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NOTE BY THE SECRETARY-GENERAL
ON THE ECONOMIC SITUATION

In previous reports to the Assembly it has been the custom
to give a brief description of the nature of the publications
prepared by the Economic Intelligence Service, and a brief
allusion to these publications' is made on pages 130-132 of this
year's Report, Part I, and in the relevant chapter of Part II. The
general nature of these publications is, however, known by the
Assembly, and I propose in this note to draw attention rather to
certain of the features of the economic development of 1935
and more recent months which are described in them.

All the evidence before us goes to show that the depression
which began in the autumn of 1929 reached its lowest point in
the summer of 1932. Since then there has been a persistent,
indeed an accelerating, if uneven, recovery.

The depression was worldwide and the recovery has spread
gradually over an ever-increasing area. The extent of this general
recovery and the degree of its acceleration may conveniently be
illustrated at once by a few figures relating to world production
and world trade:

1935 as % of 1934
Production of Raw Materials — as % of

1929 1932 1933 1934 1933
and Foodstuffs'

Total ...... 97.3 106.0 103.0 102.1 101.0
Of which 

(a) Foodstuffs ..... 100.5 100.0 97.9 97.6 100.3
(b) Raw materials . . . 91.9 129.4 117.0 108.3 108.0

Industrial Activity:
World ...... 94.8 137.0 122.0 111.8 109.1
World excl. U.S.S.R. 83.9 132.9 117.9 109.3 107.8

Quantum of World Trade . . 82.0 110.1 108.6 104.5 104.0

World Economic Survey, Fifth Year, 1935/36.
Review of World Trade 1935.
Money and Banking 1935/36: Vol. I - Monetary Review.

Vol. II - Commercial Banks.
Balances of Payments 1934.
World Production and Prices 1935/36.
Public Finance 1928-1935.
Monthly Bulletin of Statistics.
Statistical Year-book of the League of Nations 1935/36.
International Trade Statistics 1934.

S. d. N. 2.480 (F.) 1.825 (A.) 9,36. Imp. R6unies, Lausanne.
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The aggregate production of foodstuffs in the world has
varied within very narrow limits throughout the whole course
of the depression. The world has not had less to eat, though
it may have had slightly less per head of population and, as the
growth of stocks proves, may have eaten less. Real income fell
on account of the paralysis of industry ; but, in 1935, industrial
activity was 37% greater than in 1932, and, as the figures show,
the recovery last year was somewhat greater than in 1934, as
in 1934 it was somewhat greater than it was in 1933. To the
growth in industrial output, however, the Union of Soviet
Socialist Republics, whose output at the end of last year was
almost twice as great as in 1929, has largely contributed. In
the rest of the world, it remains to-day in the aggregate probably
some 13% below the level reached in the last boom year.
But here also the improvement has been remarkably rapid in
recent months (10% in 1935), and persists.

The tide of recovery is thus flowing strongly. Its strength
is, however, uneven, and in some areas the first ripples are only
just beginning to become apparent. In some countries revival
started four years ago; in others it began belatedly and hesita-
tingly in the spring of 1936.

To-day it is difficult to find a single country from which signs
of recovery are wholly absent. But, while some are just now
beginning to be caught in the general flow, others have
advanced far.

Thus, on the dates given this year, the index of industrial
production in Japan was almost 50% higher than in 1929, the
last boom year; in Greece it was over 40% higher; in Denmark,
Hungary, Chile, Finland and Sweden, about 20-35% higher.
These are almost all countries with relatively new industries
that were rapidly expanding before the depression started.
But, in the United Kingdom, the index during the first quarter of
1936 was 15% higher than in the last boom year, and in Germany
it has been about or above the 1929 level since last autumn
and is rising.

In many countries, recovery has now gone so far that indus-
trial production is greater than it has ever been in their recorded
history. But there are exceptions and these exceptions are
important. They include, for instance, the United States of
America and Canada, whose industrial activity in June was
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between 85% and 90% of the 1929 average; the gold bloc
- France, the Netherlands (probably Switzerland ) - and
Belgium and Czechoslovakia, where activity was 20% to 30%
below the earlier boom conditions.

Indices of Industrial Production.
(1929 - 100.)

Average 1932 VI.1935 VI.1936

U.S.S.R ........... 182.9 266.9 351.9 a
Japan ........... 97.8 137.2 149.3 b
Greece . ........ 100.9 150.4 141.5 c
Sweden . ......... 90.1 126.9 134.5
Denmark ......... 91.0 120.0 133.0
Hungary ......... 76.9 103.2 127.0 d
Finland . ......... 83.3 112.5 121.7
Chile . .......... 87.0 123.8 121.3
Estonia .......... 78.3 97.9 119.0
Norway ...... .... 92.7 110.9 117.7
United Kingdom ...... 83.5 104.0 115.1
Germany . ......... 53.3 92.4 107.1
Canada ............. 58.1 78.3 87.6
United States ....... 53.8 72.3 86.6
Belgium ............. 69.1 70.0 79.1 e
Austria . ......... 64.3 73.0 77.9
Spain . ......... 88.4 82.6 76.9 c
Czechoslovakia .... . 63.5 68.0 75.7
Poland .......... 53.9 67.5 72.0
France ........... 68.8 66.7 70.3
Netherlands ........ 62.3 67.3 67.9

a February. b May. c March. d First quarter. e April.

These wide discrepancies inevitably distort and impede the
general recovery. An important characteristic of 1935, however,
was that recovery was especially rapid in certain of those coun-
tries (Germany, the United States, Canada, Austria, Belgium, etc.)
which had not shared fully in the general revival. A no less
important characteristic of the present year is the fact that the
turning-point from industrial depression to recovery would seem
to have been reached and passed in all countries for which
estimates of production are available.

1 No calculations available.
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Industrial Production - Percentage Increase
in Each Month of 1936 over Corresponding Month in 1935.

Month France Netherlands Belgium

January .... + 4.3 -1.8 + 20.1
February .... + 6.5 + 0.9 + 23.2
March ..... - 8.6 + 3.7 + 21.0
April . . .... + 9.7 + 7.1 + 10.8
May ...... + 10.9 + 2.7 ...
June ...... + 5.4 + 0.9 ...

This general and accelerating improvement in economic
activity has not only largely increased national incomes, but has
also greatly reduced unemployment and the misery of enforced
idleness. The International Labour Office has estimated that
there was 15 % less unemployment in the world at the end of
1935 than at the end of 1934, and, in the twelve months ending
June last, unemployment was reduced by almost a quarter.

The view is sometimes expressed that such recovery as has
taken place has been mainly due to expenditure on rearmament
and that the supplies of goods available for current consumption
have not appreciably increased. Such a belief is based on a
misunderstanding of the situation. Recovery started in many
countries before there was any augmentation of armament
expenditure ; it has not been most marked where such expenditure
is greatest. Although it is true that, as always happens, the
improvement in industries producing goods for immediate con-
sumption has been less rapid than in the heavy industries, that
is largely because the depression quite naturally affects such
consumption goods less intensely. Rearmament expenditure has
affected the figures quoted above only as one of many factors.
The growth in the activity of the textile industries affords an
appropriate illustration of the reality of the benefit to the con-
sumer of the generally improved conditions.
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Indices of Production in Textile Industries.

Months of 1935 and 1936 compared with the corresponding
months of 1932.

Countries Period 1935 1936 Countries Period 1935 1936
% % % %

Canada . . . I-VI 116.7 160.2 Poland .... I-VI 122.4 125.1

Finland . . .. I-VI 169.0 157.8 France . . .. I-VI 112.9 124.8

Austria .. . . I-VI 123.7 150.9 Czechoslovakia . I-VI 94.7 124.5

Greece . . .. I-I1 119.3 144.8 Germany . . . I-V 117.1 122.6

U.S.A .... I-VI 135.6 138.3 Denmark . . . I-VI 124.0 119.1
a

Japan . . .. -V 141.5 130.4 United Kingdom I-VI 107.5 114.8

Belgium . . . I-IV 91.4 129.3 Hungary .. . I-III 83.7 87.9

a Labour dispute from February 22nd to March 30th, 1936.

As stated above, total agricultural output has been but
little affected by the depression. The agriculturist has suffered
from the collapse in the prices for his products and from reduced
acreage or poor crops in certain areas, not to any appreciable
extent from a general curtailment of production. Such recovery
as has taken place in agriculture has been due rather to price

changes than to a larger production.
Average 1925-1929 = 100

1932 1933 1934 1935

Production of foodstuffs . . . . 104 106 106 104

Production of raw materials:
Of agricultural origin .... 94 100 95 98

Of non-agricultural origin . 75 84 95 104

The world production of foodstuffs in 1932, the worst year

of the depression, was slightly higher than in 1929; in 1935,
it was the same as in 1932; the world production of raw materials
of agricultural origin was in 1932 about 9 % and in 1935 about
6 % less than in 1929. But the production of non-agricultural
raw materials had dropped 35 % by 1932 and had recovered
40 % from that point by 1935.

To the agriculturist the price factor is all important. Currency
depreciation has helped to maintain or, later, to raise agricultural
prices in terms of domestic currencies in nearly all agricultural
countries at one time or another in recent years. But, in 1935,
there was a slight general improvement. -The decline in the

gold prices of agricultural goods entering into international
trade was almost arrested, while the prices of industrial goods
fell by 3 %. The terms of trade of agricultural countries thus
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improved last year, and such information as is available points
to the conclusion that the trend of domestic prices in agricultural
and pastoral countries was generally favourable to the farmer.
But if real farm income has increased, as, even in some regions
exporting agricultural produce, it certainly has, it has increased
by much less than real industrial income.

The failure of agriculture to share fully in the measure of
improvement achieved is a normal characteristic of the first
stages of recovery. But it has been intensified on this occasion
by the protection of agriculture in industrial countries.

As a result of the various measures adopted in restriction
of trade, whether with the object of fostering domestic agriculture
or industry or of influencing a country's balance of payments,
as a result, too, of the maintenance of certain exchange rates
at levels eliminating much of the profit on exports, all trade has
failed to share fully in the improvement in national economic
activity.

Indices of the Quantum of World Trade.
(1929 = 100.)

1932 1933 1934 1935

(1) Foodstuffs ......... 90.5 84.5 84 86
(2) Raw materials ....... 82 87.5 89.5 93.5
(3) Manufactured articles .... 58 59.5 65.5 68.5

The slight increase in the trade in foodstuffs which took
place in 1935 appears to have been mainly, if not wholly, due
to the larger foreign purchases effected by the United States
owing to the drought of 1934. The increase in the trade in
other classes of goods is a reflection at once of the industrial
revival and of the greater purchasing power of the countries
exporting primary products. But the gold value of total trade
in 1935 was still only slightly over a third of what it had been
in 1929, and the quantum of trade only about four-fifths.

The failure of trade to keep pace with the general improvement
in business is indeed one of the most significant- perhaps the
most significant - characteristic of the recovery displayed
by these global indices of the world situation; but, since the
summer of 1935, signs of improvement have become visible.
Trade is expanding, if but slowly. The most recent figures
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available show that, during the first half of 1936, its quantum
was 3% greater and its value 8% higher than in the first half
of last year. Moreover, the prices of goods entering into inter-
national trade would appear now to be definitely rising.

All these facts go to show that a real and general improvement
has been taking place in recent years, and especially last year,
and that the tendencies visible are favourable. Production is
increasing rapidly in industry and mining; in many countries,
indeed in most countries, manufacturing activity is greater
than ever before; trade, though much reduced, is no longer
sinking, but slowly and painfully develops; prices of crude
products, even on the overcharged world markets, are rising
and are becoming less unfavourable to the agriculturist. Stocks
of raw materials are being consumed. Certain countries, laggard
in the forward march, are reducing the gap which separates
them from their more fortunate neighbours. Some signs of
recovery have become apparent in recent months in those areas
in which the depression had proved most recalcitrant; and,
above all, several million more human beings are gainfully
employed to-day than a year ago. Such is the strength of the
forces of recovery.

*

But the recovery is uneven and perhaps insecure ; much has
been done towards solving the domestic problems to which the
depression gave rise, but little as yet towards dealing with the
international problems, a solution of certain of which, at any
rate, may well be considered indispensable for a balanced and
genuine prosperity.

I do not propose to attempt any detailed analysis of the
weaknesses in the present situation; but to some of them
reference must be made.

Recovery has come about partly through the play of forces
of the exact nature of which we are, I think, still ignorant, partly
as the result of deliberate though widely diverse policies. Some
Governments have concentrated on securing and maintaining
cheap money and budgetary equilibrium; some on the reduction
of private long-term indebtedness and the provision of easy
credit facilities while increasing public indebtedness ; some have
attempted to give a fillip to business by large State expenditure,
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whether on public works or armaments, or both; some have
placed Government credit or Government funds more directly
at the disposal of the public; some have combined exchange
depreciation and private debt reduction with a parallel reduction
in other factors of production costs and increased taxation.
The principles underlying recovery policy have been manifold
and the permutations of their combination innumerable. One
characteristic, however, they all have had in common - they
have, without exception, afforded scope for credit expansion.

The countries which have been successful in stimulating a
considerable degree of domestic activity would seem to fall
into two classes, the difference between which is important:
namely, those which have kept the external value of their
currency at a level which necessitated the direct restriction of
imports either by exchange control or by some quota system,
and those which have allowed their currencies to fall to a level
at which such restrictions on trade were either unnecessary
or imposed to a much less serious extent. To these two groups
must be added those countries which, long abstaining from an
expansionary credit policy, or concentrating their endeavours
on reducing costs, remained on the gold standard and failed
- or failed until quite recently - to participate in the general
revival. In these countries (as in the first group) the level of
gold prices has, in spite of deflationary effort, generally tended
to rule higher than in the countries which have depreciated
their currencies. These countries have not obtained the special
price protection which depreciation automatically creates ; they
have imposed quantitative restrictions on trade.

No clear dividing line can be drawn either as regards price
levels or as regards measures of trade restriction and currency
control between the first two groups of countries mentioned.
Where currencies have been depreciated, controls have also
been imposed; where the official exchange rate has not been
abandoned for all purposes, it has frequently been abandoned
for many. The distinction between the two is nevertheless
important and the discrepancy between price and cost levels
is one of the most important, if not the most important, cause
of disequilibrium in the world to-day. That discrepancy has
been diminishing year by year since 1932, but the spread still
remains wide.
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Unfortunately, there is no means of measuring accurately
relative price or cost levels; but large differences in gold wholesale-
price levels generally reflect, if they do not gauge, a general
lack of equilibrium.

Gold Wholesale-price Levels, June 1936.
(1929 - 100.)

Germany. . 76 Portugal . . 53 Estonia .. 47
Latvia. . . . 71 a Yugoslavia . 50 Greece . . . 47
Hungary. . . 70 South Africa. 50 f Denmark . . 47
Austria . . . 67 United New Zealand 46
Italy . . . . 66 b Kingdom . 50 Canada . . . 45
Switzerland . 65 Norway .. 50 Egypt . . . 44
Czechoslovakia 64 U.S.A. . . . 49 China. . . . 43
Albania . . . 62 Belgium . . 48 Spain .. . 43 a
Netherlands . 62 Sweden . . 48 Australia . . 41
Turkey . . . 61 c Finland . . 48 British India 39
France. . . . 60 Argentine .. 39 g
Danzig .... 58 d
Bulgaria ... 56 Chile . ... 36
Poland.. . 56 Japan . .. 31
Roumania . . 55 e
Peru . . . . 55

a April. b October 1935. c March. d May 1936. e December 1935.
f July 1936. g Calculated on basis of free exchange rates.

The countries fall into three somewhat uneven groups, into
none of which Chile and Japan enter: (i) the countries of the gold
bloc and the European countries which have imposed exchange
control with a price range at the end of the first quarter of this
year of from about 55 to a theoretical 76 % of the 1929 average;
(ii) an intermediate group of countries whose price levels con-
gregate extraordinarily closely round 50 % of that level; (iii)
agricultural countries outside Europe and those within Europe
which have attached their currencies to the pound sterling with
a price range from approximately 40 to 47 %. How wide the
range in the first group is it is impossible to estimate, as the
official rates of exchange employed for the conversion of certain
controlled currencies in fact only apply to a limited number
of transactions. The figure of 76 is therefore only a theoretical
upper limit, which is quite certainly too high. It may well be
that the effective maximum level is not higher than 67 %
(Austria).
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In considering the implication of these figures, it is necessary
to bear in mind that there is no reason for assuming that perfect
price equilibrium existed in 1929, which has been taken, for
purposes of comparison, as the basic year. On the contrary, we
know that there was some measure of disequilibrium - prices in
France were probably unduly low and in the United Kingdom
unduly high. If this is the case, then equilibrium to-day would
probably necessitate a higher figure for France than for the United
Kingdom. But the range from 31 in Japan to over double that
figure in certain European countries is so great as to render patent
the reality and the significance of the unsolved international
problem.

Such a range of price levels must imply reduced chances of
profits on export to countries with relatively high costs, rigid
restriction on imports, and consequent general loss of trade.
This is, in fact, exactly what has happened.

Imports and Exports of Certain Countries as Percentage
of the World Total.*

A Eight countries with stable currencies (including Germany).
B Seven countries with stable currencies (excluding Germany).
C Germany.
D " Sterling Group ".
E United Kingdom (included in D).

% IMPORT. EXPORT. -
40 40

~A ~ ~ A

10 — — — — — —— - \0

1929 30 31 32 33 34 35 1929 30 31 32 33 34 35
*' See footnoteonoppositepageS.N6?59

* See footnote on opposite page.
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In many countries, revival has been promoted by fortuitous
conditions or Government action, which have given a special
stimulus to one or two lines of activity: building, road con-
struction, armaments, motor-car manufacture, etc. Will domestic
demand spread wide enough or international trade develop
rapidly enough to afford a wider basis to a more enduring
prosperity ?

Were international trade in manufactured goods to approach
the level it reached in 1929, the problem would be largely solved.
In spite of the improvement which took place last year, trade
in manufactured goods was nearly a third less than it had been
in 1929. The loss in value on this class of exports alone was
8,664 million old gold dollars or 1,186 million pounds sterling.
The loss in the total value of exports, including foodstuffs and
raw materials, was 21,353 million old gold dollars and 2,804
million pounds sterling.

The fact is too often overlooked that the quantum of trade
in manufactured goods has fallen off very considerably more
than that in foodstuffs (to 68.5 % as compared with 86%).
This is in part due to the almost total absence to-day of long-term
lending on foreign account.

Foreign capital issues (net) 1927 1928 1929 1935

New York: $(000,000's) . . . 1,561 1,319 758 
London: £(000,000's) .... 53 63 38 3
Paris: francs (000,000's) (foreign

Government's issues (gross) 51 130 562
Amsterdam: florins (000,000's). 346 300 138

It is unnecessary to emphasise further the importance of
the problem of the revival of international trade or the manner
in which it is interlinked with monetary and exchange problems
in certain countries and dependent on a change of commercial
policy.

* Note on the diagram. - The eight countries with stable currencies considered are
Germany, France, the Netherlands, Netherlands Indies, Italy, Switzerland, Poland and
Lithuania.

As trade between France and her overseas territories is largely of the nature of domestic
trade, none of these territories has been included, and the French trade with them has been
deducted. The only countries included applying exchange control in merchandise transac-
tions during the period are Germany, Italy (since December 1934) and Lithuania (since
October 1935). Separate curves are drawn for the group without Germany and for Germany
alone. Italy's percentage share has been calculated on the basis of her trade during the first
nine months of each year.

The " Sterling Group " is taken to comprise the British Enpire and mandated terri-
tories, plus Denmark, Sweden, Norway, Egypt, Finland and Portugal. The gold trade of
South Africa and other gold-producing countries has been left out of account.
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The developments of the last few years and the experience
more especially of 1935 should render a solution of those problems
appreciably easier than it would have been had it been attempted
earlier. But they cannot solve themselves. Trade cannot revive
if it is strangled by quantitative restrictions on the international
movement of goods.

Adjustments are easier to effect when business is improving than
when it is deteriorating, when prices are rising and there are pros-
pects of profits than when with falling prices losses are anticipated.

The monetary conditions throughout the world to-day are
such as to facilitate a rise in prices. Banks are generally liquid,
money is cheap and, although gold reserves are even more con-
centrated in a few centres than they were in 1929, they are con-
centrated largely in the centres most likely to influence world
prices; elsewhere devaluation has frequently raised the actual
or potential reserve ratios even when the volume of the gold
reserves has sunk. It has raised the ratios in certain countries
to points which would render a very large rise in prices possible,
and - if effective measures of control are not adopted to prevent
it - probable.

The fact that prices in world trade have begun to rise has
already been noted. Dollar and sterling domestic prices have
risen appreciably more.

Indices of Wholesale Prices. (1929 = 100.)

100 ——— - — · ' ' 100

ETATS- NIS-U.SA.

ROYAUME-UNI- UNITED KINGDOM

1903' ' 34 1935 1936 &O. ' •,

This gradual upward swing of prices has helped to lessen
both the international strain and, within each country that has
shared in it, the strain imposed by the burden of debt and other
fixed charges - a burden which in certain countries in which
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recovery programmes have been financed by State loans may
well become serious, if national income is not raised by rising
prices as well as increased production.

It can, of course, only lessen the international strain if the
rise is more rapid in those countries where prices are relatively
low than in those in which they are relatively high.

Such a tendency was clearly discernible as between the United
States of America and the gold-standard countries until the middle
of 1935. But this tendency, more especially in quite recent
months, would seem to have been partially reversed; though, as
the latest American figures suggest, this reversal may well prove
to be only a passing phenomenon.

Furthermore, the concentration of gold in a few centres is
itself a sign of the lack of international equilibrium.

Central Monetary Gold Reserves a
in Terms of Old U.S.A. Gold Dollars (000,000's omitted).

- , - - I . . .

Percentage share of world total
Dec. Dec. Dec. Dec. May
1929 1932 1934 1935 1936 Dec. 1929 Dec. 1932 May 1936

World total, exclu-
ding U.S.S.R .. 10,258 11,640 12,531 12,768 12,498 100 10.0 100.0
Of which -

U.S.A....... 3,900 4,045 4,865 5,980 6,143 38.0 34.8 49.2
France . .. .. 1,631 3,257 3,218 2,598 2,234 15.9 28.0 17.9
United Kingdom 711 587 938 977 1,009 6.9 63.7 5.0 75.5 8.1 79.7
Switzerland and the

Netherlands . . 295 892 706 527 561 2.9 7.7 4.5
Belgium . . . . . 163 361 348 346 360 1.6 3.1 2.9
Germany . 560 209 36 37 34 5.5 1.8 0.3

aThese figures do not include the unrecorded reserves of gold held by
exchange funds and certain central banks.

The United States absorbed in 1935 an amount of gold equal
to the whole supply of new gold from current production and the
East, plus nearly half of the aggregate net gold losses of the Bank
of France, the Netherlands Bank and the Swiss National Bank.

The large and spasmodic gold movements that have taken
place in recent years reflect at once the repatriation of capital
invested abroad, the roving of short-term funds in search of
safety rather than of profit, the lack of international price
equilibrium and the unevenness of the recovery.



- 16--

Of these factors and there have at various dates been
others of perhaps almost equal importance - the first almost
ceased to operate last year. The aggregate international indebt-
edness of European countries and the United States was,
according to the estimates of the Bank for International Settle-
ments, reduced from an amount of some 70,000 million Swiss
francs in 1930 to about 29/30,000 millions at the end of 1934.
In 1935, there was on balance but little change in the aggregate
volume of short-term debts outstanding in the world.

The great reduction that has thus been effected in short-term
international indebtedness constitutes a large and important
contribution to the solution of the international difficulties with
which the world has had to cope in recent years.

But the unevenness of the recovery has inevitably led to
heavy transfers of funds in search of profits from capital
appreciation to countries in which revival is at any given
moment rapid. Thus the repatriation of American capital after
the new gold value of the dollar was fixed in January 1934
was followed by a flow of European funds partly to build up
new balances and partly also for employment on Wall Street.

While up to the spring of 1935 the large movements of short-
term funds were accompanied by erratic variations of exchange
rates and a steady decline in the value of certain of the more
important paper currencies which increased the deflationary
pressure in the countries remaining on gold, for fifteen months
or more exchange rates, with very few exceptions, have been
stable. The dollar rate has been fixed since January 1934; the
pound sterling and all the currencies attached to it have moved
since the late spring of 1935 within narrow limits - rising
slightly.

This de facto stabilisation of the paper currencies, the liquida-
tion of so large a proportion of foreign short-term debt and the
unfreezing and active employment of so much of the remainder,
the cessation of the fall in prices, the widespread business revival
and the growing confidence in the force of recovery - despite
political clouds - all render easier the task of endeavouring
to solve those international economic problems, a solution to
which still remains to be found and might, if found, help to
dispel those clouds.


