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something approaching pre-recession parity with raw

materials is restored. A third alternative is the restora-

tion of more satisfactory terms of exchange between these

two broad classes of goods through advances in the prices

of materials, rather than through further liquidation of
~—manufactured goods.

The first is not an impossible alternative. The shatter-
ing of established price relations is not a necessary bar-
rier to economic recovery. A modern economic system
functions not under one rigorously prescribed set of con-
ditions, but may adapt itself to a variety of alternative
situations. (The process of adaptation may, to be sure,
be slow and painful.) Adaptation to altered price rela-
tions which might be adverse to prompt revival may be
facilitated by favorable conditions elsewhere in the eco-
nomic system, as was the case during the recovery of
-1921-22. But such favorable conditions — rapidly en-
hanced productivity, highly favorable opportunities for
expansion in foreign markets, the exploitation of a novel
credit mechanism—may not be surely counted upon to
play their magic role again. In default of such develop-

ments the persistence of existing price inequalities, with

their accompaniment of low purchasing power among

==domestic agricultural producers and among important

" foreign producers of raw materials, may exercise a con-
tinuing adverse influence upon business recovery.

Further liquidation of the prices of manufactured goods
is another possibility offering one means of restoring the
deficient purchasing power of large groups of consumers.
To date, raw materials have lost close to 40 per cent of
their 1929 value, per unit (in terms of current dollars),
while manufactured goods have lost approximately 25
per cent. If parity is to be restored through reduction
of the prices of manufactured goods until this gap is
bridged, further rigorous deflation is necessary. Exten-
sive wage and salary reductions will be inevitable; a
further writing-off of investment values, with all that
that implies, will be unavoidable; all the innumerable
readjustments of debtor-creditor relations and of other
economie relations which ‘drastic changes in the general
level of prices involve will be required, in intensified de-
gree. Nor can we be sure that a reduction of the prices
of manufactured goods to a level 40 per cent below that
of July, 1929, (and some 15 per cent below that of 1913)
will attain the required end. ¥For in the meantime con-
tinuing economic distress may well force lower the level
of raw material prices-—and the pursuit will begin again.

Recovery of the most seriously depressed prices offers
another means of regaining a status favorable to a freer
flow of goods and services. The severe strains of liquidat-
ing further the prices of manufactured goods and of ser-
vices would be largely avoided by a strong recovery of
this sort. Even the beginning of such a movement would
restore some of the lost purchasing power of raw material
producers, for these goods react promptly to changes in
monetary values and to the stirring reviving activity. The
benefits of the readjustment would not have to wait upon
the completion of the movement.

This last method of attaining conditions of recovery
after depression was the one which prevailed, without pre-
meditation, during the quarter century preceding the 1920
crisis. The persistent, underlying force of a long-term
advance in the level of prices operates to stimulate re-
covery, after depression, among raw materials, producers’
goods, and those other groups which are most sensitive
to changes in monetary conditions. Some liquidation
among fabricated goods there must be at such times, but
the upward push of prices, affecting most immediately
the commodity groups which suffer most severely in the
cyclical drop, shortens and softens the downward revision
of values and costs among the tardy elements of the price
system.

There is no present evidence that the rising trend of
prices which characterized the pre-war era has persisted.
The record of the last decade indicates, indeed, that a
reverse movement may be under way. If this be true the
force of the long-term movement, which tended to pro-
long phases of prosperity and to curtail liquidation and
ameliorate its pains, may.be expected to operate in the
opposite fashion, prolonging liquidation and intensifying
its difficulties. Prices of commodities among the groups
which are most sensitive to the forces of cyclical recession
may be further depressed through the persistent push of
the long-term factor. The fortuitous aid afforded by the
secular movement in pre-war days would under these con-
ditions be replaced by a fortuitously depressant factor.

There was much to justify a policy of dependence upon
the processes of natural recovery when the rising trend
of prices was thus tending to curtail the period of liqui-
dation and to alleviate its pains. It is a policy which is
harder to defend when this assistance has been with-
drawn, when, in fact, this external force may be working
to retard those readjustments which conduce to revival.
Under these conditions, and in the face of such wide price
discrepancies as have developed during more than two
years of liquidation, the possibility of positive action
may well be explored.

The establishment of conditions favorable to recovery
will doubtless involve changes of the three types sug-
gested as alternatives; as regards the price structure as
a whole they are not mutually exclusive. To some
extent there will be adaptation to price relations quite dif-
ferent from those of the pre-recession period. To some
extent there will be further liquidation of the prices of
finished goods and of consumers’ goods, with accom-
panying wage cuts and writing-down of investment values.
To some extent earlier relations will be restored, or ap-
proximated, through enhancement of the values of the
goods now most seriously depressed. The relative im-
portance of each of these types of change will dependj
in part, upon the conditions of production and upon the
state of the market for goods of different types. But eco-

nomic policy, deliberately formulated and actively en- -

forced, may also play a part in determining the degree
to which each of these modes of establishing the condi-
tions of recovery may prevail.- :
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HE recession of prices that began in the United
States in the summer of 1929 has persisted for
27 months, and has carried wholesale prices to a
level approximately 30 percent below that prevailing in
July, 1929. - The inequalities which=have developed
among the prices of different classes of commodities dur-
ing this period exceed any of which we have record for
previous periods of price decline. These inequalities
at once reflect differences among- commodities in respect
of conditions of production and distribution, and affect
the processes of readjustment and recovery. They have
become major factors in the current economic situation.
The present review summarizes the general price changes
of this period and defines certain prevailing price dis-
parities.! , '
Comparison of Three Periods of
Reeession
The price declines occurring in 1907-08, 1920-21 and
1929-31 have been the most severe recorded in this
country during the last thirty years. These are compared
in the following table: o
: "TABILE 1
Comparison of Price Changes during Three Periods of
: Recession, with Respect to Degree, Duration
and Intensity of Decline?

Degree of  Duration of Intensity of decline
decline decline (average monthly
(per cent) (months) rate of decline)
~_ Period- . (per cent)
190708 8.2 gy .
1920-21 45.3 20 3.0
1929-31 30.2 27 (to October, 1.3
: 1931)

The degree of price decline up to October, 1931,
greatly exceeded the precipitate but minor drop of
1907-08, but fell short of that which occurred in 1920-21.

“As regards duration the current price recession has

sen far more severe than the brief four-months fall
/hich followed the 1907 crisis. It has already exceeded

“1._The situation existing in September and October, 1930, was

discussed in “Some Aspects of the Price Recession of 1929-
1930,” appearing in a News-Bulletin of the National Bureau of
Economic Research dated Nov. 22, 1930. The present Bulletin
constitutes a revision and continuation of the earlier issue.

In this paper, as in the earlier one, comparisons are re-
stricted in the main to wholesale prices. In a complete study
of price inequalities and of correlated economic changes full
account would be taken of alterations in other prices, in all
elements of cost, and in incomes.

by eight months the lengthy decline of the first post-war
recession. The present decline has been less intense,
however, than either of the other two. The rate of reces-
sion in the level of wholesale prices has averaged 1.3
per cent per month since July, 1929, as compared with

an average rate of approximately two per cent in the
1907-08 decline and of three per cent per month in the

1920-21 drop. A
These changes appear in greater detail in Figure 1,
which shows the movements of the Bureau of Labor

FIGURE |

MOVEMENTS OF INDEX NUMBERS OF WHOLESALE
PRICES DURING THREE PERIODS OF RECESSION
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2—-The measurements in Table 1, which are based upon the
wholesale price index numbers of the United States Bureau of
Labor Statistics, relate to the decline from the high point
preceding recession to the low point preceding the following
revival, for each of the periods 1907-08 and 1920-21. The
figures for the current recession relate to the period July,
1929—October, 1931. The level of prices in September, 1928
was slightly higher than in July, 1929, but it seems proper to
date the current recession from the latier month.
In computing the rate of decline the recession has heen
looked upon as a cumulative process. The average monthly
rate is therefore a compound interest rate.
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Statistics index numbers of wholesale prices during each
of these periods. In each case the index numbers are
expressed as relatives of the value prevailing ten months
before the recession began.

There are marked differences between these periods,
with respect to the behavior of general prices. Prior to
the beginning of the actual decline of 1907-08 the price
level moved upward slowly; prior to the recession of
1920-21 the price level rose sharply. Before the current
recession the price level sagged slightly. It is note-
worthy that twenty-seven months after the beginning of
the decline in 1907 prices were moving steadily upward,
at a level above that preceding the break; twenty-seven
months after the beginning of the 1920 decline a strong
price advance was under way, though at a level well
below the preceding high. Twenty-seven months after
_ the 1929 break prices were receding slightly, at a rate
appreciably lower than that which had prevailed up to
the early summer of 1931.3

"We have a picture here of a short, sharp liquidation
in the commodity markets in 1907-08, a protracted and
violent liquidation in 1920-21 and, to date, a process of
liquidation which has been less intense in respect of rate
of decline than either of the other two, more severe as
regards duration, and falling between the two in degree
of recession from the preceding peak.

Current Price Inequalities

" The business world is affected directly not by move-
ments of the general level of prices but by changes in
the prices of individual commodities and, more particu-
larly, by the inequalities of price changes which follow
in the wake of such general movements. A commodity
that rises in price less rapidly than the general averase
durine a period of rising prices or falls more rapidly
during a period of declining prices loses in purchasing
power, per unit, and unless the loss is compensated by
increases in the number of units sold producers of that
commodity will suffer a loss of acgregate purchasing
power. The reverse is true of a commodity that rises
in price more rapidly than the zeneral average during a
period of price advance, or falls in price less rapidly
during a period of price decline. It is through such
changes in aggregate purchasing power that the economic
center of gravity shifts from time to time, as economic
power passes from group to group. Per unit purchasing
power is. of course, just one element in the assregate;
changes in volume may play an even more important
part in the shifts of economic power. But during periods
of ravid price movement changes in the price factor may
dominate.

In tracing changes in purchasing power? during the
present recession of prices we may first take as the
standard of reference the situation prevailing at the peak
of prices in July, 1929. The figures in Table 2 indicate
the magnitude of certain of the changes in purchasing
power, per unit, that occurred during the twenty-seven
months between July, 1929, and October, 1931.

8__The level of wholesale prices for November, 1931 was but
clightly below that for October. During December price
weakness has again appeared.

4_Degree of change in the purchasing power of commodities in a
given group is determined by dividing the index of price
changes in that group by an index of the change during the
same period in the level of wholesale prices.

TABLE 2
Changes in Purchasing Power, per unit, between

July, 1929 and October, 1931

Selected Commodity Groups®

- Degree of
Change in
e o P
Quotations COMMODITY GROUP (Per cent)
140 Raw materials —13.4
338 Manufactured goods .. 4+ 6.1
163 Foods —129
315 Non-foods . + 7.3
81 Products of American farms,
raw —24.8
397 All other products (including
‘ processed farm products) ... 4 6.0
285 Producers’ goods . — 1.9
193 Consumers’ goods .. + 2.8

5_These measurements are based upon index numbers con-
structed by the National Bureau of Economic Research, from
price guotations compiled by the United States Bureau -of
Labor Statistics. The index numbers are unweighted geomet-
ric means of relative prices. 7
The current price recession has involved a loss of 13.4
percent in the average real value, per unit, of raw ma-
terials. The real value (ie., the purchasing power in
terms of goods in general, at wholesale) of manufactured
goods has increased by 6.1 per cent. Foods have lost
in purchasing power per unit, while non-foods have
gained. The real per unit value in wholesale markets of
products of American farms, in raw state, declined no
less than 24.8 per cent, while the value of all other
products (including manufactured farm products) ad-
vanced 6.0 per cent. Producers’ goods (ie., raw ma-
terials or other goods which are intended for use in the
construction of capital equipment, or which must undergo
further changes in form before being ready for consump-
tion) have been somewhat cheapened, while goods in
shape for consumption have advanced in real value.
Liquidation in wholesale markets, it is clear, has been
most severe for raw materials, for producers’ goods, for
foods and for farm products. Sellers of these com-
modities have suffered while buyers have gained, in so
far as the price factor is concerned. '

Recent Changes among Producers’
and Consamers’ Goods

These broad categories conceal important changes
among the prices of subordinate commodity groups. The
movements occurring among different classes of pro-
ducers and of consumers’ goods are of central importance.
Relevant measurements appear in Table 3.

Producers’ goods, that is, goods which are bought for
business purposes and not for consumption or direct use,
suffered a loss of some two per cent in real value, per
unit, between July, 1929, and October, 1931. Within
this group there are marked divergencies of movement.
Raw producers’ goods suffered an almost catastrophic
decline, losing more than 16 per cent of their per unit
value, in terms of other goods, during this period. Pro-
cessed producers’ goods gained 8 per cent in real v.a_lue
per unit within the same interval. The price position
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TABLE 3
Changes in Purchasing Power, per unit, between July, 1929, and October, 1931, of
Different Classes of Producers’ and Consumers’ Goods

Degree of Degree of
. change in change in
Number of - purchasing Number of purchasing
Price power Price power
Quotations PRODUCERS’ GOODS (per cent) Quotations CONSUMERS’' GOODS (per cent)
285  All producers’ goods _______ — 1.9 193  All consumers’ goods . . + 28
107 Raw —16.4 33 Raw — 23
178 Processed + 81 160 Processed + 3.9
130 Destined for human consump-
tion —17.6
155 Destined for capital equip-
ment + 13.3
130 Producers’ goods destined for
" human consumption .. — 176 160 Consumers’ goods, processed.. -+ 3.9
53 Foods . .. —25.1 84 Foods .o — 4.3
77 Non-foods ... —12.1 76 Non-foods oo + 13.7

of those who sell raw materials to manufacturers has been
most seriously affected by the events of the last two and
a half years. Sellers of processed producers’ goods have
suffered no such loss.

Again, we divide all producers’ goods into those which
are destined for human consumption, after further pro-
cessing, and those which are to be employed in the making
of capital equipment. Goods of the former type have
suffered an average loss in real value per unit of more
than 17 per cent; goods destined for use in the making
of capital equipment have gained in purchasing power
approximately 13 per cent per unit. Here is one of the
sharpest cleavages which the price disturbances of the
last two years have brought. Goods intended for the
construction of new plants and new equipment have be-
come increasingly costly, in terms of real values. There
is no stimulus here to investment in capital equipment.
On the other hand, goods intended for consumption and
direct use have been cheapened at the initial stage of
production as probably they never have before in a
similar time interval.

A suggestive comparison may be drawn between price
changes of goods bought by manufacturers for further pro-
cessing, but intended for ultimate consumption, and price
changes among fabricated goods in shape for consump-
tion. There is not exact identity among the goods in these
two classes, but the two groups are representative of
commodities at successive stages of fabrication and dis-
tribution. At the first stage there has been the sharp
decline noted—a decline of 17.6 per cent in purchasing
power in 27 months. The wholesale prices of com-
modities representing the final stage — processed con-
sumers’ goods — have dropped somewhat, but since
this drop has been less than the decline in general prices
they have gained 3.9 per cent in real value during the
same period. The food group has declined in both
categories; non-foods have lost in real value at the pro-
ducers’ goods stage, but prices of non-foods in shape for
final use have shown no such decline. Their real value
has increased substantially.

The margin which has thus developed during a period

of 27 months between the prices at which goods intended
for ultimate consumption are bought by manufacturers
for fabrication and the prices at which manufactured goods
are bought by merchants for sale to final consumers does
not necessarily represent profits to fabricators. Volume
of output has declined, various elements of fabricating
cost and of overhead cost have advanced (in terms of
constant dollars), partly as a result of the decline in
volume, partly because of inherent inflexibility. The drop
in the prices of the goods bought by producers for fab-
rication lessens the income and curtails the purchasing
power of the sellers of these goods. The drop in the
incomes of final consumers and the failure of the prices
of the goods bought by such consumers to decline corres-
pondingly check the flow of goods to ultimate consumers.
The disparity between buying prices and selling prices
of manufacturers, a disparity which might be interpreted
as a condition conducive to high profits, is in part due
to the time lag between the purchase of materials for
production and the sale of final product; in part it
reflects the difficulty of reducing selling prices when
volume of sales is declining and when important elements
of cost resist liquidation.

Price Changes and Pre-war
Purchasing Power

The changes discussed above have been those which
occurred during the brief period between July, 1929, and
October, 1931. The situation prevailing at the peak of
prices preceding recession is in some respects an unsatis-
factory standard of reference. What has happened dur-
ing the present and earlier recessions to the relations be-
tween major commodity groups which prevailed before the
War? The rather drastic movements of the last 27 months
may represent a return to earlier conditions, rather than
a departure from relations which might be considered
normal. If so, our interpretation of recent movements
and our opinion as to the probable effect of these move-
ments upon general economic conditions will be altered.

The index numbers in Table 4 afford a igeneral view
of the situation which prevailed before the current







