y in the autumn 
of 1932, recent increases in indus~nal pr9du~twn .have been even 
more marked in the investment mdus!nes than~~ th~ consmnp~ 
tion industries. This is particularly 1mportan~ m VIew of the 

. great stress at present being laid upon the expansiOn of purchasing 
power and consumption. · 

Indexes of Industrial Production in ~he. United States, adjusted 
for Seasonal Yarzatwn. 1 

(Base :Average 1923-1925 = 100.) 

Industry 

Iron and steel • . . 
Textiles 
Food products . 
Paper, printing 
Lumber .... 
Automobiles 
Leather and shoes. .. 
Cement ...•..• 
Tobacco, manufactured 
Coal : Bituminous. 

Anthracite • 

1932 1933 

rea~=~~~~een July August and March 
December 

25 
69 
81 
86 
25 
33 
77 so 

114 
46 
5S 

31 
104 

95 
91 
24 
60 
94 
55 

112 
67 
75 

21 
76 
91 
85 
22 
27 
85 
40 
99 
51 
77 

June 

72 
133 
101 

85 
38 
66 

108 
51 

135 
63 
65 

Other· information concerning the recovery in the United 
States is contained in the following section of this chapter. 

SYMPTOMs OF REcovERY, 

· ·The greater part of this Survey ·was written in the early 
months of 1933, before the abandonment of the gold standard 
by .t?e United States of America and the development of a 
pos1t1~e programme of domestic recovery in that country. The 
matena~ used ~onsist.ed for the most part of statistical data for 
t?e penod ending. Wl~h th~ first. quarter of 1933, Up till th,at 
time, the econollllc situation m1ght be summarised as a dnft 
towards further deterioration after the revival of economic 
activity in the second half of 1932. Not all of the progress had 
been 'lost and there were some favourable developments, such 

1 Commercial and Financ(al Chronicle, July 29th, 1g33, 
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as · the .improving terms of trade d .. 
purchasmg . power in certai . an consequent revrva} of 
Australia ; but, i~ face of ~healfr~ultural CO\mtries, notably 
tightening restrictions on irrternatio~al~~a~o .. ~~eak tprough the 
to have been checked and in many countries t~ e revr~ral. see~ed 
threatened to become critical once again .. e economrc situation 

In t.he second quarter of 1933 the forc.es maki f d t b 1 · · ' ng or recovery 
appeare s toa· 1 ee gta van;sed I~to r~newed activity by the definite 
measure . . <: n o rai.se pnces m the United States. By the 
turn of tf!e year, While the e~onomic situation still retained 

. ma?-Y ominous asl?ects an~ while the great problems of inter
natiOnal co-operation r~mamed unsolved, there was no longer 
any dou.bt that substantial a?-vances had been made in prices and 
productiOn, The l~west p~mt of the business cycle appeared 
to be ~ast. ProductiOn had Increased, prices were rising, in many 
countnes unemployment was falling and investment was being 
resumed. 

It i~ interesti~g to observe the contrast between the develop
ments ln the sprmg ~f the la?t three years, In May 1931, the 
troubles of the Austnan Cred1t-Anstalt ushered in a period of 
financial P.ani~. In the spring of 1932 the panic was spent, and 
the financtal Improvement betokened by the great conversion 
operations of the British Treasury, the political settlement which 
appeared likely after the successful Conference at Lausanne, and 
the positive monetary action by the Federal Reserve Banks and 
the Reconstruction Finance Corporation in the United States, 
together with the natural forces of recovery after a prolonged 
liquidation of excessive credit, had promoted the first real signs 
of economic recovery since the depression began. The recovery 
now in progress in the summer of 1933 is more substan~ial th~n 
that a year ago, and, while it is obvious that many. dif?culttes 
and obstacles remain which may cause setbacks . dunng the 

·winter months more confidence has been generated and there 
has been genuine impr~vement of PFice equilibria. 

The rise in the pnce-levels wh1ch has occurred has been 
most marked up to the present.in the. U~ted States and, as the 
following diagrams clearly indicate, 1t IS for the most part a 
rise in paper prices. · · f 

In this connection it should be observed that the rise 0 . 

prices in the United St~tes between April and July fa~:a~~f1Y 
less than the depreciation in the exchange v~ue J · ed in t~r~~ 
In other words, the dollar appeared to f: ;n c~:red also when 
of other currencies ~ a phenm:~enon a. 0almost every other 
the sterling exchange firs~ ~epresated1af.d~nis active in foreign 
case of exchange depreciatiOn· pedcu a 1~ t' n induce· forward 
exchange, • and fears of further eprecta 10 
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The Rise of Wholesale Commodity Prices in the United States 
January-July 1933. 1 ' 

(Base January 1933 = 100.) 
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1 League of Nations Monthly BuUelin of Statistics, August 1933. 
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Tlte Rise of Wltolesate Commodity Prices in the Vnited States, 
. January-July 1933 (continued). 1 

(Base : January 1933 = 100.) 
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selling. There appears, the~ore, apbart fromb tthet.ealffect of. price 
t · other countnes, to . e a su s an I margin by 

movemen s m . - h u 't dSt t b f th · t hi h · might still rise m t e m e a es e ore . e 1n erna1 
:Udc ef~:~ values of the dqllar are bro'!lg~t i~to ·equilibrimn, 
For convenience o(calculation, the deprec!at10n Is s~own on the 
dia am below in tenns of the gold panty~ but 1t _should be 
renFembered that sterling and all the currencies ~ssoc1at_ed with 
it remained stable in tenns of the gold currencies durmg this 
period. 

The Internal and External Value of the Dollar. 
_(Base :April 5th, 1933 = 100.) 
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. While ~he rapid increase in . dollar prices revealed in the~e 
diagrams IS greater than the nse either in gold prices or m 
other national price-levels, there has been as the following table 
proves,. a widesprea~, if slower, tendency' for the average levels 
of wholesale pnces m many countries to rise. 

While the rises in the average price-levels so far recorded 
have b~en slight compared with the heavy fall after 1929, they 
have large~y been the result of increases in the prices of th_?se 
raw matenals and foodstuffs which had fallen most heaVIlY· 
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Index-Numb· e 1 ·w· · . rs o holesale Prices. 1 

Country 

Germany 
Argentine 
Australia . 
Belgium 
Canada 
Denmark 
u.s.A .. 
France. 
India ..•.•. 
Dutch East Indies. 
Italy . . . 
Japan . • . . • 
New Zealand • . 
Netherlands · 
United Kingdom 
Sweden ... 
Switzerland . . 
Czechoslovakia 

(BasE) : 1913 = 100) 

1930 1931 1932. 

125 
122 
147 
108 
135 
130 
124 
112 
116 
134 
411 
137 
143 
117 
119 
122 
126 
117 

111 
118 
131 

90 
113 
114 
105 
102 

96 
105 
342 
116 
133 

97 
104 
111 
110 
107 

96 91 91 
119 113 l13 
128 123 122 

75 75 75 
104 100 99 
113 117 124 

92 87 86 
86 83 82 
86 88 86 
84 78 77 

304 296 293 
111 140 136 
129 125 130 

78 75 74 
98' 100 99 

108 106 106 
94 91 oo 
08 96 96 

1933 

91 91 
112 112 
122 125 
73 72 

101 102 
123 122 
86 86 
79 79 
82 84 
76 74 

287 282 
134 133 
129 129 
72 71 
98 97 

105 105 
90 91 
95 95 

92 
112 
129 

72 
105 
123 

90 
78 
87 
75 

282 
134 
130 
72 
99 

106 
92 
96 

93 94 
113 .•. 

73 
106 
123 

93 
82 
89 

285 
136 
130 
73 

102 
106 

91 
98 

73 
110 
125 

81 
91 

283 
138 

102 

92 
97 

The disequilibria upon which stress was laid in Chapter II have 
therefore been reduced. · 

There are other indications that the rise in the general level 
of prices is beginning to correct the disequilibria between different 
kinds of prices. The levels of retail prices in most countries 
have either continued to fall or have risen much less than those 
of wholesale prices. Agricultural prices have increased more than 
industrial prices in the United States, Canada and Germany. 
The relation between export and import prices has improved 
in many agricultural countries - e.g., Denmark, the Dutch 
East Indies, Australia and New Zealand. 

There has also been a marked gain in industrial production, 
greater than the seasonal average, not only in the United States, 
hut in many other cOtmtries. 11 In the table on page 325, monthly 

1 Monlhly Bulletin of Slatistics, August 1933. . . " 
• The index of industrial production in fourteen countries (excludm., .the 

U.S.S.R.) published by the Institut fiir Konjunkturforschung (Wochenberzchl, 
August 9th, 1933) was (Base : 1928 = 100) : 

January February March 
1932 
1933 : : 

• I •• 

70.8 69.2 68.2 
69.0 67.8 66.4 

April 
65.3 
70.5 

May 
64.0 
76.3 

June 
63.2 
85.0 
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movements of the indices of industrial production are given fo 
the year 1932 and the first six n;ton~hs of .1933. ~ 

The eviden<:e. of .th~ ge;net·al md~ces might be ~upplem~nted 
by more specifiC ~nd~catlons of 1mprov~ment m. particular 
!ndustries. In ~he Umted States, steel-IDlll operah_ons, Which 
1n the weekending July 5th, 1932, fell to 12 per cent, m the week 
ending July 1st~ 1933, were at 5~ per cent,_ o! cap~cit;v. Car 
loadings, electnc-power production and s1m1lar md1ces of 

· productive. activity also increased very considerably. As the 
following diagram shows, however, a recession set in about the 
middle of July. The significance of this recession cannot be 
appraised at 'the moment. It may prove to he only a temporar 
setback in what has been a very rapid advance, or it may possibl~ 
indicate serious weaknesses in the present economic position 
It is probable, however, that, apart from speculative advances. 
there was a more solid core of recovery based upon a definit~ 
upward swing of the trade cycle. 

Steel Production in the United Slates. 1 

(Percentage of capacity used.) 
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Monthly Indices of Industrial Production. 1932-33. 1 

(Base ; 1928 = 100.) 

1932 
Country 

I II lil rvl v vr vnjvm IXj X XI XII 

Germany 2 . 62 63 61 61 62 61 60 59 60 61 62 62 
Austria 2 - 72 75 72 72 63 63 59 62 62 66 66 59 
Belgium . .. . . 72 69 68 67 66 63 49 51 66 69 74 73 
Canada ll '" '" . 68 69 65 58 63 65 63 63 61 60 61 58 
U.S.A. 2 • . 65 62 60 57 54 53 52 54 60 60 59 60 
France • .• 83 79 77 75 74 73 72 73 74 75 76 77 
Japan . . . . 96 100 108 104 107 104 107 106 109 113 119 125 
Poland 2 . - 52 52 53 55 55 54 54 55 53 56 57 49 
United Kingdom a • . 90 89 83 90 
Sweden. 2 . ... . . 931911 96 84,88,77 711 78,82 80,83,84 

t League of Nations Monthly Bulletin of Slalisllcs, No. 8, 1933. 
• Adjasted for seasonal variation. 
• The Board of Trade index. 

1933 

I II mjrv v VI 

62 64 65 65 68 70 
61 61 61 63 64 .... 
72 67 70 70 80 75· 
53 52 53 55 62 68 
59 57 54 60 69 80 
79 81 83 84 85 88 

117 115 130 126 131 ... 
47 51 47 53 55 58 

89 • _._ 
84,86186 81} 84182 

·• The production index of the London and Cambridge Economic Service remained constant from the first to the second quarter 
of 1933. There is normally a definite seasonal decline in the second quarter of the year. 
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Changes in the unemployment situation are ·not so definitely 
favourable. In Germany, a substanti~ improvement has occurred 
in the numbers of unemployed regtstered (from 6,013,612 in 
January to 4,856,000 in June). In Australia, the United States 
and the United Kingdom, the statistics reflect substantial 

· improvement also ; but, in practically every other country 
unemployment in the middle of 1933 appeared to be greater tha~ 
in the corresponding months of 1932. 

The statistics of international trade up to the middle of the 
year showed little evidence of improvement. The diagram 
reproduced as a frontispiece to this volume indicates that the 
decline in. the value of .world trade, while slowing down, had not 
been reversed in the first half of 1932. The most recent statistics 
available are reproduced in the table below. In the first six 
months of 1933, world trade fell in value to 34.5 per cent of what 
it had been in the corresponding period of 1929. 

Imports and Exports of }i'orly-five Countries representing 
about 90 per cent of the Value of World Trade. 

Gold 3 (OOO,OOO's). 

Year 
I Imports 
I I I n l m 1,---rv____,J,----v-.,--j _v_r_ 

1929 •. ' o, 2,836 2,471 2,658 2,872 2,808 2,629 
1930 •• 2,605 2,331 2,428 2,321 2,320 2,202 
1931 ... 1,743 1,613 1,798 1,715 1,684 1,649 
1932 . .. 1,141 1,129 1,166 1,151 1,093 1,086 
1933 • 940 898 1,010 ·908* 967* 934*: 

I 

Year 
·Exports 

I II mlzvJv I VI 

1929 ·. 2,516 2,299 2,503 2,471 2,414 2,354 
1930 . 
1931 . 

2,252 2,072 2,197 2,007 2,068 1,863 

1932 . 
. 1,516 1,445 1,570 1,474 1,450 1,379 

1933 . 
994 1,007 1,024 1,004 921 891 
848 815 898 773* 834* 837* 

Rrf~rence has already been made in Chapter X. to the almost 
~p JJ st_oppag~ of foreign .lending and to the increasing 

. IC es In which many countries have been involved in 

* Provisional. 
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:rneeting their international a . · 
there bad not been . time rJ ~hnts. At the middle of 1933 
prices or the relief given by the ~r the. UJ?Ward movement of 
exert a marked effect upon the b ~preciatiOn of the dollar to 
is good reason to expect that bo a ances of payments. There 
i,mprove the international economiJh t~~~e factors will further 
exporting, debtor countries but t?osi Io:q of the agricultural. 
trade restrictions and oth;r unsol e d p~rsisten~e of excessive 
problems sets obvious limits to anyve hn~ernat10nal economic 

One clear indication. of the im · sue Improvement. 
problems is afforded by the harve~o~a~c~. of /uch unresolved 
has been a considerable failure of the era Is ~cs or 19~3. There 
and, to a less extent, in Canada, but t~~s ~n thet l!mted Stat~s 
abundant. Thus it is estimated that the arves .In Europe Is 
in ten European countries will . b. e. .190 ~fldli" ucbon. oftalwheat 
Ompared with 171 · 1932 · on qmn s as ? . ' · . m. • and it is known that the har'vest 

~n other countnes, n~tably France, is large. While the net result 
Itnh thle93n3orthernthhem~stphe~e ":ill be a substantial diminution in 

e ·. . . crop, .. e sr uall~n Is affected also by the possibility 
of goo~ h3!vests In Australia, the Argentine and other producin!f 
countnes m the southern hemisphere, o 

At the end, of J?lY l ~33, there was more confidence and 
g;eate! economic act~VIty 1~ the world as a whole than at any 
tim: sm~e the fina~cial p~~c began in the spring of 1931. . The 
reVlval m economic actiVIty, however, varied greatly from 
country to country. The development of the experimental 
plans for recovery in the United States was being watched 
with the closest attention, and even anxiety, all over the world. 
The hope persisted that, whatever the outcome of particular 
experiments, the forces of recovery evident not only-in the United 
States, but elsewhere, would develop further strength. At the 
same time, it was clear that great and difficult problems remained 
unsolved, particularly in the sphere of internat~onal ~~anomie 
and financial relations. Indebtedness, currency Instability and 
excessive trade restrictions were obstacles to recovery that 
could. not be expected to vanis~ .witho_ut P?sitive action ba~ed 
upon International agreement. Rismg pnces, mcrease~ production 
and purchasing power, and reviving. co:tfide~ce, leadm~ to more 
balanced national economic orgarusation m many Important 
countries, might, it was hoped, make possible in the near fut~re 
~. more positive and constructive approach to these outstanding 
International problems. 



Appendix I. 

CHRONOLOGY· OF EVENTS, JULY 1932 TO JULY 1933. 

1932. 

JULY 1 United States of America budget deficit for 1931-32 
announced as $2,885 million. 

English· Treasury announces conversion of 5%.War 
Loan. 

Treasury ban on new capital issues in United Kingdom. 
Japan introduces foreign exchange control. 
France: General reduction of import quotas {10 to 

30 per cent). 
5 Beginning of Belgian coal strike (continued to Septem-

ber 7th). · 
8 lausanne Agreement signed. 

11 Governing Body of the Bank for International Settle
ments recommends restoration of the gold standard 
,along the lines of the League's gblcl report. 

12 United Kingdom introduces 20. per cent tariffs on 
' Irish goods from July 15th, 

Uruguay : Moratorium on commercial debts. 
14 Publication of the Belgian, English, .French and Italian 

Gentlemen's Agreement (not to ratify Lausanne 
Agreement before war debts to. United States of 
America are settled). 

16 Ouchy Agreement for tariff reduction initiallecl by 
Belgium, Luxemburg and the Netherlands. . 

18 Turkey becomes Member of the League of Nations. 
21 British Imperial Conference opened at bttawa. 
· . President Hoover signs Emergency Relief and Con

struction Act, broadening functions of the 
Reconstruction Finance Corporation. 

22 President Hoover signs Home Loan Bank Bill with 
Glass rider increasing National Bank note issue. 

26 Irish retaliatory tariffs imposed on British goods. -
28 Bolivia-Paraguay frontier troubles commence • 
. 31 National-Socialists double their number of seats - in 

Reichstag elections. 



JULY: 

AUGUST 
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During this month : 

Wholesale prices began to rise in the United Slates 
F~ance, India, Japan and the Scandinavian countries: 
Dls~ount ra,tes were lowered in Danzig, Bungarg and 
Indw and Industrial shares: began to rise in practically 
all countries·. 

2 Issue of French colonial loans amounting to 596 million 
francs at 4 Y2 per cent, . 

3 United States Treasury announces first issue of 
National Bank notes under !-lome Loan Bank Act 
(Glass rider). 

1.1 British loan to Estonia, 1,300,000 krone for four years. 
13 Persian foreign trade monopoly expanded; 
14 Swiss banl{s grant Roumania 2 Yz years' credit, 

50 million francs at 4 Yz per cent. . 
19 United States of America Commodities Finance Corpo

ration created. 
Conclusion of Ottawa Conference. Empire Trade. 

Agreements signed. 
22 Dutch Treasury bonds issued (75 million florins, 3%). 
24 Austrian National Council ratifies Lausanne Protoc.ol 

for the new League of Nations loan, 
27 Compulsory delivery of foreign exchange in ))enmark 

suspended. . . . . 
30 British Treasury announces new conversions. (£13 mil. 

liont 4%% Warc. Loan and £.140 million 4Yz% 
Treasury bonds). 

Italian ban!{S. reduce deposit interest rates. . 
Japan creates fund to regulate foreign e~change rate. 
Embargo on British capital issues partially :relaxed, 

AuGust : During this month ; . . i . the United Stales, 
Production began to mc~eas~ :and Czechoslovakia. 

France, Austria, Hungary, . wei: the. United Kingdom, 
. Wholesale. prices began .to rl~~itzerland Czechoslovakia, 

Australia, Canada, Be!g!U~, France Di;counl rates were 
but there was a recesswn !11. . • 
reduced in Austria, Chile and Japan. 

signs Economic Emergency 
SEPTEMBER 1 . President Hindenburg · 

Decree. . C nJerence on South-East European 
5 Opening of Stresa o ic . uestions. . 

financial and econom ~- .al Commtttee of the 
6_14 Enquiry by delegation. ~!~f~ e~onomic situation. 

League into tbe fin . 
·of· Routnani~-
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SEPTElllBER 14 Greece makes an arrangement with its creditors With 
regard to annual interest service. 

15 Japan recognises Manehukuo. . 
16 Germany refuses to take further part In the Disarma

ment Conference until its equality of armament 
rights is recognised. 

17 French conversion (85 milliard francs of stocks con
verted into 4 7'z %, 75 years), 

21 Reduction of German Bank. rate to 2 per cent. 
22 Italian proposf!l of an international Convention of 

a forty-hour week brought.before the International 
Labour Office Governing Body. 

27 German Emergency Decree to relieve agriculture 
from its interest burden. 

28 English liberals (Samuel group) retire. from National 
Government. 

Panama : partial moratorium on external debts. 
Hungary : Stock Exchange opened for nineteen stocks. 

SEPTEMBER : During this month : 
Industrial production began· to increase in Germany, 

Belgium and Japan. World production of pig-iron and 
~Jteel also began to increase. Wholesale prices began 
to rise in Greece, Italy and the J:Vetherlands, but there 
was a recession in Canada and Czechoslovakia. Discount 
rates were reduced in Germany, .Sweden and Czecho
slovakia. 

OcTOBER 1 Italian foreign exchange regulations gazetted. 
3 Lytton Commission report published and presented 

to the League of Nations. 
Iraq becomes Member of the League of Nations. 

4 Australian Conversion 3 %% Loan issued, 
11 British issue of £150 million 2% Treasury Bonds 

1935-1938. 
13 Bolivia : one year's moratorium for bank and private 

debt. 
Brazil .: two months' moratorium. for a.II private debts 

in Brazilian currency. 
14 Australia : general increas'e in tariffs, providing 

·increased preference on British products. 
15 ·Yugoslavia : default on two Paris .Loans) (1906 and 

1911). . -
17 The United Kingdom gives notice of its intention to 

. terminate the commercial treaty with Russia. 
. 21 New Zealand ratifies the Ottawa Agreement. 
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OcTOBER 22-26 Third Balkan conference at Bucharest. 
31 Preparatory Commission meets in Geneva to prepare 

World Economic Conference. · 

ocroBER : During this month : 

Industrial production began to increase in Poland. 
Wholesale prices began to fall again in the United States 
United Kingdom, Italy, Australia, Belgium and Den: 
mark. Discount rates were reduced in South Africa, 
Denmarlc, Spain, HungCiry and Poland. Industrial 
shares began to fall in all countries except Japan. 

NoVEMBER 3 Issue of £300 million 3% British Conversion Loan, 
8 Franklin D. Roosevelt elected President of the United 

States of America, 
10 English note asking for war debt postponement. 
11 French note asking for war debt postponement. 
16 :Report of British Unemployment lnsurance Commis

sion published. 
:French Post Office Savings Banks reduce interest rate 

(3% to 2% per cent). 
17 Third Indian Round Table Conference opened in 

London. 
Germany: Vort Papen's Government resigns, . 

23 The United States of America refuses postponement 
of war debt payments due on. December 15th. 

NoVEMBER: During this month : 
Industrial production began io increase in Canact_a, 

but declined in the United States .and _czechoslovakia. 
Wholesale prices began to fall in India and Sweden 
but rose in. Yugoslavia. 

DECEMBER 
. t t The Hague in regard to 1 Oslo powers negotia e a.. . . . E ·c 

their position at the Monetary and conorm 

Conference. t. bibits new coffee plantations 
Brazilian Governmen pro 

for three years. , t becomes necessary for 
Italian Government s .consen .. . 

.. d t ial investments. 
all future m ~s r .· ·· rues Chancellor in Germany. 

2 General von Schleicher .becoe to Congress includes fore-
6 President Hoover's mes.~~f S1142 million. 

cast of budget defici ·t' at Geneva recognising 
· ·gn an agreemen · d' 11 Five Powers s1 . . m· " when such. con 1-, · , . qual r1ght to ar • . ,, 
Germany s e · ·· · •ty to all natwns · · 
• . ·t which oiler securl . twns eXIS 
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DECEMBER 11· 
Germany resumes her position at the Disarmament 

Conference. -
Third English note on war debts. England o~ers to 

pay, but only as a part of fi?~ settlement. · 
Third American note. Payment ms1sted upon accord

ing to the war debt settlement.. 
12 Fourth English war debt note. . 

Sino-Russian diplomatic relations restored. 
Anglo-Persian conflict brought befo~e the Council of 

the League of Nations. · 
13 :Herriot Cabinet resigns. 
15 The United Kingdom pays £29.5 million sterling 

(£19.6 million gold) war debt instalment to the 
United States of America out of Bank of England 
gold reserve. 

Instalments also paid by Italy, Czechoslovakia, Fin
land, Greece, Latvia, Lithuania, Roumania and 
Yougosla'\ia. 

-France, Poland, Belgium, Estonia and I:Iungary do 
not pay. · 

18 Little Entente conference in Belgrade. 
19 President Hoover suggests to Congress the formation 

of a cqmmission of both political parties to deal 
with war debts, disarmament, etc. 

23 The Netherlands postpones ratification of Quchy agree
ment until France, the Pnited Kingdom and Ger
many have accepted the .. exception from the most
favoured-nation clause involved in the agreement. 

The Netherlands : general increase ili tariffs. 
27 South Africa leaves the gold standard, 
30 French. ParHament ratifies the "Lausanne Protocol and 

tile Austrian loan. 

DEcEMBER : During this month : 

JANUARY . 1 

Indw;trial production beganto fall again in Germany, 
.Aw;tria, Canada and Poland. Wholesale prices ·began 
to fall in Finland, the Netherlands and Norway. The 
discount rate was lowered in Greece. 

1933. 

Finland : short-term loan of £1,000,000 · contracted 
in Stockholm •. 

9 Second session of the ·Preparatory Commission for 
· the Monetary and Economic Conference. 
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JANUAlW · 11 Negotiations. for an. agreement With the creditors of 
the Credit-Anstalt concluded. 

M. Stalin reports to Central Committee and Central 
Control Commission of Communist Party on the 
results of the first Five-year Plan, 

A programme for the second Russian five-year Plan 
announc.ed, 

11-25 International Labour Conference at Geneva for the 
reduction of working hours. 

16 Control Committee of the States guaranteeing the 
Austrian loan of 1923 met to discuss the issue of 
new Austrian international loan, 

JANUARY: 

FEBRUARY 

17 Yugoslavia : · three years' moratorium negotiated on 
.all payments to foreign holders of Yugoslav bonds. 

20 Close of Preparatory Commission and publication of 
Draft Annotated Agenda for the Monetary and 
Economic Conference. 

South African pound reaches parity with sterling. 
Invitation from the United States of America for a 

British delegation to discuss the war debt question. 
23 Italy : Cabinet decides to create an industrial recon

struction institution : 
(1) For the financing of industrial enterprises, and 
(2) For industrial demobilisation: . 

24 League :Protocol concerning financial collaboration 
with Roumania signed. 

25 The United Kingdom accepts the invitation ?f _the 
United States of America to open debt negotiations 
at beginning of March, but proposes to postpone 
discussion of economic problems to the Monetary 
and Economic Conference. 

30 Opening of official Stands~ill Conference at Berlin. 
Resignation of German Cabmet. . · 

31 Herr Adolf Hitler becomes Chance_llor of Germany, 
M. Daladier forms new French Cabmet. 

During this month : 
Industrial production begart 

Germany. Discount rates were 
and Italy. 

to increase again. in. 
reduced in. Hung(JJ'[J 

ens negotiations with Mr. 
1 British Ambassador op . . debt conferences. 

Roosevelt in re_ gard to wart . participate.. in war 
· · willingness o 2 Italy announces . 

debt negotiations. 
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2 The United States inVitation also issued . to Latvia, 
Lithuania, Finland and Czechoslovakia. 

4 International Steel Cartel re,newed for _five years. 
6 Hungary terminates all clearmg conventions except 

that with Austria. . 
8 Mr. Roosevelt invites forty-eight governors 9f the 

States to a conference at Washington in March, 
in order to examine various relief measures. 

9 Mr. de Valera becomes Prime Minister of Irish Free 
State, 

11 Hungary: Standstill Agreement renewed. 
14 The Bank for International Settlements share of 

Reichsbank's credit prolonged for three months. 
British Imp.erial Committee on Economic Consultation 

and Co-operation meets. 
Union Guardian Trust Co. .in Detroit closes down. 
An eight-day banking holiday declared in State of 

l'rfichigan. 
17 Negotiations concluded for renewal of German Stand

still Agreement. 
20 New York Federal Reserve .Bank agrees for ten days 

to take over forced sales of bills at one-half per cent 
to strengthen cash reserves· of weak banks. 

21 House of Commons approves Austrian Loan Bill. 
Berlin : negotiations begun for the renewal of the 

municipal Standstill Agreement. expiring on March 
15th. 

The United States of America: banks in New York 
and New Jersey permitted to limit withdrawals 
of deposits. Governor of Michigan assumes 
dictatorial banking powers. · 

22 British and French Ambassadors renew negotiations 
with Mr. Roosevelt in regard to a future war 
debt conference. · 

Following upon Ouchy Convention of June 1932. 
Belgium, the Netherlands and Luxemburg sign 
trade and shipping agreement on the basis of 
the recommendations of the Economic Committee 
of the League. . 

23 Following ultimatum to China, Japan advances . on 
Jehol. 

Re-organisation of Detroit banks planned. Emergency 
baliking legislation in Indiana and New Hampshire. 

25 President Hoover signs Couzens Bill. EmergencY 
b~king legislation in Maryland, Missouri, Nebraska, 
Wisconsin, Iowa, Florida and Oklahoma. Banking 
holidaY in Baltimore. 
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FEBRUARY 27 Text of Lit.tle Entente pact signed by Yugoslavia 
Roumama and Czechoslovakia published. , 

Gen:;.al m~ratorium authorised in States of indiana 
. . Jssour.x, Arkansas and Wisconsin. ' 

Bntlsh embargo on exportation of arms to China 
and Japan. . 

Withdrawals restricted in Ohio. and Indiana 
28 Penn~ylvania, Delaware and West Virginia ·restrict 

Withdrawals of bank deposits. 

FEBRUARY : During this month : 

Wholesale prices began to rise in Denmark and 
New Zealand. Discount rates were reduced in South 
Africa and India. Industrial shares began to fall 
in Japan. 

1 Banking holiday in Kentucky, Tennessee and Alabama. 
Withdrawals restricted in Washington, St. Louis, 

Illinois, Arkansas, Philadelphia and. Minnesota. 
2 Banking holiday in Oklahoma, Nevada, California, 

Oregon, Louisiana, Arizona, Texas, Idaho, San 
Francisco. Stoclc exchange closed. 

New York Bank rate raised from 2¥2 to 3Yz per cent. 
3 Banldng holiday spreads to five more States, malting 

a total of thirty-seven. 
4 Inauguration of President Roosevelt. 

Banking holiday in New York and lllinois. 
All banking operations suspended. 
New York Assay Office refuses to sell gold for Federal 

Reserve notes. 
Dealings in· dollars suspended and gold bullion market 

closed in Lon.don. . . 
6 German elections return a majority for the Nazl 

Government. · · It 
Tl e United States of America: President ~o?seve 

1 decrees national banking holiday ; prohibits all 
foreign banking operations ; imposes an embargo 

on gold a_nd sil~e~ ex~o:~~!io~~s:~!~~er;p~~=~:~ 
to permit ce~ am . learin House certificates 
including the Issue of C f gof special accounts 

d authorising the crea 1on an. 
for new deposits, ulnates new rules for 

7 Secretary of. Treasury p~o~. Reserve Banks resume 
banking activities .. · Fe er . under restrictions .. 

t . 8 Banlts re-open . 
normal opera 10n . . crisis propo.sals before 

9 President Roosevelt lays bxs . 
Congress. 
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10 President Roosevelt extends banldng holiday for 
indefinite period and signs Banldng Bill to support 
the emergency Decrees to prevent gold hoarding, 
to control and re-organise banks, to authorise 
lending to member banks on new collateral and 
to provide for issue of ;Federal Reserve Banlt 
notes against individual and corporate ~tssets as 
well as Government securities .. 

11 $200 million of gold returned to Feder~tl Reserve 
Banks in three days. 

13 Four hundred banks re-open· in the tweive Federal 
Reserve districts. Foreign exchange dealings 
Iimit.ed. London resuqtes dealings .in dollars. 

14 One thousand banks re-open in districts having 
Clearing House associations .. Banking Bill amend
ment gives non-member banl•s access to Federal 
Reserve Banks. 

15 General re~opening of United States banks. Hoarded 
gold returns : $300 million in ten days. 

New York Stock Market re-opens. . 
Dollar rate with other gold countries touching export 

point. 
16 British plan presented to Disarmament Conference. 
17 New British. 2 Y2% Conversion Loan, to be allotted 

in instalments with Treasury Bills. 
18 Announcement of Signor Mussolini's Four-Power Pact 

proposals. 
20 President .Roosevelt signs Economy Bill involving 

$500 million reductions in expenditure on Veterans' 
Pensions and Federal salaries . 

.23 Reichstag passes Enabling · Bill giving Herr Hitler 
dictatorial P·•wers for four years. 

27 Japan gives formal notice of her withdrawal fron~ 
the League of Nations. 

Arrest of six British subjects ~ employees of Metro
politan-Vickers Electrical Co. - in Russia,. on 
charge of sabotage. 

During this month ·: 

Industrial production began to· increase in Japan 
and Canada. Wholesale prices began to rise again in 
the United Slates, Canada and Peru. Discount rates 
were reduced irt A.ustria, Czechoslovakia and Portugal, 
but· increased in New York, Jndustrial· shares rose 
in Germany, Sweden and Switzerland~ 
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3 British liduciary note issue reverts to the normal 
statutory amount of £260 million , 

Financial Committee of the League of Nations enquiry 
in B t!1garia. 

3-14 

5 Agricultpral Conference of Eastern European States 
at Bucharest, 

6 President Roosevelt signs two Decrees authorising 
gold payments for commercial transactions ; 
forbidding the, possession of more than 100 dollars 
in gold under heavy penalties. 

President Roosevelt addresses official invitations to 
British Prime Minister and to the French Govern~ 
ment to visit the United States to conduct prelimi
nary negotiations concerning Monetary and Econo• 
mic Conference. 

7 Reichsbank's decision to repay rediscount credit of 
S70 million, granted in June. 1931, announced to 
Bani> for International Settlements.· 

8 President Roosevelt invites representatlves of Italian 
and German Governments to take part in prelilpi· 
nary discussions at Washin2ton in preparation for 
Monetary an<i Economic Conference. Canada, 
China, Argentine, Japan, Brazil and Chile also 
invited. 

9 Germany : Gleichschaltung - law to bring German 
States and communes under direct. control of the 
Reich. Text of Roumania's new agricultural 
debt conversion scheme published. . . 

Substitution by Chinese Government of natrona} 
silver dollar for the tael. 

13 Roumania approves ratification of the agreement 
concerning technical co-operation wit~ the L;~~u:f 

14 France e Chamber passes 1933 budget wrth de cr 
4 177 million francs. . . L 

1, 9 .' I . f £1 million to be issued m . on don: 
Damsh oan _o 1 s embargo on Russian goods. 
The United Kmgdom ¥ ~e ·ca imposes embargo on 

20 The United States o merr 

22 

gold exports. . Bill conferring exceptional 
Thomas amendment ~o ~~~oosevelt for the regulation 

powers upon Prfesrude ·ted. States currency pOlicy 
and control o m 

presented to Congress. of American credit of 
Greece requests renewal 

$7,500,000. , President Roosevelt and Mr. 
23 Conversations betweent Washington. . 

MacDonald open. a 



APRIL 

·APRIL.! 

23 

24 
25 

26 

28 

29 
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Soviet Government imposes boycott ·on British goods · 
and services during. period of British embargo on 
Russian goods. 

Anglo-Danish rfade agreement signed. 
United States : Treasury Issi]Jl of 2 7 /a 0 /o $500 million 

loan reimbursable in three years. 
Credit-Anstalt agreement with its foreign creditors 

signed. . 
New concession to Anglo-Persian Oil Company agreed 

upon. 
Meeting of Organising Committee fixes June 12th as 

date . of ¥onetary and Economic Conference in 
London. 

Conclusion of French Treasury loan of £30 million 
from British bankers for a period of six months at 
an interest rate of 2 % per cent. 

During this month : · 

Industrial production began to increase- i~ the United 
Slates. Wholesale prices began to rise in ·Australia, 
Chile, India, Switzerland and Czechoslovakia. Discount 
rates were reduced in New York and Rownania. Indus
trial shares began to rise. in Belgiwn, Canada, the 
United States, France, Japan and Czechoslovakia. 

MAY 1 Anglo-Argentine commercial agreement signed. 
Text of Anglo-German trade agreement published. 
The United States Government abrogates gold clause. 

4 Decree of Italian Government authorises increase in 
Customs duties. 

6 League ·commences financial enquiry into the financial 
· · and economic situation of Greece. 

8 The United States Government proposes a Customs 
truce. · · 

9 Turkey flOats first tranche of the £T12 million internal 
loan. . . 

In a broadcast speech, President Roosevelt made it 
clear that the gold clause ·had been definitely . 
abandoned. 

10 Austria suspends payments to the Bank· for Interna
tional Settlements for the servtce of the League loan. 

12 Organising Committee - representing · eight Govern
ments - unanimously adopts the. proposal for a 
Customs truce to begin at the. opening of the 
Monetary and Economic Conference. 
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13 Greek Government defaults on payment or its debt 
to the United States. 

Trade agreement between France and Canada. Canada· 
ann~unces new conversion loan of $375,000,000, 

16 House of Commons approves 13ill for an increase in 
Exchange Equalisation Fund to £350,000,000. 

Issue of ill ternal State loan for first year of second 
Five·yeat Plan in Russia. · 

President Roosevelt appeals to all Powers represented 
at Disarmament Conference and the Monetary and 
Econotnic Conference to bring about successful 
conclusion. 

17 Herr Hitler addresses Reichstag on disarmament. 
National Industrial Recovery Bill intr()duced into 

United States Congress. 
Silver st.ocks in the United States estimated to be at 

the highest level ever reached. 
18 Text of trade agreements between the United Kingdom 

and Norway and Sweden published. 
Germany announces intention of paying her service 

on " gold loans '' in paper currencies .. 
19 Germany accepts British plan" as a ):>asis for future 

Disarmament Convention ". 
20 . Anglo-Norwegian. trade agreement signed. 
23 Anglo-Iceland trade agreement signed. d Chi 
25 Negotiations of armistice between Japan an nad 

M ·u· g of representatives of Germany's publi~ an 
26 ee n . • Berlin to d1scuss private foreign . credttors m • 

transfer problem. h United States of America, 
29 Wheat experts fro:n t ~ Argentine meet in London 

Canada, Australia an . . . 
'der· limitation of productwn. to const · 

During this month : . . Germany ,austria, 
. b. n to r1se m ' 

Wholesale pnces. ega and Sweden. Discount rates 

·1 
2 

7 

Belgium, United J(zngdom . . Danzig New York, 
were reduced . in Southi:/:~c~elherlands. .Industrial' . 
Norway, but zncre~sed: . th ·. Netherlands, Poland and 

to rzse zn e 
shares -began. . but fell in Germany. 
the United Kzngdom, . 

t Conference. 
f Disarmamen · · ·· · a1 i debted-Adjournment o . «< re"ulating agricultur n . 

Germany: Law for " 
ness u promulga~e?·. all d. in Rome. 

Four-Power .P~ct mtti e 
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· 9 Moratorium on German external indebtedness officially 
announced as from July 1st. 

12 · Opening of .Monetary and. Economic Conference in. 
London. Discussion in L!)ndon between represen. 
tatives of British, French and American. Central 
Banks and Treasuries with a view to controlling 
exchanges during the Conference. 

London Committee formed to protect interests of 
English long-term creditors in Germany. 

13 The United Kingdom announces payment of 10 million 
dollars (in silver) in acknowledgment of war debt 
pending final ·settlement. 

16 ·President Roosevelt signed National Industry Recovery 
Act .. 

The United States Congress adjourns till January next. 
Agreement reached between Dr. Schacht and German 

credftors. · 
26 Conferenc~t at Tokio of representatives of Japan, 

Manchukuo and Soviet Union to discuss sale of 
Russian .interest in the Chinese Eastern Railway. 

27 Dollar-sterling rate falls from 4.20 to 4.29 Y2. 
28 New York. closing rate 4.40 for £ a fall of 

5 per cent in two days . 
. 30 Proposed joint declaration submitted for President 

Roosevelt's approval calling for monetary stability 
· and re-establishment of gold standard . ...-.-' intended 

for signature by " gold " and " off gold " countries. 

During thi~ month :_ 
The rise in wholesale prices became. practically 

worldwide. 

JULY 3 · Message from President Roosevelt .rejecting immediate. 
exchange stabilisation. . ' ·., · 

Declaration of adherence to gold· standard 11igned by 
·" gold bloc ". 

5 · Fif.ty-nine countries now recognise Customs truce. 
6 British prisoners released in Russia and embargo 

on Russian goods removed. 
8 Central ;Banks of six European gold standard countties, 

. in collaboration with the Bank for International 
. Settlements, at Bank of France, draw up Protocol 

covering measures to be taken should their curren
cies be threatened. 

10 Negotiations for an. Anglo-Russian trade agreement 
resumed by BCiard of Trade. 
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11 The United States of Americ . . . · 
its code, a cotton Industry presents 

Monetary and Economic Con! . 
its work jn connection ere~ce decldes to continue 
subjects. · Wtth non-controversial 

12 Supplementary agreement concluded b t G 
and British Committee of long- ed. ween . ermany 
creditors. an .. · medium-term 

13 New Australian Conversion Loan, interest at4 er ce 
and redeemable in 1943-1948. Amount £17 ~2119~t 

15 France announce~ decision to rep<ty half Briti~h c~edit 
three months m a<Ivance. 

Trade agreement between . Latvia and the United 
Kingdom. 

The. Netherlands: reduction of discount rate from 
4 % to 4 per cent. 

Hungary to meet coupons due on August 1st for 
League Loan of 1924, but unable to transfer full 
interest service in 1934. 

16 Steel industry submits its code to :President Roosevelt. 
20 New British Loan conversion ; 5 WY& Gold Bonds of 

1932 into Treasury Bonds at 3 Ya per cent. 
21 Meeting in Paris of China Committee of League Council 

to supervise the technical co-operation of the 
League with the Government of Nanking. 

24 '' Blanket code " introduced in the United States of 
America. to come into effect on August 1st, pending 
consideration of individual codes already presente~ .. 

27 Final plenary meeting of Monetary and Econom1c 
Conference. .. . 

29 Hungary announced internal loan of 20 million 
pengo to cover budg_et deficit. 
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