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CAUSES OF THE DEPRESSION

In attempting to throw light upon this extraordinarily difficult

subject it is helpful to limit the scope of our inuuiry by drawing

certain distinctions. The first distinction we should draw is that

of necessary conditions and essential causes. 4n example of a
necessary condition is the existence of that economic organization of
soclety known as capitalism. Doubtless economic activity in & barter
economy or a communist society would experience certain fluctuations
but the business cycle as we know it appears to be related to capital-
ist economiegs. Yet it is obviously not helpful to say that the cause
of the depression was capitalism. Capitalism, in other words, was a
necessary condition for the depression, but it was not the essential
cause. It 1s proposed to limit the investigation to those particular
factors operating within a capitalistic economy which appear to be»
directly and immediately associated with the particular dowvmturn that
started in 1929.

This may appear to be a superficial approach; yet a momentts
reflection will convince the reader that it is the most fruitful one.
For instance, it is often sald that the war was the cause of the de-
pression. In the sense that every event is dependent upon every
event that preceded it, the war was a necessary link in the chain of
developments that led to the depression, but it was only one link in
a chain that stretches back to the beginning of time. Countless
things haspened both before and after the war which were equally

essential to the development of the depression. If, therefore, we
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are not to become lost in the hopeless complexity of inter-acting

"ecauses and effects" or, more properly, “sequences®  we must
limit owr inquiry to the developments or seguences immediately

orior to the downturn.

The second distinction that should be drawn is between possible
and probable causes of the depression. There are an infinite number
of things that could bring about a depression. Msny of the manifold
particular theories of the business cycle are logically consistent.
They stress one factor which, assuming s given pattérn of other
factors, could bring about a downturn. Most of them contribute to
our understanding of the inter-relationships of economic varisbles.
We must not, however, make the mistake of assuming, as business cycle
theorists so frequently do, a given pattern of factors other than
the one under consideration. In other words, when we attempt to
disentangle the approximate causes of this depression we are dealing
with & particular and not-a genersl problem. We should seek as far
as possible to improve our understanding of the inter-relationships
of economic variables, but in addition and equally importent for
our purposes, we must try to ascertain the relative magnitude of
the variables in the period immediately preceding the downturn,

Qur concern is with probable rather than possible causes.

Finally, it is necessary to distinguish between probable factors
that led to the initial downturn and those factors which intensified
and aggravated the downturn after it had once started. In part it
appears likely that the same factors were involved in both cases,

but in large part they were different.
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As an approach to the problem it mey perhzps be helpful
to try to get a broad picture of the nature of the period
following the post-war boom and depression, and ending with
1929.

1. It was a period of exceptionally repid growth. Professor
F. C. Mills, who has analyzed this period more exhaustively than
anyone else, concluded that "relatively to the basic needs of
the population the volume of goods of &ll sorts produced in the
United States was being increased between 1922 and 1929 at a rate
probably never before mzintained for a similar period of time",

(Economic Tendencies, ». 530). Professor Morris A. Copeland
estimates that the national income increazsed at the rete of 3.8%
between 1923 and 1929,

2. The proportion of the nationel income going to workers
and to property owners remained constant, or in other words,
workers received as great a proportlon of the Increase in the
netional income as they received of the national income at the

beginning of the period.
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NATIONAL INCOME BY TYPES OF PAYMFNT, 1923-1930

Percentage of the National Incone

Going to Fmployees ® Proportion going to Ownership .
3
(1) (2) Dept. of (4)

Copeland King Commerce Leven Copeland King Commerce Leven
70.5 61.9 ~62.7 9.5 38.1 37.3
69.6 61.9 63,6 30.4 38,1 36.4
69.0 8l.2 61.7 31.0 38.8 38.8
69.0 p62.0 63.8 31.0 p38.0 36.2
68.4 p6l.9 64.6 31.6 p38.1 35.4
68.7 060.8 63.5 31.3 p39.2 36.5
69.0 64.0 65.1 31.0 %6.0 34.9

p67.8 63.9 p32.2 36.1
64.3 35.7
63.4 56.6
62.6 37.4

Journal of Political Economy, December, 1932, p. 787. Income of non-agricultural employees

as a percentage of non-agricultural income.

The National Income and its Purchasing Bower, p. 74. Income of employees as a percentage

of realized money income

Mimeographed release, The National Income, 1933, p. 7. Salaries, wages, compensation and
pensions as a percentage of income paid out.

Americals Capacity to Consume, p. 158, Income of employees as & percentage of income produced,
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3, The period was one in which the productivity of factory
workers increased rapicdly and yet the demand for the procducts of
factorics increascd sufficlenily so that no net displacement of
workers took place. The sverapge numbers oi wage earners &s given by
the census weres 1923 -8,776,646; 1929 - 8,808,000.

4, Commodity prices were remsrksbly stable throughout the
oeriod 1923-29, thourh on the whole tending gently downward in the
latter part of the period.

5. Inventories, Available dats indicate no excessive sccumsulsa—

tion of inventories in this period. Kuznets estimesies that from
1923 to 1929 the incresse in inventories (by velue) amounted to 56%
of the increase in the total flow of all finished commodities,

This is slichtily below the averasge ratio of inventories to flow of
finished commodities for the pericd 1919-1932,

6. Profits of all corporations increased slong with the incregse
in invested czpitsl, so that there is sone evidence that the rate of
return on invested czpitel in industry as & whole fluctuated very little
throughout the period. According to the calculations of Nerlove, the
rate of return on iuvested capitzl was as follows:

1923 1924 1925 1926 1827 1928
7.5 6.4 8.3 7.9 6.8 7.9

7. The output and profits of the larger publicly-owned corpor-
ations increas:d rela ively to the smeller privately owned corporations
and businesses. The popular idea of M"proiit infletion™ in this period
is partly traceable to the common practice of generalizing on the
basis of a selectud group of companies listed on the stock exchsange.
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8. The suyply of money from 1923 to 1929 incresused et the rate

e}

of 2.6 percent per snnum, while the nationz1 income, according to
Copelend, incressed at the rate of 3.8 percent per annum,

9.. It 1s sometimes asserted that one of the forces sustaining
the demand for our procucts in this period wes our large and continuous
loans abroad. According to the published figure:, however, our net
export of cepital in this poricd fell considerably short of our net
interect and dividend receipts from abroad.

On the other hend, there are many who appesr to believe that
becsuse of our tariff policy foreisners coulcd not meet their interest
obligations to tlils country in goods, and h.nce had to send us gold,
but in the period 19R5-29 we received from abrosd a net amount of only
173 million dollars in gold {net gold imports plus net relesse from
earmzrk). In other words, our debit and credit items other then gold
over the entire period epproximately balanced.

10. It is sometimes said that one of tae abtnormel feetures of
the poriod under discussion was the umprecedented building "“boom".
sveilable figures do not p.rmit comperison with other periods. It is,
however, possible to obtsin somz perspective on thls subjact by con-
paring the annuel rejorted velue of new residentisl coastruction with
the nationsl money income. The percentages of the former to the latt.r
for the years 1925-29 are as followss

1995 1926 1927 1928 1979
4.1 3.8 35 5.7 2.4

The inclusion of non-repnorted building would raise the percentages

only «lizhlly and would probably not affect the trend. These prreentoyes
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incicste that a comparatively small proportion of the nationzl income
wes aevoted to new housing eccommodaicn, Whon it is considered thut

(2) the dem:nd for housing accommodstion erises bolh out of increased
soouletion and incressed income, and {b) thet the existing stock of
houses is stesdily deprecisting, the amount of regidenticl building in
the yescrs in question docs not appezr to be excessive in thé sence that
it could noct restcnebly have been meinteined or increzscd. There are
indicetions thet rents were falling, but the data on rents, building
coots, and carrylng costs are too faulty to permit of relieble inferences
on the basis of small movements oif thece series.

1)l. Construction and addition to capitel. Kuznet's estimcte: of

totel ccnstruction, in billions, &nd theze cetimstes exorecs.d as porcent-
ages of total monsy income, are @5 follows:

1982 194 1925 1926 1927 1928 1989

Totul
Construction 13.3 13.3 14,0 14.3 14.9 15.9 14.4

P.rcent of
Incone 19.3% 18.9% 18.8% 18.1% 18.4% 19.1% 16.6%

Total constructicen includes the bulk of the additions of sll kinds
to the ce.ital e ulpment of the community, although it shouid be noted
thet it does not necessarily represent the net sddition. It will be
observed that from 1923 to 1928 total construction cmounted to about 19%
of the annusl money income, a sharp fall occurring in 1929.

Kuznets also presents interesting tentetive figures on the formstion
of net capitel destined for business use. These fipures are arrived at
by ceducting from gross czoitel for business use, parts, repsirs, meinten-
ance of construction, chenges in inventories, deprecistion @nd depletion.

Figurss are in billions of aollers.
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1925 1926 1927 1928 1929
Net eddition to
business czpitel $4.4 $4.7 $4.4 $4.6 $5.6
Percent of
nationel incoae 5.9% 6.0% 5.4% 5.5% 6.4%

These firures inoicete thst the net sdditions to business capitsl
are surprisingly small in relation to the naiional income. They also
indicate that the proportion remcined compsratively stable throughout
the period. The figures give no support to the contention that the
ineguality of incomes wes resulting in a continuously lerger oproporti n
of n:tionel income being deveted to additions to our productive fecilities.
The above figures also indicate, by inference &nd in conjunction
with other data, that the proportion of the nationsal income spent on
consumers'! goods snd services remeined stable between 1923 and 1928,

1B, Estimetes of siricultur:l incoue are as followss

Gross Balsnce after operaling exoenses  Income per fazrm.
(millions) avelilatle for owner's cepital (dollers)
labor and management.,
(Millions)

19R& 11,337 5,844 862
1926 11,968 6,289 903
1928 11,480 5,941 874
1927 11,616 6,278 880
1928 11,741 6,:78 866
1929 11,911 6,332 887

13. fbock prices in reletion to earnings, See atteched note.

14. Interest rates.
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I have to this point prescnted various economic series for the
period 1923-1929. The composite picture resulting from these verious
series 1s one that may be broadly cheracterized, I think, as economic
balence. It was,in other words, a period of rapic chenge a&nd growth
under conditions of generel stability. The downturn from such conditions
is obvicuely much more difficult to explcin then would be & downturn
from an obvious boom with repicly rising prices, speculative inventory
buying and other factors of a hichly unstable and temporary nature. It
is my view that ilhe causes of the initi:l downturn must be sought in
certain developments peculigr to the years 1998-1928, and thst the cause
of the intensity of the depression must be sought in specific develiop-
ments in 1930-1932 that reac'ed upon a system that had lost its capscity
to adjust costs of all kinds smoothly to a restricted dumend. I dissent
cherply, largely on the basis of the data quoted above, irom the current
idea that the whole 1923-29 period was a highly ebnormsl snd unstable
one sustained by one or two big factors that were temporary in ncture.
Consecuen‘ly, I also dissent from the corollary view that the remediel
action of the Remerve Administration in 1923-24 merely served to postyone
the collapse wnich was inevitable and which was bound to be worse

the longer it was prolonged.
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