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EFFECTS OF CURRENCY DEPRECIATION ON PRICES, 
PRODt:CTION, AND FOREIGN TRADE, 1929 TO 19371 

CLAUDIUS VANDER MERWE 

INTRODUCTION 

The severe ec~momic recession that began in 1929 inaugurated an un
precedented senes of currency depreciations also. Since then a wide 
nriety of studies~ have been made of the effects of exchange dep~eciation 
on prices and on foreign trade, with particular emphasis on the efficacy of 
levaluation in relieving a state of depression and bringing about sustained 
· ecovery. Because of the wide fluctuations in prices and trade and the 
:ivergent economic and financial policies followed by the various countries 
luring the period from 1929 to 1937, it is extremely difficult, if not im
lossible, to isolate the influence of individual factors. Consequently, many 

aspects of the problem are still highly controversial. 
-; 1 The purpose of the study here reported was primarily to examine one 
,., ·,spect of the problem, namely, the effects of exchange depreciation on 
'" 1 oreign trade. The foreign trade of the various countries was closely re
. ated to prices and production. It became evident that the influence of 
t~,'urrency depreciation on prices and production was of even greater 
.,,. ~ignificance than was its influence on foreign trade. The influence of 
'·'·:currency depreciation on prices seemed especially significant in two re
-. .;: spects: its effects on the price relationships within countries and its effects 
f~.on the price relationships among countries. 
J: 
1 • STATISTICS USED 

~~~. The foreign-trade computations were calculated almost exclusively from 
· \rade values expressed in United States old gold dollars.3 

•Also presented to the Faculty of the Graduate School of Cornell University, December 1940, as a thesis 
in partial fulfillment of the requirements for the degree of doctor of (Jhllosoph~ .. 

At'THOR·s ACKSOWLF.DG"ESTS. The wnter w1shes to express h1s apprecJatlon to those at Cornell 
University who directed and assisted him in this study. The work was done under the direction of Pro
fessor F. A. Pearson. Professor F. A. Southard made helpful suggestions and comments. Mrs. Eva 

: , Paarlber~ and M1ss Dorothy. Kahn did most of ~he statistical work. Althoul'th much assistance has been 
._ 1 received from others. the writer alone is resp<:ms1ble for the findings and conclusions presented. 
• . •Some of the more fam1liar studtes are· 

Cassady, RAlph, Jr .. and Up~en, Arthur R. International trade and devaluation of the dollar, 1932-
(, 19.14. Quart. joum. econ. SO: 415-435. 19.16. 

Ellsworth. P. T. Export, import, and domestic prices in the United States, 1931-1936. Rev. econ. 

statgi·l~:~ 1 ~f~;~~: t~~~ncy depredation and monetary policy. Univ. Pennsylvania Press. 1939. 
Grahan'J. Frank D. Recent movements in intematwnaJ price levels and the doctrine of purchasing 

power parity. Amer. Statis. Assoc. Journ. 30: 159-166. 1935. 
Hams. S. E. ExchanRe deprectation. Harvard Univ. Press. 1936. 
KmR. Willford I. Recent mon_etary expen"_'ents and their effects upon the theory of money and prices. 

Amer. Statts. Assoc. Journ. 30: .l87-400. 19.!5. . . 
' Li, Choh·Mmg. The effect of depreciated exchange upon merchandise movements. Ouart. JOurn. 

eco\\·::.~:.9-b.~.: a~~J~ea:rson, P. A. Monetary policy and prices. Journ. farm econ, 17:219-234. 
193~-~rren, George F., and Pearson, Frank A. World prices and the building industry, p. 95. 1937 .. 

Wh1te. Horace G .. Jr. Fore1gn exchange ratelland mtemal pnces under mconverttb!e paper currenCJes. 
Amcr. e<:on. rev. 25: 259-272. 1\I:!S. 

1\'orld economic survey; World production and prices; Review of world trade: 1932-33, 1933-34, 
19:J:s-~~isti~~~~~';\:~1~~e~";,a~ ~c"~~~i~~~~i93S-39. and earlier issues. Data on volume of trade 
art available for relatJ\'ely few countnes, and,.~use 0f dttferences m methods of calculatiOn, are not 
alwars romparahle. Furthermore, the values of a country's in1ports and exports are more rel~vant with 
r~spect to its balance of payments and foreign exchange. The use of trade values expressed In terms of 
gold has several possible weaknesses. Among these are: (!) "gold'' values may tend to understate the 
tra<le of defrectated·Ctl!Tenty countries; (21 1t has been contended that "gold" values tend to overstate 
the trade o exchange-<:ontrol rountnes. !See League of Katioos, Report on Exchange Control. Econonuc 
and Fmanc1al, I~:JS. li.A.IO .• Geneva, JnS.l 

3 



4 CLAUDIUS VANDER MERWE 

Price and production computations were calculated almost exclusively 
frotl) the official· indexes for the various countries . as published by the 
League of Nations. 

Price indexes are based usually on currency prices. Where conversions 
to a gold basis were desirable, such conversions were based on the average 
annual exchange rates of the respective currencies relatively to their 1929 
gold parities. · 

METHOD OF ANALYSIS USED 

There seem to be two alternative procedures, either of which could be 
followed in determining the effects of exchange depreciation on foreign 
trade. First, the trade of a country or a group of countries prior to de
preciation could be compared with that of the same countries during and 
after, depreciation; under relatively stable conditions, the trade of all 
countries, irrespective of the time of depreciation, coUld be compared 
during a given period prior to depreciation with that during a similar 
period subsequent to depreciation. Secondly, the trade movements in 
depreciating countries could be compared with that in non-depredating 
countries over the same period. 

A serious disadvantage of the latter method is that the trade of certain 
countries would be compared with that of different countries when the 
countries themselves may not be comparable for various reasons, some of 
which are as follows: 

1. During the depression and recovery periods under study, the trade 
of predominantly industrial countries differed considerably from that of 

. predominantly agricultural and raw-material countries. The trade of 
debtor countries differed from that o£ creditor countries. 

2. . Even agricultural countries themselves were not always comparable 
with one another. Those that exported mainly foods differed somewhat 
from those that exported mainly raw materials. Furthermore, a country 
such as the Dutch East Indies, whose exports are mainly rubber and tin, 
was hardly comparable with, for example, Chile, whose exports are mainly 
copper and nitrates. . . 

3. The economic conditions in the foreign markets of the different 
countries caused further variations. Some countries are dependent on 
only one major foreign market, or at the most on only a few. For example, 
conditions in the United States influenced, to a large extent, the trade of 
some Central American and South Americfgl countries. Conditions pre
vailing in the United Kingdom affected considerably the trade of other 
groups. 

4. The countries were in different stages of development. Some were 
in a period of rapid expansion, while others had reached a stage of relative 
stability. 

5. Finally, the different countries pursued national policies which 
varied considerably and which undoub~dly affected their trade in varying 
degrees-for example, different types and degrees of import restrictions 
and exchange controls, bilateral trade agreements, direct and indirect 
export subsidies, domestic monetary policies (other than depreciation), and 
national and international control schemes affecting certain commodities 
(such as coffee in Brazil, cotton in the United States, and rubber and tin 
in various countries). 
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l\ot all of the factors that made for differences as between countries are 
enumerated abo,·e. Practically every country is subject to a combination 
of factors different from that existing in any other country. Thus it would 
seem better to compare the trade of the same countries in one period with 
that in another period. rather than the trade of some countries with that of 
other countries during the same period. 

However, because of the wide fluctuations in prices, production, and 
foreign trade during the period 1929 to 193i, the first method was im
practical and the second had to be used. That is, in order to allow for 
the decline in trade due to the depression, and for the subsequent increase 
during the recm·ery period, it was ne<!essary to draw comparisons between 
the relative trade mowments in different groups of countries for identical 
periods only. The trade of a country or a group of countries prior to de
preciation could not be compared with the trade of the same country or 
group of countries subsequently to depreciation, except relatively to the 
trade movements in the rest of the countries during the same periods. 
These considerations apply also to comparisons of prices and of production 
in ,·arious countries or groups of countries. 

Adequate data were available for some of the other factors mentioned 
above. For these factors;, allowance was made by classifying the coun
tries into groups. Predominantly industrial and predominantly agri
cultural countries were considered separately; similarly, debtor and creditor 
countries, and free-exchange and exchange-control countries, were con-
sidered separately.4 

' 

Because of the rather limited number of countries for which adequate 
data were a\·ailable, these classifications could not be carried too far. For 
example, there were not enough countries in the exchange-control group to 
allow a subdivision according to type of economy or according to debtor 
or creditor status. This difficulty was aggravated by the fact that the 
currency depreciations did not occur at regular intervals during the period 
19:29 to 1937. A small number of countries (mostly agricultural) depre
ciated early; the majority of the countries depreciated during 19:3:2 and 
19:3:3; and only a few countries depreciated during the later part of the 
period. This irregularity further created the problem of determining the 
periods owr which the degree of depreciation should be measured in order 
to ensure the most suitable comparisons. 

Periods considered 

If the degree of currency depreciation is measured for each year rela
tiwly to the Hl:29 gold parity, the comparisons during the later part of the 
pt'riod would include in one group countries that depr~ciated earl.Y along 
with countries that depreciated more recently, as agamst countnes that 
had not depreciated up to that time. If it is assumed that trade was n:ore 
atlected shortly after depreciation than seYeral years later, the companson 
would not be completely satisfactory, especially for the later years of the 
period. 

A cbssif.cation of the countries according to the degree of currency de
preciation relati,·ely to the preceding year (that is, according to changes in 

4Data on tariffs. bilateral agreements, and many other factors, are.available for some countrie~. bu~ not 
!nr en"U/r.'h c·~untnes norm a surfic1entlr stand~rdJzed form. to pem11t malang .satisfactory claSS1ficat10ns. 
\\"'here pu!>.Sible, huwever, such data were used m a quahtatl\~e sense. 
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the rates of exchange from one year to the ·next) would obviate this dif
ficulty. It would err in the opposite direction, however, if one assumed 
that the effects of depreciation do not work themselves out in one year. 
The effects while depreciation was in progress may also have been different 
from- those later .on, when a certain degree of stability of the rates of ex
change had been attained. 

A third possibility would be to follow an intermediate procedure, using 
two-year or three-year intervals. This compromise proved to be the most 
satisfactdry method. The procedure that was most frequently, but not 
exclusively, followed in this study was to measure depreciation over three 
periods: (1) the four-year period 1929 to 1933;5 (2) the two-year period 
1933 to 1935; (3) the two-year period 1935 to 1937. These divisions seem 
to coincide roughly with three distinct phases of currency and exchange 
depreciation. 6 

For each of the three periods, the countries were classified according to 
the degree of depreciation from the earlier to the later year. The values 
of the imports and the exports of the countries in the respective groups 
were then computed for the years corresponding to those periods .. ' 

EFFECTS OF CURRENCY DEPRECIATION ON FOREIGN TRADE 

IN Tl:lE 39 COUNTRIES STUDIED . 

Degree of depreciation relatively to 1929 
For each year, the 39 countries under study were classified into three 

groups according to the degree of depreciation of their currency in that 
year relatively to the 1929 gold parity (table 1). In group 1 are included 
those countries where no depreciation had occurred up to the year in
dicated; group 2 includes those countries where a moderate degree of de-
~preciation had occurred; group 3 includes those countries where the ex
change had depreciated by more than 35 per cent up to the year indicated. 7 

. Index numbers for the groups of countries are based on the value of im
ports and exports in terms of United States old gold dollars. 

Since the countries included in the various groups differ· from year· to 
year, the index numbers are comparable for any one year but are not com· 
parable from year to year. 

Both imports and exports of depreciated-currency countries were lower 
in 1932, 1933, and 1934 than were imports and exports of non-depreciated
currency countries; in 1934, the index of imports was 36 for non.depreciated-

•The period 1929 to 1933 is admittedly rather long. During those years, howe~. the depression was 
such a dominant factor that it largely overshadowed any effects which depreciation may have had. In 
addition, since only a few countries depreciated their currency prior to 1931, it did not prove worth while 
"to subdivide the period into two-year periods. 

•By 1932 a large number of the a.gncultural and raw-material countries, as well as the "sterling" group, 

tfo~ b:.To~~:r~ei~0Ji ~~&~~~ :'~n~~~!~~J.h•i.H;~~~t;ies~h:~~:;~ci~~m;:":ari?!'t" ~=~~.~: . 
~~1;o~':a!~a~,:':!'d~.~~~:~i';,':S~('ti,C: =~:g:"!~~~~tntarg'!l~h J:r~~'hce:.=:re·~re::.'::'mi~ 
forSi~ce 1M:\'." a~:!:~u~'::r~ ~;;.,::~7 ~~;~dt=,t:~ ':;;~:, ~nft'~~0Siates in March of that 
year, exchan~e depreciation tended more and more to be regarded as a supplementary tool to monetary 

f~!i~~ite~~~f.!~t~b::.0~n~9::. t~~i?i;~i:e1~~~!~. ~~1~~':~~. *.::£~~~~~=~~ t~~~!;;ti':.":::~r~ 
and Belgium in 1935. However, many countries that had previously depreciated their currency experi
enced further depreciation during this period. From 1935 to 1937, the so-called "gold-bloc" countries 

wer:'ti.':r~ti;:~ te;e0~.,!~'t~ ~~rc\, dt'!f':~~:'.,~~r tg{~~~!'s"r~ a particular group was too few for the data 
to be significant, and in those cases the countries were included in the preceding or the following grou]. 
~~:·:.,~9~!1~;rec:u~~':~ z~:;tr,":n~ 'ih~ !·:1n~:'.dfr:' ~~~dr in group 1; in 1936 and 19· 7 
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a~d 31 for depre~iated-currency countries, and the index for exports was 
3a and 32, respectively, when 1929 = 100 (table 1). This was owing partly 

TABLE 1. CuRRENCY DEPRECIATioN AND FOREIGN TRADE FOR 39 CouNTRIES* 
1932 TO 1937 ' 

(Index numbers of the value of imports and exports of 39 countries, classified in each 
year accordmg to the degree of currency depreciation since 1929) 

Degree of currency depreciation 

No depreciation .. , .............. .............. 
Moderate depreciation (.'}--35 per cent) .......... ,. 
Most depreCiatiOn (over 35 per cent) ....... , ..... 

All 3~ countnes ................... 

No depreciation .............................. 
Moderate depreciation (5--35 per cent) ........ ,.,. 
Most depreciatiOn (over 35 per cent) ............ , 

All 39 countries .......... ···················· 

•The countnes mcluded are: 

1929 1932 1933 1934 1935 1936 !937 

Index numbers of the value of imports and 
exports 

Imports 

100 39 38 36 33 
wo 39 31 

:ii 
33 

100 33 33 33 
34 44 
37 46 

100 38 34 33 33 36 45 

. Exports 

100 39 37 35 32 
100 36 32 

32 
37 

100 37 36 34 
:i5 49 
38 45 

100 38 34 33 34 37 46 

Europe: Belgium, Czecho-Slovakia, Denmark, Finland, France, Germany, Greece, Italy, the Nether· 
lands, Norway, Poland and Danzig, Portug~l. Rumania, Sweden, Switzerland, Turkey, the United 
Kin!ldom. 

:-:orth America and South America: Argentina, Brazil. Canada, Chile, Columbia, Cuba, Mexico, 
Peru. the United States, Uruguay, Venezuela. 

Asia: British India, British Malaya, Ceylon, China, Japan, Dutch East Inclies, Philippine Islands. 
Other countries: Australia, New Zealand, Egypt, Umon of South Africa. 
Dunng the period considered, the total foreign trade of these 39 countries constituted from 84 to 

87 per cent of the value of total world trade. 

to the fact that the countries which suffered the most in the early years of 
the depression were also those which depreciated first-Argentina, Brazil, 
Australia, New Zealand, Chile, and other agricultural and raw-material~ 
producing countries, and, later on, the United Kingdom and the United 
States, both of which experienced severe declines in foreign trade up to 
1932 and a part of 1933. On the other hand, France, Belgium, Switzer~ 
land, and the Netherlands suffered less in the early years of the depression. 

The situation may have been due partly also to the fact that prices do 
not respond immediately to depreciation, with the result that the gold value 
of the trade may show a larger decline than does the volume of trade. 

From 1935 to 1937, the foreign trade of depreciated-currency countries 
caught up with, and even exceeded somewhat, the trade of non-depreciated
currency countries. 

Depreciation in each of three periods, 1929 to 1933, 1933 to 1935, 
and 1935 to 1937 

For all 39 couutries 
For each period the 39 countries were divided into three groups on the 

basis of the degree of depreciation,8 as follows: (1) no depreciation; (2) 
moderate depreciation; (3) most deprec1atio::1. The degree of depreciation 

•The ranl(e of each <lepreciation group varied from period to period, depending on the total range in the 
currt'ncy depreCiation during that period (see first footnote to table 2). 
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was expressed as the per cent change in the gold value of a currency from 
the earlier to the later year in each period. 9 With this grouping, it was 
possible to. compare the imports and exports of. depreciated-currency 
countries with those of non-depreciated-currency countries over shorter 
periods of time (table 2). 

TABLE 2. CuRRENCY DEPRECIATION AND CHANGES IN THE FoREIGN TRADE DURING 
EACH OF THREE PERIODS, 1929 TO 1933, 193.3 TO 1935, AND 1935 TO 1937 

(Percentage changes in the value of imports and exports of 39 countries, classified 
according to the degree of currency depreciation from the earlier to the later year in 
~each of the _three periods) 

First period Second period Third period 

Degree of currency depreciation* 

No depreciation ................ . 
Moderate depreciation .......... . 

MM! ~gp:~~::'t~:i .· .' .' .' : : : .' .' : : .' : .' : . : : : : .' : : 
-58 
-64 
--1;5 
-62 

Per cent change in tradet 

Imports 

Exports 

11 
- 1 

"8 

26 
25 

25 

*The average per cent depreciation for each period and for each degree of depreciation is given in the 
following,_t::;a;;;bl::;e;_: --------..---.,..----;r-......,,.....,.=:::--;--=.,.,--

No ., Moderate \ Most 
Period depreciation depreciation depreciation 

1929 to 1933 ................. . 
1933 to 1935 ................ .. 
1935 to 1937 ................ . 

2 or less 
6 or less 
4 or less 

Per cent depreciation 

I 
19-32 I 33 or more 
9-19 20 or more 
9-39 

tFor the first period, 1929 to 1933, the change m the value of the foreign trade of the countries in each 
of the respective depreciation groups was expressed as the per cent change from 1929 to 1932 and from 
I932 to 1933; for the second period, the chan~e in trade was expressed as the per cent change from 1933 
to 1934 and from 1934 to 1935; for the third per1od, the change in trade was expressed as the per cent change 
from 1935 to 1936 and from 1936 to !937. This procedure was followed in order to examine the effects 

of 11'~c~~t~o':.~fri~·~~e1U~~~'r~nte•r!.,tf::'o~ ~~~ble 1. 

During the first period, 1929 to 1933, both imports and exports of the 
countries which depreciated their currency relatively to gold parity in 
1929 suffered a greater decline than did those of countries which did not 
depreciate. 10 Imports of countries with the most depreciation fell 65 per 
cent from 1929 to 1932, as compared with 58 per cent for countries that 
did not depreciate. The corresponding changes for exports were 63 and 
58 per cent, respectively. During the last year of this period, 1932 to 
1933, the difference in trade associated with 'currency depreciation was 
less marked. 

•This is different from the previouO' classification (in table 1), where depreciation was expressed as 

th•,f.J!h:~~g:~\~n;:.;~; fo~1~hi':1r~iailo~~hi~u~~nJ\:~;!~;3 ~~~~y on page 7. 
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For the first year of the second period, 1933 to 1934, exports of countries 
that depreciated remained almost constant, whereas exports of countries 
that did not depreciate declined somewhat (7 per cent). With respect to 
imports, there was no consistent trend. In the second year of this period, 
1934 to 1935, both imports and exports improved in countries that de
preciated ( +2 and + 15 per cent for imports, +5 and +2 per cent for 
exports); they declined in countries that did not depreciate (-6 and -2 per 
cent, respectively). 

During the third period, 1935 to 1937, this trend seems to have been 
reversed. This may have been owing to the fact that the countries which 
depreciated in this period were mainly the so-called "gold-bloc" countries, 
most of which depreciated in 1936, whereas practically all the other coun
tries had depreciated previously and, on the average, to a considerably 
greater degree. It is significant to note also that by 1937 the rate of in
crease in both the imports and the exports of the depreciating group had 
caught up with the rate of increase for the non-depreciating countries. 

A similar study of the changes in imports and exports of manufactures 
which occurred with currency depreciation did not show any significant 
differences from the above study of the changes in total trade. 

For jree-excha11ge versus excha11ge-control countries 
The effects of currency depreciation on the foreign trade of 24 free

exchange countries were compared with those for 15 exchange-control 
countries. The countries were grouped according to the degree of currency 
depreciation over three periods, as in table 2. 

TABLE 3. CuRRENCY DEPRECIATION AND CHANGEs IN THE FoREIGN TRADE OF 
fREE-EXCHANGE COUNTRIEs• 

(Percentage changes in the value of UnJX>rts and ex.JX>~S of 24 free-exchan!:'e countries, 
classified according to the degree of currency depreCiatiOn for the three penods 1929 to 
1933, 1933 to 1935, and 1935 to 1937) 

First period Second peri<:'d Third period 

1929 1932 1933 1934 1935 1936 
Degree oi currency depredation to to to to to' to 

1932 1~33 1934 1935 1936 1937 

Per cent change in trade 

Imports 

}; o dPprt"Ciatioo . ................. -52 - 1 -15 - 8 13 24 
Moderate depr~ciation . .......... -64 -13 3 ~ 6 21 

-66 - 1 -10 16 Mn:->t d~.:pre<:1at1on. ············· All ~• countnes. -61 -II - 5 3 12 23 

Exports 

~ o depreciation -59 - 8 I - 9 II 23 
Moderate depreciation .. .. ........... -65 -10 2 5 2 22 

-5\1 •) 2 3 Mo~t dt·prectatwn. . . . . . . . . . . . . 
-63 - 8 - I 1 '9 23 All :24 countnes. 

•The countn.,; mcluded are: Bel~>um, F>nland. France. the !\etherlands. !\or~··~·. P~land an? Danz>g, 
Swt'den. Switzerland, the l'mted Kmgdom, Canada, Cuba, M(.XIto,. Peru, the l n1ted S_t.ate~. \ enezuela. 
Bnt~<h India, Bnt~<h ~lalara. Ceylon. Dutch East lnd1es, Phli1ppme Islands, Austraha, l\ew Zealand, 

E;:y~~l~~d''~~s~:·t~~~x~h~~ie control in 1 ~:!6 but was kept in the iree-exchange group. 
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The general trend of imports and exports for the 24 free-exchange cou~
tries corresponded closely to that for all the 39 countries, except for slight 
differences in the magnitude of the changes (compare table 3 with table 2). 

· In the 15 exchange-control countries, there was a greater increase from 
1936 to 1937 in both imports and exports for the countries that depreciated 
than for those that did not (compa:re taple 4 with table 2). 

TABLE 4. CURRENCY DEPRECIATION AND CHANGES IN THE FOREIGN TRADE 
OF EXCHANGE-CONTROL COUNTRIES* 

(Percentage changes in: the value~of imports and exports of 15 exchange-control 
. countries, classified according to the degree of currency depreciation for the three periods 
1929 to 1933, 1933 to 1935, and 1935 to 1937) 

First period Second period Third period 

Degree of currency depreciation 
1929 1932 1933 1934 1935 1936 
to to to to to to 

1932 1933 1934 1935 1936 1937 

Per cent change in trade 

Imports 

No depreciation .......... , ............•... -64 -11 - i -4 5 30 
Moderate depr¥iation ... , .... , ............ -72 5 0 0 -18 38 

MAll tgp:;!~~':::::::::::::::::::::::::: -62 -6 -9 8 -'i 32 -64 - 8 -2 .- 1 

Exports 

No depreciation. . .. . .. . . . . . .. . .. ......... -57, -15 -14 4 11 24 
Moderate depreciation ..................... -61 -17 0 6 -3 35 
Most depreciation ................... ,·, .... -65 -2 5 - 1 '8 26 All15 countries ....... : ................. -60 -12 -7 4 

*The countries included are: Czecho-Slovakia, Denmark, Germany, Greece, Italy, Portugal, Rumania, 
Turkey, Argentina, Brazil, Chile, Colombia, Uruguay, China, Japan. 

Italy and China did not-institute exchange control unti11934, but tbey are included in the exchange· 
control group in all years. 

TABLE 5. EXCHANGE CoNTROL AND FoREI<lN TRADE 

(Index numbers of the value of imports and exports of 39 countries,* classified on the 
basis of free or controlled exchange, 1932 to 1937. 1929 = 100) · 

Free-exchange countries ......... , ... , ..... , ...... 

ExAliaa~~~!.;;~~~~.t:i."."::::::::::::::::::::::: 

Free-exchange countries ..............•... , ..•.. ,. 

ExA\ia:\1~~,:!.;;"~~~~~:~."."::::::::::::::::::::::: 

1929,1932,1933,1934,1935,1936,1937 

Index numbers of value of imports and 
exports 

Imports 

100 

I 
39 

I 
35 

I 
33 

I 
84 

I 
38 

I 
47 

100 36 33 32 32 32 42 
100 38 34 33 33 36 45 

Exports 

100 

I 
37 

I 
34 

I 
34 

I 
34 

j 
37 

I 
46 

100 40 35 33 34 37 46 
100 88 34 33 34 37 46 

*24 free-exchange and 15 exchange-control countries, as listed in tbe footnotes to tables 3 and 4, re
spectively. 



CuRRENCY DEPRECIATION :PRICES, PRODUCTION, TRADE 11 

Over the entire period 1932 to 1937, the imports of manufactures of 
free-exchange ~ountries held up much better than did those of exchange- . 
control countnes, whereas the exports of manufactures held up better in 
t~e excha~ge-c~ntrol countries (table 6). .Since this tendency is only 
shghtly ev1dent m total trade (table 5), trade m manufactures is apparently 
the more sensitive to exchange-control policies. Moreover, it seems 
apparent that exchange-control countries which depreciated had more 
success in stimulating exports of manufactures relatively to imports of 
manufactures than had exchange-control countries which did not depreciate 
(table 7). In the case of the free-exchange countries, there was no con
sistent trend in this respect. 

TABLE 6. ExcHANGE CoNTROL AND FoREIGN TRADE IN MANUFACTUREs 

(Index numbers of the value of imports and exports of finished manufactures in 25 
countries,• classified on the basis of free or controlled exchange, 1932 to 1937. 1929 
=100) 

Index numbers of the value of imports and 
exports 

Imports 

Free...,xchange countries .....................•... 100 37 33 32 32 35 42 
Exchange-control countries ...................... 100 31 29 29 26 26 34 

All 25 countries ....•......................... 100 35 32 31 30 32 40 

Exports 

Free-exchange countries ........................ 100 34 31 31 31 33 41 
Exchange-control countries .....•................ 100 44 39 36 37 42 52 

All ~5 countries .............................. 100 37 . 33 33 33 36 44 

•Imports and exports of finished manufactures were available for 25 countries only-15 free-exchange 
and 10 exchange-control. These countries are: 

Free-exchange countries: Belgium, France, the Netherlands, Norway, Sweden, Switzerland, the 
United Kingdom, Canada, the United States, British India, British Malaya, Dutch East Indies, Aus
tralia, Egypt, Union of South Africa. 

Exchange-control countries: Czecho-Slovakia, Denmark, Germany, Italy, Poland and Danzig, Argen
tina, Ch1le, Colombia, China, japan. 

For industrial versus agricultural countries 
The nature of the economy of a country is an important factor in its 

foreign trade. The effects of currency depreciation were therefore analyzed 
separately for the 11 industrial and 28 agricultural countries. u 

Changes in the total trade of the industrial countries that depreciated 
their currency were very similar to the changes in the total trade of that 
proportion of all of the 39 countries that depreciated (compare table 8 with 
table 2). In the early stages of the depression, 1929 to 1933, the trade 
of the depreciated-currency countries declined the more; whereas, in the 
subsequent recovery, these countries experienced the greater recovery. 

In the case of the agricultural countries this relationship was not quite so 
apparent, especially with respect to exports (compare table 9 with table 2). 

When the trade in finished manufactures was segregated from the total 
ll'fhe industrial countries include the principal cre~itor. countries~ whereas the agricultural co~nt.ries 

include the pnncJpal debtor countries. Thus th1s classtficatJOn accordmg to the type of economy cmnc1des 
rou~hly 1<1th that made accordmg to the creditor or debtor status of the countries (see page 13). 



12 CLAUDIUS VANDER MERWE 

TABLE 7. EFFECTS OF EXCHANGE CoNTROL AND CURRENCY DEPRECIATION ON 
FoREIGN TRADE IN MANUFACTUREs-

(Percentage changes in the value of imports and exports of finished manufactures of 
15 free-exchange and 10 exchange-control countries,* classified according to the degree 
of currency depreciation for the three periods 1929 to 1933, 1933 to 1935, and 1935 to 
1937} 

First period SeCond period Third period 

Degree of currency depreciation 1933,193~ to to 
1934 1935 

Per cent change in trade 

Exchange-control countries: · 

No de[,~~~~:::::::::::::::::::::::: -56 -16 -14 - 1 14 1!:! 
--66 -12 0 -18 1 37 

"' ~.!~~- .............. , . ~ ........ -55 2 12 15 38 .................... -71 -,4 - 1 5 12 

Free-exchan~e countries: 

No deWx~~~~~ ........................ --60 -5 -6 -13 11 28 
Imports ....•..............•.•..... -48 -6 -14 -13 13 21 

Some depreciation: 
Exports .•....•.....••..•••........ --69 -10 3 -3 14 
Imports ....•... , ..•.........••...• --68 -11 5 -3 22 

*The countries are those listed in the footnote to table 6. 

TABLE 8. CURRENCY DEPRECIATION AND CHANGES IN THE FoREIGN TRADE OF 
INDUSTRIAL CoUNTRIES* 

(Percentage changes in the value of imports and exports of 11 industrial countries, _ 
classified according to the degree of currency depreciation from the earlier to the latel'\ 
year in each of the three periods 1929 to 1933, 1933 to 1935, and 1935 to 1937) 

First period 

Degree of currency depreciation 

No depreciation ............. -~- . . . . . . . . . . . . -57 
Moderate depreciation. . . . .. . .. . . .. .. . . .. . . --62 

MAn1ip::~:: :::::::::::::::::::::::: ...ao 

No depreciation. . . . . . . . . . .. . . .. . . .. . . .. . . . -58 
Moderate depreciation. . . .. . . .. . .. . . .. .. .. . -67 

MX\i ~ipc"c:':'t~:::::::::::::::: .. :::::::: -33 

-8 
-11 

-iti 

-11 
-10 

-ii 

SeCond period 

1933,1934 
to to 

1934 1935 

Per cent change in trade 

Imports 

- 8 
0 

-12 
-6 

-7 
1 

16 
0 

Exports 

-10 
1 

-3 
- 5 

Third period 

12 
1 

'8 

25 
25 

25 

26 
22 

25 

*The countries included are: Belgium, Czecho-Slovakia, France, Germany, Italy, the Netherlands, 
Sweden, Switzerland, the United Kingdom, the United States, Japan. . 
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TABLE 9. CURRENCY DEPRECIATION AND CHANGES IN THE FOREIGN TRADE OF 
AGRICULTURAL COUNTRIES* 

(Pe:centage changes in the value. of imports and exports of 28 agricultural and raw
matenal countnes, clas~Jfied accordmg to the degree of currency depreciation from the 
earher to the later year m each of the three periods 1929 to 1933 1933 to 1935 and 1935 
to 1937) ' ' 

First period Second period Third period 

Degree of currency depreciation 1929 1932 1933 1934 1935 1936 
to to to to to to 

1932 1933 1934 1935 1936 1937 

Per cent change in trade 

IIIlJ;ortll 

No depredation, ..... , .... , ........ , ... , .. -417 - 8 -II 1 9 27 
Moderate depreciation ........... , , , . , -416 -16 7 4 -II 26 
Most depreciation,, ............ , ......... -417 - 5 6 10 '7 All 28 countries .. ,, .... ,,, ... ,, ......... -67 -10 1 5 27 

Exports 

No depreciation .......... , .. , ........ , ... -57 -13 4 2 14 21 
Moderate depreciation ..................... -60 -6 - 3 6 8 40 
Most depreciation ....................... , . -413 -4 3 2 

i4 All 28 countnes ................•........ -61 - 6 0 4 23 

*The countnes mcluded are: Denmark, Finland, Greece, Norway, Poland and Danzig, Portugal 
Rumania, Turkey,Argentina, Brazil, Canada, Chile, Colombia, Cuba, .Mexico, Peru, Uruguay, Venezuela: 
Bntish India, Bnbsh Malaya, Ceylon, China, Dutch East Indies, Phihppme Islands, Australia, New Zea
land, Egypt, Union of South Africa, 

trade, it was evident that the effects of depreciation on the imports and 
exports of manufactures in the 11 industrial countries were even more 
striking than the effects on the total trade of those countries (compare 
table 10 with table 8). In general, in all three periods the exports of manu
factures for depreciated-currency countries relatively to their imports 
improved more than did the corresponding ratios for non-depreciated
currency countries (table 11).12 

Similar comparisons for the agricultural countries are not practicalY 

For creditor versus debtor countries 
The 6 principal creditor countries14 are also large industrial countries, 

and, as might be expected, the effects of currency depreciation on the 
foreign trade of these 6 agreed fairly closely with those found for the 11 
industrial countries. 

The effects of currency depreciation on the 33 debtor countries (the vast 
majority of which were agricultural) corresponded closely to those found for 
the :28 agricultural countries. 

"The on!)' exception was the chan.l'!e from 1934 to 1935. Countries that still maintained the gold 
value or the1r currency at the Ht!9 panly tmposed new restnctivns on imports i_n 1934. This was at least 
partly re>ponsible for the. large decline in the imports of those countries, especially in the case of France, 
th• ;\etherlands, and Switzerland (Le<lgue of 1\atiOns. World Economic Survey, 1934-35). The decline 
may ha\·e been r>artly due also to the worsening oi economic conditiOnS in countries of the "gold bloc", 
resu\tmg m decreased incomes and Jes...;; imports. 

"~l<"ost aRncultural countnes for ••hich data on manuf,ctur"' are. available had depreciated early in the 
penod under consideration, so that a ~ompar1son between deprec1atmg and non~depr~1atmg countnes 
IS of scarcely any &lgmti.cance ln addit1on, the exports of manufactures from these countnes are very small 
and t:rra t1c. 

~<The l: nited Kingdom, the l'nited States. France, the Netherlands, Belgium, Sweden. 
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TABLE 10. CURRENCY DEPRECIATION AND CHANGES IN THE FOREIGN TRADE 
IN MANUFACTURES, FOR INDUSTRIAL CoUNTRIES* -

(Percentage changes in the-value of imports and exports of-finished manufactures of 
11 industrial countries, classified according to the degree of currency depreciation for the 
three periods 1929 to 1933, 1933 to 1935, and 1935 to 1937) -

First period 

Degree of currency depreciation 1929 
to 

1932 

-53 
--117 
--111 

· No depreciation . .. . . . . .. . . . . . . . . . . . . . .. .. . · -58 

SoAii f~P:~~~::::::::::::::::::::.::::: ~ 

1932 
to 

1933 

•11 
- 7 
-10 

Second period Third period . 

1933 
to 

1934 

1934 1935 1936 
to to to 

1935 1936 1937 

Per cent change in trade 

· !~Ports 

Exports 

-11 
5 

-2 

-6 
4 
0 

13 
- 1 

7 

12 
1 
9 

25 
17 
22 

26 
21 
25 

' the same as in table 8. 

TABLE 11. CURRENCY DEPRECIATION AND CHANGES IN THE EXPORTS OF MANU• 
FACTURES IN RELATION TO THE l:MPORTS OF MANUFACTURES, FOR INDUSTRIAL 
COUNTRIES* 

(Percentage changes in the exports and imports of finished manufactures of 11 in
dustrial countries, classified according to the degree of currency depreciation for the 
three periods 1929 to 1933, 1933 to 1935, and 1935 to 1937) 

Degree of currency depreciation 

First period 

1929 
to 

1932 

1932 
to 

1933 

"Second period Third period 

1933 1934 1935 1936 
--to to to to 
1934 1935 1936 1937 

Per cent change in trade 

Nod~~~~: .•...•.........•.•..•...•. 
Imports ....•........ , ...... , ....... . 

-58 
-53 

-11 
- 8 

Some depreciation: 
Exports .................... ,........ --118 
Imports............................. --117 

-7 
-13 

-11 
- 8 

5 
- 5 

- 6 
-19 

12 
13 

1 
- 1 

*The countries included in the respecti'le depreciation groups are the same ~ in table 10. 

Date of depreciation related to foreign trade 

26 
25 

21 
17 

The 39 countries were Classified also into three groups according to the 
time when "they first depreciated. Group 1 includes 23 countries that de· 
valued their currency in 1932 or earlier; group 2 includes 6 countries that 
devalued in 1933 and 1934; group 3 includes those countries that did not 
devalue unti11936u as well as those that did not devalue at all. 

From 1929 to 1933, the countries that depreciated early (1930 to 1932) 
--;;;.;;"Belgium, which devalued in 1935. 
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s1:1ffered a som~what larger decline in imports than did the countries that 
dtd not. deprectate at all or depreciated only in 1936 (66 and 61 per cent, 
respectively) (table 12). However, the countries that depreciated early 

TABLE 12. Tu!E OF CuRRENCY DEPRECIA noN AND FoREIGN TR}J)E 
FOR 39 CouNTRIES* 

. (Index n~mbers of the value of imports and exports of 39 countries, classified accord
mg to the ttme when they first depreciated their currency relatively to 1929 gold parity 
1933 to 1937. 1929 = 100) • 

Time of currency depreciation 

Early in period (1930 to 1932) ......................... 100 
Later in penod ( 1933 to 1934) ......................... 100 
Very late (19:!5 and later) or not at all. .•............... J(l() 

All 39 countries .................................... 100 

Index numbers of value of imports 
and exports 

34 34 35 38 
27 25 30 35 
39 36 34 34 
34 33 33 36 

Exports 

48 
43 
43 
45 

Early in period (1930 to 1932) ............. -.......... 100 35 35 37 41 50 
Later in period (1933 to 1934). _.. . . . .. . . . . .. . . . .. . . .. . 100 29 27 29 32 41 
Very late (1935 and later) or not at all.................. 100 38 35 33 35 43 

All 39 countries . . . . . . . .. .. . . . . .. .. . .. . . . .. . . . .. . .. 100 34 33 34 37 46 

*The 39 

reached a low point in imports in 1933-34, and thereafter experienced con
siderable increases. Imports of countries that depreciated very late or 
not at all, continued to decline until 1935 and showed a substantial in
crease only in 1937. 

The same relationship held for exports of the countries that depreciated 
early as compared with exports of the countries that depreciated very late 
or not at all. . 

By 1937, both imports and exports of the countries that depreciated 
early had reached a higher level relatively to 1929 than had those of the 
countries that depreciated very late or not at all (the index numbers in 
1937 were 48 and 50, respectively, as compared with 43 and 43) (table 12). 

The intermediate group of countries, those that depreciated in 1933 and 
1934, fell between the other two groups as far as the turning points in im· 
ports and exports were concerned, but not with respect to the general level 
of trade. This was owing mainly to the decline in United States trade in 
the early part of the period. . 

When the industrial countries were considered separately, the relative 
and absolute gains in trade for the countries that devalued early were even 
more striking than were those for all the countries included in the study 
(compare table 1316 with table 12). 

l\lost of the agricultural countries devalued prior to 1933, and therefore 
a different classification had to be used for them. Apparently the time of 
depreciatior, made little difference in the case of the agricultural countries 
~nited States was omitted irom table !3 because of the exceptional decline in trade in this coun
trv. Germany and Italy also were omitted. Italy's trade declined constderably up to 1936, partly 
becau>e of the blockade durtng the Ethwptan campaign. German trade was subJect to a very htgh degree 
of control. 
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TABLE 13. TIME OF CURRENCY DEPRECIATION AND FOREIGN TRADE 
FOR INDUSTRIAL CoUNTRIES* , 

(Index numbers of the value of imports and exports of 8 industrial countries, classi· 
·fied according to the time when they first depreciated their currency relatively to 1929 
gold parity, 1933 to 1937. 1929 = 100) 

1929 I 1933 I 19341 1935.1 1936 I 1937 
Tim,e of currency depreciation . 

·Index numbers of value of imports and exports 

Imports 

Early in period (1931) . , , .................. 100 38 

I 
38 

I 
39 

I 
44 54 

Later in period (1934 to 1935) ............... 100 40 34 34 39 49 
End of period (1936 to 1937) ............... 100 49 41 37 39 45' -

.• Exports 

Early in period (1931) ...................... 100 

I 
35 

I 
35 

I 
37 

I 
39 

. I 
47 

Later in period (1934 to 1935) ............... 100 38 38 35 39 50 
End of period (1936 to 1937), ................ 100 37 36 33 31 35 

*The countnes mcluded are: 
Early: Sweden, the United Kingdom, Japan. 
Later: Be4Pum, Czecho-Slovakia. , 
End of per10d: France, the Netherlands, Switzerland. 

(table 14). This .conclusion is not entirely justified, since the number of 
countries in some groups was inadequate. The first two groups included 
8 and 11 countries, respectively. The third and fourth groups included 
only 4 and 3 countries, respectively. Furthermore, as is stated earlier in 
this memoir· (page 4), agricultural countries vary considerably and are 
hardly comparable with one another. Diverse movements in the trade 

TABLE 14. TIME oF CURRENCY DEPRECIATION AND FoREIGN TRADE 
FOR AGRICULTURAL COUNTRIES* 

(Index numbers of the value of imports and exports of 26 agricultural countries, 
classified according to the time when they first depreciated their currency relatively to 
1929 gold parity, 1933 to 1937. 1929 = 100) -

1929 I 1933 I 1934 I 1935 I 1936 I 1937 
Time of currency depreciation 

Index numbers of value of imports and exports 

Imports 

Early in period (1930 to 1931) .............. 100 28 28 30 34 43 
Later in period p 932l ..... · · · .... · . · .... · · · 100 29 30 32 34 43 
Later in period 1933 ...................... 100 32 37 41 47 57 
End ?f period (1936) or not at all ............ 100 28 27 27 29 39 

Exports 

Early in period r930 to 1931) .............. 100 38 38 40 44 54 
Later in period 1932 ...................... 100 33 35 36 42 51 
Later in period 1933!, ..................... 100 50 42 46 54 61 
End of period (1936) or 1\0t at all. ......•...• 100 35 36 34 39 52 . \ The countries Included are • 

Early (1930 to 1931): Argentina, Brazil, Mexico, Peru, Uruguay, Venezuela, Australia, New Zealand. 
Later (1932): Denmark, Finland, Greece, Norway, Portugal, Canada, Chlle, British India, British 

Malaya, Ceylon, Egypt. 
Later (1933): Colombia, Cuba, Philippine Islands, Union of South Africa, 
End of period: Poland and Danzig, Turkey, Dutch East Indies. 
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of the various countries, due to other factors, may have obscured any effects 
which the time of depreciation might have had. 

Summary 
.As b~s already been pointed out, there is great variation among cotin

tnes w1th respect to type of economy, financial status, policies followed, 
and many ot~er factors. Because of this, many countries are hardly 
comparable w1~h one another, and this is especially true of many agri
cultural countnes. Consequently, any conclusions based on the preceding 
analysis must necessarily be in the nature of broad generalizations. 

Prior to 1933, the relative severity of the depression and the price decline 
in the different countries was apparently the dominant factor in determining 
the relative changes in the foreign trade of those countries, obscuring 
whatever influence currency depreciation may have had. 

From 1932 to 1933, there was some tendency for exports of depreciated
currency countries to decline less than did those of non-depreciated
currency countries. Exports of manufactures from the depreciated
currency exchange-control countries even showed a slight increase. 

From 1933 to 1935, the countries that depreciated recovered consider
ably more in both imports and exports than did the countries that did not 
depreciate. 

This trend was apparently reversed during 1936-37. The countries 
that depreciated in this period were mainly those of the "gold bloc". 
Most of the countries in the non-depreciating group had depreciated pre
viously, and had reached a higher level of prosperity by 1936 than had the 
countries of the "gold bloc". The latter group made substantial recoveries 
after devaluation, and from 1936 to 1937 both their imports and their ex
ports increased by approximately the same amount as the average increase 
for all countries. 

Devaluation seems to have been more effective in exchange-control 
countries than in free-exchange countries with respect to trade in finished 
manufactures. Exports relatively to imports for depreciating exchange
control countries were better than for depreciating free-exchange countries, 
and also were better than for non-depreciating exchange-control countries. 

On the whole, the effects of depreciation on industrial countries were more 
striking than were the effects on agricultural countries, especially with 
respect to trade in manufactures. . 

In industrial countries, the exports of manufactures relatively to the 
imports were better for the depreciating than for the non-depreciating 
countries. 

Recovery in trade started earlier in the countries that depreciated during 
the first half of the period 1929 to 1937 than in the countries that depre
ciated during the second half of the period. Also, in the cas? of industrial 
countries, those that devalued early generally reached a htgher level of 
trade by 1937 than did those that devalued later. 

IN THE l:NJ'fED STATES 

A detailed study was made also of the effects of currency deprecia_tion in 
42 other countries on their trade with the United States over penods of 
varying duration. The results seemed to indicate that the effects of 
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depreciation, though immediate, do not work themselves out in one year, 
and may be even more noticeable in the second year. From the classifica
tion on the basis of time of. depreciation, it seemed probable that the effects 
continued for a considerable length of time. 

For the countries consideredin this study, the effects of depreciation on 
their trade with the United States were substantially the same as those on 
their total trade, except for- minor differences occasioned by the particular 
nature of the United States foreign trade. The tablell and description 
concerning these effects are therefore omitted from this report. 

• I 

EFFECTS OF CURRENCY DEPRECIATION ON BUSINESS ACTIVITY 

RELATION OF INDUSTRlAL PRODUCTION TO FORE! <iN TRADE 

The volume of industrial production in a country is an important factor 
in its foreign trade. 

Changes in foreign trade that occurred with changes in industrial pro
duction were examined for 17 countries for the three periods 1929 to 1933, 
1933 to 1935, and 1935 to 1937. For each period, the countries were 
divided into two approximately equal groups according to the percentage 
change in the volume of industrial}lroduction from the earlier to the later 
year. For each group of countries, the changes in foreign trade during the 
corresponding periods were then calculated. ." 

During the first period, 1929 to 1933, in the 8 countries where the volume 
of production declined the least the value of exports dropped, on the aver
age, 61 per cent, as compared with 68 per cent for the 9 countries that suf
fered the largest losses in volume of production (table 15). 

During the next period, 1933 to 1935, the 8 countries whose production 

TABLE 15. INDUSTRIAL PRODUCTION AND CHANGES IN FOREIGN TRADE 
(Percentage changes in the value of imports and exports for 17 countries,* classi£ed 

according to the percentage change in volume of industrial production from the earlier 
to the fater year in each of the three periods 1929 to 1933, 1933 to 1935, and 1935 to 1937) 

- Imports Exports 

- Industrial productiont 
I929 1933 1935 1929 1933 1935 
to to to to to to 

1933 1935 1937 1933 1935 1937 

Per cent change in value Per cent change in value 

Countries where production declined the least 
or increased the most. . . ................ -67 3 44 -61 5 37 

Countries where production declined the most 
'¥1 -68 -5 21 or increased the least .................. , .. -65 -8 

All 17 countries .. ····················· -65 -3 38 -67 -1 32 .. 

*The 17 countnes for which mdustnal-production tndexes were avatlable are: BelgiUm, Czecho· 

~~";;~~:;,~~~h!ku~~t,i'l;~:~"C~h~r~";;;ir!1fi:N~~:.i\a!~~ fa~~::lands, Sweden, the United King· 
tThe average per cent changes in the volume of industrial production for the two groups of COU!ltries 

during the three periods were: , 

.,H"""igh;:-gro=u:--p-.. -.. -.. -. ~ .. -.. -.. 1-~-~-:-1_1_1~_3:-1 ~~:. 
Low group . . . . . . . . . . . . . -24 10 8 
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increased the most experienced a 5-per-cent gain in exports, whereas the 
9 countries that had the smallest increase in volume of production ex
perienced a 5-per-cent loss. 

During the third period, 193.5 to 1937, the margin in favor of the coun
tries whose production increased the most was even larger (37 per cent, as 
compared with 21 per cent for the countries whose production increased the 
least). 

During the first period, 1929 to 1933, the decline in imports was about 
the same for both groups of countries. During the next two periods, how
ever, imports increased considerably more for the countries where produc
tion improved the most (3 and 44 per cent, respectively, as compared with 
-8 and 27 per cent for the countries where production improved the least). 

When only the 10 industrial countries were considered, during all three 
periods the changes in both imports and exports were more favorable for 
those countries where the changes in industrial production were the more 
favorable (table 16),17 

TABLE 16. INDUSTRIAL PRODUCTION AND CHANGES IN FOREIGN TRADE 
IN INDUSTRIAL COUNTRIES* 

(Percentage changes in the value of imports and exports of 10 industrial countries, 
classified according to the percentage change in volume of industrial production from 
the earlier to the later year in each of the three periods 1929 to 1933, 1933 to 1935, and 
1935 to 1937) 

Imoorts 

Industrial productiont 
1929 

to 
1933 

Exports 

1933 
to 

1935 

1935 
to 

1937 

Per cent change in value Per cent change in value 

Countries where production declined the least 
or increased the most ......... _ - . . . . . . . . -59 

Countries where production declined the most 
or increased the least.. -70 

•The 10 industrial are: 

0 

-11 

42 

32 

-64 

~9 

19iJiih ~;::~,France, the Netherlands, Sweden, the United Kingdom, Japan. 
Low group: Belgium, Czecho-Slovakia, Germany, Italy, the Umted States. 

-4 

-5 

19iJ;ih ~~:~~: Germany, Italy, Sweden, the United Kingdom, J?pan. . 
Low group: France, the Netherlands, Belgium, Czecho-Slovakia, the Umted States. 

41 

21 

19if;ih ;;~J~: Czecho-Slovakia, Germany, Sweden, the United States, Japan. 
Low group: France, the Netherlands, the Un1ted Kmgdom, Bel!Pum, Italy. . 

tThe average per cent changes in the volume of mdustnal productton for the two groups of countnes 

during the three period::s~w:_:e=-:re~:--------;--;n;;;;---;--;n::;:;---;---;;;:;;r-

1 

:~3: I :H: I :~; 
-H-ig_h_g-ro_u_p_(~5 -co_u_n-tn.,... e~s)-. -.. -.. 7 26 _2_5_ 
Low group (5 countries)..... . -34 8 13 

When the values of imports and exports of raw materials and finished 
goods were segregated from the total trade a?d examined separa~ely, 
significant differences appeared (table 17). Dunng the first two penods, 

llThe 10 inrlustrial countries were classified also into two equal !(I'Oups according to the level of industrial 
production in ea~h year relatively to 19~9. In all the years. relatively to 1929 the values of both Imports 
and exports of the 5 countries with the hil(hest level of production were conSiderably ~hove. those of the 
0 countries with the lowest production. (The data are omitted here.) The same relationship was found 
to extst also when changes from one year to the next were analyzed. 
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TABLE 17. INDUSTRIAL PRODUCTION AND CHANGES IN IMPORTS AND EXPORTS OF 
RAW MATERIALS AND FINISHED GOODS IN INDUSTRIAL COUNTRIES* 

(Percentage changes in the. value of imports and exports of raw materials and finished 
goods in 10 industrial countries, classified according to the percentage change in volume 
of industrial production in each of the three periods 1929 to 1933, 1933 to 1935., and 
1935 to 1937) 

Imports Exports 

Industrial production 

Co=tries where production declined 
or increased the most . ................ . 

Countries where production declined the 
or increa.sed the least .................... . 

Countries where production declined the least 
or increased the most . ...... , ........ : . 

Countries where production declined the 
or increased the least .............. . 

to 

the. changes in imports of raw materials were more favorable for those in
dustrial countries where the changes in production were the more favorable. 
During the last period, this trend was reversed.18 In the case of exports 
of raw materials, there was no difference as between the two groups of 
countries. · · 

The percentage changes in imports and exports of finished goods were 
consistently more favorable in those countries where the changes in produc
tion were the more favorable. The only exception occurred from 1933 to 
1935, when exports in both groups of countries declined slightly. 

DEPRECIATION AND PRODUCTION 

For the three periods 

. For each of the three periods 1929 to 1933, 1933 to 1935, and 1935 to 
1937, the 17 countries19 were divided into two groups according to the 
degree of currency depreciation from the earlier to the later year in each 
period. The percentage change in the average index of industrial pro
duction in each of the three periods was then calculated for each of the two 
groups of countries. 

During the fir§.t period, 1929 to 1933, the countries with a considerable 
degree of currency depreciation suffered an average decline of only 2 per 
cent in industrial production, as compared with an average decline of 26 
per cent in the countries where moderate or no depreciation occurred 
{table 18). During the second period, 1933 to 1935, the countries where 
--wn;T.Was owisg primarily to the very large increase in imports of raw materials by the Netherlands, 
Belgium, and Italy in 1937, from the excessively low levels in 1936. 

liThe 17 countries are those listed in the first footnote to table 15, 
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TABLE 18. CURRENCY DEPRECIATION AND CHANGES IN INDUSTRIAL PRODUCTION 

(Pe~centage changes in the volume of industrial production classified 
accordmg to the degree of currency depreciation from the year in 
each of the three periods 1929 to 1933, 1933 to 1935, and to 

Degree of currency depreciationt 

Per cent change in production 

K
1
onJiderable depreciation ......•..... , . , . , . , ............ . 
o erate or no deprectatlon ............ , ............... . 18 

15 

the currency was depreciated considerably experienced an average in
crease of 21 per cent increase in production, as compared with 12 per cent 
for the countries where moderate or no depreciation occurred. 

However, in the countries that depreciated considerably during the last 
period, 1935 to 1937, production improved only slightly more than in the 
countries where moderate or no depreciation occurred during this period 
(18 and 15 per cent, respectively). This was owing largely to the fact 
that the countries which depreciated considerably during this period did 
so for the first time,20 whereas the countries that depreciated only moder
ately or not at all during this period had depreciated previously and were 
now experiencing a considerable improvement in production. 

The results for 9 industrial countries21 differed somewhat from those for 
the 17 countries (compare table 19 with table 18). Since none of the 9 
industrial countries depreciated their currency prior to 1931, it seemed 
more nearly correct to use 1931 to 1933 for the first period instead of 1929 
to 1933. ' 

From 1931 to 1933, the average change in production in the countries 
that depreciated considerably was an 8-per-cent increase, as compared with 
a 10-per-cent decrease in the countries where moderate or no depreciation 
occurred.22 Likewise, during the sec<'md period, 1933 to 1935, the coun
tries that depreciated considerably experienced a much larger increase in 
production than did the countries that depreciated moderately or not at all 
(23 and 8 per cent, respectively). 

During the last period, 1935 to 1937, production increased somewhat less 
in the countries that depreciated considerably than in the countries with 
moderate or no depreciation. This was owing largely to the fact that 
changes in production usually lagged somewhat behind changes in the. 

"\\'tth the exception of Czecho-Slovakia. where some depreciation occurred in 1934. 
"The 9 md~.ostrtal countries are: Belgium, Czecho-Slovakia, France, Italy, the Netherlands, Sweden,. 

the United KinRdom the United States, Japan. Germany was excluded because tts exchange was very· 
rigidly controlled. espectally since 1933. For SwitzerlanJ no data on industrial production were available. 

"If the period HU9 to 1933 had been used, the corresponding changes would have been -11 and -27 
in the two groups of countries, respectively. 
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TABLE 19. CURRENCY DEPRECIATION AND CHANGES IN PRODUCTION 
IN INDUSTRIAL CoUNTRIES* 

(Percentage changes in the volume of industrial_production in 9 industrial countries, 
classified according to the degree of currency depreciation in each of the three periods 
1931 to 1933, 1933 to 1935, and 1935 to 1937) • 

Degree of currency depreciationt 

1931 
to 

1933 

1933 
to 

1935 

1935 
to 

·1937 

Per cent change in production 

~oo"J!~:I:~: ~~l:f.:';~~~~~ioo:::::::::::::::: :::::::::::::: 8 
-10 

23 
8 

18 
20 

, *The countries included are: Belgium, Czecho-Slovakia, France, Italy, the Netherlands, Sweden, the 
United Kingdom, the United States, Japan. · 

tThe average per cent depreciation for the two groups of countries duriug each of the three periods was: 

Considerable depreciation ...............• 
Moderate or no depreciation ............. . 

1931 I 1933 I 1935 
to to to 

1933 1935 1937 

42 
3 

Per cent depreciation 
24 

0 

gold val)le of the currency,23 and, as has been pointed out, most of the 
countries that depreciated their currency during the period 1935 to 1937 
did so for the first time in 1936. Most of the other countries had depre-
ciated earlier, and, on the average, to a greater extent. . 

Data on industrial production were available for only a few agricultural 
countries, most of which depreciated early and to an approximately equal 
degree. However, indexes of the volume of goods carried on railroads 
were available for 21 agricultural countries.24 Changes in these indexes 
were compared with changes in the exchange rates over the three periods 
1929 to 1931, 1931 to 1933, and 1933 to 1935 (table 20). During each of· 

TABLE 20 .. CuRRENCY. DEPRECIATION AND CHANGES IN VoLUME OF GooDs CARRIED 
ON RAILROADS IN AGR!CULTURAL COUNTRIES* . 

(Percentage changes in the volume of goods carried on railroads £or 21 agricultural 
countries, classified according to the degree of cur.rency depreciation from the earlier to 
the later year in each of the three periods 1929 to 1931, 1931 to 1933, and 1933 to 1935) 

Degree of currency depreciation 

Considerable depreciation. . . .. ................... , ... . 
Moderate or no 'depreciation ...•.•. , ...........•...•... 

16 
8 

*Source of data: Statistical Yearbooks of the" League of Nations. • 
The countries included are: Argentina, Chile, Mexico, Uruguay, Canada, Australia, New Zealand, 

Philippine Island~: British India, Dutch East Indies, Union of South Africa, Egypt, Bulgaria, Denmark, 
Finland, Greece, J:tungary, Norway, Poland, Rumania, Yugoslavia. 

"This point is brought out more clearly in table 23 (page 24), in which year-to-year chauges in produc· 
tion and exchange rates are compared, _ . 

"Since railroads were relatively ummportant in some of the 21 countries and were very important m 
others, the statistics on railroad transportation not only are unsatisfactory as a measure of business ac· 
tivity in some countries but also are not quite comparable as amoug the various countries, " 
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the three periods, the percentage change in the volume of railroad trans
portation was the more favorable for the group of countries that depre
ciated their currency considerably. 

Relatively to 1929 

Up to 1935, the levels of industrial production in industrial countries 
that devalued their currency were, on the average, much above those in 
countries that did not devalue (table 21). By 1936 all of these industrial 

TABLE 21. CURRENCY DEPRECIATION AND THE LEVEL OF PRODUCTION 
IN INDUSTRIAL COUNTRIES* 

(Index numbers of the volume of industrial production in 9 industrial countries 
classified in each year according to the degree of currency depreciation since 1929 fro~ 
1931 to 1937. 1929 = 100) , 

Degree of currency depreciation 

countries had depreciated their currency relatively to the 1929 gold parities, 
and so the comparison could not be carried on after 1935. However, dur
ing 1936 and 1937 the average level of production in the countries where 
the currency was devalued the most remained substantially above the 
level in the countries where the currency was devalued the least. 

With respect to the 21 agricultural countries (table 22), during the whole 

TABLE 22. CURRENCY DEPRECIATION AND RAILROAD TRANSPORTATION 
IN AGRICULTURAL COUNTRIES* 

(Index numbers of the volume of goods carried on railroads in 21 agricultural coun
tries, classified in each year according to the degree of currency depreciation since 1929, 
from 1929 to 1937. 1929 = 100) 

period 1929 to 1937 the volume of goods carried on railroads remained at 
a somewhat higher level in those countries where the currency was the most 
depreciated relatively to the 1929 gold parity. 

Year-to-year changes 
A considerable relatiooship was found also between year-to-year changes 

in the gold value of the currency, and changes in production, in industrial 
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_countries. In countries where the gold value of the currency declined_ 
from one year to the next, the corresponding changes in industrial produc
tion were consistently more favorable than was the case in countries where 
no depreciation occurred in the co:t:responding year (table 23). The year 

TABLE 23. CURRENCY DEPRECIATION AND CHANGES IN PRODUCTION • 
IN INDUSTRIAL CoUNTRIES* 

(Year-to-year changes in the volume of industrial production in 9 industrial coun
tries, classified in each year according to the degree of currency depreciation from the 
preceding year, 1931 to 1937) , · 

Degree of currency depreciationt 

Some depreciation..... . . . . . . . . . . . - 6 · 
No depreciation.................. -11 

Per cent change in volume of industrial production 
from preceding year 

13 
9 

*These countries are the same as those included in fables 19 and 21, hut the classification is different. 
tThe average depreciation from the preceding year for the two groups of countries was: 

. ,~,~,~,~,~,~,~ 
Some depr.eci.ation........ . -5 -31 -=r5 -=r5 --=10 ----::_;;-~ 
No deprectatton .. ·......... 0 0 0 - 1 - 2 1 - 1 

1935.,.36 was the only exception. But the countries that did not depreciate 
their currency in that year had depreciated previously. The countries that 
depreciated in 1936 did so for the first time and to a moderate degree only. 
However, in the next year, 1937, the same countries further depreciated 
their currency relatively to 1936, and experienced a larger increase in 
production than did the countries that did not depreciate. From table 
23 it is evident also that changes in production tended to lag somewhat 
behind currency depreciation. 

Depreciation was by no means the only factor that affected production, 
but from the above comparisons it is evident that there was a high degree 
of relationship between currency depreciation and production. When this 
relationship is considered in conjunction with the relationship between 
production and trade, it seems highly probable that to a considerable ex
tent the effects of depreciation on trade were due to the effects of depre
ciation on production. 

This conclusion is further strengthened by a consideration of the nature 
of the changes in trade that occurred with depreciation. In the depre
ciated-currency countries, imports of raw materials relatively to exports of 
raw materials increased and remained high during the years 1931 to 1935 
(table 24). ·· In the non-depreciated-currency countries, the ratio declined 
and remained low. . · · 
· With respect to finished goods, imports relatively to exports were high · 
in the gold-standard countries ·and low in the depreciated-currency coun
tries. That is, in the depreciated-currency'· countries, with increased 
business activity more raw materials were needed and less were available 
~or 'export reht.tively to the' situation in the gold-standard countries; on 
the other hand, with high production more finished goods were imported 
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TABLE 24. RELATION OF IMPORTS TO EXPORTS OF RAW MATERIALS AND OF FINISHED 
GOODS FOR DEPRECIATED- AND FOR NoN-DEPRECIATED-CURRENCY COUNTRIES* 

(Index numbers of the ratio of value of imports to value of exports of raw materials 
and of finished goods for 9 industrial countries, classified in each year to the 
degree of currency depreciation since 1929, from 1931 to 1935. 1929 

Degree of currency depreciation 

Some depreciation ....................... . 
No depreciation, ........................ . 

Some depreciation ....................... . 
No depreciation ....................•..... 

1929 

100 
100 

100 
100 

Finished goods 

1935 

118 
92 

85 
119 

the respective depreciation groups each year are the same as in table 21. 

but even more were available for export. In the gold-standard countries, 
because of the lower level of industrial production, relatively less finished 
goods were imported but exports dwindled even more. 

The countries of the "gold bloc" devalued their currency after 1935and 
the reverse trends became noticeable. In France, the Netherlands, Italy, 
and Belgium, the ratio of imports to exports of raw materials improved 
from an average of 92 in 1935 (1929 = 100) to an average of 105 in 1937 
(table 25). This corresponded with the increases in industrial production. 

!ABLE 25. RELATION OF IMPORTS TO EXPORTS OF RAW MATERIALS AND OF FINISHED 
Goons FOR MosT-DEPRECIATED-CURRENCY AND FOR LEAST-DEPRECIATED-CURRENCY 
CouNTRIEs* 

(Index numbers of the ratio of value of imports to value of exports of raw materials 
and of finished goods for most-depreciated-currency as compared with least-depreciated· 
currency industrial countries, 1935 to 1937. 1929 = 100) 

Degree of currency depreciation 
subsequently to 1934 

Most depreciated. . . . . . . . . . . . ...•......... 
Least depreciated ......................... . 

Most depreciated ..................... . 
Least depreciated ......................... . 

]()() 

100 

100 
100 

Index of imports relatively to exports 

Raw materials 

Finished goods 

105 
136 

108 
91 

•The degree of currency depreciation was measured according to depreciation of the currencies sub-
sequently to )9:l4. . 

Mnst-deprec1ated-currency countries: France, the Netherlands, Italy, Belf'(lum. 
Least-depreciated-currency countnes: the United Kingdom, the United States, Sweden, Japan, 

Czec~~i~ii,:'~~~~~ 1929, the currencies of the latter countries were generally the most depreciated by 1937. 
However, since 19:l5 no depreciation had occur:red in the latter countnes (except tn Czecho-Slovakia), 
whereas the former countnes had devalued considerably. 
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On the other hand, imports of finished goods relatively to exports declined 
from im average of 119 in 1935 (1929 ~ 100) to an average of 108 in 1937.25 

In the countries that had devalued earlier, imports of raw materials 
relatively to exports of raw materials continued improving du.iing the 
period 1935 to 1937. Imports of :finished goods relatively to exports of 
finished goods increased somewhat (from an index of 85 in 1935 to 91 in 
1937), in contrast to the decline during the preceding years. 

Furthermore, the higher level of trade in 1937 (relatively to 1929) reached 
by the countries that devalued their currency early in the period as com
pared with those that devalued later, seem:;; to cprrespond with the relative 
levels of production in the two groups of countries. · 

However, differences in the price ltwels, which are examined in the follow
ing section, may have been responsible for a part of the differences in trade. 

SUMMARY 

It is evident that during the period 1929 to 1937 the foreign trade of 
countries was affected materially by the respective levels of the internal 
industrial production of the countries. Generally, countries where pro
duction was at a relatively high level imported and exported more than 
did countries where production was at a relatively 1ow level. . 

It is evident also that there was a considerable relationship between 
currency depreciation and production in various countries. Production 
in countries that depreciated their currency was generally more favorable 
than was production in countries that did not;; depreciate. 

Furthermore, considering the nature of the changes fu trade that oc
curred with depreciation, it seems highly probable that the effects of de
preciation on production were largely the cause of the changes in trade. 

EFFECTS OF CURRENCY DEPRECIATION ON PRICES 

During the period 1929 to 1937, wide fluctuations in prices occurred. 
Because of varying flexibility, some prices changed more rapidly and by 
larger amounts than did others. This· was especially the case during the 
early years of the period, when prices declined severely.26 

Prices of agricultural commodities and raw materials declined, on the 
average, more than did prices of manufactutf;lS, and prices of consumers' 
goods declined more than did prices of producers' goods. On the whole, 
indexes of commodity prices declined more than did indexes of the cost of 
living and indexes of wages. 

During the subsequent price recovery, the more flexible prices again 
rose the faster. 

Thus, in comparisons between depreciated-currency and non-depre
ciated-currency countries, it seemed desirable to compare not only various 
indexes. of commodity prices, but also costs of living and wages. · 

Up to March 1933, the discrepancy between agricultural prices and 
prices of manufactures, especially of manufactured producers' goods, con-
~ng France, which did not experience any· marked iml?rovement in production, imports of 
manufactures latively to el<ports declined from 117 m 1935 to 91 tn 1937. 

"Pearson, and M ers W. I. The importance of equilibrium in the price structure. Farm-
econ. (Cornell De con. and Farm Mgt.), no. llO, Nov.-Dec. 1938. 

Buchanan, Mark T. · nd price movements in the United States and other countries. 
Cornell Univ. Agr. Exp. Memoir 239. 1941. 

Means, Gardiner C. The structure of the American economy. Part I. Basic characteristics, 
p. 122-152. Natl. Resources Com. 1939. 
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ti.nued to widen.27 Since .1933 it has gradually narrowed. This price 
discrepancy was reflected rn the relative price movements in agricultural 
and industrial countries, particularly in their import and export prices. 

For agricultural countries, the import prices are mainly prices of manu
factures and the export prices are mainly prices of agricultural commodities 
and raw materials. For industrial countries, the situation is reversed. 
Thus, over the period 1929 to 1937, import prices in the agricultural 
countries were not comparable with those in the industrial countries. 
Similarly, export prices in the agricultural countries, and to a lesser extent 
wholesale prices and costs of living, were not comparable with those in the 
industrial countries. 

For the industrial countries, import prices were considerably lower than 
export prices because of the fact that up to .March 1933 the import prices 
for those countries (that is, mainly the prices of agricultural commodities 
and raw materials) declined the faster. 28 For the agricultural countries, 
import prices were considerably higher than export prices because of the 
fact that the import prices for those countries (that is, mainly prices of 
manufactures) declined the more slowly (figure 1). Since 1933, these 

70~~L---L-__ L_ __ L_ __ L_ __ L_ __ L_ __ L_ __ L_~ 

1929 19!11 1933 1931 1937 1939 

FIGt:RE 1. PURCHASING-POWER PARITY OF IMPORT PRICES IN TEJrnS OF 
EXPORT PRICES, 1929 TO 1937 (1929 "" 100) 

tO industrial countries (Czecho-Slovakia, France. Germany, Italy, the Netherlands, 
Sweden, Switzerland, the United Kingdom, the Umt~ States, Japa.n) a.re compared 
with 15 agricultural countries (Denmark, Fmland, .1\or:"·ay, YU!1"0SJa\~a. Argentina, 
Brazil, Canada, Chile, British India, British Malaya, China, Dutch East Indies, Aus
tralia, :-:ew .Zealand, Umon of South Ainca). . . . 

In the agncultural countries, pnces of commodities Imported were as much as 35 per 
cent higher than the prices of articles exported. In the. mdustnal countnes, pnces 
oi articles imported were only about 88 per cent of the pnces of arllcle< exported. 

trends in both the agricultural and the industrial countries have been re
Yersed and a better balance has been restored. 

Wholesale prices (in terms o~ gold)_ also d~clined co;ts~~er~bly more in 
the agricultural countries than m the mdustnal countnes· (figure 2). 

!: \\·,,rid «:Onomic SUTYey, J932-3a, Uague of :\'ationS, Geneva, s,.;tzerJand. . 
hlhou,11h the industrial countries import mamly raw rnatenals and foods. and ~!port mamly .~anu~ 

factures, they also Import considerable quantttles of m~nuf~~tures and export cons1d~ra.ble quantth~ of 
raw matc-nals. Thetr tra~e is gene_rally mu~h more d1verst.bf7d than that of .the a.gncdtural '?Ountnes. 
Tms uplams !a•Rely why Import pn""" relatively to export pnces d•d not dedme so much as might have 
~n tx.pecte-d fr0m the decline 1n ~~cultural pnces r~latt\·e\y ~ pn.ces of manutactures. •· ~-· . 

:-~m~ all but 5 of the :?.5 amcultural countries tn~luded t.n th1s companson h~d dep~ectated th~tt 
currency by the end Df 1~:12 and most of the industnal counwes had not, a part or the discrepancy In 
11ho!es.a!e pnces as between the two t)-pes of countnes may ha1·e been due to the effects ot depr«:Iatwn. 



28 

80 

GO 

CLAUDIUS VANDER MERWE 

tnc/v:;tril3/ counfrit!5 

.... ___ .. .,.,., 
40~~~--~--~--~~--~~~--~--~~--~~ 
1929 1931 1933 193~ !937 19311 

FIGURE 2. INDEX NUMBERS OF WHOLESALE PRICES (IN GOLD) IN II IN· 
DUSTRIAL COUNTRIES COMPARED WITH THOSE IN 25 AGRICULTURAL 
COUNTRIES, 1929 TO 1937 (1929 = 100) 

Wholesale prices of all commodities declined more in agricultural than in industrial 
'countries. Smce 1933 the margin has narrowed, but it had not yet disapl'eared by 1937, 

(Source of data: Statistical Yearbooks. of the League of Nations) 

Because of. these divergent price movements, .it was deemed desirable to 
distinguish between the industrial and the agricultural countries in exa;min
ing the effects of currency depreciation on prices. 

IN INDUSTRIAL COUNTRIES 

During the period 1929 to 1937, an average of the indexes of the cost of 
living in the industrial countries that depreciated their currency the most 
corresponded closely to a similar index for the industrial countries that 
depreciated their currency the least30 (figure 3). · · 

Likewise, an index of wages in the-most-depreciated-currency countries 
corresponded closely to a similar index in the least-depreciated-currency 
countries, with the exception of 1935 when wages were about 10 per cent 
higher in the former group of countries than in the latter group31 (figure 3). 

Wholesale prices of all commodities in the least-depreciated-currency 
countries declined rapidly from 100 in 1929 to 69 in 1932, and then de
clined gradually to 65 in 1934 (figure 3). In the ·most-depreciated
currency countries, the decline in wholesale prices was terminated by 
~1931-32, and beginning in 1932-33 a considerable increase occurred. . 

An index of wholesale. prices of 40 basic commodities32 in the least~ 
depreciated-currency countries declined to 59 in 1933-34 (when 1929 = 
100), whereas in the most-depreciated-currency countries a low point of 
only 71 was reached in 1932 (figure 3). By 1937 the price index was 102 
in the latter group of countries (figure 3), as compared with 81 in the for
mer group. 
------ ' "The 11 industrial countries included in this comparison were classified each year into two groups on 

the basis of the degree of depreciation of their currency since 1929. During the years 1931 to 1933 in
clusive, the United Kingdom, Sweden, and Japan were the only countries in the most-depreciated f.'oup. 

!:.r~9~i .. ~~Fe~:jt~ ~~t~;.~~d:~~~~t!d. :~u~ouf~ 1~~t~1~ 'iJ:ft~d·Sl(l~a~~~~~~~~e~931a~!n~~~ 
United States, and Italy were included in the most-depreciated group, and ~ermany, the Netherlands, 
Czecho-Slovakia, Belgium, Switzerland, and France were in the least-depreciated group. 

"Germany was excluded from 1933 on. Since that year, wages have been artificially maintained at 
a level considerably below that in any of the other countries. 

"General-Motors-Cornell indexes of wholesale prices of 40 basic commodities for various countries, 
original tabulations. . · 
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FIGURE 3. INDEX NUMBERS OF THE COST OF LIVING, WAGE RATES, WHOLESALE PRICES 
OF ALL COMMODITIES AND OF 40 BASIC COMMODITIES, IMPORT l:lRICES, AND EXPORT 
PRICES, IN I I INDUSTRIAL COUNTRIES CLASSIFIED EACH YEAR ACCORDING TO THE 
DEGREE OF CURRENCY DEPRECIATION SINCE 1929, FROM 1931 TO 1937 
The countries included in the respective depreciation groups each year are indicated in footnote 

30 on page 28. 
Cost of living and wage rates were only slightly higher in the most-depreciated- than in the least· 

depreciated-currency countries, whereas commodity prices were considerably higher. 

In the case of import prices, in the least-depreciated-currency countries 
the index declined to 48 in 1935 (when 1929 = 100). In the most-depreciated
currency countries, a low point of only 69 was reached in 1931. By 1937 
the index was 91 in the latter group of countries, as compared with 71 in 
the former group. 

The movements of export prices in the two groups of countries were 
similar to those of import prices, except that export prices did not decline 
nearly so much during the early part of the period and did not increase so 
much subsequently (figure 3). 

These comparisons would indicate that commodity prices declined less 
rapidly in the most-depreciated-currency countries, and reached the lowest 
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point earlier, than in the least-depreciated-currency countries. By 1937, 
commodity prices were at a considerably bigher level in the most-depre~ 
ciated-currency countries than in the least-depreciated-currency countries. 

In order to obtain a more nearly precise idea of the extent to which ex~ 
· change depreciation affected the various price series, the ratio of commodity 

prices in the most-depreciated-currency countries to those in the least~ 
depreciated-currency countries was compared with the currency prices -pf 
gold in the former group of countries __ relatively to the currency prices of 
gold in the latter group.33 For this comparison, only the 7 free-exchange 
industrial countries were used.34 

'!'he average currency price of gold in the most-depreciated-currency 
countries, expressed as a per cent of a similar average for the least-de
preciated-currency countries, increased from 142 in 1932 (when 1929 = 100) 
to a peak of 167 in 1934, declining thereafter to 121 in 1937 (figure 4). 
The corresponding per cent for the prices of 40 basic commodities in
creased from 123 in 1932 to a peak of 139 in 1935, and then declined to 117 
in 1937. 

Thus, in 1932, prices of basic commodities were 23 per cent higher in the 
most-depreciated-currency countries, whereas the currency price of gold 
was 42 per cent higher; that is, by that year the relative rise in prices that 
occurred with currency depreciation was 55 per cent of the relative rise in 
the currency price of gold. In other words, the "degree of adjustment" of 
prices to currency depreciation was· 55 per cent. By 1934 the degree of 
adjustment was 48 per cent, by 1935 it was 63 per cent, and by 1937 it was 
81 per cent. · · 

The average of import prices in the most-depreciated-currency countries, 
expressed. as a per cent of a similar average for the least-depreciated
currency countries, was 128 in 1932, 137 in 1935, and 104 in 1937 (when 
1929=100) (figure 4). Compared with the corresponding ratios of the 
currency prices of gold in the two groups of countries, the degree of adjust~ 
ment of prices to depreciation was 67 per cent by 1932, 43 per cent by 1934, 
51 per cent by 1935, and 19 per cent by 1937.35 

When the relative export prices in the two groups of countries were com
pared with the relative currency prices of gold (figure 4), the degree of ad~ 
justment of prices to depreciation was 52 per cent by 1932, 46 per cent by 
1934t 51 per cent by 1935, and 46 per cent by 1937.36 

A similar comparison for the cost of living and wage rates in the in
dustrial Gountries would show that currency depreciation affected them 
not at all or only to a slight extent.37 

By 1937 the degree of adjustment of prices to depreciation was much 
closer to parity for basic commodities than for imports and exports, and 

"That is, prices in the most-dO'(>reciated-curreney conntries were expressed as a per C<!nt of prices in the 
least-depreciated-cnrrency conntnes. These percentages were then compared with the corresponding 

ex~"f:~ vfJs~5 ~ tfo~:"!~"!,:'ietf: ~a~:~~{,;.,~:jOC:d ~~r~~~ ~':~t~T'ts has been 
the ease also, althongh to a lesser extent, in Czeeho-Slova.kia and Japan since 1932 and in Italy since 1934. 
These 4 conntries were therefore omitted in this comparison, in order to make the remaining coun~es 
more comparable. • The 7 countries included are: the United Kingdom, the United States, Belgium, 
France, the Netherlands, Swedeo, Switzerland. 

in ;~~~"fn"~\,:~:,~f ~1ips;:~\,~':I 1:!'n 'i:t~:!;.i~~~ ~~~de.:';~~:fC:::'l: f~af.~~ J'= 
of ~~j{~~~! ~~fg~~vi~~~J'J1J'd,;':~t-depreciated group in 1937, the degree of adjustment w<ltild 
have been 63 per cent instead of 46. 

"ln France the cost of living rose somewhat, and wages rose very considerably, when the franc. was 
devalued in 1936. This, however, was probably owing largely to the political strength of thela~umons. 
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PRICE LEVELS AND CURRENCY PRICES OF GOLD· IN 7 
FREE-EXCHANGE INDUSTRIAL COUNTRIES 

Index numbers of commodity prices in the most-depreciated-currency coun
tries m terms of those in the least-depreciated~currency countries: are compared 
with index numbers of the currency price of gold in the former group of coun
tries in terms of those in the latter group, 1931 to 1937 (1929 = 100). The 
7 countries are listed in footnote 34 on page 30. 

Relatively to the least-depreciated-currency countries, commodity prices in 
the most-depreciated-currency countries failed to increase to the full extent of 
the rise in the currency price of gold. 

31 

the degree of adjustment for imports and exports was much higher than 
that for the cost of living and wage rates. 

IN AGRICULTURAL COUNTRIES 

An average index of the cost of living in agricultural countries that de-
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FIGURE 5. INDEX NUMBERS OF THE COST 
OF LIVING, WHOLESALE PRICES OF ALL 
COMMODITIES AND OF 40 BASIC COM· 
MODITIES1 IMPORT PRICES, AND EXPORT 
PRICES, IN AGRICULTURAL COUNTRIES 
CLASSIFIED EACH YEAR ACCORDING TO 
THE DEGREE OF CURRENCY DEPRECIA• 
TION SINCE I929, FROM 1929 TO 1937 
(1929 = IOO) 

Cost-of-liVing indexes were available for IS coun
tries, wholesale prices of all commodities for 25 
countries and of 40 basic commodities for 13 coun-
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most-depreciated- than in the least-depreciated
currency countries, but not nearly to the same ex
tent as were commodity prices. 
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valued their currency the most, declined to a low point of 87 in 1932 (when 
1.92~= 190) and then inc.reased gradually to 102 in 1937 (figure 5). A 
s1m1lar mdex for the agncultural countnes that devalued their currency 
the. least, decli~ed to a low po~nt of 71 ~n 1934 and thereafter rose only to 
73 m 1937. Smce 1930, the d1fference m the cost of living as between the 
two groups of countries has continually widened. 

An average index of the wholesale prices of all commodities in the most
depreciated-currency countries reached a low point of 88 in 1931, increasing 
thereafter to 119 in 1937 (figure 5). In the least-depreciated-currency 
countries, a similar index declined to 64 in 1933 and recovered only to 76 
in 1937. 

In both groups of countries, the wholesale prices of 40 basic commodities 
declined somewhat more than did those of all commodities (figure 5). 
However, during the whole period, the prices of basic commodities in the 
most-depreciated-currency countries were considerably higher than those 
in the least-depreciated-currency countries. 

From 1930 to 1932, import prices in the most-depreciated-currency 
countries declined only slightly, from an index of 101 in 1930 to 93 in 
1932 (when 1929 = 100), and then they remained constant until 1934 
(figure 5). Following 1934, they increased sharply to 131 in 1937. In the 
least-depreciated-currency countries, import prices declined to an index 
of 69 in 1934, recovering thereafter to 79 in 1937. 
• In both groups of countries, export prices were at a considerably lower 
level than were import prices (figure 5). However, during the early years 
of the period, export prices in the most-depreciated-currency countries did 
not decline nearly so much as, and they subsequently increased consider
ably more than, export prices in the least-depreciated-currency countries 
did. 

These comparisons indicate that prices in the most-depreciated-currency 
countries declined less rapidly and reached a turning point much earlier 
than did prices in the least-depreciated-currency countries. By 1937, 
prices in the most-depreciated-currency countries were at a considerably 
higher level than were prices in the least-depreciated-currency countries. 

In order to obtain a more definite idea of the magnitude of the relative 
price changes that occurred with currency depreciation, prices in the most
depreciated-currency countries relatively to prices in the least-depreciated
currency countries were compared with the corresponding ratio of the 
currency prices of gold in the two groups of countries (as was done also in 
the case of industrial countries). 

Prices of 40 basic commodities in the most-depreciated-currency coun
tries e~pressed as a per cent of those in the least-depreciated-currency 
countries, increased from 118 in 1931 to approximately 144 in 1936 and 
19:37 (figure 6). The corresponding percentages that the currency prices 
of gold in the fom1er group of countries were of those in the latter group 
in 1931,19:36, and 1937, respectively, were 129, 170, and 166. The differ
ences in the currency prices of gold were greater than the differences in 
the prices of basic commodities. Thus, in 1931 the relative increase in 
prices that occurred with depreciation was only 65 I?er cent of the corre* 
sponding increase in the currency price of goJd: Th1s amou~ts.to the same 
as saying that the degree of adjustment of pnces to deprec1at10n was, on 
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the average, 65 per cent by that year. By 1936 the degree of adjustment 
was 63 per cent~ and by 1937 it was 65. per cent. 

Import prices in the most-depreciated-currency countries expreSsed as a 
per cent of import prices in th~ least-depreciated-currency countries, in
creased:from 125 in 1931 to 139 in 1934 and to 171 in 1937 (figure 6). The 
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19::11 19!13 1935 1937 

£xports 

1931 19!!13 195; 1937 
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FIGURE 6. PRICE LEVELS AND CURRENCY PRICES OF GOLD IN 
AGRICULTURAL COUNTRIES 

Index numbers of commodity prices in the most-depreciated-currency eoun-

~ili ~~J!~~b~~S:f i~h~~:e~~~e~~e;~a~f~~~d"i:~ecr::~~es ~~Pc~f~~~~ 
tries in terms of those in the latter group, 1929 to 1937 (1929 = 100). The 
countries are the same as those represented in figure 5. 

Relatively to the least-depreciated-currency countries, commodity prices in 
the most-depreciated-currency countries failed to increase to the full extent of 
the rise in the currency price of gold (with the possible exception of import prices), 
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corresponding percentages for the currency prices of gold in 1931 1934 
and 1937, respectively, were 136, 148, and 161.38 Thus, by 1931 the de: 
~ee of adjustment of P:ices to depreciation was 69 per cent and by 1934 
1t was 81 per cent. Dunng the years 1935 to 1937 the degree of adjustment 
was approximately 100 per cent. 

Up to 1931, and for the countries included, currency depreciation ap
parently had very little effect on export prices. In 1932 however the 
ratio of prices in the most-depreciated-currency countries to those i~ the 
least-depreciated-currency countries was 123, as compared with an ex
chang~ r<l:tio of 140 (figure 6). Thus the degree of adjustment of prices to 
deprec1at10n was about 58 per cent by that year. By 1935 the adjustment 
was still 58 per cent, but by 1937 it was 81 per cent. 

The increases in the cost of living relatively to the increases in currency 
prices of gold, which occurred with currency depreciation in the agricul
tural countries, were 19, 39, and 62 per cent, in 1931, 1934, and 1937, 
respectively (figure 6). 

By 1937, in the agricultural countries, the degree of adjustment of prices 
to depreciation was about at parity for import prices, somewhat less for 
export prices and for prices of basic commodities, and considerably less for 
the cost of living. -

SUMMARY 

In the industrial ;ountries, currency depreciation affected import, ex
port, and basic-commodity prices to approximately the same extent. 
Wholesale prices of all commodities were affected somewhat less, and the 
cost of living and wage rates were affected hardly at all. 

In the agricultural countries, import prices were affected the most, ex
port and basic-commodity prices somewhat less. The cost of living was · 
affected considerably, but not nearly to the same extent as were commodity 
prices. 

In comparing the industrial with the agricultural countries, it appears 
that the response of prices to depreciation was greater in the agricultural 
countries. 

The effects of currency depreciation seem to be especially s~gnificant in 
two respects: First, currency depreciation affected wholesale pnc~s of c~m
modities regardless of whether the comparison was mad~ ~or pnces of 1m

ports, of exports, of basic commodities, or of all commodities; on the other 
hand, the cost of living and the wage rates were not affecte~ or were affec~ed 
only very moderately, especially in the industri~l count~es; thus the m
temal price relationships in countries that dei?recia~ed t_heir currenc1: were 
affected very materially. Secondly, commodity pnces m t~e deprec~ated
currency countries did not increase to the f~l ext~nt of the mcrease m the 
currency price of gold; thus, when comJ?odity pnces_were converted to a 
comparable gold basis they were lower m the d~pre~Iated-currency coun
tries than in the non-depreciated-currency ~OUf!-tnes; It has been contended 
by various authors that, as a result of this d_Iscrepancy, C'l!l'fency dep;e
ciation exercised a depressing influence on pnces m c~untnes that mam
tained the gold value of their currency at the 1929 panty. 
------ . 

"These pt'rcentages differ somewhat'from those for the c0untries inic~~d!~r~na~~~~~l~~~~~o~~f';Ju~~ 
baSic commodtties because the countnes for whtch tml'ort and export pr C 
identical with tho~ for which prices of basic commodtttes were avat!able. 
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INTERNAL AND EXTERNAL PRICE RELATIONSHIPS 

INTERNAL PRICE RELATIONSHIPS 

The level of commodity prices relatively to the C-?St of living and wage 
rates in ll- country has an important bearing on the production of that 
country. In order to illustrate this, 10 industrial countries were classified 
into two equal groups each year. Group 1 included the 5 countries where 
the purchasing power of prices of 40 basic commodities in terms of wage 
rates was high relatively to 1929, and group 2 included the 5 countries 
where the purc]1asing power was low. 

During the whole period 1931 to 1937, the level of industrial production 
was considerably higher in those countries where the purchasing power of 
basic commodities in terms of wage rates was high (table 26).39 

TABLE ·26·. RELATION BETWEEN THE PURCHASING POWER OF BASIC COMMODITIES 
AND THE VoLUME OF INDUSTRIAL PRODUCTION 

(Index numbers of the volume of industrial production in 10 industrial countries,* 
classified in each year according to low or high purchasing power of basic commodities 
in terms of wages, 1931 to 1937. 1929=100) · 

Purchasing power of basic commodities in 
terms of wage rates 

192911931 1193211933119341193511936 J 1937 

Index numbers of volume of industrial production 

Low purchasing power. •.. . . . . . . . .. . .. . . . 100 I 82 1681741781 841 90 I 94 

Hi~no::\':fJ~":~r:::::::::::::::::::: ~gg ~ f~ ~g ~f 1g~ tA~ m 
*The countries included are: Bel~:.ium, Czecho-Slovakia, France, the Netherlands, Germany, Sweden, 

Japan, the United States, Italy, the United Kin;~dom. 
In all of the seven years 1931 to 1937, Belgrum, Czecho-Slovakia, France, and the Netherlands were 

classified in the group where the purchasing power of basic commodities in terms of wage rates was low; 

.?n"J'¥~~t; ~h:"t';;lt.'dnM~~"'!,:Se~ia:iJ~.i fn°t'ir. fo'!:r;.~~· Ni;lhas,f~£ ~.WV'ni~~ ~f~do~ !.~!·i!9;;.; 
high group. In 1934 the United States replaced Italy in t~e high group; and in 1935 Italy replaced the 
United Kingdom in the hiJ!h group. The classification remained the same during 1936; in 1937 the United 

Kin~~!'!_ltf;'~~~~d1~~~.~~~~,;>:~:fn\:' ;~::~~ f~~u~holesale prices of 40 basic commodities in terms of 
wage rates for the two groups of countrtes was: · 

1

192911931 1193211933,193411935,1936,1937 
Low group ............... 100 67 616162 66 69"'"'"'77 
High group . .. .. . .. . .. .. . 100 77 77 80 83 88 94 103 

During the years 1932 to 1937, the purchasing power of the wholesale 
prices of 40 basic commodities in terms of wage rates was higher in the 
industrial countries that depreciated their currency the most, as compared 
with a similar index of purchasing power for the industrial countries where 
the least or no depreciation occurred (table 27). Similarly, the purchasing 
power of export prices in terms of the cost of living was higher in the most
depreciated-currency countries. 

Coincidentally with these better price relationships, the level of in
dustrial production (relatively to 1929) in the most-depreciated-currency 
countries was considerably higher than that in the least-depreciated-
currency countries (table 28). ' 

Currency depreciation was not the only factor that affected internal price· 

0 
--;;;n;;;;;,untries were classified also according to the purchasing power of basic commodities in terms of 
the cost of living, and according to the purchasing J?OWer of export prices in terms of the cost of living. 
In both cases the results correspond closely to those mdicated by table 26, and therefore they are omitted 
here. 
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TABLE 27. CuRRENCY DEPRECIATION AND THE PuRcHASING PowER 
OF BASIC COMMODITIES 

. (~ndex numbers of the p~rchas~ng power of the wholesale prices of 40 
hes m terms of wage rates m 11 mdustrial countries,* classified in each year ac<:or•din,l!' 
to the degree of currency depreciation since 1929, from 1932 to 1937. 1929 •vv' 

1929119321193311934119351193611937 
Degree of currency depreciation 

~:: d!p~~c?:fi~c;i~~~o~ ·. : : : : : : : : : : : : : : : : : : : : : : · : 100 
100 

All 11 countries ............................... 100 

Index numbers of purchasing power of 
wholesale pnces of basic commodities 

I 

66 

I 

65 

I 

66 

I 

71 

I 

78 

I 

76 81 82 81 86 
68 70 72 76 82 

84 
99 
92 

*The countnes mclu~ed are: the U'\ited States, the United Kingdom, Sweden, Japan, Czecho-Slovakia, 
Belgtum, France, the Netherlands, Swttzerland, Italy, Germany. 

ln. 19.12 and 1933 the United Kingdom, Swede~. and Japan were the only countries in the most
depre~tated group .. In 1934 the Umted States, and m 1935 Czecho-Slovakia, were added to this group, 
In 1936 the rematrung gold-standard countnes, With the ex~ept10n of Germany, devalued their currency, 
and the countnes were classtfied Into most- and least-depreciated. In 1936 Belgium, Sweden, the United 
States, the Umted Km.gdom, and Japan, and m 1937 Italy, Sweden, the Umted States, the United King
dom, and japan, were mcluded in the most-depreciated group. 

TABLE 28. CURRENCY DEPRECIATION AND INDUSTRIAL PRODUCTION 

(l?dex _numbers of the volu.me of industrial production in 10 industrial countries, • 
classified m each year according to the degree of currency depreciation since 1929, 
from 1932 to 1937. 1929 = 100) 

Degree of currency depreciation 

~:: d~p~~?:fi~;ci~~~~~ ·. : :: :: :: : : : : : : : : : : : : :::: : 
All 10 countries.. . . . . . . . . . .................. . 

Index numbers of volume of industrial production 

100 
100 
100 

•The countries included in the respective depreciation 
except that Switzerland was omitted because no data on 
country. 

relationships in these countries. Since 1933, for example, with the in· 
auguration of large-scale expansionistic measures in Germany the policy 
has been to prevent prices from rising too much.40 Relatively to 1929, 
wage rates were maintained at a level considerably below that in any of the 
other industrial countries. Though wholesale prices were low, too, C$mt~ol 
in this field was apparently not quite so effective. Thus, cot?mod1ty 
prices relatively to wages were higher than in most other countnes, even 
though Germany did not officially depreciate its currency. 

During and subsequently to the devaluation of the ~ollar in 1933-34, 
wage rates in the United States were increased considerably through 
legislative means as well as by labor-union activitie~. Thus, in spi~e of. a 
considerable rise in commodity prices, the purchasmg power of pnces m 
terms of wages improved only slightly. T~is .factor :was proba~ly I?artly 
responsible for the relatively slow recovery rn m~ustnal product~on m t?e 
'C'nited States as compared with the recovery m most of the mdustnal 
countries subsequently to depreciation of their currency. . 

Similarly, when the franc was devalued in 1936-37, wage rates.m France 
were increased almost as fast as prices rose. Thus the purchasmg power 
~Kenyon E. German financial policies, 1932-1939. Harvard Univ. Press. 1939. 
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of prices in terms of wages hardly improved, with consequent detrimental 
effects on industrial recovery.41 - -

Furthermore, though in the countries studied the relation of the balance 
iri the internal price structure to industrial activity was remarkably con
sistent, there were occasional exceptions, notably in the Netherlands and in 
Germany. From 1929 to 1932-33, the ratio of .wholesale prices of basic 
commodities to wage rates, as well as the ratio of export prices to the cost 
.of living, .declined more in the Netherlands than in any of the other in
dustrial countries. In spite of this most unfavorable cost-price relation
ship, the volume of industrial production in 1933 was at a higher level in 
the Netherlands than in any of the other countries, with the exception of 
Sweden and Japan. · 

From 1933 to 1935, the volume of industrial production in Germany in
creased by more than 50 per cent. Since this was largely because of in
creasing governmental activity, the relatively favorable cost-price struc
ture which existed during the same time might have been a permissive 
factor; but it can hatdly be considered as the principal cause of the large 
increase in industrial production in Germany during these and subsequent 
years. 

Nevertheless, in spite of these exceptions, it is clear that currency de
preciation generally improved the internal price relationships in a country; 
or, during the early years of the depression when prices were falling rapidly, 
it ameliorated the exces8ive development of internal price disparities. 

It is clear also that during this period the level of commodity prices in a 
country relatively to wage rates and the cost of living was a significant 
factorin determining the level of industrial production in that country.42 

The response of the more flexible prices to currency depreciation was 
generally fairly immediate, and thus the correction or partial correction of 
the various price disequilibria was brought about quickly. With de
preciation, the purchasing power of commodity prices in terms of wages and 
the cost of living improved within a short period of time, and thereafter 
changed only slowly and probably as a result of other factors rather than 
of depreciation. 

The United Kingdom and Sweden devalued their currency in 1931. In 
these two countries, this prevented the further development of price dis
parities which were so characteristic of countries that maintained their 
currency at the 1929 gold parity. 

The United States devalued the dollar in 1933 and the early part of 1934. 
Coincidentally with this, the purchasing power of basic commodities in 
terms of the cost of living increased by 17 per cent from 1932 to 1933, and 
by an additional19 per cent from 1933 to 1934; whereas the average in
crease for both years for the 10 industrial countries was only 3 per cent. 
Since 1934 this purchasing power has increased only a little in the United 
States. · 

llFrom 1935 to 1937, industrial production in France increased less than did that in any of the other 

ind~~;ri~i~o:tu%.':" 8-:!,~:ftn~~~~t~n.,~;!~aity prices were compared wt'th wage rates and the cost of 
living, Price disparities between these general price groups were only a part of the picture, and thus 
only one way of measuring price disequilibria. In arecent study 'on J>nce flexibility, M. T. Buchanan used 

~!fa~:."~}'\~f;.";q~lr;ri~% ~~~~~e~~~~~f p¥~r~ra ~~~:~~~;~~Po~~rw:X,~;.n;;;d: 
and an index of industrial activity in each of the four countries for which he made the compansons. 
(Buehanan1 Mark T. Price flexibility and price movements in the United States and other countries. 
Cornell Uruv. Agr. Exp. Sta. Memoir 239. 1941.) 
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The experience of Czecho-Slovakia in 1934, of Belgium in 1935 and of 
France, the,Netherlands, and Switzerland in 1936-37, was very si~ilar to 
that of the United States in 1933-34. 

Ind':st~al prod:tction, howeyer, tho~gh it. responded q':ickly to currency 
depr~c1at10n and .Improved pnce relatwnshtps, also .contmued to improve 
cons1.dera~ly ?unng s~bsequent years. Th:ts, wh1le the internal price 
relatwnshtps m countnes that devalued their currency only late in the 
period improved quickly and approximated similar price relationships in 
countries that devalued earlier, the volume of industrial production in the 
late-depreciating countries was still far below that in the early-depreciating 
countries. The situation was the same for foreign trade, which is closely 
related to industrial production.43 

EXTERNAL PRICE RELATIONSHIPS 

When commodity prices in the various countries were converted to a 
comparable gold basis, it was apparent that prices in the most-depreciated-

- currency countries were lower than those in the non-depreciated- and the 
least-depreciated-currency countries.« A part of this difference may have 
been caused by the considerable increases in import restrictions (such as 
tariffs and import quotas) in the "gold-bloc" countries in 1933-34, partic
ularly for the protection of the agriculture of those countries.46 However, 
it seems highly probable that even if the "gold-bloc" countries had notre
sorted to such restrictions, a considerable difference in commodity prices 
would still have ·existed between the most-depreciated- and the non
depreciated- or little-depreciated-currency groups in the industrial coun
tries. 

RELATIVE IMPORTANCE OF INTERNAL AND EXTERNAL PRICE RELATIONSHIPS 

With currency depreciation, most prices did not adjust to the full extent 
of the rise in the currency price of gold. Thus it is obvious that general 
price indexes in the depreciated-currency countries, when converted to a 
gold basis, would necessarily show a decline relatively to similar indexes 
for the gold-standard countries. This decline seems to indicate that cur
rency depreciation was a depressing influence on prices expressed in term~ of 
gold. However, there are two significant aspects to this problem wh1ch 
must be distinguished. . . 

First, within a country, the significance of a decline in commodtty pnces 
(in terms of gold) caused by devaluation is :very: different f~om t~at of.a 
decline due to deflationary forces. A dechne ~n co~modttY: pn~es (m 
terms of gold) due to deflationary forces resulted 1.n an mcreas~ 1~ pnce ~Is
parities, a rapid contraction of industrial productwn, and dechnmg foretgn 
trade. A decline in commodity prices (m terms of gold) caused by ~e
valuation had the reverse effect.46 Price disparities were reduced, 47 m-

<>The relationship between production and trade in the various countries is discussed in an earlier 
sectwn of this memoir (page 18). . . 

"~e the preceding section where depreciation and pnces are dtscussed. . d C h 
'"Import restncttons were'increased constderablY. in France, the Netherlands, Swtg<;Jr • z1~-)" 

Slovak1a, and Germany in !933-34 (League, of Nations, World Economtc Sur.vey, 19. ·. · • page ~i · 
Many other factors might also have caused dtfferences m pnces--:for examfle, dtfferences 10 thd econo d 
structures of the vanous countries, differences m the comJ?r~heflSIVenes~ o the general pnce m exes, an 
dtt!erences in the importance .assigned to various commodities 10 ~ht:e tdexes.rnounts than do inflexible 

"Dunng a depreSSIOn pertod, flextble prtces dechne faster an y arger tt 'bJ rices increase faster 
pnces, thus creatmg price<:lispanttes. With cw:rency deprectatton, the '!'ore exJ e p dis arities When 
and hy greater amounts than do the .less flex1ble prtces, thus 

1
cdorre.ctmg f t;he ~~~:tlexi~ly-priced com

pnces are converted to a gold basts, thts would mean that the go pnces o 
nwd1tJes were reduced the most. . . . d' 't' ed by the uneven de-

•~This w?uld be true only in a pertod of .depresston, when. pnce Jsparl, lCS ~~~tr is more or less in 
cline of vanous pricesexist .. In normal penods, whendthe pr~ce ~t"th~~·pp'~stte diredion and the infla
·~mhbnum, depreciatiOn mtght tend to create pnce ISpanttes m 
t1onary effects might be only temporary. 
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dustrial production improved, and foreign trade expanded, all of which 
conditions ultimately tended to strengthen the gold prices. 

Secondly, the problem arises whether the lower gold prices in the de
preciated-currency countries would be a depressing influence on prices, 
and thus on business activity, in the non-depreciated-currency countries, 

Since the price structures of the various countries are related to one an
other through foreign commerce, the balances of payments, and the like, 
prices in the depreciated-currency countries undoubtedly exerted some in
fluence on prices in the non-depreciated-currency countries. But, by a 
similar argument, it would follow also that the improved economic condi
tions in the depreciated-currency countries influenced conditions in the 
non-depreciated-currency countries. _ 

The problem thus becomes one of determining which of these two tend
encies was the stronger: the impulse toward rising prices, increased in
dustrial production, and expanding foreign trade, originating in the 
depreciated-currency countries, or the depressing influence of lower gold 

- prices of commodities in the depreciated-currency countries on prices, 
business activity, and trade in the non-depreciated-currency countries. 

In general, especially after 1933, the higher levels of industrial produc
tion were almost invariably found in the industrial countries where prices 
in terms of gold were the lowest. Conversely, the lower levels of produc
tion w~re usually in the countries where gold prices were the highest. 
Similarly, the countries with high levels of industrial production and low 
prices (in terms of gold) had a large volume of foreign trade. _ 

Because of this high interrelationship between production and prices, 
it is extremely difficult, if not impossible, to isolate completely the effects 
of the level of production and the level of prices on foreign trade.48 How
ever, some indication of the importance of the level of industrial production 
as a factor in foreign trade is evident from the nature of the changes in im
ports and exports associated with different levels of industrial production.49 

During the period 1931 to 1937, imports of raw materials relatively to 
export§ of raw materials were considerably higher in the 4 industrial coun
tries where production was at a high level than in the 5 industrial countries 
where production was at a low level (table 29). High-production coun
tries consumed more raw materials, and thus they imported more and had 
less available for export. Low-production countries needed less raw 
materials, and thus they imported less and had more available for export. 
In the latter countries, imports of raw materials relatively to exports con
tinued to decline unti11934. 

On the other hand, imports of finished manufactures relatively to exports 
of finished manufactures were lower in the 4 high-production-countries than 
in the 5 low-production countries (table 30). High-production countries 
could supply more of their domestic needs and have more available for 
export. In low-production countries, the opposite tendency prevailed. 

The difference between high- and low-production countries was smaller 
in the case of finished manufactures than in the case of raw materials, 
especially since 1934 (compare tables 29 and 30). This was probably be- · 

"An attempt was made to do this for the industrial countries. The results seemed to _indicate that 

:;~:g~J, ~.~d'J'c~:. ~:J~.f.,~f :~~~:rr w~~~';:n~~· if~~n;f1~!";m:'t~=b~~f':~~~~ 
available and the numerous subdivisions req_uireZ the results are not very significant and are omitted here. 

"The relation between currency depreciation, production, and cba.nges in foreign trade, is discussed 
in some detail also in an earlier section of this memoir (pages 18 to 26). 
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TABLE 29. EFFECTS OF THE LEVEL OF J:.mt'STRIAL PRODUCTION ON hi PORTS 
RELATIVELY TO EXPORTS OF RAW l\IATERIALS 

(Ratio of the _value of imports to the value of exports of raw materials in 9 industrial 
rountnes.• classlfied accordmg to h1gh or low volume of industrial production 1931 to 
1937. 1929=100) ' 

Volume of production 

High production 
L~)w production .. 

1929 

100 
100 

Ratio of value of imports to value of exports 
of raw materials 

1937 

137 
110 

*The countries included _are: Belgium, Czecho-Slo\•ak:ia, France, Italy, the 1\etherlands Sweden 
the l mted Kmgdom, the Umted States, japan. ' ' 

TABLE 30. EFFECTS OF THE LEVEL OF lNDt'STRIAL PRODUCTION ON h!PORTS 
RELATIVELY TO EXPORTS OF FINISHED 1\lANl'FACTURES 

. (Ratio of the :-rai~e of imports to the value of exports of finished manufactures in 9 
mdllstnal rountnes, classtfied accordmg to htgh or low volume of industrial production 
1931 to 1937. 1929=100) ' 

Volume of production 

H1gh production. . ................... . 
Lotr.' production . ....................... . 

Ratio of value of imports to value of exports of 
finished manufactures 

100 
100 

*The countries included are those listed in the footnote to table 29. 

1937 

99 
98 

cause of increased import restrictions in some of the "gold-bloc" countries 
since 1933. These restrictions tended to diminish the imports of manu
factures in those countries to such an extent that the ratio of imports to 
exports declined somewhat in spite of the declining exports of finished 
manufactures. 

From the above comparisons, it seems evident that the high-production 
countries, to the extent that they imported relatively more raw materials 
than they exported, would tend to exert an upward influence on raw
matC'rial prices. This is especially probable since the production of raw 
materials, especially of agricultural raw materials, is relatively inelastic. 

With respect to manufactures, the situation is somewhat different. The 
high-production countries were also mainly the low-priced countries (in 
tenns of gold), and were thus in a position to compete more effectively both 
in their home markets and in "third" markets.0° To the extent that the 
exports of manufactures from the high-priced countries, whi~h were m.a~nly 
the non-depreciated-currency countries, suffered from th1s competttlon, 
production and prices in these latter countries could have been affect~d 
ad\·ersely. However, in this respect it is of interest to note_ that the ra.ttO 
of imports to exports of finished manufactures in the htgh-product10n 
countries was never more than 6 per cent below parity (when 1929= 100). 
Thus the high-production countries, though they exported constderably 

. "The price advanta11e possessed by the high-productivn cou1tries could be neutralized ''ery e~ec;i,•ely 
1n the d :m1e::;t1c markets of the high-priced, low-productiOn. countr1es by means ot tmport res nc wns. 
TillS d1d happen to some extent. 
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more manufactures than did the low-production countries, largely offset 
the possible detrimental effects of this by also importing considerably more 
manufactures. . · . 

Since the high-production· countries were generally the depreciated
currency, low-priced countries, and the low-production countries were 
generally the non-depreciated-currency, high-priced countries, the above 
generalizations on high-production as . compared with low-production 
countries would hold true also for comparisons between depreciated
currency and non-depreciated-currency countries. 

Thus, though the proof is not conclusive, the indications are that 
currency depreciation did not, in the long run, have a depressing influence 
on raw-materi~J prices: It is more likely that, by stimulating industrial 
·production and thus increasing the demand, currency depreciation in 
general tended to improve raw-material prices. · 

With respect to manufactured articles, the production of which is rela
tively ela.Stic, currency depreciation may have tended to lower gold prices. 
This tendency was partly, though probably not completely, offset by in
creased imports of manufactures by the depreciated-currency countries. 

It has been contended by some authors that import and export prices, 
relatively to wholesale prices of all commodities, were lower in non
depreciated-currency countries than in depreciated-currency countries, and 

· that this was proof of the depressing influence of currency devaluation on 
prices in gold-standard countries.01 Imports and exports generally in
clude a larger proportion of flexibly priced commodities than do "all com
modities". Consequently, currency depredation generally affected the 
.currency prices of imports and exports to a somewhat greater extent than 
it did those of all commodities. ~bus, import and export prices relatively 
to prices of all commodities were, on the average, higher in the depreciated-

. currency than •in the non-depreciated-cilrrency countries."2 But this was 
only one more aspect of the improved internal price relationships in the 
depreciated-currency countries,53 and, by itself, can hardly be considered 
as evidence that depreciation exerted a depressing influence on prices in 
the gold-standard countries. A direct comparison of prices in the de
preciated-currency countries with prices in the non-depreciated-currency 
COUntries Would COnStitute a SOUnder basis for SUCh a Supposition.54 

It has been contended further that the gold-standard countries suffered 
heavy losses of gold as a result of currency depreciation in other countries, 
especially when the dollar was depreciated in 1933-34. These gold losses 
necessitated restrictions of credit, and thus had deflationary effects in the 
gold-standard coup.tries. · 

Gold losses by the gold-standard industrial countries were· not due 
primarily to the development of unfavorable trade balances. Import 
restrictions could be made sufficiently effective to prevent such develop
ments. Difficulties with respect to the balance of payments in the gold
standard countries originated largely in capital movements caused by lack 
~ample, in Recent M011ements in lnlmlational Priee Lnels and th• Doctrine of Purchasing PO'I/Jer 
Parity, by Frank D. Graham. (Amer. Statis. Assoc. Joum. 30: 159-166. 1935.) · 

"The extent to which this occurred apparently depended also to some degree on the relative economic 
strength of the various countries. The tendency for import and export prices to be high relatively to 
prices of all commodities in the depreciated-currency countries was more noticeable in the ea~e of the eco
nomicallr. weaker agricultural countries than in the case of the economically stronger industnal countnes. 

&aSimtlar to the more significant improvement in comlllodity priC<lS, relatively to wage rates and the 
cost of living, which occurred with currency depreciation. 

~<This is diseussed in the section on the effects of currency depreciation on prices (pages 26 to 35) .. 
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of confidence in the economic ~onditions in those countries, on the one 
hand, and by the greater secunty and better economic conditions in the 
depreciated-currency industrial countries, on the other hand. 

To the extent that currency depreciation was responsible for better 
economic conditions, it did, in a sense, cause the gold movements. How
ever, any other policy, if it had succeeded in bringing about a sounder 
economic situation in some countries, would have tended to attract capital 
to those countries. 

SUMMARY 

It is evident that currency devaluation greatly improved the internal 
price structures_ in the depreciated-currency countries. These better 
internal price relationships had important effects on industrial production 
and foreign trade in those countries. 

On the other hand, it is evident that currency devaluation created, or at 
least accentuated, price disparities between countries to the extent that 
commodity prices did not adjust to the full extent of the change in the 
currency prices of gold. 

During the period considered, improved internal price relationships 
and consequent higher levels of industrial production were generally asso
ciated with low gold prices, and, conversely, internal price disparities were 
generally the worst, and industrial production was the lowest, in countries 
where prices (in terms of gold) were high. Thus it is impossible to deter
mine conclusively which was the more significant with respect to general 
prosperity: the tendency toward a better price balance and increased in
dustrial activity originating in the depreciated-currency countries, or the 
depressing influence of lower .gold prices in those countries on business 
activity and prices in the non-depreciated-currency countries. 

There is some evidence, however, that in industrial countries the level of 
business activity, and thus the· degree of internal price balance, were of 
greater significance in the foreign trade of those countries than was the level 
of prices (in terms of gold). Increased industrial production improved the 
demand for raw materials, and so currency depreciation could not, in the 
long run, have had a depressing effect on raw-material prices. I.t un
doubtedly improved the price of raw materials relatively to the pn~e of 
manufactures, and to that extent improved the situation for the agncul
tural and raw-material-producing countries .. With re~pect to manl!
factures, the non-depreciated-currency industnal countnes probably ~1d 
suffer to some extent from competition with the depreciated~c~rrency m
dustrial countries, but this was partly offset by the mcreases m 1mports of 
manufactures by the latter countries. 

GENERAL SUMMARY AND CONCLUSIONS 

During the early years of the period 1929 to 1937, th~ effects of currency 
devaluation on the value of the foreign trade of countnes were largely ob
scured by price movements due to the depression. The gold value of bo_th 
imports and exports declined more in the depreciate~-currency. countnes 
than in the non-depreciated-currency countnes. Thts was owmg pa~ly 
to the fact that the countries which sUffered the most from the depresston 
were also the first to devalue their currency, and partly t.o th_e fact that 
currency prices in the depreciating countries relatively to pnces m the non-
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depreciating countries did. not adjust to the full extent of the changes in 
the currency prices of gold. 

During the later part of the period, the gold value of both imports and 
exports increased faster in the depreciated- than in the non-depreciated
currency countries, and by 1937 it reached a higher level in the depreciated-
currency countries. · 

In general, in the depreciated-currency countries there was a tendency 
for exports to decline somewhat less, and reach the turning point somewhat 
earlier, than did imports. Since 1934, however, imports improved some
what faster than did exports. This may have been owing partly to lower 
levels of prosperity and increasing import restrictions in the non-depre
ciated-currency countries (especially against so-called "exchange dump
ing"), and partly to the considerably higher level of prosperity in the 
depreciated-currency countries, with consequent higher imports especially • 
of raw materials. 

TYPE OF COUNTRY 

The effects of currency depreciation were more noticeable in the foreign 
trade of the. industrial countries than in that of the predominantly agri
cultural countries. This may have been owing partly to the fact that agtj
cultural countries are less comparable with one another than are industrial 
countries, because the variations among agricultural countries are much 
greater than those among industrial countries. It may have been owing 
partly also to the fact that the effects of currency devaluation on the value 
of foreign trade in manufactures were more noticeable than the effects on 
the value of foreign trade in raw materials and foods. The price variations' 
were larger, and the variations in production were less consistent, in foods 
and raw materials than in manufactures. 

A division of the countries into creditor and debtor countries largely 
coincides with the division into industrial and agricultural countries. 
Since the agricultural, debtor countries generally suffered the most from 
the depression, this may have been one more factor that tended to obscure 
the· effects of depreciation on foreign trade in those countries. 

In the industrial countries, the effects of currency devaluation on the 
foreign trade in manufactures were somewhat different from the effects on 
the foreign trade in raw materials. Exports of manufactures relatively to 
imports of manufactures were generally higher in the depreciated- than in 
the non-depreciated-currency countries. On the other hand, exports of 
rl}W materials relatively to imports of raw materials were generally higher 
in the non-depreciated- than in the depreciated-currency countries. 

EXCHANGE CONTROL 

Exchange-control policies affected foreign trade considerably, especially 
with respect to manufactures. In the industrial countries, currency 
depreciation proved more effective in stimulating exports of manufactures 
from the exchange-control than from the free-exchange countries, and, 
conversely, it diminished the imports of manufactures more effectively 
in the exchange-control countries. 

EFFECTS OF DEPRECIATION OVER VARYING LENGTHS OF TIME 

When the degree of _currency depreciation was measured over one-year 
periods, the corresponding changes in the value of foreign trade showed 
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practically no relationship with depreciation. This was owing largely to 
the statistical difficulties involved in making comparisons of this kind. 
Countries depreciated at various times of the year, and depreciation in some 
was quick and in others was drawn out over a long period. Furthermore, 
the effects of currency depreciation lasted for a considerable length of time, 
so that the countries which devalued early and then stabilized their 
currency could not be validly contrasted with the countries which de
valued late. 

When depreciation and changes in trade were measured over two-year 
periods, the relationship was considerably improved. However, the ob
jections to comparisons over one-year periods were to some extent appli
cable also to comparisons over two-year periods. 

When depreciation was measured relatively to 1929, the gold value of 
the foreign trade of the most-depreciated-currency countries was at a higher 
level by 1937 than was that of the foreign trade of the least-depreciated
currency countries. 

Furthermore, the foreign trade of the industrial countries that devalued 
early began increasing earlier, and reached a considerably higher level by 
19:37, than did the foreign trade of the industrial countries that devalued 
late. This seemed to indicate that the effects of depreciation on foreign 
trade were largely indirect, through increased business activity. 

FOREIGN TRADE, PRODl'CTION, AND INTERNAL PRICE RELATIONSHIPS 

The general level of industrial production in a country was an im
portant factor in determining the level of the foreign trade of that country. 
Changes in production, measured over periods of varying duration, were 
reflected in corresponding changes in foreign trade. 

In the countries studied, currency depreciation improved intemal price 
relationships very considerably, and the degree of equilibrium in the 
intcmal price structure of a country was a highly important factor in 
detem1ining the volume of industrial production in that country. 

The effects of depreciation .on some prices were fairly immediate, and 
the resulting improvement in intemal price relationships in depreciated
currency countries had an enduring influence on production. Thus, while 
most countries had depreciated their currency to a considerable extent by 
1\1:3'1, and the degrees of equilibrium in the intemal price structures of a 
majority of the countries were approximately the same, the differences in 
the lewis of production were still considerable and very much in favor of 
the countries that devalued early. 

Similarly, by 19:3i the foreign trade of the countries which devalued 
early was still ahead of that of the countries which devalued later. 

INTERNATIONAL PRICE DISPARITIES 

Along with the improvements in intemal price relationships, currency 
depreciation tended to create, or at least to increase, price disparities be
tween countries, particularly between the industrial countries. Prices 
(expressed in ten11S of gold) were considerably lower in the depreciated
currency than in the non-depreciated-currency industrial countries. 
Taken in conjunction with the better cost-price relationships in the de· 
prcciated-currency countries, these lower !loiJ prices apparently gave the 

~L.JI ... -· .. --
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latter countries a competitive advantage. This competition might pos
. sibly have been detrimental to business activity and prices in the non-
depreciated-currency industrial countries. · . 

Thus there seem to have been two opposing tendencies:,(!) a tendency 
toward a more balanced price structure and increasing· industrial produc-

. tion originating in the depreciated-currency countries; and (2) the depress
ing effect of lower prices (expressed in terms of gold) in the depreciated
currency countries-on business activity and prices in the non-depreciated
currency countries.55 It is impossible to determine whether the lower 
gold prices in the depreciated-currency countries adversely affected business 
activity and prices in the non-depreciated-currency countries, and, if they 
did, to what extent. However, it seems reasonable to expect that, if 
such a tendency existed, it would be ·evident in the merchandise trade 
between the various countries. 

From various comparisons of the industrial countries, there were in
dications that the level of industrial production in a country was of greater 
importance in determining the volume 'of its imports than was the price 
level (in terms of gold). With respect to exports, the evidence was in-
conclusive. · 

Furthermore, there was some indication that currency depreciation 
could not have had a depressing influence on prices of.raw materials. With 
respect to finished manufactures, depreciation may quite possibly have 
exerted a depressing effect on business activity and prices in the non
depreciated-currency countries, which was not completely offset by the 
larger imports of manufactures by the depreciated-currency countries. 

A consideration of the relative price flexibility of raw materials and of 
manufactures seems to confirm these conclusions. Since the prices of raw 
materials are relatively flexible, depreciation affected their prices (in terms 
of gold) less than it did the less flexible prices of manufactures. . 

In view of these conditions, it seems. justifiable to conclude that the 
probable adverse ~ffects of currency depreciation on the non-depreciated
currency industrial countries could not have been nearly so great as would 
be indicated by a consideration of the price disparities between the coun
tries alone. Furthermore, when the pronounced economic recovery in 
practically all of the depreciated-currency countries is taken into considera
tion, it seems justifiable to conclude that the effects of currency deprecia-"' 
tion were, on balance, favorable. 

When the problem is considered from the point of view of the alternatives 
to currency devaluation, the above conclusion is strengthened still further. 

By 1932-33, price disparities had developed to such an extent that they 
had become almost self-perpetuating.56 Recovery could not set in until 
these price disparities were reduced, either by raising the prices that had 
fallen the most or by reducing the sticky prices. The latter method was at 

· best a slow process, and the extent to which it became necessary to reduce 
. such ·prices made it, politically at least, impossible of achievement in most 
countries. Currency depreciation proved to be an easier method of break
ing the stalemate. The upward trend in currency prices generated by 

"In the analysis of this problem, only industrial countries were considered. The differences between 
industrial and agricultural countries are so great that the two types of countries are not comparable. 
In addition, agricultural countries themselves are not very comparable with one another (see pages 4 

and,.W~rld economic survey, 1932-33. League of Nations, Geneva: Switzerland . 
.. .-~. :••'\ .. .. ~ ;,. 
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depreciation was most effective on precisely those prices that had previously 
declined the most.67 

The general level of prices in itself is of lesser significance. The rela
tionships between the various price categories are of vital importance. 
Prices in the depreciated-currency countries were more nearly in equilib
rium than were prices in the non-depreciated-currency countries. Thus, 
it seems more nearly correct to assume that the price levels in the non
depreciated-currency countries were too high, rather than that the price 

. levels in the depreciated-currency countries were too low. In other words, 
it was not so much a case of "undervaluation" of currency in the depre
ciated-currency countries, but rather one of "overvaluation" of the cur
rency in the non-depreciated-currency countries. 

It should be pointed out that these conclusions refer only to the period 
1929 to 1937, that is, to the efficacy of currency depreciation during this 
period in relieving the severity of the depression and in stimulating eco
nomic recovery. They would not be applicable to a more normal situation 
where prices are in approximate equilibrium. 

Whether the procedures followed by the various countries were the best 
or not, and whether the countries depreciated more or less than was neces
sary or desirable, are further problems not considered in this study. There 
were, undoubtedly, many errors and undesirable aspects in connection with 
the policies followed, among them being the lack of cooperation between 
countries and the uncertainties created by fluctuating exchanges. How
ever, these considerations do not affect the basic principles involved in 
currency depreciation as such. · 

Early discussions' of currency depreci~ttion were limited to isolated in
stances of devaluation, or otherwise based largely on reasoning from the 
general theory of international trade and finance. 

Prior to 1929, currency and exchange depreciation had almost invariably 
occurred in conjunction with wars and the consequent currency and credit 
inflations. Thus depreciation became largely associated with inflation. 
The widespread currency depreciation since 1929, however, was of a dif
ferent nature. It occurred during a period of severe economic recession, 
and was unique also in that currency depreciation was, for the first time, 
deliberately resorted to as a means of combating deflation. During this 
period there has been a vast, although largely unorganized, amount of ex
perimenting with currency depreciation, out of which some broad prin
ciples may evolve. 

With the growing complexity of modern economic organization, rigidities 
in the economic structure have become more and more important. The 
vital importance of balance in the internal price structure of countries has 
been brought out strikingly by the severe depression subsequent to 1929. 
The attempts at relieving depression and correcting price disparities, and 
the role played by currency depreciation, would indicate that the problem 
of managed currencies may become of even greater importance in the 
future. 

"Converted to a gold basis, the sticky prices were reduced the most. 


