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COMMISSION OF ENQUIRY FOR EUROPEAN UNION,

ECONOMIC DEPEitSSION.

Note by the Secretary-General:

The Secretary-General has the honour to communicate to the Members of the Commission

a brief review, prepared by the Secretariat, of the world economic depression, with special reference

to Europe. This document is submitted to the Commission in accordance with Resolution No.VI,

adopted at its January meeting, requesting the Secretariat to acquaint it at the May session

with the first results of the work undertaken by the Economic and Financial Organisation on

this subject.

REPORT ON ENQUIRY INTO COURSE AND PHASES OF THE PRESENT

ECONOMIC DEPRESSION.

INTRODUCTORY NOTE.

The Commission of Enquiry for European Union, at its last meeting, requested the Secretariat

of the League of Nations to " acquaint it at the May session with the first results of the work

undertaken by the Economic and Financial Organisation and the International Labour Office

referred to in Resolution i6 of the eleventh Assembly ".
The relevant passages of the resolution of the Assembly to which allusion is made read as

follows:

"The Assembly . . . resolves that the Economic and Financial Organisation

of the League . . . should undertake the study of the course and phases of the present

depression and the circumstances which led up to it, and for this purpose it should collect

the information compiled by institutions already in existence in different countries, centralise

such information and, where necessary, fill up any gaps that exist.
" It also recommends that, in connection with these investigations, account should be

taken of the results of the enquiry conducted by the International Labour Office into

unemployment and the work of other competent international bodies on this subject, in order

that the Economic and Financial Organisation, having collected all the available information,

may examine at the right moment the advisability of international action, due regard being

had to the economic, financial and demographic aspects of the labour problem, including

the question of raw materials."

In execution of this recommendation, the following action has been taken. A document

setting out the plan of procedure proposed was submitted to and approved by both the Economic
Committee and the Financial Committee.

A meeting was held on March 2nd of representatives from a number of the national institutions

alluded to above. At this meeting, the general plan or outline of the report to be prepared was

agreed, and a number of the institutions further undertook to prepare brief special notes as

material for this report. These notes arevto be drafted on an approved scheme, and should

reach the Secretariat during the course of theapresent month. The question will further be discussed

by the Economic Consultative Committee when it meets.
It is proposed to hold a further meeting of national institutes in the early summer and to

submit a report to the Assembly in September next.
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It will be observed that the Economic and Financial Organisation, according to the last
part of Resolution I6 of the Assembly quoted above, is to examine into the advisability of
international action concerning unemployment when all the available information has been
collected. In accordance with this instruction, the Economic Committee decided to consider
this question when the definitive report on the course and phases of the present economic depression
is ready.

In view of the fact that the final report will not be finished for some months yet, it has been
thought that the Commission of Enquiry for European Union might desire to have laid before
it a brief preliminary note on certain aspects of the present depression. It should be made
clear that the attached note on this subject is essentially preliminary in character, and has been
drafted before either the study of the information available or the consultations envisaged have
been completed. It has been drafted, moreover, with special reference to European conditions.
The depression is, however, worldwide, and it was impossible to confine the report strictly to
Europe.

I. THE ECONOMIC SITUATION IN I928.

(a) Economic Progress ,up to 1928.

The war and the political changes and disturbances immediately following it affected in many
ways the -basic conditions of economic life. State debts had been enormously increased, new
frontiers had been created. Russia had changed its economic and social system, the United
States of America, from being a debtor, had become a credit or nation, second in importance
only to Great Britain. New industries had been built up in overseas countries, while in Europe
an enormous destruction of capital had taken place. These and other new conditions called
for a profound readjustment of the whole economic life. The necessary adaptation was, to a
large extent, effected during the first five or six years after the war, but it could not be completed
in so brief a period of unsettled years. At the beginning of 1925, the monetary systems of a number
of European countries were still disorganised. Inflation continued in some countries, while
others pursued a more or less deliberate policy of deflation. But, in view of difficulties which
had to be faced, the degree of " normalisation" and balance in economic life obtained by I925
or I926 was perhaps more complete than might have been expected.

Indeed, this period of recovery laid the foundations for a world economic progress of a
rapidity which had perhaps never before been witnessed. In the three years I925 to I928,

the output of foodstuffs and raw materials increased by 8 per cent and the quantum of world
trade by about 15 per cent. It is probable that the output of manufactured good rose at least
as fast as that of raw materials-i.e., 9 per cent.

The progress was especially rapid in Europe. The increase in the production of raw materials
on that continent was second only to that of South America, while the production of raw materials
and foodstuffs taken together advanced more rapidly in Europe than in North America, Africa or
Asia. Further, there is reason to believe that the activity in manufacturing industries increased
at a higher rate in Europe than in other continents.

During these three years from 1925 to I928, the readjustment of economic life to the new
conditions continued. Almost all countries which had not already done so placed their currency
on a gold basis, thus eliminating violent exchange and price fluctuations. Equally important
is the fact that international capital and credit transactions on a commercial basis, as distinguished
from State borrowings, reached large dimensions. British, American and French capital-to
some extent also capital from Sweden, Switzerland and the Netherlands-flowed into the countries
suffering from a shortage of capital on the Continent of Europe and elsewhere, making possible
rapid readjustment and reorganisation of industry and trade. In I928, the net foreign lending
of capital-exporting countries amounted to about $2,300 millions, of which a little more than
40 per cent went to Germany. Indeed, a casual observer of world economic conditions in I928
might well have come to the conclusion that everything was, if not well, at least improving rapidly,
and that the prospects for the future were, in most countries at any rate, rather reassuring than
otherwise. It is true that unemployment figures were in most countries substantially higher
than before the war, but this was partly due to more complete and reliable statistics; it was
partly due to the first effects of the process of rationalising industry, though in some countries
the causes were more profound.

(b) iMlaladjustmrents in Production and Trade.

But, in fact, the position was much less stable and balanced than it appeared. It is quite
possible that the impression of " normality " was to a large extent due to the fact that certain
of the readjustments which new and profound changes in the structure of economic relations
called for had not been made. Thus, so long as a tendency to partial over-production is met by
increasing stocks the day when a troublesome shift in production has to be made is put off. In
the case of many commodities this is what happened, stocks growing to unusually high levels.

A second factor which helped to conceal the elements of maladjustment in I928 is the fact
that in several countries, especially in the United States, business was enjoying a boom similar



to those experienced during pre-war business cycles-e.g., in I899 and I906. This boom exercised
a certain stimulating influence in other countries. The maladjustments in industries producing
raw materials and manufactured goods did not make themselves fully felt so long as this state
of exceptional demand lasted.

It may be convenient to review, first, the maladjustments in the production of crude food
products and to begin with cereals. Here a tendency to over-production was evident in I928.
Supply tended to rise rapidly under the influence of several different factors. First, the technical
improvements in the production of cereals in the last two decades, although not subject to so
much newspaper discussion as the so-called rationalisation in manufacturing industries, had
been no doubt of far-reaching importance. Farmers were better educated and used better methods
of cultivation than before the war. The quality of the plants and the methods of fertilisation
had been improved owing to a more lavish and well-balanced use of artificial fertilisers. In many
countries the use of tractors, motor-harrows and ploughs and combined harvester and threshing
machines had increased rapidly. The number of tractors in the United States of America was
almost trebled between I920 and I928.

These changes tended in certain cases to increase the output of cereals on land already under
cultivation, in others to make possible and profitable the cultivation of new land. The shortening
from 130 to 0oo days of the period required for wheat to mature had moved the northern frontier
of wheat cultivation in Canada 200 miles north. Further, the cultivated area had already grown
in the overseas countries during the war owing to the insistent demand from Europe. It is no
wonder, therefore, that the output of cereals expanded rapidly in several of these countries. In
Canada, the average for the years I924 to 1928 was 433 million bushels, as against I97 million
bushels in the period 1909 to I9I3. In the Argentine, the corresponding figures were 250 and I47;
in Australia, I44 and 9go, and in the United States of America, 841 and 690 million bushels.
Although the production of other cereals grew less rapidly, the total output of all cereal foods
was certainly increasing considerably faster than the world population.

The tendency towards increased supply of cereals available for human consumption was
strengthened by the fact that the number of horses in the world was reduced, their place being
taken by motor-cars and tractors. Further, live-stock was fed relatively less on cereals and more
on oil-cake, etc.

While production increased, for the reasons indicated, chiefly outside Europe, countries in
Europe gradually restored their acreage under corn. After I925, when the pressure made itself
felt, tariffs, which at that date were generally lower than in I9I3, were gradually raised, and in
some cases export bounties were granted. These measures, which were intended principally to
give economic assistance to the farmers, had the unfortunate effect of increasing output of the
very goods-cereals-for which the tendency towards over-production was stronger than for
most other food products.

During the period in question, not only supply but also demand did, of course, rise. Population
continued to grow, although less rapidly than before the war. However, the consumption per
head did not, on the average, increase. On the contrary, in the United States and several other
countries the consumption of bread per individual declined as the standard of living rose and
less muscular effort was needed in work. People needed less calories and could afford amore
varied diet. According to a recent unofficial estimate,' which does not claim to be more than
approximate, there was a reduction in wheat consumption per head between 1909-1913 and
1925-1928 of 5 to 6 per cent in Germany and Great Britain, io to ii per cent in France and
over 14 per cent in the United States.

The result of these changes was, as already indicated, a tendency to over-production of
cereals. In I928, this tendency was beginning to have its effects. Cereal prices were about as
high in relation to the pre-war level as those of goods in general, but the trend of prices was
downwards and stocks were rising. The good crop of 1928 brought the carry-over of wheat in
December up to as much as I5.8 million tons, compared with 8.8 million tons three years earlier.
Incomes of farmers naturally began to fall, which was all the more serious, as they had not, like
incomes derived from manufacturing industries, been rapidly rising since the war. The financial
position of many farmers was weak. In some countries money had been borrowed when its value
was lower than in 1928, and in others the rate of interest was several times as high as before the
war, two circumstances which contributed to weaken the financial position.

The situation was quite different as regards animal foodstuffs. Consumption of meat, butter,
eggs and cheese grew rapidly as general purchasing power rose. Production increased also, but
it was less affected by technical changes and artificial stimuli than the output of cereals. Prices

I Bulletin of the National Bank of Czechoslovakia (January 1931, Supplement).
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in the period I924 to 1928 were relatively higher than for cereals, and the economic position of
farmers in countries specialising in animal foods was relatively favourable.

Sugar was subject to tendencies similar to those described for cereals. Rapid technical
improvements in countries producing cane sugar, especially Java, led to a great reduction in
costs and an increase of output to almost double the pre-war figures. In many European countries,
beet-sugar production became unprofitable, but was maintained by various forms of duties and
State subsidies. The tendency to over-production was very obvious in I928, and prices were falling.

Among the leading colonial products, tea held a special position, its price being relatively
high, in spite of a substantial increase in production. For cocoa and coffee, on the other hand,
the tendency towards over-production was strong and prices showed a downward trend. Coffee
stocks were accumulating rapidly, and the outlook for countries dependent largely on the coffee
crop was clearly unfavourable.

Table I. -Stocks of Certain Staple Food Products.

Commodity 1924 1925 1926 1927 1928

Wheat (bushels, ooo,ooo's) . 192.2 139.3 145.7 I8I. 227.5

Sugar 2 (long tons, ooo's) . . 2,708 3,709 3,634 4,o62 4,271
Coffee 2 (bags, ooo's) ..... 9,663 4 9,547 0I,90I 18,388 8,723 5

1 August Ist.
2 January ist of following year.
3 Exclusive of interior stocks in Cuba.
4 July I924.
5 Including 585,000 bags in the interior of Rio de Janeiro. Figures for stocks in this district were not available

for earlier dates.

Sources: Wheat, "Wheat Studies ", Stanford University.
Sugar and Coffee, London and Cambridge Economic Service.

Thus, it would appear that tendencies towards over-production of cereals, sugar and certain
colonial foods were evident, especially after the good harvest of I928.

In the case of raw materials, the position was less clear. In many countries at any rate-the
United States may be an exception-the prices of raw materials had been relatively low compared
with those of manufactured goods during the whole period since the post-war slump of 1920-21.
During the years immediately preceding I928, however, this price discrepancy has been reduced.
If for the majority of the producers of raw materials prices covered the costs of production, this
price discrepancy would constitute no proof of over-production. Moreover, the reduction in the
discrepancy would suggest that, in so far as it was an indication at all, the risk of over-production
was gradually diminishing up to about the end of 1928. However, in the light of the subsequent
experience it is evident that, for certain raw materials, there was already a tendency for production
to exceed the demand. The following table showing the growth of stocks illustrates the tendency
towards over-production which existed in certain cases.

Table II. - Stocks of Certain Staple Raw Materials.

Commodity 1924 1925 1926 1927 1928

Lead 2 (long tons, ooo's) . . . 78 93 1I3 I39 144
Rubber 3 (long tons, ooo's) . .I8I 82 259 272 239
Cotton (bales, ooo's)..... 2,758 3,274 5,440 7,471 5,015

1 Lead and rubber: end of year. Cotton: stocks on August Ist.
2 United States of America.
3 Total supply outside plantations.

Source: London and Cambridge Economic Service, Special Memorandum No. 32.

The increase in output and stocks of these raw materials was accompanied by a fall in price.
Even in the case of some raw materials which did not fall in price, there may have been some
tendency towards over-production. Had this not been so, prices of raw materials might have been
expected to rise during the boom period. It seems impossible to escape the conclusion that, in
respect of the production of certain raw materials, as also of certain crude food products, forces
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were at work-forces which had very little to do with the disturbances caused by the war-which

were bound to create a serious maladjustment as soon as the policy of increasing stocks broke

down.

Table III. - World Smelter Production.

(Metric tons, ooo's omitted.)

Commodity 1925 1926 1927 1928 1929

Copper .. ... ... 1,418 1,485 1,551 1,756 1,981

Tin . . . ..... . I50 I52 I63 I85 195

Lead .. .... . .,56o I,654 I,760 1,755 I,802

Spelter .......... I,I33 1,219 1,307 1,406 1,459

Source: League of Nations, Statistical Year-Book.

The maladjustment in the manufacturing industries was of a somewhat different nature.

It, too, was obscured by the business boom. Technical changes were taking place rapidly,

increasing the capacity of production in almost all lines of industry and calling for a deep-going

readjustment. It is now evident that this readjustment-e.g., the necessary transfer of labour

from one industry to another or the closing down of obsolete and superfluous factories-was

only partly carried out.

To the surplus capacity in certain manufacturing industries, due to the above-mentioned

circumstances, must be added one of another sort if a true account is to be given of the situation

in 1928. The establishment of new national frontiers and tariff barriers after the war had made

it difficult or impossible for many manufacturing firms to sell in their former markets. In all

European industrial countries certain industries were left with a surplus capacity due to the

erection of new tariffs and the raising of the old ones.

A similar development took place already during the war as between Europe and the overseas

countries and continued afterwards. Cut off from European supplies, these countries developed

their own manufacturing industries, and demand for European goods was thereby restricted.

This was felt, above all, by Great Britain, which had organised its industry for a large export to

these countries. Even by 1928, complete adjustment to these new conditions had not been

accomplished.

Finally, a maladjustment in the relation of the price and wage-levels in certain countries to

those in other countries still existed. Thus, Great Britain and Italy had returned to tne gold

standard at a somewhat higher rate than that which corresponded to their interior price- and wage-

levels. The corresponding deflation of domestic values proceeded very slowly, and does not seem

to have been finished in I928. On the other hand, domestic prices and wages in France and Belgium

were still relatively low, expressed in gold.

In view of these circumstances, and the lack of balance which they reflect, any factors tending

to weaken the force of general industrial activity might be expected to have a more far-reaching

effect than they would have had in a better balanced economy.

II. TIIE TURN OF THE BUSINESS CYCLE IN I929.

Profound changes in the technique of production, in commercial policy or in the politico-

economic structure are usually regarded as being of a different kind from those which are involved

in the so-called business cycle-i.e., the recurrence at fairly regular intervals of alternating periods

of prosperity and depression. A failure to adapt industry and trade to the former changes is,

therefore, often called " structural maladjustment " as distinguished from the maladjustments

arising out of the business cycle, with its recurrent booms and depressions. As indicated above,
tendencies towards a structural maladjustment had been at work during the years immediately

preceding 1929-in some cases they date from many years back-but their existence had to some

extent been concealed or forgotten, and their effects partly offset by the business cycle boom

in the United States and elsewhere, which exercised a stimulating influence on the world economic

situation in general. It is natural that the turn of the business cycle and the beginning of a

business cycle depression should open the doors for the delayed effects of the structural maladjust-
ment. This is what happened in I929 and I930.

Not all countries experienced a clearly marked business cycle. The boom was accompanied

by-perhaps partly caused by--a great expansion of credit. Many countries succeeded in escaping

the extreme speculation which was experienced in the United States in 1928-29. Further, in some

countries, unfavourable circumstances, of which some have been mentioned above, had been so

potent that the upward swing of business was restrained or retarded. In other countries-for
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instance, in Germany and Finland-a falling off in business had made itself felt in the beginning
of 1928, largely under the influence of credit stringency; while, in certain countries producing
and exporting crude food products and raw materials, business in general felt the depressing
effects of the heavy drop in the prices of their export goods.

It was in the early autumn of I929 that the decisive turn came when the boom broke in the
United States and gave place to a severe depression. Up to that. time world trade and probably
world production was expanding; since then they have been rapidly declining.

THE VALUE OF THE INTERNATIONAL TRADE OF FORTY-FIVE COUNTRIES.

MI/LLIOMNS - - -
QfP DOUAe

5.500 9—

5.000 -i- _ , ,

4.500

4.000

3.500 

300... I..
I III IV V VI VII VIII I X Xl Xii i II 1 IV V VI VIi VIII IX X xI Xi1 I 1 III IV V VI V I VIII IX X XI Xil

1928 1929 1930

It is neither possible nor necessary to enter here upon a discussion of the various opinions
held about the causes of the recurrence of business cycles in general or of the explanation of the turn
of the cycle in the United States in I929. It is more important at the moment to consider, not
why a business depression followed upon the boom, but why that depression should be as intense
and widespread as it is.

The answer to this question is partly given above: A delayed adjustment to the new structural
conditions had to be made. Moreover, the existence of a profound structural maladjustment
made the situation unstable and lessened the power of resistance to disturbing and depressing
tendencies, more or less connected with the business cycle. An account of the course of events
will bring this out more clearly.

During the twelve months before the crash on the New York stock market in October I929,
speculation in shares and real estate was growing more and more intense. Attempts by the
Federal Reserve authorities to stop it failed. Money rates on the New York money market rose
to exceptional heights. In the first nine months of I929, call-loan rates averaged 8 to 9 per cent.
They rose on occasion as high as 20 per cent. As a consequence, American lending abroad began
to fall off and some of the money invested in other countries was called back. At the same time,
European funds were transferred to New York, in order to profit from the high interest rates or
to take part in the speculation. Money markets in Europe and elsewhere became stringent,
discount rates were raised and credit in general was restricted. The effects were, of course, felt
most severely in the borrowing countries, which had adapted their economic life and international
economic relations to an inflow of foreign capital that was now suddenly checked. Unfortunately,
a number of these borrowing countries-the Argentine, Brazil, Australia, Hungary, Roumania
and others-were largely exporters of those food products, the prices of which had in previous
months been subject to a heavy decline. Thus, in these countries, the supply of foreign exchange
fell off for a double reason, and great difficulties in balancing their international accounts arose.
The effects of the consequent credit restriction was that large stocks of staple commodities, such
as coffee, wheat, etc., were thrown on the market. Potential buyers, however, under the influence
of falling prices, restricted credit, and falling stock markets were reluctant to buy, thus further
aggravating the fall in the prices of crude food products.



Table IV. - World Market Prices of Crude Food Products.

Commodity Beginning of month

September 1929 December 1929 March I930

Wheat .......... I28 7/8 I24 I09
Maize 2 ....... Id. 9. gs. 6d. 24s .

Coffee 3 .......... 6 14 I IO/ I

1 Winter in Chicago, cents per 60 lb.
2 Yellow Plate in Liverpool, shillings and pence per 480 lb.
3 Rio No. 7 in New York, cents per lb.

Source: International Year-Book of Agricultural Statistics, I929-30, Rome.

At the same time, the situation of manufacturing industries grew worse with the advance
of the business cycle depression, in particular, after the crash on the New York Stock Exchange
in October I929. As always happens in such cases, traders and manufacturers reduced their
purchases of raw materials, preferring to lower their stocks and buy only from hand to mouth.
This curtailment of demand. naturally led to a fall in the prices of raw materials also, which
became all the more severe as a result of the widespread uncertainty and pessimism which
prevailed.

Table V. - World Market Prices of Certain Raw Materials.

Commodity September December March
I929 I929 I930

Copper (standard cash) ........... 75.4 68.4 69.3
Tin 1 (standard cash) ............. 204.9 I79-5 I65.o
Lead 1 (soft foreign loco) .. . 23.6 21.5 I8.8
Wool2 (tops, English carded, 50's average) . .. 25. 23.9 I8.6

Rubber 2 (standard. ribbed smoked sheet) .. .. 10.5 7-9 7.5

1 ~ per long ton, London.
2 Pence per lb.

Source-Kommersiella Meddelanden, Stockholm.

The mutual actions and reactions of the so-called structural maladjustments and the business
cycle recession on one another are difficult to ascertain, but events would appear to have taken
some such course as the following. A partial over-production of certain crude food products
-- wheat, coffee, etc.--led to a drop in their prices and in the incomes of many overseas and Eastern
European countries towards the end of I928 and in the following year. So long as considerable
expansion of business and incomes took place in the manufacturing countries at the same time,
the world price-level was largely maintained. When, however, incomes in the United States
and several other manufacturing countries began to decline rapidly, the offsetting tendency
disappeared. Consequently, the expected world income was reduced both in agriculture and
in manufacturing. industries. Potential buyers acted on the assumption that they would have
less purchasing power than usual in the near future and restricted their purchases. In that
way, the surprisingly heavy decline of the general price-level became possible. As it proceeded,
not only crude food products but also most raw materials fell rapidly in price. Demand for
raw products falls off more than consumption during the first period of a depression, as manufac-
turers and middlemen are anxious to reduce their stocks. Owing to this price reduction, the
incomes of primary producers further declined.

The prices of manufactured commodities sank less rapidly, and in consequence, the incomes
of the producers of primary commodities declined more rapidly than those of industrial communities
-for instance, in Western Europe. The latter, however, could not but feel the effects of a reduced
demand from countries dependent upon the sales of primary products. Output of manufactured
goods was reduced and unemployment grew to appalling figures.

This difference between the rate of the fall in prices of primary commodities and of manufac-
tured articles respectively is a common characteristic of all economic depressions, and is due,
amongst other reasons, partly to the fact that larger stocks of raw materials than of manufactured
articles are normally held, and partly to the fact that the agriculturist cannot curtail his production
so rapidly as can the industrialist.

It is probable that some business recession would have come in I929 and 1930, even had
there been no structural maladjustments of the sort described above. On the other hand, even
in the absence of a business cycle, a difficult and troublesome readjustment to the new conditions
of technique, demand, tariffs, etc., would have had to take place, and this readjustment would
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have adversely affected business conditions in most countries, at least in 1929 and I930. It was
the simultaneous occurrence of the two kinds of disturbance to which the severity of the
depression must be largely attributed. Facts of particular importance would seem to be that
international capital movements were completely changed in 1929, and that the countries most
sensitive to this change were those which suffered most from the drop in price of important
commodities.

While a severe depression in I930 would seem to have been the inevitable outcome of these
circumstances, it does not follow that a decline in the wholesale commodity price level to anything
like the actual figures was inevitable.

Table VI. -- The Wholesale-Price Level in Certain Countries.

(I9I3 -- Io).

Country 1928 1930 February 1931

United Kingdom (Board of Trade) ..... .. 140.3 II9.5 06.2
United States of America (Bureau of Labour

Statistics ................ I40.0 I23.6 Io8.I
Germany (official) ., .. . . . . . 140.0 I24.6 II4.0
France (official). ,.. ...... .. 126.3 108.7 97.8

Source: League of Nations Monthly Bulletin of Statistics.

The reasons for this unusually severe drop in prices, which has undoubtedly aggravated
the crisis, will be discussed subsequently. Before that, however, it may be well to give a brief
account of the actual characteristics of the development in I930 and I93I.

III. AN ACCOUNT OF THE DEPRESSION.

(a) Production, Trade, etc.

In the autumn of I929, many competent observers expected the depression to be of short
duration. At one time in the spring of 1930 there seemed to be indications that this expectation
would be fulfilled. In manufacturing industries in the United States of America there was a
substantial revival, which exceeded the ordinary seasonal recovery. This recovery, however,
was short-lived, and the degression gathered new strength in the latter half of I930. The seasonal
recovery in the spring of I93i has been rather less than usual. In other words, production and
price curves-after elimination of seasonal variations-have continued downwards, although
the rate of decline was considerably checked towards the end of 1930 and the beginning of the
present year. It is, however, too early to judge whether this slackening of the pace is due to
seasonal influences or for any other reasons is a temporary phenomenon.

The following table shows the quarterly movement of the volume of production in manu-
facturing industries in some important countries.

Table VII. General Indices of Production.
(1928 = I00.)

I929 1930

Countries
I III IV I II III IV

France (Statistique generale) . . I8 IIo 109 12 II3 113 109 Io6
Germany (Institut fiir Konjunktur-

forschung) ......... 95 09 103 Ioo 93 89 80 75
United Kingdom (London and

Cambridge Economic Service) Io6 1 Io8 Io6 112 107 98 88 90
United States of America (Federal

Reserve Board) . . . .. Io7 112 III 98 95 93 83 76

The reduction in world trade is illustrated by the chart shown above. Different parts of the
world and different countries have, of course, been very differently affected. As was to be
expected in view of the price movements which have been described, countries producing crude
vegetable food products and raw materials seem to have suffered more than manufacturing
countries. Consequently, Europe has felt the depression less than other parts of the world. During
the first nine months of I930, the international trade of European countries fell short of the figure
of the previous year by 12 per cent, whereas the reduction in the international trade of extra-
European countries declined by 23 per cent. In the last quarter of the year the new reduction was,
however, of the same relative proportions in Europe as elsewhere.



Up to that time, European industrial countries were suffering largely from the secondary
reactions of the depression which at first affected more directly other parts of the world. As the
depression increased in intensity, however, its effects became cumulative and the demand for
manufactured goods, not only by producers of primary commodities, but also by the industrial
States themselves, gradually fell off. As prices of manufactured goods have fallen relatively
little compared with a drop of 40 to 50 per cent in most primary products, Europe evidently is in a
position to exchange its manufactured goods against raw materials and crude food products at
much more favourable terms than befores the depression. To pay for a given quantity of the latter,
a much smaller quantity of manufactures has to be exported. It is highly significant that the
quantity of imports in European countries in 1930 seems to have been almost as large as in the
previous year, whereas the quantity of exports was probably about io per cent smaller. As between
European manufacturing nations and countries exporting cereals and raw materials, the change
in the terms of trade to the advantage of the former is something like twice this figure. To a not
inconsiderable extent the reduction of output in European manufacturing industries, and the conse-
quent unemployment, corresponds to the decline in the quantity of such goods which Europe
must send to other parts of the world to pay for imported food products and raw materials.

That, at any rate, the industrial countries of Europe have not been so seriously affected
as most of the rest of the world is corroborated by a closer analysis of the trade in different groups
of commodities. According to the somewhat inadequate date available, the reduction in the volume
of raw materials imported would seem to be considerably greater in extra-European than in
European countries, which indicates a greater reduction of manufacturing actities in the former.
Equally significant is the fact that the European exports of manufactured goods to European
countries has declined comparatively little in I930, whereas the export to other countries has
fallen heavily.

Those European countries, however, whose economic forces are mainly devoted to the
production of cereals have felt the full brunt of the depression and, in the majority of industrial
States, there has been an unprecedented falling off in effective employment.

Table VIII. - Unemployment in Germany, Italy and the United Kingdom.

(ooo's omitted).

Country 1929, 1930, I931,
country February February February

Germany 1 . . . . . . . . . . . . 3,050 3,366 4,972
Italy2 . . . . . . . . . . . . . 505 483 792
United Kingdom . . . . . . . . . 1,454 I,583 2,697

1 Number of unemployed registered.
2 Number of unemployed registered (totally and partially unemployed).
3 Compulsorily insured workers, wholly or partially unemployed.

Source: League of Nations Mlonthly sBulletin of Statistics.

In studying such figures, one must bear in mind that, for many reasons, they are
not internationally comparable; they should be used rather for a comparison of the situation in
the same country at different times. A study of figures from which seasonal variations have been
eliminated shows that unemployment increased rapidly in the last quarter of 1930 and did not
decline in the first quarter of 1931.

Even if it were possible to compare the national unemployment figures, they would give no
certain indication of the relative severity of the crisis in different countries. The number of working
hours per week has been reduced far more in certain countries than in others. Further, even if
complete and reliable figures for short time and unemployment were available, it would be a
mistake to suppose that countries with low figures necessarily suffer less from the depression than
others. On the contrary, the national income in manufacturing countries has dropped much less
than in cereal-producing countries, many of which have little unemployment.

It would fall outside the scope of this review to analyse the position of the different industries.
Some of them are naturally more depressed than others. In 1929 and the first half of I930, industries
manufacturing producers' goods--iron and steel, machines, building materials, etc.-seem to have
reduced output less than those producing consumers' goods. Especially in the textile industry,
prices and output declined rapidly. After the summer of 1930, the tendency has, however, reversed,
and the output of producers' goods has fallen off more than that of consumers' goods. This may be
partly due to the fact that, in the first half of I930, retailers reduced their purchases more than
their sales in order to diminish stocks. From the third to the fourth quarter of 1930, the volume
of production in the iron and steel industry of the world declined by about one-seventh. This
development is probably, to a large extent, due to the fact that the volume of real investment
kept up fairly well in the first half of the year; the building industry, for instance, was active in
many countries. Later, when investments decided upon earlier had been completed and few new ones
were started, the production of capital goods naturally declined rapidly. The development was
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not, of course, the same in all countries. The mechanical engineering industry in a country like
the United States, where the boom expansion was great, has reduced its output in 1930 to half
the 1929 figure. In Great Britain, the reduction was probably only about io per cent, in Germany
about I5 per cent, whereas in France it maintained about the same level of production in 1930
as during the previous year. Similarly, the manufacture of motor cars has declined much more
in the United States than in Europe-namely, by 37 per cent as against ii per cent. The reduction
was greater in Germany and Italy than in Great Britain and France. Among industries which
increased their output during I930 is shipbuilding; the total tonnage of ships over Ioo tons launched
rose by 3. per cent. In Europe, the tonnage launched was the same as in I929. It seems certain,
however, that it will decline heavily in I93I. In the beginning of that year the capacity of
British wharfs was utilised only to 25 per cent. The world tonnage under construction sank
from 3.3 million tons measurement at the end of the first quarter of 1930 to 2 million tons at the
end of March last.

The violence of the crisis is clearly reflected in the Stock Exchange quotations. The level of
shares in general fell from the various maxima reached in I928-29 by the following percentages
in the countries shown in the following table. It should be noted that, in several countries, the
decline started as early as I928.

Table IX. - Percentage Reduction in Indices of Stock Exchange Securities.

United States United Kingdom France Germany

From September 1929 From January I929 From February I929 From June 1928
to December 1930 to December I930 to December 1930 to December I930

Per cent Per cent Per cent Per cent

52.8 33.6 36.3 47.3

Sweden Switzerland Netherlands

From July I929 From September 1928 From March 1929
to December I930 to December I930 to December I930

Per cent Per cent Per cent

29.3 30.7 52

Sources: France: Statistique gendrale.

Other countries: League of Nations Monthly Bulletin of Statistics.

The stocks of staple commodities reflect at once one of the causal factors of the depression
and its gravity. As indicated above, stocks of many commodities were exceptionally high before
the autumn of I929. Since then, the all-round decline in effective demand has been greater than
the reduction of supply-in spite of a bad harvest of some cereals in I929-so that stocks have
been rising to still higher levels, as shown by the table below.

Table X. - Stocks of Staple Commodities 1 (Beginning of Month).

July January July January March
19-9 19 930 1930 19393I

Cotton 2 (i,ooo bales) .... 3,096 3622 4,970 6,47I 6,787
Copper 3 (I,ooolongtons) .. . 315 40I 522 535 519
Spelter (I,ooo long tons). .... 34 73 I09 I40 142
Rubber 4 (I,ooo long tons) ... 299 383 430 511 533
Sugar (I,ooo long tons) ... . 4,779 5,473 6,156 6,877 7,573
Coffee (I,ooo bags) ...... I4,259 25,063 28,424 29,309 28,459
Nitrate (I,ooo long tons) . ... 1,653 2,516 2,249 -

Wheat (I,ooo metric tons) . . . I3,8035 I5,708 II,209 16,373

1 Except in the case of sugar and coffee, the series in this table are not as complete as those shown for previous
years in Tables II and III.

o Total supply seasonally corrected, exclusive of European and Asiatic mill stocks.
3 Total supply outside hands of consumers, less Japan stocks.
4 Estimate of world's stocks by Rubber Growers' Association.
5 End of September.
6 Provisional.

Sources : London and Cambridge Economic Service. For Wheat: Wochenbericht des Instituts fir Konjunkturforschun g,
March I8th, 1931.
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These figures cover only the so-called visible stocks and do not include stocks in the hands

of producers. It is almost certain that the latter have been much reduced, but by how much it is
impossible to say. For manufactured goods, even less complete figures are available. It seems

practically certain, however, that inventories of such goods in the hands of the retail trade have

fallen off. The decline in retail stocks is of great importance and should tend substantially to

strengthen the whole economic situation; for, while these stocks were being reduced, the community

as a whole was consuming more than it was producing of certain goods, and in other cases visible

stocks in the hands of wholesalers tended to increase. Owing to the consequent weakening of its

demand for further production, prices and employment naturally fell off. Once, however, retail

stocks have been brought down to their irreducible minimum, this cause of a reduction in demand

for new products must disappear and prices should be steadied. Once the decline in prices has

stopped and the retailer feels himself justified in raising his stocks again to more normal dimensions,

a temporary increase in demand in excess of consumption is to be anticipated.

(b) The Development of Prices.

The violent reduction of wholesale prices during the last two years has come as a surprise to

most economic authorities. As prices rose very litte during the upward swing of the business

cycle, and in some countries even declined, they were led to expect only a moderate price decline

during the downward swing. This expectation, unfortunately, was not realised. The heavy

drop in the wholesale-price indices has been shown in Table VI above.

Of foodstuff prices, those of cereals have dropped much more than those of animal foods.

Since the summer of 1929, the price of Canadian wheat has declined almost 60 per cent. The

prices of rice and coffee have fallen by about 50 per cent. As many foodstuff prices began to

decline rapidly as early as I928, the reduction since that year has been even greater. In Great

Britain, the whole group of food prices has declined by one-third, in spite of the fact that prices

of animal foods, like butter, eggs and cheese, heeshave been fairly well maintained. The price of Danish

butter in March 1931 was only 23 per cent below the I928 average.

But, when discussing food prices, the fact should not be overlooked that world market prices

are not at all representative of conditions in most countries, owing to high and-in recent years-

rapidly rising import duties on grain. In several European countries the prices of cereals in 1930

were almost as high as in the preceding year. The average price at which wheat has been sold by

farmers in many countries on the European continent-but not, of course, in Eastern European

countries-has probably not declined more than the prices of animal foods. The cereal-exporting

countries have thus suffered both absolutely and relatively.

On the world markets, the prices of raw materials have shown a movement similar to that

of vegetable foods. Prices of cotton, raw silk, wool, jute, rubber, hides, tin and copper have all

dropped to about one-half those ruling two years ago. The important exceptions are coal and

iron and steel. British coal (best large steam D.C.B., Newcastle) was quoted at 13s. 6d. per long

ton in 1928, I5S. in 1929, and I3s. 2d. in the first quarter of I93I. British pig-iron has delined

by about 20 per cent since I929, while in the United States and Germany the prices have declined

only about io per cent. In certain cases, the fact that the prices of some of these commodities,

which during the depressions in the last two decades of the nineteenth century used to show

reductions of 40 to 50 per cent, have declined relatively so little is largely due to the influence of

agreements between producers. In others, such as coal, a contributing factor is that prices were

already very low in I928.

The effects of price regulation by producers is seen very clearly in Germany, where the prices

of those raw materials and semi-manufactured goods which are more or less independent of world

market prices dropped only about ii per cent from the autumn of 1929 to the end of 1930, whereas

prices governed by world competition fell about 32 per cent. While the prices of the former group

were more than 20 per cent over the 1913 level towards the end of I930, prices of the latter group

were I5 per cent below that level.

Wholesale prices of raw materials have, as usual in periods of depression, dropped more than

those of finished goods. In this respect, however, conditions vary a great deal from country to

country. In Germany, the prices of consumers' goods fell i6 per cent from the autumn of 1929,

and the prices of corresponding raw materials 45 per cent. In Sweden and Denmark, on the other

hand, the prices of finished goods seem to have declined almost as much as those of raw materials.

Other countries show figures lying between these two extremes. In several countries, prices of

semi-finished goods have dropped more than those of raw materials.

Price agreements between producers are also partly responsible for the fact that the prices

of goods which are not subject to international trade have fallen less than import and export prices.

Retail prices have lagged somewhat behind wholesale prices. A drop in the latter does not

usually, at least not in the first instance, lead to a reduction in the retail margin-i.e., the sum the
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retailer requires in payment for his services. Thus, the percentage drop in retail prices is smaller
than in wholesale prices. Further, the retail price at a certain date refers to a commodity which
is purchased by the retailer at an earlier date when wholesale prices were higher. There is also an
element of monopoly in the position of a retail trader which makes it possible for him to profit
from the conservatism of his customers. In food-exporting countries, retail prices of foodstuffs
have declined 15 to 20 per cent; in Hungary and Bulgaria, as much as 25 per cent from the I929

average level. Elsewhere, the reduction has been a little less, chiefly owing to increased import
duties.

The shrinking of the volume of international trade has, of course, meant a falling off in the
demand for tonnage and brought about a considerable decline in freight rates. The Economist's
index number, which lay, on an average, a little under Ioo in I928, was approximately 80 in I930.

Nominal wages of manufacturing workers have remained almost unchanged in most countries.
In Great Britain, the index number shows a drop of 2 per cent. In the United States of America,
average weekly earnings had declined by about io per cent by January I93I; the reduction in
nominal wage rates has, of course, been less. In Germany, where wages rose rapidly between I926
and I929, the reduction has since been small. The wage-index for industries producing capital
goods rose by about 26 per cent from January ist, 1927, to January ist, I930, and declined only
about I per cent in 1930. In industries producing consumers' goods and in transportation there has,
according to the statistics available, been no reduction at all. Even in countries where the greatest
reductions have taken place, they have not completely offset the fall in the cost of
living. Consequently, real wage rates of the employed workers have been rising, although probably
a little less than the figures indicate, as in some cases wage reductions are notreflected in the wage
statistics. In the spring of I93I, the tendency towards wage cuts seems to be gaining strength
in several countries.

The influence on prices of the rapid growth in the output of certain classes of products is,
however, only one aspect of the situation. Some reference must also be made to the monetary
aspects of the problem, although it is not proposed on this occasion to do more than to refer
to them briefly. A study of the forces or of the policies which have influenced the monetary
situation in recent years could not be adequately given within the limits of this brief note. The
effect of these forces is, however, largely reflected in the movements of discount rates, which
themselves have influenced the movements of capital and the opportunities for profitable
investment.

In the latter half of I928, there was a general tendency for money rates to rise in the more
important markets of the world, a tendency which was steadily maintained throughout the
whole course of I929 up to the Stock Exchange crash in New York in the autumn of that year.
In London and Amsterdam the rates were raised from 42 to 51/2 per cent in February and March
I929 respectively. The German rate went up to 71/ per cent in April. In August, the Federal
Reserve Bank of New-York raised its rate from 5 to 6 per cent, and in the next month the Bank
of England raised its rate to 612 per cent. Then came the stock market crisis in New York.
Immediately afterwards, the New York rate was reduced, and Central Banks in other countries
followed suit. Since then, discount rates have been lowered several times'i inmost countries,
and in the spring of 1931 have reached an unusually low level-in Paris and Zurich, 2 per cent,
in New York /2 per cent. Other rates have fallen simultaneously. Commercial paper rates have
dropped to about I per cent in Amsterdam and Zurich, i 12 per cent in New York, 2 per cent in Paris
and 2 to 212 per cent in London. In Berlin, the rate fell to 3 per cent in the summer of 1930,
but has since risen to 5 per cent. Interest rates on long-term loans have declined much less.
It is one of the characteristics of the present situation on the capital market that the lack of
confidence makes capitalists unwilling to invest their money on long terms-e.g., to buy bonds-
and creates a preference for keeping it on the money market or as bank deposits. Nevertheless,
bond yields have declined substantially or by /2 to I per cent since the autumn of I929 in the
leading countries, and the interest to be paid on bank loans has dropped in proportion.

Many financial authorities hold the opinion that this easing of the capital market has been
too small to enable all current savings to be demanded by borrowers.

The incentive to borrow and invest during periods of falling prices and depression is, of
course, very much less than at other times. If the total of current savings is to be lent and
used for real investment, it must be offered on considerably cheaper terms than usual, though
even the lowest rates may fail to produce the desired result. It the rates are not sufficiently
attractive, or the anticipation of the future fall in prices checks enterprise despite low rates,
these savings will not all be used, the total purchasing power will decline and the price-level will
drop. It seems not improbable that the whole of the last eighteen months has been characterised
by such a lack of balance between savings and investments, a lack of balance which must
strengthen the tendency towards a reduction of the general commodity price-level.

One reason why long-term interest rates have been falling so slowly is no doubt the conservatism
of investors, who, in the last decade, have been used to obtaining a certain net yield and are
reluctant to accept much less, preferring for a time to hold their money as bank deposits or on
the short-term money market.
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Investors have also been influenced by unsettled political conditions, which have tended
to strengthen the other forces already mentioned, contributing towards a contraction of the
international movement of capital. Doubts about the political outlook in certain borrowing
countries and other factors have also kept the capital-exporting countries from expanding again
their foreign lending, which had been contracted in the summer of I929.

In 1928, the net export of capital from the United States, which had reached a record level
of about I,ooo million dollars in the preceeding year, fell to about one-fourth of that figure; in I930,
the net outward movement was quite insignificant. The British export of capital was
better maintained in I929, reaching about the same level as in the previous year; but in I930 it
dropped by 70 per cent. France exported very considerable amounts of capital in I926 to I928,
chiefly on short-term account. In I929, this movement was considerably checked, and in 1930
there was probably a net import of capital into France; large amounts of liquid funds were taken
home from London and New York. In the borrowing countries, corresponding changes took place.
The German import of capital in 1927-28 probably amounted to as much as I,ooo million dollars
a year. It fell off considerably in I929, and was relatively unimportant last year. In Poland and
Hungary, there was also a heavy reduction in capital imports in 1929-30 as compared with 1927-28.
Argentine borrowed much less in 1929 than formerly, but, unlike most countries, succeeded in
increasing its borrowings in I930.

The money which owners of capital in certain of the capital-exporting countries have failed
to lend to countries with high rates of interest in which it would have been used for real investments,
has probably in part not been used at all. Borrowing countries, in consequence of the curtailment
of their borrowings, have had to reduce their purchases in manufacturing countries, which has
reduced production and increased unemployment. This reduction in their demand has not been
offset by an equivalent increase in the demand for producers' or consumers' goods in lending
countries, and prices have, in consequence, been depressed.

It is in this state of the capital markets that the maladjustments in production and trade
previously described have been exercising their influence. The question which is often put whether
the causes of the drop in prices are to be found on the side of money and capital or on the side of
production and trade is falsely formulated. If any of the circumstances-monetary policy or
industrial maladjustment-had been different, then the economic development and the movement
of the price-levels might also have been different.

Thus the severity of the drop in prices and of the depression in general seems to be due to the
existence of deep-seated maladjustments between production and demand and in international
economic relations, especially in international credit transactions, and to the absence of offsetting
factors in the credit situation. The credit situation itself is affected at all times at once by monetary
policy and by the general economic conditions which exist, and monetary policy in its turn is not
conducted in a vacuum, but is always largely determined by those same general conditions. But
the lack of adaptability in the economic system and to some extent of flexibility in monetary
systems, partly due to political instability and lack of confidence, have prevented such changes
being made in the basic conditions, before and after the turn in I929, as might have mitigated
the depression.

Reference should also be made to a special monetary factor which has exercised a disturbing
influence-the depreciation of silver and the consequent drop in the exchange value of the Chinese
currency. As the internal price- and wage-levels in China have risen very slowly, the ability
of that country to buy foreign manufactures has been considerably reduced.

A few words may be added by way of comparison with previous depressions. In the last two
decades before the war-a period with a rising trend of prices Europe experienced two severe
crises in the years 1900 and I907. These were of shorter duration than the present depression, and,
further, involved a reduction in the output of manufacturing industries and in wholesale prices
of considerably smaller proportions. The present depression bears far more resemblance to those
of the 'seventies and "'eighties of the last century, when the general trend of the price-level was
downward. At that time a maladjustment in agriculture, brought about largely by the rapid
increase in the production of cereals in oversea countries and a cheapening of the means
of transporting them to Europe, was an essential characteristic of the situation. Even then, however
the upward swing seems to have begun not later than a year and a-half after the downward turn
-a period which the present depression bids fair to exceed.

(d) International Differences in Business Conditions.

In general discussions of world economic conditions, too little attention is often paid to
the considerable differences in the position of different countries. It has already been pointed
out that Europe suffered less than most other parts of the world, especially up to the autumn of
last year. The national income of countries largely dependent on the production and export
of cereals has been reduced more than that of manufacturing countries. Countries such as
Denmark and Ireland, whose principal exports are animal food products, were relatively slightly
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affected by the depression until the autumn of I930. The fall in the prices of animal foodstuffs
up to that date was not great and was largely offset by a reduction in the prices of fodder. The
exports of manufacturing countries, such as Germany, Switzerland and Sweden, which sell mainly
in the European market, were less affected than those of Great Britain and the United States.
The German export value of manufactured goods in 1930 was only 2 per cent lower than in I928,
whereas in Great Britain and the United States the corresponding figures were 20 per cent and
I6 per cent. But for certain other unfavourable factors-in particular, political uncertainty
and the serious contraction of capital imports-Germany would probably have suffered less
than the other two leading export countries. In the United States, the violent boom of I928-29
had created a set of special disturbances which aggravated the effects of the crisis. The volume
of production in manufacturing industries declined from the second quarter of 1929 to the fourth
quarter of I930 by no less than 34 per cent. The corresponding figure for Germany was 31 per cent
and for Great Britain only 9 per cent. Great Britain has, indeed, been in a relatively favourable
position, partly on account of the advantageous terms on which she has been able to purchase
her foodstuffs and raw materials, either with her exports of manufactured goods or with the fixed
interest on certain classes of her foreign investments.

Differences in the relative position of the various countries are also largely due to differences
in the degree of the flexibility of their economic organisation, the adaptability of business firms,
the mobility of labour, the flexibility of wages, etc. The Netherlands and the Scandinavian
countries would appear to owe their relatively very favourable position largely to the flexibility
of their economic systems.

In France and Belgium, the internal price- and wage-levels in terms of gold were low at tile
time of their return to the gold standard, and do not seem to have quite reached a normal relation
to prices abroad by I929. Retail prices in France were rising throughout the year I930. These
conditions naturally mitigated the effects of the decline of the world price-level. In -this country,
further, the large demand for real investments, especially for electrification, has maintained
production in capital industries at a high level and helped to maintain a balance between saving
and lending.

That the Eastern-European and oversea countries-large producers of cereals, coffee and
raw materials-have suffered most seriously has already been mentioned. The agricultural
countries in Europe have shown a marked power of adaptation and have succeeded in resisting
the strain on their balance of payments and maintaining their currencies stable.

IV. THE ECONOMIC SITUATION IN THE SPRING OF I931.

Almost two years have now passed since the volume of production and trade turned deci-
sively downwards, and as yet no clear signs of a revival are to be observed. As it has already
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been mentioned, this depression is of an unusual length, greatly exceeding those experienced
in the last two decades before the war. In recent months, however, there have been indications
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of a decline in the rate at which the depression has been proceeding. Stocks of staple commodities
have, on the whole, ceased to rise, and in certain cases have slightly sunk. Prices of raw materials
have dropped but little from November to March, as the chart on the preceding page referring to
the United Kingdom, shows. The curve for " materials and industrial products " represents
chiefly raw materials and semi-manufactured goods.

However, in April, the tendency was distinctly downwards, and the situation seems weaker
than it was a month ago. The indices of production in manufacturing industries continued to
fall rapidly during the last quarter of I930. From January to February of the present year,
a considerable increase took place in certain countries.

Table XI. -- General Indices of Produzction.

(1928 = oo)

1930 193I

Country

October November December January February March

United Kingdom (London __
and Cambridge Econo- -d--- - _—- - -— . —._
mic Service) ..... 90.41 82.7 

France (Statistique gene-
rale) ........ I07.I I6.3 I05.5 I04.7 I04.7

Germany (Wochenberichte
des Institutes fur Kon-
junkturforschung) . 77.I 75.6 72.2 2 68.5 2 70.2 2 7I.I

Poland (Polish Institute
Economic Research) . 85.0 82.0 78.9 74.0 71.3 70.5

Sweden (Svensk Finans-
tidning) ...... I14.5 09.I IO9.I 02.7 III.8 IIO.9

United States (Federal
Reserve Board) . . . 78.4 76.6 73.9 73.9 77.5 79.3

Canada (Review of Busi-
ness Statistics) . . . 90.3 90.0 79.7 82.0 84.3

1 Quaterly figure.
2 Provisional.

Source: League of Nations Monthly Bulletin of Statistics Wochenbericht des Institutes fiur Konjunkturfoyschung,
May 6th, I93I, London and Cambridge Economic Service, April 23rd, I93I.

In the absence of later figures, it is as yet impossible to say whether this increase was more than
a temporary improvement. The feeling in business circles seems to be that, as yet, no real
upward movement has begun.

But it is, unfortunately, too early to judge whether such indications as may be found that the
depression is being arrested are substantial or whether they are the outcome of the normal spring
revival. In quite a few months' time the situation should become very much clearer. On previous
occasions, for instance in 1921-22, a definite revival began within a few months of those during
which the major decline was gradually arrested; but judgment concerning the situation at the
moment must necessarily be suspended, in view of the further decline of prices which has taken
place during the last four weeks. The course of events will therefore require very careful watching
between now and the early autumn.

But the date at which real recovery begins and the rapidity with which it progresses will depend,
not only on such natural forces as the gradual consumption or decay of stocks, but also on events
of a non-economic origin, and upon the economic policy pursued.

The whole post-war development brings out very clearly the economic importance of political
conditions, both international and domestic. When these are disturbed and confidence is
shaken, international credit transactions are immediately affected and trade conditions vary
rapidly. Econormic life suffers, and recovery cannot but be impeded by political uncertainties.
The world is in fact, more closely knit to-day economically than politically. The actions of individual
countries, not only with regard to monetary or commercial policy, which are immediately inter-
national in their reactions, but also with regard to what may seem to be purely domestic or purely
political affairs, inevitably entail far-reaching economic consequences.

The free movement of capital on which so much depends will be determined, not only by the
security which is foreseen, but bythe adequacy of the mechanism available for capital transactions.
In this connection, the Gold Delegation of the Financial Committee, in its last report, remarked:

" Lending must not be impeded by artificial restrictions, such as discriminatory rates of
taxation or exchange control. We believe that any measures designed to improve the mechanism
for the issue of foreign loans, or to promote international transactions in existing securities,
would contribute to the smooth working of the gold standard, granted the powers of Central
Banks to control temporary disequilibria are adequate. We have in mind such measures as the
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improvement of facilities for foreign investments, the quotation of foreign securities on national
Stock Exchanges, the'equalisation of taxes on domestic and foreign investments. We also
attach particular importance to the discussions now taking place with a view to the solution
of the problem of double taxation. The high rates of taxation in certain countries constitute
an insuperable barrier to capital movements in cases when, owing to the absence of any
international understandings, the owner of foreign securities is liable to be taxed twice
on his holdings."

They add, however, that all these various measures designed to facilitate long-term lending
and the international purchase and sale of securities will require time for their perfection. On the
other hand, the effective demand for capital must depend on the price which has to be paid for it.
That price will be determined largely by the element of insurance against risk, which it incorporates,
and therefore by those conditions to which reference has been made above. It is believed by many
authorities, however, that the average price to-day of long-term investments is unduly high owing
to an exaggerated conception of the real risks which exist, and any action which would result in the
reduction of the price of capital would no doubt expedite economic revival.

The maladjustments which require to be righted, however, demand freedom, not only for the
movement of capital, but for the other factors of production. The more readily labour can be
transferred from one industry or occupation to another in any country, the more quickly will
that country be able to adapt itself to those more profound changes which lie behind what has
been described above as structural maladjustment. This, of course, holds good for agriculture
as much as for manufacturing industries. Indeed, every action which increases the flexibility of
the economic system as a whole must facilitate the readjustments which are required. It is for
this reason that many economic authorities maintain that co-operative efforts to uphold the price
of this commodity or of that are likely rather to prolong than to alleviate the depression. Such
measures of control, it is maintained, are likely to involve an undesirable delay in the adjustment
of the relative prices of different classes of goods.

It does not follow, of course, that an international competition with a view to a reduction
in the price of labour-wages-would have beneficial effects. Such a general lowering of wages may,
in certain circumstances, lead to a general lowering of the whole range of values-the world price-
level-or rather weaken the normal tendency to a rise in that level after active trade conditions
have been established. Such a permanent lowering of values would, of course, tend to render the
burden of fixed charges on industry higher than they would otherwise have been. From this it
must not be assumed, however, that the relationship between wage-rates in different industries
or in different countries which existed prior to the present depression was in any sense of the word
either normal or permanent. Some change, either upward or downward, is at all times demanded
by the inevitable changes in general economic conditions.

The control of the prices of commodities can, of course, only be achieved by means of the
control, direct or indirect, of their production or sale. Such control is, or may be, exercised by
industrial associations; but that particular form of impediment to the free movement of goods
or the rapid adjustment of prices is only one,and perhaps not the most important, of the many
impediments to commodity movements and price adjustments that exist to-day.


