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Department of Commerce
OFFICE OF THE SECRETARY

WASHINGTON

July 1, 1951.

Hon* Eugene Meyer

Governor, Federal Reserve Board
Washington, D. C.

Dear Mr. Meyer:

Mr. ~dward Eyre Hunt who is in Geneva,
Switzerland, attending the meetings of the Economic
Committee and of the special committee which is
studying the course and phases of the business de-
pression, has asked me to send you in confidence the
enclosed report on the Economic Depression Enquiry—
United Kingdom.

I think you will find it particularly

interesting.

Yours very sincerely,

Secretary to E. E. Hunt.

RECEIVED

N * 1931
OfftOIB OF
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E.D.E.5. (a)
(May 1931)

ECOMONIC DEPRESSION ENQUIRY™*

UNITED KINGDOM.

Memorandum of the London and Cambridge Economic Service.

Introduction

SUMMARY OE DEVELOPMENTS

1922 - 1929.

The economic history of Great Britain from 1922-1929 re-

solves itself into an account of attempts to restore equilibrium,

upset by maladjustments resulting from war conditions, and in

certain cases aggravated by the post-war boom. War demands had

stimulated an expansion of productive capacity in the basic e

industries, and the cessation of that stimulus rendered much of

that capacity redundant. This was followed in certain industries

by further expansion and/or capitalisation at inflated values by

the inflation boom of 1920.

Thus the cotton industry suffered a change in structure,

the public company replacing the private firm; the flotation being

carried out on the expectation of the continuance of boom profits.

In shipbuilding there was considerable replacement of

tonnage destroyed during the war, and of obsolete ships which would

otherwise have been scrapped earlier.. To cope with the increased
demand new yards were constructed. Woolen textiles were affected
by the demands of the demobilised forces for civilian clothing and
though there was no recapitalisation,, as with cotton, there was con-

siderable expansion of the merchanting section of the industry.

Federal Reserve Bank of St. Louis
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Briefly, then, 1922 found British Industry overequipped
with plant, much of which was obsolete or worn out by the accelerated
rate of working in war time, but all of which was capitalised at values
which bore no relation to earning capacity at the deflated price level.

In the case of coal the stimulus was continued until mid-1924
by the Ruhr occupation, and the absence from the market of a principal
competitor.

The return to the Gold Standard in 1925 brought falling prices
in terms of paper, but the fall did not keep pace with the appreciation
of the exchange so that it left internal gold prices at a higher level
than in the rest of the world and the export industries found costs of
production out of equilibrium with world prices.

The attempts of the coal industry to adjust itself to changed
conditions led to the strike of 1926, and the fears of labour as a whole
that a general attack was to be made on the level of wages caused the
strike to spread to almost the whole field of industry. The next year -
1927 - saw some recovery in the early part, and on balance the general
industrial position regained the level of 1924.

Some measure of revival became apparent in 1928; according to
the London and Cambridge index the prices of industrial shares rose 20%

during the year, and this was accompanied by a slight rise in fixed in”i

terest securities (between 1 and 29%). There was an increase in the
volume of capital issues, characterised by a more than proportionate in-
crease in home issues. Taken on the whole it was the best year since the

1920 boom, and compared with 1930, a year of fairly good trade.

Federal Reserve Bank of St. Louis
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It became apparent that, just as the prices of British
exports had risen more than import prices in the period prgvious
to 1924, so now with a falling price level import prices fell more
than export, so that, over the post-war years there was a con-
tinuous change in the terms of trade, which is not without signi-
ficance in the study of the British unemployment problem.

Of goods imported prices generally rose about 58% from
1913 to 1924, the rise being 55% for food and 73-76%$ for materials,
while in the same period prices of exports of home produce rose as
a whole 898%. For manufactures alone the rise was 878%$.

Meanwhile weekly wages rose 70-75%, and weekly earnings

95%. (See Memorandum Noe28) =

Between 1924 and 1928 the general index of wholsesale
prices fell 16%, materials falling 208 while imported materials
fell about 178$. The average price of exported manufactures fell
about 15%, while ?/age rates were steady. The changes in the terms

of trade as shown by the changes in the price indexes of imports,
and exports, are again exemplified by the import and export
figures. In 1924 the total value of retained imports had increased
by 67%, but physical volume had increased only 7%. Some change in
the quality of imports is shown by the somewhat smaller proportion

of materials and partly manufactured goods, which had increased 60%

in value, but fallen off 11%$ in quantity. Between 1924 and 1928 there
was a fall of 5% in the value of retained imports, accompanied by a
rise of 7-]% in volume. Over this period the quantity of materials

partly manufactured goods was practically the same, while their value

had fallen 15%.
As regards export trade, 1924 showed an increase of '4n

in value, and a decrease of 20% in volume over 1913. Manufactured

Federal Reserve Bank of St. Louis
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goods had fallen 25% in volume and risen 44%$ in value. These figures are

consistent with stationary production for the home market.

Between 1924 and 1928 there was a fall of 10% in the value of
British exports, accompanied by an increase of 5% in quantity. Exports
of coal had fallen off considerably. The value of manufactured goods had

fallen 6%, while volume had increased 8%$* However the physical quantity
of exported manufactures was only about 82% of the 1913 level, although
the productive capacity of British industry had increased in the meantime.

In 1929 British Foreign Trade was maintained at a level slightly
above that of the previous year, but output statistics show signs of de-
finite improvement, the increases in output over 1928 in various industries
being coal 9%, pig iron 13%$, stoel 13%$, while production indexes and un-
employment figures show similar improvements.

In a review of this period a particular point of interest and per-
haps of importance arises in the case of Groat Britain. The abnormal un-
employment which persisted throughout these years gave the impression that
the period was one rather of depression than of expansion. To a large ex-
tent , therefore, the significance of the general movement which is now
-recognised to have been one of cyclical upturn, was overlaid by the pe-

s. '

culiar problems of Great Britain. Thus, although the Stock market parti-
cipated in the world-wide security boom, although general production was
increasing and in the case of the newer industries at a fairly rapid
pace, although unemployment in the southern half of the country was not
inconsistent with prosperity conditions, the private and public view of

the situation right

Federal Reserve Bank of St. Louis
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up to the end of 1929 was concentrated on the hope that the country
would emerge from a depression. Certaihly the possibility of a
decline from the level of existing activity was not contemplated
and the superimposition of the world depression on the apparently
already depressed British economy came as a startling shock.

While the abrupt turn in the conjuncture movement created
a situation for which the country was unprepared, at the same time
it threw a new light on the previous position. The unemployment
problem illustrates this point.

Although the chronic nature of the unemployment which

prevailed from 1922-29 was being recognised, in the later years the
round . figure of one million unemployed was accepted as a maximum
upon which schemes for relief or solution of this problem should be
based. In effect it is revealed as a minimum upon which a cyclical
depression was super-imposed a further total of one million and a half.
Similarly there was misinterpretation of the monetary factor.
The monetary stringency which culminated in 1929 was regarded not as

a symptom of over-expansion in trade ahd industry, but as a factor in

depression and was attributed to special post-war circumstances

such
as the return to the gold standard. For this reason the fall in money
rates in late 1929 was welcomed as the removal of a handicap, and was
expected to open the way to recovery. It was in fact the precursor of

a drastic setback.

See Article by G.M. Wood in Current No.Weltwirtschaftliches

Archiv., account of Woollen and Woosted Export industry in past

ten years.
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Influence of Regulation of outpuc, sales and

prices and obstacles to trade.

Although various output and sales agreements have existed

during the past ten years, it is in general difficult to fix any

responsibility for the high level of manufacturing costs to them.

Lacking the assistance of a tariff, it has not been possible to
raise internal prices above world prices. An account of certain
associations in the Iron and Steel industry is given in the Balfour

Reports*, but the only successful agreement seems to have been

that of the International Steel Rail Pool,

Britain must, however, accept the responsibility for

one of the most disastrous output restriction agreements - the

Stevenson scheme for Rubber. This is fully describe and its

.effects considered in the Memorandum by J.W.F. Rowe (a copy of

which is appended to this report).

The present Coal Quota scheme by which the Govern-

ment fixed output quotas for each coalfield has not been work-

ing long enough to permit an observation of its effects. One

can only record that colleries in the Barnsley district of

Yorkshire** are complaining that it is necessary to dismiss

labour to keep output within the quota* while they still have
orders unfilled. Also householders are finding that orders
for specific grades of coal cannot always be filled.

* Chap, 2 Section b: Survey of Metal Index to Part 1Y

Reports of Committee on Industry and Trade, 1928,

** A district mining high quality household coal.

Federal Reserve Bank of St. Louis
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The existence of a Ring controlling the price of
building materials has frequently been alleged as the cause
of the high cost of building in this country, but the rigidity
of trade union regulations and wage rates is equally a con-
tributing cause.

The rigidity of retail prices in the. face of falling
wholesale prices has been a marked feature of the past decade,
but the wide margin has probably reflected high distribution
costs rather than abnormal retailers* profits.

In the absence of a census of shops it is impossible
to demonstrate a redundancy of retail establishments; but from
surveys of small areas which have been undertaken, there is
little doubt that such is the case. High gross profit* margins
are needed to cover overhead costs, and local retail associations
have been formed to maintain these high margins. Such associa-
tions are particularly active in retail trade in branded goods
sold at fixed prices. The association approaches the manufacturer
or wholesaler to induce him to refuse supplies to a retailer who
cuts prices. If the mraufacturer refuses, a boycott of his goods
in the area of the association may be arranged.

In the automobile industry distributors selling below
list prices are blacklisted, and no manufacturers may supply
them, fines being demanded for removal of the distributor from
the black list. Evidence of such practices is obtainable from
oases before the Courts, ana an Enquiry into Restraint of Trade

is being made.

A further obstacle to trade has been the restrictive

* Seo 7. R. Dunlop, "Rotoil Profits" Hcon. Journal, 3ept, 1929%
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nature of Trade Union regulations. These have varied from the
alleged regulation of daily output (number of bricks laid per day
in the case of bricklayers*), to cumbersome demarcation rules.
The wide scope of the Unemployment Insurance has certainly been a
contributory circumstance to the maintenance of these restrictions,
but this aspect will be dealt with in the next section,
RIGIDITY OF MONEY WAGE RATES
Indexes of Prices and Wages in First Quarters of
Years 1925-31.
Average of 1925 - 100.
Wholesale Prices Retail Prices Wages
Eood M aterials Cost of Living Food

1925 105.6 99.4 101 102 100.5
1926 92.8 86.3 98 96 100.5
192*7 90,8 82.9 97 94 101
1928 91.5 81.1 94 92 100
1929 89,5 80.5 93.8 90.5 99.5
1930 80.7" 74.8 92 87.5 98.7
1931 67.4 62.2 86 78 98
Fall in
6 years: 38.2 37.2 15 24 2.5

It is improbable that such disparity between movements
of wage rates and of prices should have persisted over ja number
of years, had it not been for the greater immobility of labour
caused by the Unemployment Insurance Scheme.

As was seen in the introductory summary the pre-war

staple

post-war

of the

* This

industries

had expanded to a productive capacity beyond

requirements. There has been a considerable expansion
labour force attached to these industries, the outstanding
has always been denied by the Union.
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example being coal, where there was a permanent surplus of
some half million men in 1925.

The loose interpretation of the 'genuinely seeking
work" clause of the Insurance Acts (now repealed) enabled unem-
ployed to refuse work which they were capable of doing on the
ground that it was not their usual occupation.

Trade unions have been able to pursue a policy of
wage rate maintenance because they were free both from the
obligation to maintain their own unemployed members and from
the risk of strike breaking with blackleg labour.

Further, employers have felt less compunction in dis-
missing labour, partly because the existence of the "dole"
removed humanitarian objections, and also because it is possible to
turn men off for short periods when business is slack and to get
the same men back again when more orders are secured. It is
consequently possible to keep the labour force of an individual
concern intact without paying wages during quite short slack
periods. It is not a.rguable, however, that the wage index shown
in the table above should have fallen pari passu with any one of
the price indexes. Tho productivity of labour had increased by
about Ilyo* between 1924 and 1929. Still there is evidence that some
wages are too high and that somewhere workmen are being precluded from
selling their labour below certain prices and that rigid wage rules
have contributed to the inelasticity of the structure of British

industry at a time when rapid adaptation to changing conditions was

required. **

* See Bulletin, Jan. 23, 1930 and attached sheets.

** See article Slump of 1930, L. C. Robbins, "Times' Annual
Commercial and Financial Review," Feb, 10, 1931. n
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ing
The accompany/tables give series of the short and long term

investment markets, and it is seen that while short money rates fell
after the collapse of the post-war boom, they tended upward by the
middle of 1923, and maintained distinctly high levels. Only once in
1924 did the monthly average of day to day money fall below 2%, while
the average for the year was nearly 2%$), the average for 3 months dis-
counts being almost 3 In March 1925 day to day money rose above 3$
and remained above this level for five years, exceeding 5% for 3 months
during 1929. From the Return to the Gold Standard up to the beginning
of 1930 the open market discount rate remained above 4% except for three
brief periods.>*

In consequence the idea became current that the cause of the
difficulties which British industry was experiencing at this period was
dear money, and the possibility of cheap money after the Wall Street
crash was heralded as the coming of revival for British trade.

Dear money was too facile an explanation, and the structural
disequilibria were ignored.

Thus, although in the short run trade was depressed by high
money rates duo to attraction to New York for speculative purposes, yet
in the long run greater injury might have been done if structural malad-
justments had been intensified by another boom in production.

The latter part of 1928 and the first three quarters of 1929
show some features of boom conditions - increased stock exchange activity,
increased profits and the like - all except rising prices, and it was pro-
bably the absence of this characteristic that deceived so many.

4

* The monthly average rate */as below 4% in Sept. - Oct. 1925,
May 1927, May - July, 1928.

Federal Reserve Bank of St. Louis



CHARACTER OF THE PRESENT DEPRESSION

As previously noted, the present depression was super-
imposed in Great Eritain upon an existing state of serious
disequilibrium. It followed a period of slow but continuous fall
in prices over 1924 to 1929, a movement unique to this country
since it was partly determined by a return to the gold standard
from a price level just above the gold price level. With the
elements of rigidity in the system this steady fall gave rise to
maladjustments which were reflected most obviously in the diffi-
culties of the export trades. A world depression would in any
case have had serious effects on the economy of a country such as
Great Britain, with a large part of its product destined for ex-
port, but with the particular situation which existed beforehand
the present depression has expressed itself chiefly as a serious
aggravation of that situation.

This was certainly true of the early course of the
depression and partly explains the tardy recognition that a new
factor had entered into the situation of Great Britain. For the
first quarters of 1930 at least, the economic situation could be
regarded as analogous to that of the corresponding period in prev-
ious years, and the results were disappointing, not because of a
definite change for the worse, but because of the absence of any
change for the better. There was no serious setback in production,
and not until the last month of the quarter did unemployment suggest
a different' trend to that of previous years.

Tn the second quarter the new situation was revealed by a

Digitized for FRASER
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by a heavy fall in production and in exports and by a definite re-
versal of the seasonal movement in employment. There was progressive
deterioration over the remainder of the year, and by the end the
depression had definitely involved such sheltered industries as

building.

Geographically this was reflected in a spreading of the
"black spots” in the North to cover nearly the whole of the country.

The character of the change can be illustrated by repre-
sentative indices for the first quarters of 1929, 1930, 1931.

1929 1930 1931

County & Prov. Clearing LMn. 1191 1156 1016
New Capital Issues EMN. 183 106 22
Coal Output (0000 tons) 6813 7014 5941
Pig Iron (000 tons) 167 192 101
Steel (000 tons) 240 237 139
Shipbuilding commenced (000 tons) 362 427 33
Index of Production 1924 =100 1106 1109 -
Unemployment (000* s) 1375 1599 2675
Volume of Exports 0 of 1924 106.7 99.9 69.2
Unemployment %:

(S.E. Area 6.5 8.0 12.7

(S.W. Area 8.6 9.7 14.7

(N.E. Area 14.1 16.3 26.8

(N.W. Area 12.6 18.1 28.9
Comparison with earlier depressions.

If, as is necessary in the case of Great Britain, the pre-
viously existing situation is taken into consideration, the serious-
ness of the present depression is of course unparalleled. Even if
the period of the world depression is isolated, the magnitude and
the duration of the depression combine to make it one of the most
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serious on record. The following figures afford a comparison

some features. The 1921 depression is omitted because of the

exceptional circumstances, but even then with the intensified
fect of a coal strike the Trade Union unemployment percentage
below 21.
Unemployment @ Statist Price Index 1867-77
1891 Minimum (Feb. ) 2.6 1891 Maximum (May) 72.8
1892 Maximum (Dec. )10.2 1892 Minimum (Sept.) 66.8
$ Fall over 19 months - 8 %
1907 Minimum(Apr.) 2.8 1907 Maximum (May) 82.4
1909 Maximum(Feb.) 8.4 1909 Minimum (Feb) 71.9
$ Fall over 21 months = 13 $
1929 Minimum(June ) 9.6 1929 Maximum (M ar.) 120.5
1931 Maximum(Feb.) 21.7 1931 Minimum (Apr.) 84.4
$ Fall over 25 months - 30 $
Percentage decline in output
Pig iron Steel
1892/1891 10 8
1908/1907 10 19
1930/1929 18 e 24

Repercussion on the national economic situation of the

in other countries.

This is an important factor in the depression in its
on an industrial country such as Groat Britain, with a large |
trade in raw materials and food stuffs, and a large export tr
preponderatingly of manufactures. It should be noted that the

of

ef-

was

-100

depression

effect

mport

ade

price



14 -

movements quoted in the previous section are measured from indices

which relate mainly to foodstuffs and raw materials, and that

these are largely obtained from abroad. They are thus by no means

representative of internal price movements, nor in particular of

the price movements in the exports which are exchanged for the

imported food and raw material.

Thus the Board of Trade general index of wholesale prices

for 1930 showed a decline of 12% on 1929, and this coincided with a

similar decline in the price index of imports. In the case of
exports the decline was only 4.5%. For imported foodstuffs the
general fall in prices was 12.5%$ and for imported raw materials 178%$.

whilst the prices of exported manufactures (which constitute the

bulk of the export trade and are moreover representative of home

production) only fell by 4.2%. Such diversity of movement repre-

sents a considerable change in the terms of trade to the advantage

of industrial countries. The effect is that the industrial

country obtains its imports for a smaller volume of exports.

In comparing 1930 with 1929, it is seen that Great Britain imported

a slightly larger quantity of food and the same quantity of

manufactures. Her exports of manufactures declined in quantity

by 20%, and this was reflected in a reduction of 10$% in the imports

of raw materials which are partly required as a basis for exported

manufactures. In effect the country maintained its home consumptionof

overseas produce, paying for it with 20$ less effort. The release

of effort expressed itself in unemployment and a rough statistical
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estimate suggests that most of Great Britain

employment induced by the world depression, has occurred in the

export industries and is accounted for by this paradoxical

operation of a favourable change in the terms of trade. As a

further stage in this process, it could be demonstrated that the

benefits of the change have been transferred from those remaining

in employment to the displaced workers via unemployment relief.

This analysis has been freely applied to the general

world situation, and will presumably receive adequate treatment

in discussions of the effects of reduced purchasing power in the

food and raw material producing countries. The above inter-

pretation of the repercussions of changing terms of trade requires

further development, which might throw a different light on the

supposed immediate and long run results. The statistics of

Great Britain's trade may be quoted here as data for such an

investigation.

Trade of Great Britain with some of the Countries
supplying Food and Raw M aterials (EMn.)

Imports Exports

1929 1930 1929 1930
Argentine 82 57 29 25
Egypt 24 14 12.5 10
U.S.A. 196 154 46 29
Brazil 7 8 13 8
Canada 46 38 35 - 29
Australia 56 46 54 32
New Zealand 48 44 21 18
India 63 51 78 53
Straits Settlements 14 9 12 # 7
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Monetary Factors.

The immediate effect of the depression was to brine relief
in the money field. As has been explained, this relief was at first
regarded, not as a symptom of trade and industrial recession, but as
a factor working for improvement on the existing unsatisfactory situ-
ation. As events soon proved, the rapid easing of money rates was
the orthodox precursor of a trade depression. From 6>$ at the end
of October 1929 the Central Sank rate fell rapidly by successive
stages of to 3# in May 1930: open market and other rates declined
correspondingly. This development was representative of monetary
movements in the leading centres, but the subsequent developments in
the British money market showed that the special factors which had
rendered the British position delicate before the slump still per-
sisted. Gold movements were unfavourable over the reminder of the
year and the principal exchanges kept below parity. As a result
Great 3ritain lagged behind the downward movement® of the leading
countries and at times open market rates were pegged artificially
to support the exchanges. On occasions a rise in the Bank Hate was
not out of question. To the present moment open market rates in
London have remained 1$ higher than in Mew York, Paris, Amsterdam
and Switzerland.

Nevertheless, money has been cheap enough to encourage
enterprise, if this wers the only factor in the situation: but an
important lesson of the depi'ession is that cheap money in itself does
not automatically provoke a rapid recovery. The lack of enterprise
in face of favourable money rates is well illustrated by the figures

for capital issues in Great Britain for 3 selected periods:

Federal Reserve Bank of St. Louis
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New Capital Issues in Great Britain

1st quarter of year

1929 1930 1931
For Home 69 36 7
For Abroad 45 33 8
Total: 114 69 15

Stock Exchange Development.

The downward turn in ordinary sharoo came as early as
February 1929, coinciding with increased monetary stringency. The
raising of the Bank Hate from to 5 after it had remained at
the former figure for nearly two years, marks this change of phase
on the Bourse. Since then the trend of share prices has been sharply
downwards with only few and short periods of apparent stability.
Practically all classes of shares have suffered in this slump. 1929
saw the collapse of many highly speculative and dubious issues of
the boom period; but the actual depression has involved leading first-
class securities and has inflicted serious losses on the sober in-
vestor. Fixed interest securities and government stock in particular
should have risen pari passu with the fall in interest rates, but the
movement has not been as uniform and as general as is usual in such
a phase of the cycle. The depression has involved several food and
raw material producing countries in financial difficulties, and the
blow to the national credit has been reflected in the prices of their
bonds. Since Great Britain is a large holder of Overseas securities
the investor has also lost heavily in that field of investment.
Australia and Brazil may he quoted as examples. In addition to ad-
verse economic influences on national credit, political factors have
worked in the sane direction, and Germany, China and India afford

examples of this. The result has been that the swing over to bond
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investment which should characterise a depression period has proved
sip”™larly feeble, and in the absence of this line of business the
Stock Exchange and the capital market have remained almost completely
stagnant** The few new issues that have been made have been placed
with great difficulty and recent well-sponsored issues stand at a
considerable discount. British Government stocks have withstood
these depression influences but even here the movement has not been
consistent. For example apprehension concerning the national finan-
ces caused a severe set-back in gilt-edged securities in early 1931*
Budgetary difficulties.

While the national finances have been severely strained by
the depression, the development so far rather goes to illustrate the
financial strength of Great Britain. For one thing the great bulk of
the revenue is raised by direct taxation, and the difficulties experi-
enced by countries which rely heavily on revenue from tariffs have not
arisen. Also indirect taxation is mostly derived from duties on a
comparatively small range of commodities in inelastic demand. As a
result, estimates have not been badly thrown out by falls in prices and

reductions in quantities, imported or consumed, of dutiable articles.
As compared with the previous financial year the ordinary

revenue of 1930 - 31 actually increased by L42 Mn., against an esti-
mated increase of i>55 Mn., mostly to be dsrived from additional
*There were of course cases where issues were heavily over-subscribed

as in November 1930 L86 Mn. offered for £6 Mn. Central Electricity
Board 4-|$ @ 95]. South Africa 4%0> also oversubscribed.

Federal Reserve Bank of St. Louis
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taxation. Of the direct taxes only the stamp duties badly falsified
the estimates and this was due to a mistaken calculation of Stock
Exchange activity over the year. Customs duties practically reached
the estimates and the short fall in excise revenue was less than 5*
On the expenditure side supplementary estimates for unemployment re-
lief increased the deficit, which on balance amounted to £23 Mn.

It should be emphasised that the result covered provision for debt

redemption to the total of £43 Mn.
/

Reference must be made, however, to an important form
of expenditure which is not included in these accounts, hamely bor-
rowing by the Unemployment Insurance Fund. This borrowing is of
course ultimately based on Government credit and is likely to be
irrecoverable as far as the Unemployment Insurance scheme itself is
concerned. In addition to ordinary expenditure out of the Fund and
supplementary government expenditure (included in the Budget accounts)
unemployment relief has further involved borrowing by the Fund to the
total in that financial year of £36 Mn.

But even if this is taken strictly into account, the public
financial balance sheet shows a credit of £ 7 Mn. In other words,
Great Britain in a year of unexcsmpled depression, covered its public
expenditure including generous provision for a vast army of unemployed
and achieved a small but genuine balance for debt redemption. For the
year 1931-2 in spite of an estimated lower yield from direct taxation
(assessed on the poor business results for 1930) and in spite of
continued provision for the unemployed, the budget is balanced (in

estimate) with the aid of only £6 Mn. of new taxation.

Federal Reserve Bank of St. Louis



To the Memorandum was attached a set of annexes. One table
(Turning points of various Statistical Series) is here reproduced
(Annex 1); a list of the other tables is given below with indications
of original sources.
LIST OF STATISTICAL TABLES

1. (a) Imports, main classes, values.
(b) Exports, main classes, values.

(c) Output. Coal, Iron and Steel.
(d) Shipbuilding. Tonnage commenced.
2. Transport: Shipping Clerances.

Freight and Charter Rates indexes.
Unemployment numbers by industries.

3. (a) Net Imports of Raw Materials Values.
(b) Exported Manufactures.

4. Physical Volume of exports of certain manufactures by
country of destination.

5. Iron and Steel statistics for U.K.

6. Quarterly Index numbers of production.

7. Wholesale Prices Board of xrade.

8. Wholesale Prices Sauerbeck.

9. BowleyTs Wages Index - OIld Index.

10. Bowley's Wages Index - New Index.

11. Index of Terms of Trade.

12. Balances of Income and Expenditure for U.K.
13. Finance Tables from Bulletin 1924-31.

14. Exchange Rates.

15. Profits Quarterly variations and earnings.
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16.

17.

18.

Source:
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Analysis of Net Profits (Annual) by industries.
Gold Movements U.K.

Migration of British Nationals.

Nos. 1 - 6, 13, 14 and 17, London and Cambridge Economic

Sorvice; (Monthly Bulletins and Special Memoranda).
Nos. 7 and 18, Board of Trade Journal.
No. 8, The Statist.
Nos. 15 and 16, The Economist.



ANNEX 1.
i
Memorandum of the LofdEn_afd _CEm]EE dfe Efonomif Service.
SOURCE /Contin./

Tables Nos. 9 and 10, London and Cambridge Economic Service,
Prof. Bov/ley*s Memorandum.

Table No. 12, The Board of Trade Journal.

It has been considered desirable to reproduce the tables on Terms
of Trade /No. 11/. This table is given below:

INDEX OF TERMS OF TRADE

1880 - 1913 = 100

Year Import Prices Export Prices A/B x 100
A B

1920 379 487 77.8
1921 253 366 69.1
1922 202 271 74.5
1923 198 258 76.7
1924 206 257 80.15
1925 206 252 81.7
1926 - - -
1927 181 223 81.2
1928 182 222 82
1929 178 216 82.4
1930 (1st Qtr.) 165 214 77.1

See A. G. Silverman: Review of Economic Statistics August 1930.

The above figures are a continuation of Silverman*s for post-war
period.
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Series*

Price 90 Industrial Shares

Index Fixed Int, Securities
Short Money Index

Day to Day Rate

3 Kths. Discount Rate
Capital Issues U.K.

1 Abroad

Bank Clearings /

Town*'

Provincial

Wholesale Prices

Cost of Living
Food Retail Index
Inports (Value) All Groups”®
x/ .
Exports Excluding Food
M Food
Output 1
Coal
Pig Iron
Steel
>
Shipping'/

Tonnage Entered
M Leaving
Railway Receipts

Unemployment Males
Total

Coal
Iron and Steel
Engineering

Shipbuilding

Ruilding. & Construction

Cotton & Wool
Other Occupations

Production Quarterly

General Index
Coal

Pig Iron V
Steel

Shipbuilding
Railway Vehicles
Textiles

Pood & Tobacco
Chemicals

Paper

Before 1929 1929

1st Qtr. 2nd Qtr.
Max. Jan.-Feb*
Min.
Max.
1
m
I April
I Jap.
]

a) i
Dec. "2&

Max =
H
I Jan.®
Il I'ay
M April
I Marﬁ?‘

March
in,

June
1 March
" June-July
" June
" June
End of N 6

3rd Qtr.1927 (7)

1,1ax.

2nd Qtr,192¢g

x/ Judged from a series corrected, for Season.

(1) Beginning of Down Trend.

(2) Steady Fall Eegan.

(3) Steady Fall began December.

(H) 'Turning Point for Food and Raw Mat.

Manufactured

Imports Aug.

separately
*29,

A-TEX r

1930
3rd Qtr, Uth Qtr, 1st Qtr. 2nd Qtr. 3rd Qtr.
Sept.
Oct,
Jrovf
Oct,
q/*
r
March
(2)
Sept, }
Oct.-Rov!
Oct.-N")
Vv
Oct.
May
Jan,
Oct,
1
Jan.
;2 (S)
(5) Variations no more than Seasonal till end 1930*
(6) Renewal of Upward Trend.
(7) Ivot Significant! Employment increasing more than
in other industries.
(S) Too recent.



Department of Commerce
OFFICE OF THE SECRETARY

WASHINGTON

July 9, 1931.

Hon. Eugene Meyer,
Governor, Federal Reserve Board,
Washington, D. C.
Dear Mr. Meyer:

Mr. Edward Eyre Hunt who is in Geneva,
Switzerland, attending the meetings of the Economic
Committee and of the special committee which is studying
the course and phases of the business depression, has
asked me to send you in confidence the enclosed report
on An Inquiry into the Economic Depression,—France.

I think you will find it particularly
interesting. i

Yours very sincerely,

received
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Translated from French,

STATISTICAL INSTITUTE O* THE

An Inquiry into the Economic TRoprossion.

This report should have been accompanied by a largo

number of tables. It will serve all necessary pur-
poses to refer to those tables that havo been pub-
lished in the Statistical Year Book for France (the
retrospective part) for annual figures; for the
monthly figures from 1919 on, refer to those tables
that have been prepared by tho investigating com-
mittees of tho various countries and v?hich will
shortly be published under* the auspices of the
Permanent O ffice of the International Statistical
Institute.

FRANCE.

(A report according to tho plan approved by the meeting of
March 4, 1930, at Genova).

1. General Study of Scononic Conditions since 1922. Ten-

dencies of the Cyclic Movement and Changes in the
Economic Structure.

The period from 1922 to 1930 followed upon a sudden depression which

occurred after the crisis of 1920. For instance, tho French monthly

of wholesale prices, computed on the basis of the average for
1901-1910, after having as an average value in 1920 reached the
589, declined tc 391 in 1921; tho special index for industrial

changed inside of ono year from 655 tc 389. The rise of prices,

being taken of the docline of exchange on New York, has boon greater

lowing the war than in the course of the Napoleonic wars, in France,

England and in tho United States.

s we shall show later, an upswing in business took place

1927, which was then followed by the present depression. To what oxtent

have these movements, analogous to other movements of a fluctuating

observed since tho close of the 18th century, been influenced by

in economic structure? It is difficult to say. Certain changes
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parently the result of the former war situation. The needs

war created have required changes in equipment, and new inventions

upon the market which in their results do not always correspond

needs of peace times; the reconditioning of the devastated regions

our country to improve the existing plants, while financial

qguired for this reconditioning and for meeting the enormous war

tures greatly increased the general expenses of production and exchanges.

The losses of human lives which might have interfered with

swing of production have been compensated for, at least in part,

certain increase in the active female population and by an inflow

eign laborers.

Under these conditions, it cannot clearly be seen that

have arisen in the economic structure have been notably more

accentuated

than in the course o** the preceding centuries, when many inventions

patented requiring important changes in equipment.

Through the various rhythms which characterized the economic

the progress of business and the increase of general well-being

to have been eclipsed except during war times.

The cyclic movements have shown a certain regularity.

seasonal movements, short periodic cycles (of a few years only)

superimposed upon movements of longer duration, and this two-fold

was modified only im amplitude by reason of the war.

For the period 1922-1930, the details of this movement must be

from the following considerations:

A. FIGURES REGARDING PRODUCTION, CONSUMPTION AND STOCKS.

l. Crude Foodstuffs.

/o shall confine ourselves in this examination to a few agricultural

products.
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The wheat harvest has been smaller in 1922 than in 1921. The harvest
of the latter has been exceeded only in 1925, and in 1929 wo had returned
to a production equivalent to that of 1921 and 1913. The increase yield
made up for a diminution of the areas cultivated. The rye harvest now
a bit smaller than during previous periods, duo undoubtedly to the more
general use of wheat bread.

Wheat consumption has changed but little: 927,000 hectoliters from 1922
to 1929 as against 959,000 from 1902 to 1909.

Stocks seemed to have somewhat increased in France by reason of the
favorable harvest of 1929; at the beginning of 1931 they seem to have been
reduced.

They are still considerable in other countries which accounts for
price decline which we shall consider later on.

Potato production and consumption are like what they were before the
war.

.Vine production and consumption has increased, in comparison with

what they were before the war. Sugar production had greatly increased
following tho war; it has now reached again the former level. Consumption
has increased.

Cattle whose importance had declined .ifter the war, has now boen
about restored.

In France, by reason of the division of areas, agriculture still
guires much labor: the work of the women and the inflow of foreign
ers made up for the shortage resulting from the number of dead or
during the course of the war.

2. Raw Matorials.
E xtraction of mineral fuel has always boon below consumption.

It was praticularly
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war. In 1922, it was still considerably below the level of prewar times;

it has increased since and yields a tonnage by one-third larger than before

the war. On the other hand, consumption has increased, necessitating the

importation of foreign coal in excess of prewar times. Extraction of iron

ores shows in 1922 double the tonnage of prewar days, this tonnage has been

increased two-fold from 1922 to 1930. Production of cast iron and steel,

largely owing to the plants that have been integrated in the national do-

main, and the increase in our iron and steel equipment, had in 1922 re-

gained the prewar level. In 1930 it was notably larger. The total iron

and steel production represents an important export article.

Many other products France must import, if not entirely, at least raw

materials to be manufactured into finished products,

3. Manufactured Products.

France does not keep a production statistics. Movements of the pro-

duction of finished articles can be appraised only by means of more or less

significant indexes.

According to the estimates of France's general statistics, production

of the total industries does not exceed, in 1922, two-thirds of what it
had been in 1913 > 1In the cotton industry, prewar output had not been re-
gained, not even in its maximum level in 1928; on the other hand, in the

woolen industry and in the production of silk, the level of 1913 had been

oxooedod in 1928, to decline again since 1929.

In the mechanical industry, including the manufacture of automobiles,
activity has increased from 1922 to 1929. It then declined, at least inso-
far as the automobile industry is concerned; it progressed rather rapidly
up to 1926 when prices suddenly took an upswing. After a sensible decline,

it reasserted itself, exceeding in 1930 the volume of constructions in 1913;
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but a slowing down occurred again toward the end of 1930.
B. EFFECT OF REGULATIONS,- WAGES AND POPULATION FACTORS.

During tho war, official regulation of prices and consumption of goods
had for its main object elimination of waste and the rise in prices for
necessaries of life*

The results have not always met expectations in view of the fact that
in many cases it was impossible to follow the production through its various
transformations, while in other cases the impossibility of selling at a

sufficiently remunerative price entailed production decline, and consequently

a restricted offer and high price. However, official regulations were main-
tained for a few years. They have yielded, in the face of the many incon-

veniences which they disclosed. Certain regulations still persist, invol-

ving necessaries of life. For instance, bread is subject to municipal tax-
es. Many laws havo regulated the rents for dwelling houses; rents not ex-

ceeding a certain figure are still subject to these regulations; the up-

swing of construction of houses has been in part paralyzed by this legis-
lation.

Nevertheless, it does not appear that the measures taken by the public
authorities, even during the latter years, have had much effect on the move-
ment of business. It is quite possible that construction advocated by the
municipalities may have contributed to maintaining a certain activity and
to relieve unemployment.»

Agreements, cartels, and other meaures of a similar nature entered
into by the national or international industrialists to insure some price
stability of certain goods have generally been of such moderation that
their effect upon business stability has been satisfactory. The conditions
for the success of such agreements must not be denied; agreements abroad

regarding the permanency of rubber prices have led to a swift increase of
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production which in turn was followed by even a swifter decline of prices.

Protectionism in many countries has resulted in more marked effects

by paralyzing foreign trade. However, due to the exchange premium from

1922 to 1926, French industry was able to export to such an extent as to

meet the slack in domestic consumption. Later, it has, to a greater extent,

felt the effect of foreign competition, and as a result exports have de-

clined.

During the last few years, agricultural production could be maintained

only on the basis of protective tariffs, by reason of the sudden extension

of production in different foreign regions. This intervention was success-
ful in maintaining the power of production and consumption of a large part
of the population in the country. In this sense, it may have relieved the
depression and facilitated a certain resumption of general activity.

6. Rigidity of Wages.

From-1922 to 1930, nominal wages have constantly increased, yielding

to the decline of monetary value. They have even increased the faster by

reason of the increased cost of living, inasmuch as the latter is in part

determined by the import duties on agricultural products.

Computed in gold francs, the rise from 1911 to 1929 has even been

higher than curing the period of like duration which immediately preceded

the period 1911-1929.

rcreign c>mipetition, made possible by wage reductions, compelled cer-

tain French companies to adept like reductions although the cost of living

had hardly decreased. There was therefore, a certain delay as compared

with reductions enacted in other countries, and it may be that this delay

interfered with the decline of prices for manufactured products. The prices

for manufactured objects have not followed the movement in the prices of
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raw materials inasmuch as the latter figure for only part of

the cost price.

It is difficult to say to what extent the relative rigidity of wages

may have been an obstacle in the development of consumption because it

enabled industrial laborers to maintain their manner of living. It is

easier to note the slowing up in exports.

7. Population Factors.

The world war not only resulted in the loss of human lives; it has led

to a decline in the birth rate.

Owing to this fact, the population living within the same territory

has decreased. In view of the fact that the number of inhabitants includes

to a greater extent than ever before foreign laborers who came to France

to fill the ranks of domestic labor and women in larger numbers have entered
the labor ranks; furthermore, in view of the fact that industrial plants
and equipment have been perfected, the thought lies near that production

has rapidly increased while consumption could not follow a parallel

ment .

develop-

Unfortunately, no exact investigations are made in France with regard

to production, so that it is not possible to follow its development through

the different industrial branches. In certain respects, as

in the cultivation of wheat, production and consumption have

nearly parallel course; in others, as in the mining of coal,

dustry. the iu.Ti and steel industry, whose chief operations

for instance,

followed a

the sugar in-

were restricted

to the devastated regions, production which in 1922 was much below the pre-

war level, has now exceeded the prewar level. Other industries such as

the manufacture of automobiles, have developed on the basis

needs.

of increased

Nevertheless, when the prices of the various goods began to decline

in 1927 and beginning in 1928 a slowing up in consumption was noted, no
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steps were taken to stimulate the latter by increasing credit to con-
sumers, and imports of raw materials declined, as for instance, in the
case of textile materials, and production was restricted to those branches

that operate especially for direct consumption.

C. MONETARY AND FINANCIAL FACTORS, INTEREST RATS, ETC.

During the first half of the 1922-1930 period, the progressive decline
of the monetary unit favored expansion abroad. The wholesale price index
in England, converted into francs, showed with regard to the French index
established with regard to the same goods, a difference of 4% in 1922; this
difference even increased up to 1926 and subsequently it declined progres-
sively after the franc had been stabilized, June 26, 1928. The need for

4
replenishing the stocks after the war led to a deficit in our trade balance
during the few first years following. Then, since 1924, exports began to
exceed the value of the imports; but since 1926, exports have apparently
decreased faster than imports. -

Stabilization reduced exoort facilities and required a considerable
increase of taxes which had to cover in addition the charges on loans con-
tracted chiefly for the reconditioning of the devastated regions and to
insure the service of war loans. These taxes have increased the expenses
of industry and commerce and intensified and made difficult our struggle
against foreign competition. These facts have undoubtedly a part in the
slowing up of our exportations of manufactured products.

Although the necessary amounts for thereconstruction of the devastated
regions could be obtained without too much difficulty, yet much capital
emigrated during the acute period of inflation.

On the other hand, the purchase of foreign exchange for payments that

could be callfcBd for to refund foreign loans, also led to outgoing shipments
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of currency which fortunately could be compensated for through the purchase
of currency held in the country. After stabilization, the capital that had
gone abroad came back to the country; this to a large extent led to the
continued increase of the cash in the Bank of France with a corresponding
increase in the amount of notes issued.

Prospects for investing foreign capital were not promising, for the
interest rate has been lower or at most equal to what it was in the other
countries. Before the stabilization period, it fluctuated between 5 and

Subsequently, it declined to 6-J and then to 4, 3 and 2<b It appears,
therefore, that the capital movement between France and foreign countries
has been especially the result of confidence in the financial and political
situation of the country: capital left the country when this confidence de-
creased, and returned when it increased.

However, if the fiscal charges caused by the war and by the loans which

it entailed, have weighed on French production and interfered with its ex-

pansion, it appears that the monetary or financial circumstances have had
no other influence upon the present depression except to lighten its ef-
fects.

D. PRICES, WAGES, PROFITS.

(a).Prices of Raw Foodstuffs, Raw M aterials, Semi-manufactured
and Finished Articles.

From 1922 to 1930, the general wholesale price index, after having

increased up to 1926, when it reached the maximum, has since declined from

year to year. However, as 1926 was marked by an excessive inflation, it
is well to consider tho quotient of the index through the quotation of the
dollar. It is then realized that this quotient reached its maximum in

1925, the year when the wholesale price index as computed in the United

States also reached its highest value and when the index as computed in

England, likewise passed its maximum.
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Also in 1926 (or 1925) the index computed separately for foodstuffs
and the index computed ”~or industrial products reached their highest levels.

Among the foodstuffs, the prices of vegetable products increased at
first faster than the prices for animal products; the latter then continued
to increase while the former declined. For instance, the price of wheat
on the Paris market rose from 78.90 francs per quintal in 1922 to 188.70
francs in 1926, and declined again to 150.35 in 1929, whilst the wholesale
price for meat in 1922 changed from 6.00 francs in 1922 to 9.40 in 1926,
9.90 in 1929 for beef, and from 8.20 in 1972 to 13.35 in 1926, and 15.00
in 1929 for veal. Other animal products have, of course, followed a simi-
lar movement even as the movement for the various vegetable products fol-
lowed that of wheat. As to colonial products, the maximum was reached
either iIn 1926 or 1927.

When the price decline set in in 1929-1930, the tariff on wheat was
raised to 80.00 francs per quintal, equal to the price for foreign wheat
which is thus practically doubled. Furthermore, certain milling regulations
favored wheat cultivation to a variable extent for the purpose of inter-
fering with speculation. The prices '""or industrial products do not bear
as high duties as agricultural products, and therefore generally follow
world prices.

As for textile materials, prices have generally increased from 1922
to 1926. Apart from flax and hemp which were quoted at higher prices, the
rest of the materials such as cotton, jute, wool, silk, began to decline
beginning in 1926 and up to the present, excepting wool perhaps, which
latterly has been quoted somewhat higher. Prices for mineral products
have decreased since 1926 with alternative changes of rise and “decline;
rubber has declined considerably since that year, and this is true of

hides and leathers which were quoted at their highest in 1926.
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Prices for semi-manufactured products after having generally declined,
have again been quoted at higher prices since 1929, as for instance com-
mercial iron, alcohol, gasoline and paper.

Rates for gas and electricity have been lower than before the war as
may be seen by computing these rates into gold values and yet the price of
gold, calculated on the same basis has increased. Likewise, transportation
cost by rail or by water has not increased to the same extent as the raw
materials or finished products. As it is very difficult to appraise whether
finished products of the same name are also of the same quality, it is hardly
possible to compare their prices for different periods.

However, for some domestic articles, we get a significant indication
when we compare retail prices with wholesale prices of the material used
in manufacturing the Tfinished products.

(©) Wholesale and Retail Prices.

The wholesale price index computed on the basis of July 1914 having
risen from 354 in 1922 to 718 in 1926 and then declined to 543 in 1930,
the price index of some domestic staples, sold at retail in Paris, changed
from 331 in 1922 to 554 in 1926 and 618 in 1930. This retail price stopped
rising only at the beginning of 1931.

However, this comparison bears not upon the same articles. When we
compare the wholesale price index for material incorporated in the articles
used for the computation of the retail price index, the difference is much
smaller. For instance, during the first half of 1928, the wholesale price
index for these articles was 596, while the retail price index reached only
612, or a difference of 2.5% only, which can be explained by the fact that
the cost for wages, taxes and general expenses had increased a little more

than the cost of the materials themselves
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(@ Wages and Agricultural Income in Export Industries and in
the Industries Manufacturing for the Domestic Market,

In France it is hardly possible to follow the changes in wages except
for laborers in coal mines and in the small industries (housing, small
industries, etc.) We have, however, some data regarding agricultural la-
borers, From the totality of these data there seems to result that agri-
cultural hands have had their wages increased from 25 to 30% from 1924 to
1928 in the same or in about the same proportion as the quotation of the
dollar.

As for workmen engaged in the smaller industries, it is possible to
estimate that, on the basis of daily wages paid in 1911, the subsequent
figures represent 4 in 1922, 5.8 in 1926, 7.3 in 1930, or an increase in
excess of that in the value of the dollar.

As for coal miners, the daily wage computed for the totality of their
number, was in 1922 3.5 times that paid in 1913, and in 1926 it was 5.2
times, in 1930 5.8 times, that paid in 1913. Thus, in a general way, the
rise has slightly exceeded the increase in the value of money, but it has
remained below that of the cost of living. It is true that in certain
regards advantages are now added to the wages (Ffamily aid, annuities, etc.)

As for a distinction between industries engaged in the export business
and those engaged in the manufacture of articles for domestic consumption
there is hardly any such difference in France. The movements we have just
outlined are chiefly applicable to industries of the second class. But
many iIndustries are engaged in production, at the same time, for national
consumption and for export. There is nothing to indicate that the 7/age
movement is influenced by either the one or the other of the markets. For
international competition bears as much upon exported products as upon
products consumed within the country. When, for instance, wages were re-

cently reduced in the coal mines, this resulted from the pressure of the
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competition of foreign coal and in spite of the fact fhat France consumes
all she produces.
(&) Industrial Profits.

When the prices of raw materials declined, as has been the case iIn
France since 1926, the balance sheets must take into account such depres-
sion, and profits are to that same extent reduced. On the other hand, a
decline in price for agricultural products diminishes the returns of the
farmers and their purchasing power. Lastly, a decline of prices generally
creates a tendency to diminish purchases, everyone hoping to buy at an
even more fTavorable time.

We can hardly have any idea of the variation occurring in industrial
profits except by noting the dividends distributed by joint stock companies.
Nevertheless, the variation in these dividends gives us but a short view
of the variation of the profits. Indeed, even as in France, an effort is
made to regularize wages by circumventing rapid rises and declines, even
so efforts are being made to regularize dividends, by increasing the re-
serves iIn the prosperous years and by deducting, iIf need be, from those

reserves when the profits decline excessively or are wiped out altogether.

Il1. Change of Direction of the Present Cyclic Movement. Suc-
cession and Interrelation of the Different Statistical
Series Dealing With Speculation, Prices, Produc-
tion, Unemployment, Consumption ,Trade, Rate
of Interest and Capital Movements.

To study these changes it is best to trace curves or to juxtapose in-
dexes. We shall elect the following indexes:

Speculation and Price. - Speculation may be engaged in with regard to
many articles, especially goods, securities, bonds, etc.

The movement of speculation bearing upon the one or the other of these

objects is sufficiently characterized: 1*. By the change in the value of
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these objects; 2* . By the change in the quantities contracted for in

a certain number of objects remaining always the same; and 3* =« By tho
changes in the stocks of these articles.

& shall consider in each group, simultaneously, a total of objects
and a particular kind.

As regards commodities, the index computed by the general statistics
of France for 45 years, the quantities of which are sufficiently definite,
characterizes sufficiently the movement in the wholesale prices. Unfor-
tunately, we have no information regarding tho quantities contracted for
nor the stocks of these commodities.

As regards stock exchange securities, the index computed by tho gen-
eral statistics of France for a large number of such securities is a sa-
tisfactory index. Only, iIn Franco we do not have information regarding the
quantities dealt in nor the amounts offered, 't can nevertheless get an
idea of the activity of such negotiations thro>ugh the amount of taxes col-
lected on stock exchange operations, by taking into account the changes iIn
the tax rates.

As a special item we shall take the quotations of the stocks of four
business banks.

Production and Unemployment. - For a long time we have had in France
no investigation regarding industrial production, and agricultural produc-
tion is estimated for the chief harvests. Ve know what the production is
for some products:

Mineral fuel, ores, cast iron, steel, sugar.

In spite of the insufficiency of such investigations the General Sta-
tistics of France computes an index for production based on indirect data

that may be used iIn the different branches of activity*
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Again, we have no periodic investigation regarding unemployment ex-
cept such data as are furnished by the five-year census. That we may get
some idea of the importance of unemployment, we can but ascertain the re-
stricted number of unemployed aided by unemployment funds or we may make
use of the indirect indication furnished by the statistics of public em-
ployment offices by noting the changos between the ratio of jobs secured
and the number of jobs applied for.

We shall keep this latter index and the general index of production by
adding to it the special index determined for the textilo industries.

Foreign Trade, Domestic Trade. - As an index of foreign trade we shall
keep track of the movement of raw materials imports and the movement of manu-
factured articles exported.

As index of the activity of the domestic trade wo shall use the daily
number of loaded cars.

Interest Hate, Capital Movement. - To characterise the interest rate
7/e shall note the index of the iInterest rate on securities with a fixed in-
come, the discount rate of the Bank of France, and the rate of discount for
first-class securities other than bank securities.

It is difficult to watch and note capital movement, since a telegram
or a telephone message will suffice for sending out or reimporting a con- *
siderable amount. Movements of long duration may be appraised by the vari-
ations in the cash of the Bank of France and by the amount of our deposits

abroad.
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milers
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1929J 4.5 304 235 3.2 2.2 2.35 3.5 3.4 33.7 31.0
r 4,2 782 211 3.2 2.5 2.90 3.5 3.4 34.0 30.1
M 4.6 880 230 3.1 26 2.97 3.5 3.4 34.0 29,3
A 4.5 871 318 3.1 2.7 2.95 3.5 3.5 34.3 28.7
M 4.4 897 356 3.1 25 28 3.5 3.5 36.5 26.3
J 4.5 865 365 3ol 2.7 2.34 3.5 3.5 36.6
J 4.8 878 396 2.6 2.7 2.83 3.5 3.5 36.7 25.8
A 4.6 893 392 2.4 2.4 2.35 3.5 3.5 38.5
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T 4.7 852 262 2.3 26 271 3.5 3.5 40.7 25.8
D 4.4 379 256 3.1 2.9 2.67 3.5 3.4 41.2 25.9
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P 4.5 815 207 2.9 2.5 2.49 3. 2.9 42.9 25.7
M 4.8 898 209 2.5 2.5 2.56 3. 2.5 42.6 25.7
A 4.5 854 239 2.7 25 2.57 3. 2.5 43.3 25.6
M 4.6 901 252 2.5 2.3 2.58 2.5 2.3 43.2 25.6
J 4.2 841 307 2.4 2.0 2.53 2.5 2.3 43.9 25.5
J 4.6 861 312 2.2 2.7 2.47 2.5 2. 445 25.7
A 4.4 845 283 2.3 2.0 2.43 2.5 2. 47.0 25.8
S 4,6 300 298 2.0 2.2 2.47 2.5 2. 47.5 25.6
0 4.7 827 213 2.2 2.2 2.50 2.5 } 2. 49.4 25.6
Ir 4.4 781 143 2.2 2.1 253 2.5 :2 51.4 25.6
D 4.5 300 116 2.2 2.0 2.56 2.5 j 2. 52.9 25.8
N (D Quotient of 518 for the dollar quotation - (2) Index of price movement

ior 45 a-rticles, basis 1901-10 = 100 - (4) Price of phosphorous cast iron at Paris
() Index of the quotations of about 300 stocks, basis 1913 - (V) Indgx of the tax
amount on exchange operations, with correction of tariff changes, basis 1904-13

— (A Change in the vdue of the franc*
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111, Nature of the _Present Depression.

(@ General Study - Comparison with Previous Depressions.

The movement characterizing the present depression does not in France
present a phase clearly different from all previous movements, outside of
the fact that external influences extend further with greater intensity
and greater speed.

However, when, for instance, we observe a phenomenon which incontrover-
tibly stands as the source of all sudden changes of activity, to wit, the
movement of commodity prices or the movement in the stock quotations, we per-
ceive, at any period since the beginning of quotations, that is to say, of
wholesale prices since the close of the 18th century, successive Tluctua-
tions, similar to those that the harvest results have evidence® at all
times. They are similar in this sense that instead of manifesting them-
selves with extreme irregularity as results of unforeseen events, they do, on
the contrary, over a certain period of time, evidence a certain regularity,
and assume the aspect of periodic fluctuations with variable periods and
amplitudes.

All groat pehnomena at the source of those movements, especially those
which manifested themselves a long time ago, are connected with the produc-
tion of things needed or simply useful in life. When the duration of the
fluctuations does not exceed one year, the cause generally appears evident:
the change iIn the seasons is tho chief factor, as this change is regular,
at loast in point of time, if not in extent, itispossible to foresee it
to a considerable extent and, consequently, itispossible to prepare for
its eventuality.

But fluctuations of longer duration are due to more complex influences.
The variations iIn harvests, for instance, depend on diverse climatic fac-

tors whose coincidence leads to very different results from one year to
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another.

These fluctuations do not generally occur in the same years in the dif-
ferent countries. For instance, abundant harvests in certain countries,
by reason of favorable climatic conditions, are confronted by less abundant
harvests in countries not so favored. A certain levelling process takes
place over a certain number of years, but in the meanwhile, while national
or international communications were difficult and slow, famines ruled in
certain regions while in others life-sustaining products existed in abun-
dance. Progress in transportation and communication has done away with
famine generally speaking. On the other hand, the development of machinery
which made this progress possible has increased human needs in various di-
rections. It has opened up new ways to human activity; it has singularly
multiplied the causes of perturbations of this activity and made their

analysis more difficult.

By confining ourselves to an experimental examination of such move-
ments, we observe in tho first place that, among the many indexes of the
economic status, that particular index, the changes of which may be followed
over a long period of time, and which, at the same time, plays a capital
part in the explanation of cycles, is tho wholesale index price movement
of the various commodities.

For more than a century, such an index has been computed in several
countries. The process of computation undoubtedly differs from country to
country, and even at different periods for one and the same country. But,
if we are willing to admit that the necessary connections have been intelli-
gently established and that the variations recorded but roughly represent the
variations of the totality of the prices of things in the places of their
chief exchanges, the following observations cannot but be accepted.

(1) Since the close of the 18th century, we have been able to observe
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at least for England, the annual changes of the wholesale prices for a cer-
tain number of commodities, and to construct an index of these changes whose

fluctuations vary from one epoch to another by period and extent*

(2) By comparing the curves of such an index for three countries,
England, the United States and France, we observe that the fluctuations do
not generally agree one with another.

When they do not agree one with another, say, over one or two years, we
do not meet with any serious economic event that might affect general pros-
perity. The ready communications between countries to which we have already
referred makes compensations between different countries possible.

(3) When the fluctuations arise nearly at the same time and in the
same direction in the chief countries, such compensation can no longer be
effected and troubles of a certain gravity appear. Such troubles arise
when phases of extreme tension in general activity are followed by phases

of depression,

(4) Between phases of the sane nature the interval of years has never
exceeded 12 or 13 years, the cycle of troubles following upon those phases
extending at a minimum to 4 or 5 years.

(5) These cycles of short duration have superimposed themselves on two

cycles of long duration whose peaks may be chronologically fixed at the

close of the wars in the beginning of the 19th century, from the first

Franco-German War, and the World War.
It may also be observed that these peaks correspond to a certain break,

at those moments 7hen the rate of the growth of precious metal stock is

highest.
(6) According to these observations, independently of the cycles of

short duration, we have records of long periods of price declines (1815-1850,

1873-1896) with which the period beginning in 1920 is comparable.
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These various observations, and the fact that the eoonoinic upsets noted
at other epochs, have been more serious than those of the present time, war-
rant us in concluding that in France the present depression phase is not of
a greatly different nature from that of similar preceding phases. However,
as in 1920, for reasons that the World War sufficiently explains, prices
have reached considerable values, the consecutive decline may be naturally
greater than that in previous epochs not beset by such serious difficulties.

Furthermore, it appears that in France we heeded the Turning conveyed
by the decline of prices which begem in 1926j France did not discount future
consumption by an exaggerated extension of credits. In addition, France
lacked the necessary labor to meet normal needs, and did not, through a
measured development of production means, increase beyond measure the manu-
factured products best fitted to meet such extension®

(b) Repercussion of the Depression from which other Countries
Suffered, upon the national economic situation. Mo
netary factors, evolution of stock exchanges, budget-
nry difficulties, capital market, total housing con-

struction, etc.

There can be no doubt but that the acute period of the depression is
attributable to the stock exchange crisis which occurred in the United States
in the Fall of 1929,

The decline of wholesale prices which began in 1926 might have left the
impression in the United States that the balance between production and con-
sumption was threatened. In spite of that, efforts were made to increase con-
sumption ﬁy developing credit sales and by practicing betimes a reasoned pol-
icy of high wages. In this way future consumption was discounted and produc-
tion was decreased by lowering the cost price; profits increased at the same

time. Hence, stock exchange speculation was stimulated by this increase; it

attracted the capital from all over the world, either for security
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r* | purchases or for investments at short term at a rate that could not
long be maintained, and the capital market reached the limit. When, in
turn, agriculture had to appeal to capital, liquidations of securities
swiftly followed, and the crisis was felt in France even as in all other
countries.

We are justified in observing that, during the years preceding French
stabilization, a large number of French industrialists and merchants to
cover sales abroad without running the risk of increasing exchanges, had left
on deposit abroad considerable capital from which they naturally sought to
secure a momentary revenue. After stabilization had been effected, only
part of this capital came back to France, and the part left abroad found
fruitful use, especially in the United States.

After the crisis the use of this capital has become much less profit-
able and was exposed to greater risks; return to France of this capital
increased more and more as witnessed by the development of the holdings
in the Bank of France.

Repercussion of the American crisis on the Paris Stock Exchange was
immediate, but slightly felt at first, but it has continued even to this
day. It was shown especially by a considerable decrease in operations, for
the decline of securities with variable income has been relatively slow, as
the owners of depreciated values preferred to hold on to them rather than
be the victims of the consequences of the decline.

However, some speculative deals which had grown swiftly and facti-
tiously during the prosperous period, ran into failures and in the collapse
following dragged other enterprises along with them; failures increased, the
more so because the decline of commodity prices began at the same time accon-
tuated, and subjected enterprises that had held important stocks, to losses.

The decline of agricultural products especially had paralyzed the markets
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of industrios depending* on rural consumers. The oxchango crisis has wipod
out ontiro fortunes and the construction industry which had swiftly devel-
oped during the prosperous period had to slow down for want of takors.

Lastly, the repercussion of those hard times on public finances,
upon railroad revenues and public utility bodies, soon made itself felt.
Former surpluses were changed into deficits. It is time that the depres-
sion period be brought to an end, for the budgetary difficulties can be
solved only with difficulty when the muddied state of things interferes
with an increased tax and customs duty.

V. PROSPECTS - OBSERVATIONS IN REGARD TO THE FACTORS
LIKELY TO AFFECT THE RUTURE ECONOMIC EVOLUTION.

Fortunately, the exarnplo of past depression periods enable3 us to
look for a future improvement in the situation.

In the first placo, the cause of the present state of affairs is to
be found in the decline of commodity prices v:hich has increased the needs
for credit of long term, while at the same time it tended to reduce the
margins of profit. The decline of securities followed this price movement
only after the lapse of a certain interval, even as happened in 1864-66
and in 1880-82.

Now, as for certain materials such as wool, price decline seems to
havo come to an end, it is, on the other hand, increasing with regard to
other materials.

Undoubtedly, the visible stocks have not as yet decreased; they in-
creased with regard to certrlalin products because the operating companies tried
to maintain their personnel, while purchasers are holding back in the hopo
that they may later on purchase at even lower prices. But the invisible
stocks are becoming, loss as indicated by the slowing up in the imports of

raw materials. Wb may, therefore, hope that the end of the price decline
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Is approaching. Besides, protection afforded French agriculture provides
purchasing power to the rural population, a power which it had lacked in
1929-30, and as a result domestic trade shows signs of renewed activity.

The financial market continues stagnant, because foreign markets con-
tinue depressed. However, there are signs of greater activity in other
countries both in regard to industrial and commercial enterprises.

We need not look for an early rise in commodity prices because, since
1920 we seem to have entered a period of long price declines, similar to
that which occurred during the first half of the 19th century. As observed
with regard to past epochs, this does not interferes with momentary upswings.

When prices begin to rise, domestic stocks will be replenished and
the visible stocks will bo reduced; this will lead to a new rise of a na-
ture to facilitate the establishment of favorable balance sheets and to
stimulate the financial market provided that the situation abroad does not
react unfavorably.

In this manner, economic movements have followed one another ever
since it became possible to follow and note them with some exactness. The
great war undoubtedly stimulated to invention and to the perfecting of
production processes; but as we stated in the beginning of this report,
the same things were noticed in the time of the Napoleonic wars. Industrial
progress, development of communication means have had social results com
parable to those that we now notice. In one and the same country, the
trade currents have changed their direction; the centers of activity were
on the brink of danger when now centers came into being and took the place
of the older ones.

But today, the problems connected with the national plan and whose
solution was made easy because of the existence of a national structure,

are now transferred to an international base, that is, on a base whose
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structure remains to "be created* As past experience also shows that
troublous events occur less frequently in periods of slowing down, as in
the present period, than in eras of wide economic upswing, it is permitted
to hopo that efforts tending to stabilize international relations will
meet with success, for, as has been stated already, the prosperity of each
N nation is closely tied up with the confidence in the stability of interna-

tional markets
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to his attention w/on his retum tothe office

July 10, 1931.

of Comerce,
Washington, D. C.

Dear Miss Dickinson:

In the absence of Covemor Meyer, 1 acknowledge
receipt of your letter of July 9 enclosing a confidential
report on An Inquiry into the Economic Depression,— France,
which you have sert him at the reg\»st of Mr. Hunt.

I know the Govermor appreciates your courtesy in
sending this report to him, and 1 shall be glad to bring it
1o his attention upon his retum tothe office.

Very truly yours,

(Signed) F. L. Fahy
Secretary to the Govermor
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