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PREFACE.

A voLUME composed of a number of separate articles
or essays may be compared with a federally con-
stituted State, in contrast with a unitary volume,
in which the chapters are as inseparably linked
as the departments of a unitary State.

- In the present work, one of the component
essays has so outgrown the normal dimensions ap-
propriate to a constituent of a federal volume that
it has arrogated to itself the position of a Prussia.

Nevertheless, I have thought it best neither
to segregate that essay in a separate volume nor
to degrade the others from their autonomous
" position to that of chapters. I have retained the
form of a collection of essays, all subject to the
common sovereignty of a single theme, but each
. self-contained. Any one of them can be read in-
. dependently of the others, and they can be taken
in any order the reader may choose.

As the book is actually arranged, the subject is
“introduced by two essays describing recent events,
one on Fremch Monciary Policy, and the other on
the Wall Street Speculation and the Crisis of 1¢29.
These provide an approach by raising problems
of central banking in practical form.

The third essay is entitled Comsumers’ Imcome
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and Outlay. It explores in fuller detail a system
of monetary analysis which I have already em-
ployed in other books, and which I have used
extensively in the present volume. This detailed
exposition is not essential to the understanding
of what follows, for the meaning of the terms
used has been indicated in more summary fashion
where they are introduced. But it is offered to
those readers who prefer a background of theoretical
precision even for ideas which are intelligible with-
out it,

The fourth essay is that which gives its name
to the book. If the subject of central banking
is classed as an art and not as a science, it is not
for that reason any the less scientific. The art of
central banking is practical in that it teaches how
to use a power of influencing events. It is con-
cerned, not merely ‘with the relation of cause to
effect, but with the relation of means to end.

But there is no less scope for systematic reasoning’
in the study of means than in the study of causes.
The pursuit of wisdom is as scientific as the pursuit
of truth. :

Economic theory, in every branch, deals with
practical affairs. Its subject is human welfare, and
it is never entirely dissociated from the practical
‘question of how human welfare is to be promoted.
But it is a special characteristic of the art of central
banking that it deals specifically with the task of
an authority directly entrusted with the promotion
of huyman welfare. Human welfare, human motives,
human behaviour supply material so baffling and
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elusive that many people are sceptical of the possi-
bility of building a scientific edifice on so shifting
a foundation. But however complex the material,
and however imperfect the data, there is always
an advantage to be gained from systematic thought.
We may have to be satisfied with probabilities, but
we can at any rate see to it that our probabilities
make the most of the data we have.

Here what is commonly called theory, far from
being academic, is simply the reading of past ex-
perience. The more intricate the subject, the more
inadequate and indeed misleading is the empiricismt
which evolves practical precepts haphazard from
the superficial uniformities of the past.

A central bank is entrusted with the regulation
of credit, and under modern conditions the regula-
tion of credit includes the regulation of money.
Money is the nervous system of industry, and the
due functioning of economic activity throughout
its entire range is dependent upon the proper re-
gulation of money.

I have started with a description of the evolution
of the art of central banking through the practices
of the Bank of England in the nineteenth century,
and have then proceeded to.a theoretical exposition
of the art and so to an interpretation of recent
events.

In the theoretical exposition, the fundamental
principle is the power of the central bank, through
its regulation of credit, to bring about what I have
called a ‘“ release of cash”™ or an * absorption of

cash,” and thereby to enlarge or to compress the
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consumers’ income and outlay. It is through the
exercise ‘of that power that the central bank dis-
charges its responsibility as the source of money.

One of the most important conclusions in regard
to the art of central banking is that the power of
a central bank ought to be used to prevent undue
fluctuations in the price level, or, given an inter-
national gold standard, that the principal central
banks ought to concert measures to stabilise the
value of gold. The essay entitled Money and Index-
Numbers is devoted to showing what meaning
ought to be given to stability of the price level for
the purposes of such measures. “Like the essay on
Consumers’ Income and Oullay, it is in the nature
- of a technical digression, but it is essential to a
complete treatment of our subject.

The sixth essay is a criticism of Mr. Keynes's
Treatise on Money. Possibly those readers who
have made a study of the Treatise may prefer to
read the criticism before they turn to the essay on
the Art of Cenival Banking. Otherwise they will be
constantly wondering how the views expounded
in the latter fit in with those of Mr. Keynes, how
far they are incompatible, and how much common
ground they have. Mr. Keynes emphasises the pro-
visional character of the theories in his Treatise,
and in what I have written I have kept this in mind,
and I have endeavoured to make my criticisms
constructive. I have also tried to give an adequate
exposition of Mr. Keynes's own views on the matters
dealt with, so that even those who are not ac-
quainted with the Treatise may yet understand
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the criticisms, But I ought to add for their en-
lightenment that they will find a great deal more
in the Treatise besides the parts that I have dealt
with. .

The seventh essay is likewise concerned with
Mr. Keynes's Ireatise. It examines certain pro-
posals which he made for modifying the technical
practices of central banks.

The concluding essay shows how intimately
the various remedies for unemployment, which come
under discussion whenever business is depressed, are
related to the characteristic instrument of central
banking, the enlargement and compression of the
consumers’ income and outlay. .

The last three essays were written for the Com-
mittee on Finance and Industry, presided over by
Lord Macmillan. That on Remedies for Unem-
ployment was printed with the Committee’s Minuies
of Evidence, and I have to thank the Controll
of H.M. Stationery Office for consenting to is
reproduction. It has not been materially altered,
and it should therefore be read as applicable t»
the circumstances of the time, July, 1930, whe\
it was written.

The essay on Mr. Keynes's Trealise hag beer
considerably expanded, the passages on pp. 344-6:
and 371-9 being practically all new, and taking th
place of a much more summary treatment of some
of the same topics. The_rest of it, however, is
practically unchanged.

The essay on Money and Index-Numbers was
read to ‘he Royal Statistical Society on the 17th
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December, 1929, and was published in the Society’s
Journal. I have to thank the Council of the Society
for agreeing to its being republished.

The essay on French Monetary Policy was read
to the Manchester Statistical Society on the 14th
January, 1931, and appeared in their Journal.
It has been revised and brought up-to-date.

The essay ‘on Consumers’ Income and Outlay
appeared in The Manchester School (Vol. 11., No. 2),
in October, 1931. It has been expanded by the
insertion of some new passages, and by the addition
of an algebraical note at the end.

The book contains my own personal views, and
nothing in it is to be associated in any way with
my official position in a Government Department.
That applies to. the three papers written for the
Macmillan Committee as well as to the rest, for
I was permitted to give evidence before that Com-
mittee in a purely personal capacity.

R. G. HAWTREY.

August, 1932,
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Central Bank. Ses Bank
Central Banking, art al 144, 189,
246-7 299—-300.
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191-2, 195~7. 300, 205-06, 220,
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Commodity Bills, 128~30.
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speculation in, 502, 160, 291, 367.
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Contof ﬂvtng as tost of inflation,

.
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and the trade cycle, 2016, jor,
3G1-4.
in Umted States, 1912-28, 65-71,
81, z08—9, 211, 300.
1g28-a9, 71-6, 81-3, 213.
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1866, 125, £33, 139—-40, 188.
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.. 254, 427.
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and uwnemmploymeat, 272, 320.
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eftect of, on stocks of goods, 161.

for capital goods, 103,

elasticity of, 179, 309, 432.
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of cash 97, 103, 5089, 146
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161, 344. 370
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187, 21820, 321, 403.
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with a view to resale, 106, 146.
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Depreciation and obeolescence, 9I,

36g.

Depreciation of currency, 2-8, 189,

239, 232, 265. 271-3.

Depression of trade, 78-81, 16§,

172—4, 189, 256, 290—4, 299.
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during, 170-1, 377.

Bank rate in time of, 79, 169, 172,
2E0~1T, 234—5%.

and monetary policy, 210 ¢ ssq.

Devaluation of currency, 10-132, 19,

212, 324, 254, 427.

Discount honses, 119, 134, 302
Discount market, 117-19, 127. 188,

203, 313, 350,
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Discounts exempted from usury laws,

122,
Distress gold, 216, 218, 237.
Distrust of currency, 22-3, 230, 258,
283, 206, 423.

EvrremLE bills, 30, 121, 127-31, 197,
,98—9, 237'
England. Ses aiso, London, Bank
of England.
balance of payments, 217-18,
budget poaition, 222, 224.
currency notes of 1914, I34.
dapression of trade, 30, 77. 81,
aro-13, 31730, 213-3, 127,

299.
external investment, 218,
gold standard, and, 135.
re-established in 1925, 68, 77.
310, 812, 222, 2yq.
suspension in 1031, 223, 224.
227, 231, 332, 250-1, 296, 299.
taxation, 232, 224.
unemployment, 79, 210,218,222~4,
334, 339.
wnages, 12, 16, 217-18.
LEnglish banking system ia sighteenth
century, 133,

Bquation of Exchange, Bz, 106, 308,
328,

Ereherger, 270,

Exchange, bills of. Ses Bills of

Exchung:;
rate of, Ses Foreign Exchanges.
Exchange risk, 142, 182, 183, 133,
223, 303, 276~7, 200-7, 497,
408, 414, 415. 419
Exchequer lulls, 122, 136, 137, 151.
barrassad

advanced tosm traders,
120, 343.
Expansion of credit. Ses Credit
regulation.
External FPrice Leovel, 130, 176, 329,
401, 493.

Facrons of Production, Indexof, 310.

Federal Reserve Act, 1913, 66, 67,
308, 2401,

Federal Reserve Bani, 43, 44, 65-6,
68, 69, 71, 24, 70, Bo, i, Bz, 131,
24%. 290,

credit regulation, 44. 65-6.
open market policy, 26, M1,
19~qo, ob, 678, 71, 213, 238,
340, 244, 343, 3R9—00, 447.
credit relaxastion policy, 20, 39
40, 069, 71, 211, 213, 31§,
233, 240, 242,
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Federal Reserve Banks {cont.}— :
creditrestriction by, 26, 71,213,227,
gold holdings, 255, 289.

"~ Ses United States.
New York Bank. Ses New York.
Note issues, 240,
reserve depogits, 241, 286.
stabilisation experiment, 44, 64,
207-9, 255, 300.
Federal Reserve Board, 63, 66, 76.
Finance Biil {Accommodation Bill),
128, 130.

Financial crines. Sass Crises.

Fisher,. Professof Irving—
equation of Exchange, 82, 304, 303,

328
index number, 329.
and monetary stabilisation, 192-4,
262, 315~16.
total of transactionsa, 34, 106,
Fixed fiduciary issue, I23-5 133—4.
138, 197, 216, 235-6, 257, 259~
260, 286, 424
Fixed interest-beanng securities,
23-5. 43, 275,'272, 315-18, 378.
Flight from a currency, 4, 13, 22, 100,
7%, 23o-r, 238, 258, 259, 263,
206 .

Flight of capital, 22, 23~5.

Floating debt, 131, 287, 267.
funding of, 443.
France, 1, 2, 59, ta-14 passim,

4456, .
Forced sules in a crisis, 42, 78, 8z,
133, 139, 171, 204, 2201,
Foreign Exchanges, 1o4—8§.
and attraction of foreign money,
140-3, 182-8, 219, 4i4. ’
dealers in, 103, £78, 203, 295.
effect of a crisis on, 139.
efiect of loss of gold on, 178.
equilibrium in, 104.
margin of factuation, 419,
market, 174, 175, 184, 201-3, 263,
2956,
aad crixis of 1031, 221,
deslings in
183, 407, q14-
and the gold points, 418,
mariets and post-war currency
collapss, 2-3.
speculation in, 4. 11, 202—¢, 2096,
407, 499.
Forsign money, attraction of, 1404,
182~5, 203, 211, 219, 424.
repatniaton of, ¢16.
Foreign of Amevican sg-
cariuse, 74, 214135
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Foreign trade products, 110, 148,
149, 176, 179, 180, 181, 1867,
218, 403-4, 426-38.

Forward contracts, 52—13, 55, 92, 98,
157, 160, 391,

Forward exchange, 182-3, 407-10,

413-23, 449.
bought by Bank of France, 1g927—
1928, 18, 21. :

Foster and Catchings, circuit velocity

of money, 106.

France-—

absorption of gold by, 30, 35 & s2q.,
213, 214, 216, 217, 243-5, 250,
260, 265, 289, 447-8.
reactions on American credit
situation, 39.
and the price lavel, 37.
and the world depression, 38,
and Bank of England war-time
loan, 19.
budget position, 3, 4, 6, 7. B, 14-15.
Caisse Autonome &' Amortissement,
9, 13, 14, 15, 18, 21, 24, 27,
capital issues, 1922~28, 24.
capital, repatriation of, 212.
cashholdings of great banks, 34,226,
Credit National, 5, 24. )
credit system, 36, 198, 199.
currency before 1914, 205.
currency collapse, z, 3, 269.
currency reform, 8~21, 211,217, 444.
CUrrency requirements, 16-24, 31,
32, 35, 36. 198, 199, 214, 244,
- 448,
'pre-war monetary circulation,
2, 16, 32, 244.
deflationary finance, 15~16.
devastated districts restoration,
2,36, 7 8.
exchange pegged during war, 1, 2.
external borrowing, 6.
floating debt, 1, 2, 59, 12, 13, I4.

445-6.
forced loan proposal, 7.
gold bullion standard, 14,
gold standard, 19, 39, 225.
hoarding of currency in, 34. 35.
226, 250.
inconvertible paper money, 159,
inflation, post-wat, 2, §~9 passim,
12, 294,
elimination, 13.
loan flotation, post—war, §, 6, 7, B,
18-19, 24.
conversion loans, 1y4.
monetary law of June, 1928, 19~
21, 210, 245.
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France (cont.)}—
_ monetary system of, 36. .
National Defence Notes, 7, 8, 9,
(I3, 14, 15, 27, 131, 444.
national income of, 244.
paper money in, 195 and n.
reparation claims, 3, 4. 5. &, 8.
reparation loan, 447-8.
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21.
specie payments suspended, 193 ».
stabilisation crisis, 17, 50, 212.
stabilisation problem, 10-i2, 13.
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253,
taxation, post-war, 3, 6, 7, 8,9, 14.
Treasury Notes, 7.
wages in, 12, 16, 17, 31-2, 50, 217.
wages index, 12, 17, 31~2.
war debt, 6, 8, 19, 244.
Frangois-Marsal, M., 5, 9.
Frankfort, French occupation of, 4.
Frozen credits, 220.
assets, 276.
Funding loans, 267,

Genoa Conference of 1922, 5, 36,
104, 207, 209, 212, 247, 245,
250, 251, 252, 278, 415.

Central Banks and, 209.
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currency in, 205.
Darmstidter Bank failure, 33, 221.
depression of trade, 50, 211, 218.
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gold exchange standard, 38, 225,
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Mark, the post-war fluctuations
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collapse of, §, 263, 2069, 270, 297.
Reichsbank, 171, 221, 222, 263.
Reparation liability, 3, 5. -
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243, 244
short-term debts, 230, 297-8.
standstill agreement, 222, 231.
time deposits, 230.
-unemployment, 211,
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withdrawals of foreign money
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in 1930, 222.
in 1931, 220-2, 230.
working capital shortage, 230, 297.
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IpLx balances, 59, 119, 148, 170, 173,
18z, 226, 252, 293, 371-6.
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Increasing returns, 308, 309.
Index num
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cost of i , 11, .
and external price level, 329—30.
of factors of production, 310.
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retail, 11, 97, 325-6.
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gold exchange standard, 104.
gold standard in, 199, 200,
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and value of money, 82,
vicious circle of, 9, 167, 168, 171,
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international, 63, 70, 74. 180,
494-6, 436, 438-9.
professional dealersin, 54-8, 102,
162—3, 165, 166, 376, 379, 380,
382, 40s.
new capital issues, 61-2, 63, 73,
83, 101-3., 112, 163-6, 173,
182. 380-3, 388, 389, 404, 400,

., 435
Savings Bank deposits, §7. .
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