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REPORT OF THE FINANCIAL COMMITTEE 
TO THE COUNCIL. OF THE LEAGUE OF NATIONS 

The Financial Committee has the honour to inform the Council of the work done since 
September 1930 by the Delegation appointed to consider the problem of the purchasing power 
of gold. 

At a session held in November, at which the distribution of gold was the chief question 
discussed, the Delegation had the opportunity of hearing the views of several experts, whom 
it had asked to analyse the causes and effects of the movements of gold in different countries 
during recent years. These investigations were carried out by Professor Aftalion for France, 
by Dr .. Bruins for Germany, by Professor Gregory for Great Britain and by Mr. G. E. Roberts 
for the United States. The Delegation is greatly indebted to these experts for their assistance 
and has recommended to the Committee that their reports should be published. 

During the course of its following session, held in January, the Delegation drafted a second 
interim report, which is confined to the question of the distribution of gold. It still has to 
examine the questions of the effect of price fluctuations on general prosperity, of the manner 
in which such variations can best be measured and of cyclical as distinguished from long-term 
movements, and desires to reserve to itself the right to unite in a methodical manner in its 
final report its analyses of these questions and the subjects treated in the two interim reports. 

The Financial Committee is of the opinion that, in view of the importance of the subject 
dealt with in this second interim report, it should be communicated to all Members of the 
League and to non-Member States. It thinks it desirable, however, to make the following 
observations. 

In the first place, it did not fall within the Delegation's terms of reference to enquire 
whether or not there has been any relationship between the present economic depression and 
the distribution of gold. Indeed, its terms of reference were formulated before the present 
depression began to make itself felt. In view of this fact, it is natural that the present report 
should not deal in direct terms with this problem. 

In the second place, the Delegation has confined itself to indicating the principles on which 
the efficient working of the gold standard must, in its opinion, primarily depend. These 
principles are concerned with the general policy of central banking. They do not and cannot 
imply an arbitrary or mechanical contrivance for the distribution of gold. The successful 
application of these principles, however, must depend to a large extent upon the existence 
of settled economic conditions and will necessarily be impeded, if there is a lack of public 
confidence. The movement of gold is directly influenced by the movement of capital, and a 
steady flow of capital and credit cannot be maintained when the necessary conditions of security 
are lacking. 

Geneva, January 2oth, 1931. 



SECOND INTERIM REPpRT OF THE GOLD DELEGATION 

I. INTRODUCTORY. 

In our interim report published in September 1930, we dealt with the problem 
whet~er " the current and prospective production of gold, on the one hand, and the normal 
increase in demand. .. _ on the other, are such as to make it likely that the general trend of 
prices over a series of years (and· apart from short-term oscillations) will be in an upward or 
downward direction ". 

We reached the conclusion that the possibility of gold constituting a factor in the 
course of the next decade or more, tending to exercise an influence towards depressing 
prices, was such as to render it desirable to keep careful watch on future developments and to 
take measures for economising the use of gold as a basis of money .. , We would draw attention 
again to the fact that we were dealing in that report with long-term price movements and with 
the probable monetary demand in the future : we were not dealing with sudden variations 
in prices or in general economic activity such as those which the world has recently experienced. 
We reserved for future consideration an umber of questions falling within our terms of reference, 
including the effect of price fluctu11tions on general prosperity, of cyclical as distinguished 
from long-term movements, and of the distribution of gold. With the last-mentioned problem
the distribution of gold-we propose to deal in the present interim report. Before turning to this 
subject, however, we think it desirable, in order to avoid the possibility of misinterpretation, 
to emphasise once more the fact that the data on which our previous calculations were based 
referred to the end of the year 1928. Wholesale prices have fallen very sharply since that date, 
and, were they to settle down at, for instance, approximately to-day's level, the supplies of 
new gold likely to become available for money would probably meet the demand for 
an appreciably longer period of time than they would were the former level to be restored. 
But whatever the tendency of prices may be when the present economic depression is past, 
we believe, as we have already stated, that measures can be found which should prevent the 
quantity of the supplies of new gold becoming available for monetary purposes from exercising 
a decisive influence. 

As we remarked in Our previous report, the adequacy or inadequacy of gold to serve as 
the basis of the credit structure and of prices in gold standard countries must depend, 
not only on the total amount of gold available for monetary purposes, but also upon the manner 
in which the monetary stocks held at any moment are divided between various centres .. The 
distribution of gold is, therefore, one of the factors influencing the purchasing power of money 
which falls under our mandate for consideration by us. In view of the public attention which 
is being paid to this particular problem at the moment, we considered it opportune to deal with 
it now. · 

II. FACTORS WHICH HAVE DETERMINED THE DISTRIBUTION 
OF GOI.D IN RECENT YEARS. 

The manner in which the distribution of gold will be effected in normal times will depend 
on the relative rate of economic development in different countries, on· the monetary systems 
which are in force and upon monetary policy. 

But by no policy can a distribution of gold appropriate to real needs be assured when 
political conditions are unstable or when the demand for gold is largely affected either by an 
endeavour on the part of any country to maintain a level of values out of tune with that in the 
rest of the world or by sudden and violent changes in economic policy which tend to disturb 
the existing channels of trade or sources of production or when the free flow of capital is 
impeded. 
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We do not consider it necessary to describe in detail the changes which have taken place 
in the distribution of gold in recent years or the causes which have determined those cha~~es. 
We think it sufficient to say that those causes have sprung from the general pohbcal 
and economic conditions of the world during the last fif~een years, from the ~ar ~nd 
its immediate consequences, from its influence on the econ~m1c stru~ture, !rom .the d1srupt~on 
of normal trade relations, from the profound changes dunng certrun penods m the relative 
prices of crude products and manufactured goods. The distribution of gold to-day is indeed 
due more to the fact that the vast majority of countries llave, in consequence of budgetary 
deficits, departed from the gold standard in the course of the last decade and a-half than to 
the normal working of that standard. · 

Thus, from 1914 to 1917, when she entered the war, the ynited States of America _received 
large quantities of gold in exchange for the goods she supplied to t~e Eu.rop~an belhge~en_ts. 
Further, heavy imports took place between 1920 and 1924, when mflabon m the maJOrity 
of the other gold standard countries rendered them unable to buy gold and caused an exodus 

· of capital. After i925, as one currency after another was stabilised, an increased d~ma~d for 
gold arose, in Europe and elsewhere, on the part of Central Banks for the reconstitution of 
their reserves and the gradual repatriation of capital which had sought refuge abroad. ' 

In certain cases, however, under their new statutes, Central Banks were empowered to 
hold foreign assets in place of gold for reserve purposes. This option has led to an economy 
in the use of gold. But, at the same time, it has resulted in the accumulation of large quantities 
of foreign exchange in certain centres, and, since the countries owning the exchange could 
convert it at any time into physical gold, the markets in which the exchange was accumulated 
were rendered subject to the risk of a sudden demand for gold whenever confidence was 

· weakened, and in certain cases they have considered it necessary to increase their stocks. 
Confidence is essential to monetary stability. But both the experience of past 

inflation and certain political events since the readoption by most countries of the gold standard 
have tended to undermine confidence. As a result, not only has the drift of gold in this direction 
or in that been determined by abnormal events, but the freedom of gold movements has been 
impeded. Thus, Central Banks which had the option of meeting their obligations in foreign 
exchange or in gold have shown a certain unwillingness to liberate their gold ; the general 
public in some other countries has shown a certain unwillingness to lend money abroad, even 
when domestic supplies were excessive and gold was available in abundance as a basis for 
credit at that time. This hesitation, however, has been due in part not to present instability 
but to past losses, and in certain cases the machinery for foreign lending has not been developed 
as rapidly as the power to lend has increased, and the incentive to lend has been weakened by 
inappropriate fiscal measures. These defects in the present situation are to a large extent the 
natural and, it may be anticipated, temporary result of the fact that, while currencies were 
being inflated, Governments directed their attention to the elaboration of measures intended 
to check the export of capital abroad. These restrictive measures were only partially removed 
after currency stabilisation was achieved, and constructive measures for facilitating the export 
of capital have not in all cases yet been completed. 

Further, ~ncertainty concerning the probable course of economic development, the desire 
of the .l~ss highly develoJ?ed States to protect themselves against the force of external 
compebbon, of the more h1ghly developed to restore the conditions to which they· had been 
~ustomed ~efore the war and of both classes of States to maintain the industrial equipment 
bu1lt up dunng the war, all contributed to induce Governments to obstruct also the free 
movement of g~ods and.of men. As we shall endeavour to show below, neither the gold standard 
nor a~y other m~ernabonal monet!lry sys~em can function successfully, if, whenever there is 
any disturbance m the bala?ce of mternabonal commitments, measures are taken to prevent 
!he free flow of goods or cap1tal from one country to another. Sudden and violent fluctuations 
m the flow of either goods or securities must create disturbances. It is the function of gold to 
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right such disturbances, and, when the necessary adjustments which gold movements bring 
about are checked by restrictive measures, the very object of an international currency system 
is stultified. 

The distribution of gold has thus been largely determined by non-monetary causes of a 
political and economic nature, though monetary factors have no doubt also played a part. 
Opinions may differ concerning the relative importance of the monetary and of the non
monetary factors, and concerning the extent to which it might have been possible to influence 
the latter by appropriate monetary policy. But, whatever the merits of these divergent views 
may be, the past cannot be undone, and it is wiser therefore to concentrate on the needs of the 
future. We believe that the non-monetary causes which have made themselves felt during the 
last decade will gradually diminish in force as the disturbances caused by the war and the 
subsequent period of currency inflation and stabilisation work themselves out. But that process 
will prove a slow one if measures are not adopted to restore confidence. We do not consider 
it our function to enter into the political problems which the restoration of confidence necessarily 
involves or to undertake any elaborate analysis of the non-monetary factors that have influenced 
the situation. We propose to confine ourselves to indicating the contribution which may be 
made by monetary policy, to explaining the principles underlying the normal operation 
of the gold standard, and to suggesting certain reforms which should facilitate the task 
before currency authorities and help them to economise the use of gold when such economy 
is required. The extent to which the principles considered can in fact be successfully 
applied must, however, itself depend upon the general political and economic situation. 

III. THE FUNCTIONING OF THE GOLD STANDARD . 

When the general economic and political conditions are not such as seriously to impede 
the functioning of the gold ~tandard, the distribution of gold for monetary purposes will depend, 
not only on the relative growth of wealth in different countries and the monetary mechanism 
employed, but also on the monetary policy pursued. Each member of an international monetary 
system must be influenced to some extent by the policy pursued by each other member, and 
we attach great importance therefore to the strict observance of certain principles inherent in 
the gold.standard. 

Failure to apply these principles may result in a contraction of the basis of credit in one 
or more countries by the undue accumulation of gold in others, or in avoidable variations in the 
volume of credit owing to its fitful liberation. 

The gold standard is not a fixed and rigid mechanism, but a system of monetary and credit 
policy which has gradually developed in the•light of experience and has adapted itself to the 
needs of changing economic conditions. It may, perhaps, help to an understanding of its 
working to-day, if we trace very briefly the major changes which it has undergone since its 
general adoption in the second half of the nineteenth century. But in tracing these changes or 
in describing the system as it existed at any moment of time, the picture which is presented
unless given in laboured detail-must necessarily simplify, and to that extent distort, the facts. 
For never in history has the gold standard been simultaneously applied in exactly the same 
manner in all the countries which are roughly classified as adhering to it. In practice very 
different credit policies have been pursued. At no time have all countries been prepared to 
accept to a like extent all the responsibilities which devolve from an international monetary 
system. The account we give, therefore, in the following sections is rather an abstract description 
of leading tendencies than an exact reflection of the complex and intricate evolution of events. 

b..t rr1 .,. Dl4inly 
cotteentld rio\ tltl 
fnO$/Mcl~ ftW ,,_ 

~""· 

TM pr, . ...,. 
l)'.skM IN$ ""' 
'"•iformly•PfJiiefl. 



- IO-

• 
,,. -;or ..u- The normal features of the gold standard in its simplest form were perhaps the accepta'_lce 

_..,.;,.... of gold without limit by Governments at a fix~d'pri_ceformintinginto _coin;the free circulation 
of gold coin as full legal tender an.d the unrestncted 1m port and export of gold. 

,_ ot Were gold the o~ly medium of exchange, its movement from one country to another W?uld 
'::,.";:;:..:!..:_ in itself produce a chang~ in the quantity of money in c~culatio~ and hence would have a direct 

effect upon prices. The mfluences of gold movements m such CirCUII_Istances may perhaps best 
be described by means of an imaginary illustration. We may ima~me a country the value of 
whose exports, owing to an unusually abundant harvest, appreciably exceeded that ?f her 
imports. The excess of exports, we may assume, was paid for by an import of gold. T_his gold 

· would then pass into circulation in the country receiving it and conditions be created likely ~o 
result in an increase in the total money income of the population of that country, and m 
consequence in the demand for (and the prices of) the goods upon which this income was 
expended. This increase in domestic prices would have made foreign goods, the prices of wh~ch 
had not risen proportionately, more attractive to buy, and the domestic goods less attractive 
to the foreigner. The commodity imports of the country would therefore tend to increase and 
its commodity exports to decrease. This process might continue until a new equilibrium 
between imports and exports was established. If it continued beyond that point, the excess of 
imports would have .to be paid for (failing temporary loan accommodation) by an P7port of 
gold. The original gold influx would thus set in motion a train of events leading to a new 
equilibrium of values and to a reverse movement of gold. 

Meanwhile, in the country from which the gold had been received a contrary sequence of 
events would have been started ; money incomes and prices would have been reduced, exports 
have been stimulated and imports checked. The influence of gold movements in such 
circumstances would thus be not only automatic but also reciprocal. · 

We give this illustration in the hope that· it may help to an understanding of the 
fundamental forces at work. It is, however, as we have stated, imaginary and abstract. In fact, • 
a primitive gold standard, under which gold was the only form of currency in use, has never 
existed among more advanced nations as an international system. In all countries which 
adopted gold as the basis for their currency during the nineteenth cer.tury, some system of 
banking was already in operation and some medium of payment other than metallic coin in 
use. But, although the existence of other means of payment and of an. c;laborated credit 
structure modify the sequence of events, and render it at once more complex and more S'9bject 
to deliberate control, it does not fundamentally alter the forces at work . 

.:::.:-=z Actually, in almost all the gold standard countries of the world before the'war, payments 
,___ could be effected either by means of coin' or notes or cheques drawn against deposits in banks. 

~e proportion in which these different classes of means of payment were act11ally employed 
~1ffered greatly from country to country. But the amount of notes which could be issued was, 
m almost all cases, restricted bylaw in such a way as to link them, directly or indirectly, to the 
gold ~eld in reserve by the note issuing institutions. Similarly a certain relationship was 
establish~d bet~een the volume of sight deposits and that of other media of exchange by the 
cash ratios ~h1ch the commercial banks were in the habit of maintaining-by cash being 
understood e1t~er gold or notes or deposits with the Central Bank. In these circumstances, 
when_gold was Imported by any country, part of that gold might go directly into circulation, 
part _mto the reserves of commercial banks and part into the reserves of the Central Bank. 
~e mfl_uence which any addition to the gold stock could exercise on the ·total monetary 
crrculatwn would then depend in the first instance on the manner in which it was divided 
between t~ese various possible uses. If all the gold imported went straight into circulation 
and none mto reserves, the addition to the circulation would be equal to the amount of that 
gold and no m~re. If, on the other hand, the gold went direct to a Central Bank, which was 
empowered to Issue notes up to three times the amount of its gold reserve, and commercial 
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banks, employing notes as cash, were in the habit of maintaining a cash reserve of say 15 per 
cent against their deposits, the maximum theoretical limit to the expansion of purchasing 
power was obviously a very wide one. In practice, this theoretical limit would, of course, not 
be reached, because, first, the Central Bank would, in all cases, require to keep some surplus 
reserve in excess of its legal minimum ; secondly, the commercial banks, so long as gold was 
the legal tender mainly employed, would be compelled to keep part of their cash in coin; and, 
finally, the public would expand their individual holdings of coin as total currency increased, 
though not necessarily in exact proportion to that increase. 

The influence of any influx of gold on the available purchasing power of the community 
receiving it was thus not automatic and direct. It depended upon the amount which went 
into circulation, or into commercial or. Central Bank reserves respectively, upon the law or 
custom which determined the cash ratios of commercial banks, the legal regulations determining 
the reserve systems of banks of issue, and finally the policy which these central institutions 
adopted at any moment in regard to the expansion or contraction of their reserves within the 
limits set by the law. 

Secondly, the effect of an increase in money or bank credit (discounts, advances, etc.) on 
prices would not be automatic, but would depend upon the manner in which that credit was 
employed by those whose incomes were ultimately increased by it. The granting of a bank 
advance increases the purchasing power of its recipient-his effective demand over goods and 
services. The effects of this increase in demand spread gradually, through the higher wages 
and salaries offered, to other sections of the population and tend to raise their money incomes. 
This increase in money incomes may in its tum be expended either on goods for final 
consumption or on capital goods, or be saved in the form of bank deposits. To the extent to 
which such saving takes place the demand for articles of final consumption will temporally 
not be increased, and the prices of such articles therefore not be raised. To the extent to which 
the savings are not expended in the form of investments on capital goods, will the demand for 
capital goods and the prices of such goods remain unaltered. 

The effect of the introduction of additional purchasing power into any highly organised 
economic community will depend, therefore, not only on the action of the body responsible 
for its introduction, but also on the behaviour of the aggregate of individuals who go to make 
up the community's power of spending, of saving, and of investment. That behaviour, moreover, 
may modify the velocity of the circulation and hence the amount of purchases which a given 
quantity of money may effect in a defined period. 

In such circumstances it is clear that neither the effect of an influx or effiux of gold upon 
the total media of payment, nor the effect of changes in that total upon prices, is automatic 
or inevitable. An influence may be exerted directly on the first of these effects and indirectly 
on the second by banking policy, and more especially by central banking policy. Before the 
war, the instrument of control generally employed by Central Banks-though some had 
others at their disp~al-was their discount rate. By varying their rates, banks were able to 
exercise a potent influence, varying with circumstances, at once over the effects of inward and 
outward movements of gold on the domestic credit structure and on the volume' of those 
movements themselves. · 

In countries (to take a simple example) where commercial banks normally increase their 
cash reserve by rediscounting paper at the Central Bank, a rise in bank rate would tend to 
increase market rates also, and thus raise the price of credit facilities and restrict demand. 
In this way the total volume of loans and advances, and of the deposits in which those advances 
were duplicated, could be controlled. If in such circumstances, prices tend to fall this is due 
to the effect which the higher rates exercise on the domestic demand for credit and ultimately 
for capital. On the one hand, they render saving more attractive by increasing the interest 
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earned on such savings ; on the other hand, they diminish the demand for capital .goods by . 
increasing the cost of borrowing. Purchasing power is thus direct~d from consum~twn goods 
to savings, but not in its tum diverted to capital goods by means of mvestments. Pnces of both 
classes of goods are depressed. This depression of prices in its tur~ renders ~he country a 
favourable market for foreign purchases and the balance of payments IS affected m the manner 
described above. At the same time, the higher rates obtaining in the market where the r.ate 
had been raised would render it advantageous to lend in and thus attract short term cap1tal 
from abroad, and restrict loans made by it to foreign countries. This change in the relative 
attractiveness of home and foreign lending and borrowing would moreover result in an inflow of 
gold which in its tum would increase the basis of credit and promote conditio_ns ~avourable to a 
rise in prices.' It was possible, therefore, for Central Banks by means of the1r d1scount rate to 
influence both the balance of commodity imports and exports and the balance of foreign lending 
and borrowing. ' 

~Before the war, there was a tendency to change the bank rate more or less automatically 
in accordance with the changes which took place in gold reserves_., When these reserves fell, 
through the export of gold, below a certain amount or certain percentage ratio to notes, the 
rate was raised; and, when they rose above a certain point, the rate was lowered. But, even so, 
this tendency towards automatic alterations of the bank rate was neither absolute nor universal ; 
nor did the majority of countries enforce the gold standard in such a way as to allow the free 
export of gold whenever their balance of commitments was such that it was cheaper to export 
gold than to buy foreign exchange. By the reservation of the fight which some possessed to 
offer silver instead of gold in exchange' for notes, or by other means, certain Central Banks 
frequently exercised a controlling influence over gold movements without having recourse to 
alterations in their rates. Others, again, kept reserves so large that they were able to suffer 
the loss of considerable quantities of gold before the necessity to change their discount rates 
arose. In such a case the effect of gold movements was largely one-sided. 

But the general result of the system as it was actually applied was to allow gold, by its 
direct influence and its indirect influence through the bank rate, to act as a corrective to any 
disturbance in the international equilibrium. 

IV. RECENT CHANGES IN THE GOLD STANDARD SYSTEM. 

Since the war, a number of changes have been introduced in monetary and banking 
legislation and practice and a number of forces of a non-monetary character have impeded 
-and still impede-the efficient functioning of the gold standard. We have already drawn 
:'-ttention to certain of the non-monetary factors which have influenced the movement of gold 
m re<;Cnt years and we shall have occasion to refer to them again. Their influence on the 
workmg of the.gold standard, however, cannot be fully understood without a prior consideration 
of the mechaniSm of the gold standard system as it exists to-day. 

The characte~stic mechanism towards the end of the nineteenth century and in the early 
years of t~e twentieth century was one under which the aggregate means of payment consisted 
of .gold com, ~ank-~otes, and sight deposits, to which were added various forms of subsidiary 
com. Gold drifted '!lto and out of bank reserves from the free circulation. In their reserves, 
a number of countnes held also minor quantities of silver and foreign exchange. . 

The more important changes which have taken place may be enumerated as follows : 
(a) In almost all countries gold coin has been effectively withdrawn from circulation, 

and all--or almost all-monetary gold has been concentrated in the vaults of Central Banks . 
. (b) In conseq~ence, f.or the obligation of Central Banks to convert their notes into gold 

com! has bee.~ subs~1tuted m most countries an obligation to convert them into either (i) gold 
bull10n, or (u) fore1gn gold exchange, or (iii) either the one or the other at their option. 
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(c) Banks empowered to convert their notes into sight claims on gold are allowed by 
the new banking laws to keep the whole or a part of their reserve in the form of such claims. 

(d) In consequence, banks enjoying this alternative, are in the habit of holding in their 
reserves gold exchange in certain international monetary centres, principally New York and 
London, which collectively amount to very considerable sums. 

(e) In most cases, whether such foreign gold exchange is allowed to constitute a part of 
the gold reserves or not, the total reserves required by the new legislation are expressed as a 
definite percentage of total notes outstanding or notes plus Central Bank sight liabilities. 
Although this percentage reserve system is by no means new, it has, in recent years, become 
more generally adopted than before the war, and frequently in a more rigid form. 

In addition to these changes, which result directly or indirectly from the new legislation 
that has been introduced, the functioning of the gold standard system has be.en affected by 
certain changes in bank practice and in general financial conditions-such, for instance, as the 
development of open market operations more especially in London and New York, the growth 
of New York as a major lending centre, and the narrowing of the gold points as a result of 
economies in the transport of gold. To some of these and other new developments we shall 
refer later ; it is desirable first to consider the extent to which recent legislation has affected 
the mechanism of the gold standard. 

The result of the concentration of gold in Central Bank reserves and the abolition of gold 
coin for normal circulation pu.rposes is at once to effect an economy in its use and to increase 
the potential influences of any gold movement. Under the present system, all accessions. of 
gold may be made to exercise a maximum influence on the total volume of currency, for they 
inevitably accrue to the foundations of the whole credit structure-the reserves of Banks of 
Issue. At the same time, the power of Central Banks to influence the situation has been enhanced 
as they are no longer subject to the risk that gold may be absorbed into the internal circulation. 

The holding of foreign gold exchange instead of gold for reserve purposes likewise renders 
possible an economy in the use of gold-though not to the extent which is sometimes believed. 

, To the country holding such assets the economy is absolute. But the country on which such 
gold exchange constitutes a claim may well consider it necessary to augment its gold reserve 
in order to meet possible demands resulting from the conversion of these claims into gold. 

But the generalisation of this so-called gold exchange standard system has had other results 
of some importance. It has somewhat complicated the mechanism of the international system 
by distorting in certain cases the reciprocal effect of the transference of central banking reserves. 
We have shown above that an export of gold from one country to another used to set in motion 
reverse sequences of events in the exporting and in the importing countries. If the reserve 
consists of foreign assets, however, such reciprocal changes need not necessarily take place at 
the same time. The exact effect of a transfer of the claims which such assets represent will 
depend on how those assets are held and between what countries the transfer takes place. 

Thus, if a Central Bank keeps its foreign assets in the form of a sight deposit in a foreign 
commercial bank in a gold centre and sells its claims on that bank to a trader who has obligations 
to meet in that market, conditions will be created tending to compel it to curtail credit at home. 
But no reciprocal conditions will be created in the country in which the commercial bank is 
situated. The commercial bank may find that the only change in its position is a substitution 
of a domestic for a foreign depositor. Moreover, the Central Bank in this country may have 
remained unaware of the transaction and be deprived therefore of the means of obtaining 
immediately information which might prove important for the conduct of its policy. If 
the deposit on the other hand had been held in the Central Bank of the country in question, the 
result might have been to change that Bank's foreign sight liability into a commercial bank 
' cash' deposit with it and thus to create conditions tending to a partial-though not equivalent-
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expansion of credit. In any case, it would have enabled that Cent!al Bank to ascertain the 
facts on which its policy should be based. . . 

The effects of such operations are again different if the transfer 1s made. by the country 
holding foreign assets to any country other than that in which those assets w:e held. In such 
circumstances, if both parties hold assets in the same country and the transfer 1s made between 
their respective accounts, there is reciprocity of eff~ct between them and·~o effect on the cou~try 
in which those deposits are held. If the transfer 1s made ~y the conver~10n of those ~ssets 1_nto 
gold and the shipment of that gold to the country to wh1ch payment IS due, there IS a tnple 
influence which may bear no relationship to the actual balance of payments between the country 
in which the deposit is held and any other. · 

An economy in the use of gold has been secured, but at the same time the functioning of 
the gold standard has been rendered more complicated. It is obvious that, in such circum
stances, the central banking authorities have a more difficult task to perform and that the 
policy which they pursue acquires a new i~portance. 

But the more rigid percentage reserve system which has been adopted in recent years tends 
to restrict the powers of Central Banks as compared at any rate with the system in force in, for 
instance, France before the war. The unsettled conditions which existed when the recent 
currency legislation was passed naturally induced those responsible for this legislation to act 
with great caution. We suggest below that certain changes might with advantage be introduced. 
In making that suggestion, we in no way underestimate the need for efficient safeguards. 
We believe, however, that less figid stipulations might safely be accepted if they were adopted . 
simultaneously in different countries as a result of an international understanding. 

Under the percentage system, any reduction in the reserve, unless a surplus over the legal 
minimum is maintained, will tend to necessitate a multiple contraction of the note circulation 
and of bank credit. In consequence, banks working under this system are driven to keep 
considerable reserves in excess of the legal minimum. When a part or the whole of the reserves 
may be maintained in foreign assets, the strain thus caused on the world's gold resources is 
alleviated, but the need for a large safety margin of reserves in gold or assets is not reduced. 

Recent legislative changes have thus tended, in part, to economise gold and, in part, to 
enhance the demand for it. Certain of the means by which economy has been achieved are 
such as to necessitate a more deliberate control on the part of Central Banks. Their powers have 
been increased by the withdrawal of gold from circulation and restricted by the practice of 
depositing foreign assets reserves with commercial banks. Their task has been rendered more 
difficult by certain of the changes in the monetary and banking situation not due to ne\v. 
legal stipulations, to which passing allusion was made above. Thus the narrowing of the gold 
points owing to the reduction in transport costs has rendered the monetary system of each 
country more sensitive to international disequilibria, for a slighter change in the relative value 
of any two currencies than was formerly required (a smaller departure from international 
equilibrium) will render a purchase or sale of gold profitable to those who have commitments 
abroad to meet. 

On the other hand, in certain countries during the last few years, the independence and 
power of commercial banks and other financial institutions have tended to increase, so that 
control by the central banking authorities has been rendered more difficult. In the ultimate 
analysis the control of the Central Banks over commercial banks is determined by the "cash" 
reserves whether in notes or sight deposits with Central Banks which commercial banks have 
to main~ain. In recent years the quantity of liquid capital-that is, of savings which have 
not by mvestment been converted into permanent claims on fixed capital goods-has been 
abno~m~lly la~ge. Owing ~o the feeling. of uncertainty which exists, money has remained in 
~he liqUid cap1tal market 1~ste~d ~f b_emg ab~orbed as ·long-term capital. Both the greater 
mdependence of the financ1al msbtubons wh1ch supply credit direct to the general public 
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and the abundance of liquid capital to which that independence is largely due have rendered 
the task of Central Banks mqre difficult. For not only is control less easy to exercise but the 
forces which. may give rise to changes in international equilibrium have been altered 
and intensified. Gold moves, as we have seen, when foreign payments which have to 
be made and the· claims for payment made by other countries fail to balance. These 
commitments and claims may arise from what it has become customary to call visible imports 
and exports-the exchange of goods-and from such " invisible " items as the service of 
foreign debt, which the new political debts have greatly increased, the purchase and sale of 
securities, the expenditure of tourists, etc. Disequilibrium in the balance of payments will 
arise when the active and passiv~ totals of these visible and invisible items fail to equate. 
During the last decade the importance of the invisible items relatively to the visible has increased 
owing to the growth of international indebtedness, larger short-term borrowings, the heavy 
tourist traffic and other causes. 

This fact demands attention because certain of the· invisible items-and more 
especially those arising from the temporary investment of liquid funds-are very much 
more sensitive than are the visible. It is relatively difficult for a country deliberately 
and rapidly to modify the total volume of its purchases or sales of commodities. Such a 
result can only be achieved by gradually exercising an influence on prices or by more direct 
measures intended to impede or stimulate imports or exports, which inevitably interfere with 
the smooth working of the whole economic mechanism. Moreover, in recent years the 
structural changes that have taken place have tended to reduce the flexibility of the whole 
industrial organisation. That organisation is based to-day on larger and less pliant units of 
production than heretofore. The greater powers acquired to maintain the prices of certain 
classes of goods by these large groups of producers or distributors have rendered general price 
adaptation more difficult and dilatory and further the influence of prices on output has become 
less prompt and effective. On the other hand, funds can be transferred from one country to 
another with great facility and rapidity. In consequence, there is a growing risk of disturbance 
by fluctuations in the invisible items of the balance of international payments, while the 
inelasticity of the visible trade is increased not only by barriers of one kind or another impeding 
the international exchange of goods and services but also by the inelasticity of wages. There 
has thus been a tendency in recent years for gold movements to be caused rather by such 
movements of funds than by normal changes in the volume of exports and imports. Capital 
can only be transferred in the form of goods or gold or claims to existing wealth and 
when capital transfers are made with such rapidity as to allow insufficient time for their ultimate 
effect on the volume of the imports or exports of goods to make itself felt, a disequilibrium 
of the total balance of payments is likely to be caused which will give rise to gold movements. 
What is necessary for the normal working of the gold standard is that there should be a smooth 
flow from country to country alike of goods, services and securities. Only then can short-term 
capital perfon~ its proper function of allowing temporary accommodation in such a way as to 
lessen and not occasion gold transfers. 

The sensitiveness of liquid capital, however, has been due not ~o much to its magnitude 
as to the unstable economic and political conditions to which we made allusion in our 
introductory remarks. There has been an inevitable flight of capital from countries in which 
currencies have been inflated and a repatriation after stabilisation was achieved. Capital has 
moved on account of political uneasiness from those parts of the world where the need for it 
was greatest to countries where there was already an excess of funds. It has been attracted 
not simply by the real needs of business but by the chance of quick profits from Stock Exchange 
speculation. Simultaneously, the normal flow of goods has been impeded by sudden changes 
in customs tariffs, by the imposition of prohibitions, and by the innumerable measures which 
governments (or industrial combines) have taken to shelter domestic markets against external 
competition. 
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The commercial policy of recent years has itself been largely determined. by the unstable 
and abnormal fundamental conditions which have resulted from the war, and 1t may be hoped 
that the force of these exceptional circumstances will d~line. To the extent. that th!s h.app~ns 
and public confidence improves will it become more poss1ble to assure an ?~hmum d1st~1buhon 
of the gold available for monetary use and therefore to. reduce to :-- mm1mum the nsk of. a 
shortage of gold in any centre being caused by the. trapp~ng o~ gold m others. The m~nn~r m 
which this result may, we hope, ultimately be achieved, m spite of the greater complications 
of the present gold standard system is considered in the following section. 

V. :MONETARY REFORMS AND BANKING PRINCIPLES. 

Countries adopting the gold standard become thereby automatically members of an inter
national system under which they assume a responsibility for conducting a reasonable economic 
and financial policy which, with the maintenance of confidence, will facilitate the general 
working of that standard. Since all countries derive benefits from it, all share in the obli
gation to contribute to its stability. The endeavour of any country to protect itself against 
the reactions of external events (or of its own previous policy) is likely to affect other members 
of this international system-and may adversely affect them. Circumstances may arise, however, 
from time to time in which it is in the interest of all parties to check the effects of, for instance, 
an import or export of gold. An automatic application of the mechanism which has been 
set up is therefore not adequate. This was probably always the case ; but postwar conqitions 
have increased the occasions when the exercise of conscious direction is necessary. For this 
reason the granting of adequate powers to those mainly responsible for its working are of 
special importance to-day. 

r~w ·- -.1 We may perhaps most easily elucidate the point which we wish to make by considering 
toU _,_ the objects for which a gold reserve is maintained. 

Gold has come into general use as the foundation of the monetary systems of the vast 
majority of the civilised countries of the world for historical reasons into which we need not 
enter here. But the traditional belief that gold is in a peculiar sense representative of wealth 
remains and cannot be ignored. Gold reserves serve to some extent, therefore, to maintain 
that confidence in the whole credit structure which springs from the knowledge that a certain 
quantity of gold is physically held by the Central Bank. Now that gold coin is no longer in 
circulation 1 and an internal drain cannot take place, the reserves are required to meet 
possible deficits in the international balance of payments. 

Sue~ deficits-and this is the essential fact that must govern monetary policy-may be 
of two ~mds. !hey may be temporary deficits due to some casual circumstances, or they may 
be. deficits which would provoke a permanent drain of gold were not measures adopted to 
brmg about some fundamental change in the range of values in the country in question . 

. Temporal");' disequilibria may arise through causes over which the country mainly affected 
has 1tself no direct control, such, for instance, as a failure of crops or financial difficulties in 
one ~f. its main export markets. They can be met by temporary gold movements or by the 
provision of short-term credits. In such cases, if equilibrium existed before these temporary 
causes m~de .themselves .felt and the ~?vement of ?old is allowed to affect the general level 
of values m either the losmg or the rec1p1ent country It may be found, after these special causes 
have ceas.ed t~ ?P~rate, that owing to that change in values a more permanent and serious 
form of d1seqUihbnum has been caused ~nd that a complete reversal of policy is required. If, 
on the other hand, the movement of gold IS not allowed to exercise its natural influence promptly 

1 The exceptions to the general rule are now negligible. 
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when more permanent causes of disequilibrium are operating, then serious instability may 
result and gold may continue to flow from one centre to another until its shortage or excess 
forces upon Central Banks a drastic change of credit policy. Apparently identical phenomena 
may thus require exactly opposite measures to be adopted by monetary authorities, and 
great discretion has to be exercised in the planning and execution of monetary policy. 

For this reason it is desirable that the monetary authorities should be allowed the powers 
necessary to enable them to pursue such credit policy as the circumstances demand. 

But, as we pointed out above, the proportional gold reserve system is apt to produce an 
excessive disturbance whenever the actual reserve approaches the legal minimum. Under this 
system Central Banks are thus compelled to maintain a reserve in excess of the legal minimum, 
in order to prevent such excessive disturbances being caused by gold movements. It was shown 
in an annex to our interim report that the excess reserves over the average minima at the end 
of 1928 only amounted to from 6 to 12 per cent, and suggested in the report itself that the 
existing minimum reserve percentages could be reduced without in any way weakening the 
general credit structure. In fact, the necessary liberty could be afforded to Central Banks and 
the risk of a strain on the gold resources of the world averted by means of reducing the legal 
minima to a figure well below that which countries are likely to desire to maintain in practice. 
Such a reduction in the immobilised portion of the world's monetary gold would increase the 

, working reserves of the Central Bank and give greater elasticity to the whole system. 

Now that gold is no longer used for internal circulation, the amount of gold reserve that 
is required by a Central Bank depends rather on the probable amount of any temporary 
disequilibria in its balance of international commitments than on the volume of the note 
circulation and the Central Bank's sight liabilities. We do not propose to enter into the details 
of this problem in our present report ; nor do we believe that any hard and fast rule equally 
applicable to all countries can be framed. The working reserves required by any country 
will depend, inter alia, upon its general economic structure. 

Thus, debtor States and agricultural and other countries whose exports are composed of 
a relatively restricted number of commodities are likely to require a larger reserve 
proportionately to their total external trade or average balance of international payments than 
are countries with a more mixed economy. Countries again in which foreign Central Banks 
keep their reserves in the form of large sight claims may well consider it advisable to ma"ntain 
an additional stock of gold against these special international liabilities. 

We are of the opinion, therefore, that, in order at once to allow Central Banks the liberty of 
action which is necessary for the conduct of a rational credit policy, and to permit of an economy 
in the. use of gold, the existing legal stipulations concerning gold reserves should be modified. 

As we stated in our previous report, the existing minimum could be reduced without in 
any way weakening the general credit structure, granted an international understanding had 
previously been reached. 

We should add, however, that it is a prerequisite of such reforms that gold coin should 
not be put back into circulation. For, were coin to be used for domestic purposes, reserves 
would be required to meet the possibility not only of an external but also of an internal drain. 
In such circumstances the distribution of gold would be determined largely by the relative 
force of hoarding instincts in different countries, and monetary authorities would be divested 
of an important part of the powers which they now possess. 

But within whatever legislative framework the gold standard operates, the application 
of certain general principles is essential to its proper working. 

With gold coin no longer in circulation, gold movements make their effect felt 
by influencing the volume of credit and money rates. It is essential when the gold 
movements are due to some cause of a non-temporary character which may be counteracted 
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by monetary policy-to a real disequilibrium in national values-that credit should be extended 
or contracted and money rates modified with a view to righting the bal~ce. 

If, for instance, a country to which gold is being attracte~ by exceptu~nally low average 
commodity prices or exceptionally favou~able rates of interes_t fails t~ ~educe !ts rat~s, gold may 
continue to drift to it from other countnes, thus unnecessarily strammg therr_cred1t structure. 

But if the influence of gold movements is to be allowed-in normal circumstances-to 
make i~lf felt those movements must result from the automatic operation of the exchanges 
and not be artlficially caused by purchases of gold by Central Banks working under the gold 
exchange standard when the import of gold is not rendered necessary either by the rates of 
exchange or by the statutory provisions under which these banks operate. When the statutory 
provisions lay down that a certain proportion of the t_otal legal minimu~ reserve of Ce_ntral 
Banks must be held in gold, such purchases of gold at pnces above those wh1ch would rule 1f the 
exchanges were at gold import point may be difficult to avoid. We believe such rigid stipulations 
to be undesirable, for, if gold is purchased in this way, the selling country may find itself forced 
to bring about fundamental changes (increase of interest rates-credit contraction) which are 
in no way justified by the general levels of national values or capital movements. 

On the other hand, it is no less important that the exchanges should be permitted to 
operate freely and that when export or import gold point is reached gold should, normally, 
be allowed to move without hindrance. As we observed on page 16 above, however, 
circumstances may arise from time to time, which render it desirable to avoid an export or 
import of gold. Thus, disequilibrium due to purely temporary or recognisable causes may be 
so considerable as under existing monetary legislation to make fundamental changes 
unavoidable-even when those changes are known to be unnecessary and objectionable. 
But the probability of such a state of affairs arising could be greatly diminished if the reserve 
regulations were modified and greater liberty thus giveh to the central monetary authorities: 
When they do arise they can be overcome only by means of close co-operation between those 
authorities. It is due to lack of liberty and the possibility of circumstances arising such as those 
we have just described, that gold movements are sometimes erroneously looked upon as 
da~ing in themselves. They are, on the contrary, as a rule the necessary preventive of an 
evil that would otherwise follow. . · 

The free movement of gold, however, has to some extent been impeded by countries on 
the gold exchange standard which hold gold in addition to foreign exchange in their Central 
Bank reserve. If 3; Central Bank in such a country stimulates imports of gold by restricting its 
purchases. of foreign exchange when its exchange rate is in the neighbourhood of the gold 
Import pomt. and then sells only gold exchange when its exchange rate touches the gold export 
~t, ~here IS a danger that that country may become a trap into which gold flows but from 
which 1t can never be released.· We consider it important therefore that countries which employ 
the gold exchange standard should pursue a policy which will admit of gold moving freely 
when the general conditions are such as to call for it. 

Similarly, countries employing this system should abstain from creating an unnecessary 
dern~ ~or g~ld by converting their foreign assets into gold. Should they for any reason 
consider 1t des1rable to alter the proportion in which their reserves are divided between foreign 
assets and gold, and augment their gold stock, they should endeavour to do this when the 
e~chan~es are so st~ongly in their favour that gold would naturally be imported had they not 
t e opt10n of accepting foreign assests in its stead. 
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As we pointed out above, the gold exchange standard does not necessarily produce that 
reciprocity of effect which is characteristic of the gold bullion or specie standard. The sale or 
purchase of foreign exchange by one Central Bank may not only fail to affect another in the 
same way as would a movement of gold, but may be accomplished without the Central Bank 
of the country in which that operation takes place having any immediate or subsequent 
knowledge of it. . 

This fact reinforces the point which we have a!Teady emphasised, that the more 
elaborate monetary system of to-day demands a greater measure of co-operation between 
Central Banks than did the semi-automatic system of pre-war days. The gold exchange 
standard especially involves a number of practical problems which demand the constant joint 
attention of Central Banks. In this particular case, such collaboration would clearly be 
facilitated, were the foreign reserve assets of Central Banks kept as a general rule with other 
Central Banks. 

When for any reason, or at any moment, such centralisation is found to be inexpedient, 
then, in our opinion, the Central Bank of the country in whose money market the reserves are 
held should keep itself regularly informed of their magnitude. 

The problems which we have considered up to now concern all countries adhering to the 
gold standard system. But the successful administration of the gold standard presents problems 
to lending and to borrowing nations which are, in certain respects, profoundly different. 

The position of borrowing countries is necessarily weaker and their powers ani less direct 
than those enjoyed by the countries from which they borrow. 

If equilibrium has been maintained with the aid of short-term capital or a steady flow 
of long-term loans, and credits are not renewed or further loans cannot be secured, the 
countries concerned may be forced to lose gold and conduct their trade on less favourable 
terms. As borrowers their first concern must be to maintain conditions both economic and 
political such as to inspire confidence. • 

The aid of countries which have capital to export cannot !>e secured by markets in which 
security is lacking. Confidence in the economic conditions will not be secured unless the proceeds 
of the loans they raise are devoted to productive purposes. New countries which have borrowed 
for purposes of economic development must prepare for the time when the service of their 
foreign obligations exceeds their new borrowings and the balance of their capital and interest. 
account thus becomes passive. Such preparation lies not in the purchase of large stocks of 
gold, but in the active development of their productive forces. But countries in the earlier 
stages of their economic development will, as we have stated above, require relatively large 
reserves in gold or foreign assets to meet variations in their harvest returns or in the supplies 
of short-term capital rendered available to them. 

To countries which have to meet the service of debts which were not incurred, or have 
not been employed, for internal economic development, the need of caution in further 
borrowing is obviously still more imperative. Temporary borrowing intended to postpone 
such fundamental adjustment of values and of the re-organisation of production as is required 
in order to render a debtor State able to meet its liabilities, is likely later only to intensify 
the difficulties by which it is faced. Nor are those difficulties likely to be alleviated in the long 
run by the artificial stimulation of exports by bounties or subsidies, or by the artificial restric
tion of imports by tariffs or prohibitions. 

Countries with funds a~ailable to lend are in a stronger position, as they are not 
dependent upon external supplies of capital to satisfy their domestic demand for capital. 
In addition, they can influence the markets in the countries seeking loans by the terms on 
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which they are prepared to lend, and in a lar~e measur~ dete~ine the ~b)ects. to whic~ the 
loans they grant are devoted. Their power to mfluence mternahonal cond1hons IS accord~ngly 
greater than that of borrowing countries, and that greater power involves correspondmgly 
greater responsibilities. · . . . . . . 

In order that equilibrium may be mamtamed m such countnes _1t IS nec':ssary that the 
volume of foreign lending should not exceed or fall far short of the1r net acbv~ balance o"!l 
income account. If foreign lending is relatively too great, an export of gold w1ll result ; d 
it is too small, gold will be imported. But foreign lending will be determined-granted normal 
political and economic conditions-by the relationship of interest rates at home and abroad, and 
the balance on income account mainly by the relationship of domestic to foreign prices-and 
changes in interest rates may be effected both more rapidly and more directly than changes in 
prices. It does not, of course, follow that foreign lending should not be increased or contracted, or 
that the balance of trade cannot be affected ultimately by such processes. But changes in 
the volume of lending should be gradual and not spasmodic . 

..,. -• •• A country in a strong creditor position on short term account or with considerable funds 
-~~oro~ .. ,.,.u to lend can do much to check the effects of minor and temporary disequilibria. On the other 

hand, if it suddenly withdraws its credit or if it fails to maintain an adequate and even flow 
of capital, it may cause unnecessary disequilibria. This would force on other countries whose 
supply of available funds is relatively restricted measures for the adjustments of their price 
level which would otherwise have been unnecessary. These readjustments are apt to react on 
the international price-level and so to cause disturbances in the whole system of the world 
economy. 
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Similarly, if lending countries fail to restrict their loans to productive purposes their 
debtors may be driven at some later date to undergo a painful process of price contraction 
with all its possible harmful effects on production and the national standard of living. 

These two major obligations of lending countries-the maintenance of a steady flow of 
capital and credit and the restriction of loans to productive purposes--can, however, only 
be met, if the organisation of markets for the flotation of long-term foreign loans and the 
introduction of foreign securities is adequate and confidence is not undermined by general 
economic or·political insecurity. 

Lending must not be impeded by artificial restrictions such as discriminatory rates of 
taxation or exchange control. We believe that any measures designed to improve the mechanism 
for the issue of foreign loans, or to promote international transactions in existing securities, 
would contribute to the smooth working of the gold standard, granted the powers of Central 
Banks to control temporary disequilibria are adequate. We have in mind such measures as 
the. improvement of facil;ties for foreign investments, the quotation of foreign securities on 
natiOnal Stock Exc~anges~ the equalisation of taxes on domestic and foreign investments. 
We a}so attach particular Importance to the discussions now taking place with a view to the 
solutl~n of th~ problem of double taxation. The high rates of taxation in certain countries 
cons~1tute ~ msuperable ba~er to capital movements in cases when, owing to the absence of 
any ~tematlonal ~nderstandmgs, the owner of foreign securities is liable to be taxed twice on his 
hold~gs. We r~alise, h~wever, that all these various measures designed to facilitate long-term 
lending and the mtemat10nal purchase and sale of securities will require time for their perfection. : .:..== Bu.t m~asures designed to permit the free flow of capital may prove harmful rather than 

- ro~ru.. be~efictal, If_ they are :"ccompanied by restrictions on the exchange of the goods and services 
wht~h constitute the 1tems of current account in the international balance of payments. 
~apttal, as we have stated above, can only move in the form of g&ods or gold or claims to exist
mg ~~~th. If the flow of capital is accelerated and that of goods restricted by tariffs or 
prohtbttJons, a constant strain on gold reserves and, in consequence, on the structure of credit 



- 2I-

maintaining national values may be created. A similar strain will be caused if a country 
endeavours to maintain its level of wages or other industrial costs above the level 
at which it can successfully place its goods on foreign markets. Adherence to an international 
monetary standard at once implies and necessitates adherence to an international economic 
system. 

The central authorities. have, as we have seen, two functions of special importance to 
perform-the prevention of such disequilibria as may be averted by monetary policy and 
the restoration of equilibrium when balance has been lost. We have already pointed out that 
to obviate unnecessary adjustments Central Banks. are compelled to keep a reserve 
in gold in excess of their legal minimum and suggested that the reserve stipulations should 
be modified. But the unnecessary export or import of gold may itself be avoided by means 
of the provision of short-term credits between Central Banks. Inter-Central Bank credits 
postulate a co-operation and mutual understanding the steady development of which should, 
in our opinion, be the constant object of these institutions. · 

When adjustments are required they are under existing conditions effected by means 
of a modification in the rates of interest. The efficacy of the Central Bank's oontrol"is therefore 
mainly determined by its power to influence these rates. The manner in whioh a change of 
rates makes its influence felt has already been explained in SeCJtion III above. In certain 
countries the central control has been greatly increased in recent years by the adoption or 
perfection of what are known as open market operations. By this term is understood the 
direct purchase or sale of bills or securities on the market by the Central Bank with a view 
to increasing or decreasing the cash reserves of the commercial banks. If securities are sold 
in sufficient quantities the liquid resources of the market will be diminished and its power 
to augment the volume of credit curtailed. The Central Bank can thus at once influence the 
market rates up to a certain point without changing its official rate of discount and render 
that official rate effective. 

We do not propose to enter here into the detailed technicalities of this system. Its efficacy 
is, however, undisputed, and we mention it because we consider that effective collaboration 
between Central Banks must depend to a large extent on the possession by each one of them 
of adequate powers to control its own market. We realise that conditions do not render it 
advisable to introduce this system now into all countries ; but we are of the opinion that the 
revision of bank statutes in such a way as to give powers to Central Banks in certain cases to 
conduct this form of operation constitutes one of the questions which deserves careful study. An 
allied question to the study of which we would draw attention is that of the desirability of 
requiring commercial banks to keep a defined cash reserve with Central Banks. Such a measure 
would in our opinion materially aid Central Banks in the execution of their functions. A more 
extended use of commercial bills would also assist Central Banks. 

Finally, in this connection we may perhaps draw attention to certain points on which the 
Financial Committee has always laid particular emphasis-namely, the provision of adequate 
measures for. the repayment of State debts to Central Banks and the principle of concentrating 
with Central Banks the liquid funds both of the State and State enterprises and of semi-public 
financial institutions. Measures should also be taken to assure the co-ordination of the 
policy of large public or semi-public financial institutions with that of the Central Bank. 

VI. FINAL OBSERVATIONS. 

In a previous section we laid emphasis on the fact that the present distribution of gold 
was due to causes in part political, in part economic or fiscal. In later sections we have 
endeavoured to outline the conditions upon which a beneficial distribution of gold may be 
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secun'd. The first of these conditions is public confidence ; others are related to economic 
policy in the widest sense of that \~ord, ~thers again, and those on which w_e have naturally 
laid especial stress, to monetary policy. We des1re before concludmg to make 1t clear, h~wever, 
that the banking principles the application of which is likely to prevent a mald1stnbutwn 
of gold stocks and to secure economy in their distribution, will not by themselves ameliorate 
the existing distribution in so far as that is at present defective. · 

A constant flow of monetary gold from or to any country is a sure sign of maladjustment 
in international values or interest rates, or of a lack of public confidence. Such maladjustment, 
if confidence is restored, the application of these principles should overcome. 

We venture to believe that if the principles that we have elaborated above are generally 
accepted and applied, more economical distribution of gold in future years may be secured, 
granted the general political and economic conditions are not such as to create disturbances 
which no monetary policy can hope to counteract. Such distribution will go far to prevent the 
amount of the supplies of new gold from exercising an influence on the long-term trend of 
the purchasing power of gold in the future. 

But the application of these principles can only be expected if the Central Banks are 
allowed the necessary freedom-a freedom which will be, we consider, assured by the 
legislati,·e changes we have suggested. Further, we attach special importance to the closest 
possible co-operation being maintained between these institutions, for the measures we have 
mentioned imply a close co-operation between Central Banks at an early stage, with a view to 
preventing developments which may ultimately cause disequilibria, and, at a later stage, if 
for one reason or another disturbance has not been avoided, with a view to localising that 
disturbance and securing that the necessary correctives are put into operation. 
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PREFACE. 

The Gold Delegation of the Financial Committee, which was appointed to " examine into 
and report upon the causes of fluctuations in the purchasing power of gold and their effect . 
on the economic life of the nations", discussed at its third and fourth sessions (November 1930 
and January 1931) the problem of the distribution of gold, and to this subject it devoted its 
Second Interim Report. 

In connection with this part of its enquiry, the Delegation had invited Professor Aftalion, 
of the University of Paris; Professor G. W. J. Bruins, Commissioner of the Netherlands B~tnk, 
formerly Commissioner of the Reichsbank; Professor Gregory, of the London School of 
Economics; and Mr. George E. Roberts, Vice-President of the National City Bank of New 
York, to prepare memoranda oil the causes and effects of the gold movements in recent years 
into and out of France, Germany, Great Britain and the United States respectively. These 
memoranda are published in the present volume, together with certain statistics prepared by 
the Secretariat. 

While these memoranda were submitted to the Gold Delegation at its request and are 
published on the authority both of the Financial Committee and of that body, the responsibility 
for any statements or expressions of opinion contained in them rests solely with the individual 
authors. 

Geneva, February 12th, 1931. 
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[Tra~lation.] 

THE CAUSES AND EFFECTS OF THE MOVEMENTS OF GOLD 
INTO FRANCE. 

By Professor Albert AFTALION. 

The flow of gold into France since 1927 has been one of the characteristic features of 
these past few years. From 1927 to the middle of 1929, the gold imports were made for the 
most part by the Banque de France. Since the middle of 1929, they have been made for 
private account, independently of the Banque de France and probably against the wishes of 
those responsible for its policy. 

At the end of 1926, the gold holdings of the Banque de France amounted to 8,684.5 millions 
of the former francs, being the equivalent of 18,128 millions of the present francs. In April 
1927, the Banque de France received back 462.8 millions of gold, which had been handed over 
to the Bank of England during the war as security for advances. But this sum was sold again 
shortly afterwards to the United States. 

In addition to the increase due to imports, the gold holdings of the Banque de France 
were also increased by purchases of gold coin from the public in France, to the amount of 
4,180 millions of present-day francs. 

As the total holdings of gold amounted on September 26th, 1930, to 48,431 million francs, 
it follows that the imports of gold into France from the end of 1926 down to September 26th, 
1930, total 26,123 million francs. 

If it is held that the gold received back from the Bank of England in April 1927 should 
be deducted from this total-because it already really belonged to France-then the net 
acquisitions of gold by France since the end of 1926 amount to 23,840 million francs. 

I. CAUSES OF FRENCH IMPORTs OF GoLD. 

The predominant factor which, during the period as a whole, Jed to or made possible the 
French imports of gold, was the favourable position of the French balance of payments. 

Our balance of payments, which was favourable even before the war, began (at any rate 
from 1925 onwards) to put clear credit surpluses at our disposal after payment of the private 
debt arising out of the unfavourable balances of the years 1914 to 1920. Before the 
war, the surpluses of the balance of payments were employed to a small extent for acquiring 
gold, but mainly for long-term investment in foreign countries. Since 1925,. when surpluses 
again began to be available, there has been no resumption of long-term foreign investment, to 
which France had for so many years ceased to be accustomed. Hence the accumulation of 
foreign exchange and gold. 

In 1925-26, in addition to the legislative obstacles in the way of capital exports, the 
insecurity of the monetary position made long-term foreign investments unattractive. Short-
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t · tments were preferred, investments in foreign exchange, deposits in foreign banks, 
0~"",~;:es of ~-onunercial paper with short maturities-all ?f which could. be_ dropped and 
takp n up again according to the changing aspects of the rabo between to national currency 
ande foreign currencies. In 1925-26 the depreciation of the franc led to a demand for foreign 
exchange with appreciated quotations. The surpluses of .the balanc~ of payments '_Vent to 
build up a total holding of foreign exchange which was even then considerable, but whiCh was 
hdd by individual Frenchmen. _ 

After December 25th, 1926, when it was decided to stabil~se the franc de facto, and the 
Banque de France began to purchase foreign exchange at fixed pnces, many Frenchmen brought 
their capital back into the country-that is to say, they handed_ over thei~ foreign exchange 
to the Banque de France in return for francs. The French holdmg of foreign exchange then 
passed in successive stages into the hands of the Banque de France. 

Other lame quantities of foreign exchange were handed over to the Banque de France 
in return for francs by foreign capitalists speculating, first on the rise of the franc, and later 
on the rise of French securities, which they purchased with the francs they received. 

Fed from these two sources, the foreign exchange holdings of the Banque de France 
continued to grow. The Banque de France placed this foreign exchange in other countries, 
thus returning to the foreigners the capital which it had just received from them. The latter 
were thus enabled to bring it to the Bank once more; and, as the Bank in its turn again 
placed these sums abroad, there was nothing to prevent this cycle of operations with the 
same capital from continuing indefinitely, swelling the Bank's holdings immoderately and 
producing inflation twice over-in France by reason of the francs given by the Bank in return 
for the foreign exchange, and in other countries by reason of the investments of foreign exchange 
effected there by the Bank. 

This was one of the reasons which led the Banque de France to exchange a part of its 
foreign exchange in other countries for gold. By purchasing gold it reduced Its foreign 
investments, and diminished the multiplication of capital which has been described. 

Another reason that induced France to purchase abroad was the desire to reconstitute 
the gold stocks she had held before the war. In 1914, the gold in the vaults of the Banque 
de France and the gold in circulation in the country may have totalled some 7 to 8 milliards 
of fonner francs. In 1926 the gold held by the Banque de France, plus the gold which it was 
afterwards to take back from abroad, was barely 4 milliards. A great part of the French 
stock of gold_had therefore found its way abroad, mainly to the United States, and the Banque 
de F!"nce might well fed called upon to add to the gold holdings of the country in order to 
prov1de an adequate metal backing for the stability of the franc. . 

It may be said th~t,_during the period from 1927 to the middle of 1929, when the Banque 
de France was the pnnc1pal buyer, Its purchases tended to establish a better balance in the 
world's distribu~ion of gold. The pre-war balance had been upset by the exodus of French 
r;old ~ ~he Umted States. The Banque de France was working to restore a better balance 

Y bnn~ng ~old back f~m a c;o~try in which there was a superabundance of it to the country -
from wh1ch 1t came an~ m which Jts absence was felt. The Federal Reserve Banks of America 
were well a":are of this, and showed much good grace in facilitating the movement of gold 
from the Uruted States to France. 
b . ~e influx of for~ign exchange to the Banque de France continued notwithstanding, 
. nngm_g_ the to~ holding up to more than 40 milliards of francs. The desire to strengthen 
Its ~1b?n, which had already led the Ba~ to pu~c;hase gold, was one of the causes for the 
~bst~~rfn °h June 25th, 19~~. o! the de 1ure stabiliSation of the franc with the gold bullion 

n . ?r t e ~ facto stabilisation on the basis of the gold exchange standard which had 
:enBn exJste;ce .ymce the end of December 1926. With the abandonment of the la'tter system 
ca:itaj~~ln :Ont~~~~iC:~f ~h ~onger :a':!pell~ to purch~e foreign exchange. If foreig~ 
they were now r uired to a · eu 8/:f.c 1008 !" Fra~ce, sbll asked for francs at the Bank, 
that fore· b eq . P Y 10 !r? d, an~ no~ 1D foreJ.gll exchange. It was hoped, however, 
jrold to F~nC:~:nt :s~:ct b~ rai_smg thh1r dJshunt rate, would prevent the flight of their 
mcrease after the de ·ure sta'bilt::~Fo exc ange oldings of the Banque de France ceased to 
re~nained fixed in the 1neighbourhood n f 0:

6 
th~ll~adsnc. Indeed, i~ actually decreased~ and then 0 nu 1ar after the nuddle of 1927. But 1t was now 
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the tum of the private banks to experience a heavy increase in their foreign exchange holdings 
-no longer as a result of foreign capital coming into the country, but merely as a consequence 
of the favourable balance of payments. The extent of this favourable balance made it possible 
to return to the foreign speculators, who were now winding up their transactions in France 
and repatriating their capital, the foreign exchange which they had brought into the country; 
and still the balance of payments left us with considerable sums to our credit, and these
since they were no longer absorbed (as before the war) by long-term foreign investment, to 
which the French were no longer accustomed-could only continue to accumulate in the form 
of foreign exchange in the private banks. 

Just as the stocks of foreign exchange in the hands of the Banque de France had led to 
a first period of gold imports into France, so the stocks of foreign exchange in the hands of 
the private banks were to inaugurate a second such period. 

Towards the middle of 1929, the Banque de France ceased to purchase gold abroad. Its 
purchases represented for the most part, as we have seen, a return to a better balance in the 
world distribution of gold, since they restored to France a part of the gold lost as a result 
of the war, and since the gold came mainly from the United States, where there was a glut of 
it. The gold holdings of the Banque de France at the middle of 1929 totalled some 861 milliards 
of present-day francs, or rather over 7 milliards of former francs; and the Bank accordingly 
felt that it could call a halt in the work of replenishing its gold stocks. But at this point the 
French private banks came into the field, and began to import gold into France; and these 
imports, which already total 12 milliards at the time of writing, may be regarded as the source 
of a new disequilibrium in the world's distribution of gold. 

But this is nothing more than the result of the normal functioning of the gold standard 
when a country keeps its surplus balances invested on short-term, and does not feel inclined 
to invest them abroad on long-term. With large stocks of foreign exchange, the private banks 
are led at times to sell part of them. This they may do because they consider that their 
exchange holdings are beginning to form too large a proportion of their assets, or because the 
difference between the discount rate in foreign countries and at home no longer seems to them 
large enough to make foreign short-term investment a profitable operation, or because the 
political or economic situation of the country in which they have invested their holdings no 
longer seems to them to offer as complete security as they consider indispensable, or because 
there are times when they need additional francs to meet their maturing obligations in France 
and do not desire to increase their indebtedness to the Banque de :France. Whatever the 
reason, they withdraw their capital and sell their foreign exchange; and these sales may bring 
the exchanges to gold import point.. Frequently the movement of the exchanges is not due 
to French initiative. Psychological and other factors peculiar to foreign countries lead to 
a demand for francs on the part of nationals of those countries; and this demand may also 
bring the foreign exchanges to French import gold point. Imports will then take place on 
account of the profits which they bring to those who make them. 

It is the fluctuations of the exchange which are the main factor in the spontaneous 
movements of gold. It used to be maintained, and still is maintained, that gold goes to the 
country where it has most value in relation to goods-that is to say, to the country where 
prices are lowest. But, in order to have the advantage df lower prices in a given country, it 
IS sufficient to send foreign exchange there; there is no need to send gold. It is more accurate 
and safer to say that gold goes to the country where it has most value in relation to the 
exchange-that is to say, to the country which has the highest exchange rate. It leaves 
places where it can only be bartered at the banks of issue for foreign exchange, the value of which 
has declined, in order to go where it can be exchanged for foreign exchange the value of which 
is still high-as soon, that is, as the difference in the value of the respective foreign exchanges 
is large enough to off-set the cost of moving the metal. Gold thus found its way to the United 
States throughout the entire period when in the rest of the world the currency was depreciating. 
It now moves frequently to France because of the high exchange rate of the franc. · 

It had been hoped in France, at the time of the currency reform of June 1928, that these 
movements of gold to France would be arrested by the rise in foreign discount rates. Experience 
now shows that too much reliance was placed on the effect of the discount rates. It is not 
that the discount rates failed to act in the way anticipated. The difference in the rates of 
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. 1 • the abundance of French capital which found its way at short-term to Engl~nd 
did~ exp amWhat experience has shown is that a higher disc:ount rate may ~ad foreign 
: ita!, b:tn~~nnot always retain it. Given onE! or other of the circumstances descnbed above, 
c/ital is withdrawn; and this may provoke outward movements ?f gold. . 

p Th li f the Banque de France is not, therefore, responsible for French Imports of 
ld sU:c~h~y ~ddle of 1929. The Bank merely applies the fl;lles of the gold sta':ldard. It 

~ t ftled to refuse gold when gold is offered. What requires to be changed Is not the 
IS {:t llc~ of France, but the foreign investment J>?licy. If England, whose bala~ce of 
go vm!:ts is also favourable, were to cease for five or SIX years, as ~ranee has _done, to mv~t 
rapital at long-term abroad, England also would undoubtedly experience a period of excesSIVe 
gold imports. 

IL THE EFFEcrs IN FRANCE AND ABRoAD oF THE FRENCH GoLD IMPORTS. 

-
(a) The Etfect8 in France. 

The accumulation of gold, like the former accumulation of foreign exchange, in the 
vaults of the Banque de France had made a section of French public OJ?inion,. as well aa of 
French .official opinion, apprehensive of _a~ ~crease in the mone~ circulation, and !'-S a 
corollary to such increase--since the quantitative theory of money sbll has so many partisans 
-of an increase of prices in France. 

An increase in the monetary circulation has, indeed, taken place. No doubt the Banque 
de France has not fully utilised the credit potentialities which the 'new gold in its vaults 
represents. The proportion of gold to the liabilities of the bank has increased from 40.4 per 
cent at the time of the tk jure stabilisation of the franc to more than 52 per cent in 
September 1930. Meanwhile, the amount of the notes in circulation has increased appreciably, 
from a total of 53 milliards of francs at the end of December 1926 to some 74 milliards of francs 
at the present time at tbe ends of the months. The increase is in the neighbourhood of 40 per 
cent. The deposits in the various banks have also increased, and in even greater proportion. 
But, in spite of the quantitative theory of money-which (it may be said) the facts since 1921 
have steadily refuted in France-it is difficult to maintain that the increase in the circulation 
has led to a rise in prices. The index number of wholesale prices in France, which was 640 
at the time of the tk facto stabilisation of the franc at the end of December 1926, remained 
in the neighbourhood of that figure, with slight fluctuations above and below it, until March 1929, 
when a marked decline set in, bringing it down to 544 at the end of August 1930. 

True, it has been said that it is not wholesale prices, which are influenced by the inter
national price-level, but retail_pric~ in. F~nce that would fee! the effects of internal inflation. 
But the mdex number of retail pnces IS little more than an mdex of the prices of foodstuffs, 
the movements of which are attributable mainly to variations in the harvest returns and to 
the v~ ht;avy stiffening of the protective duties on agricultural produce that has come into 
okerabon smce 1927.. To refute the assertion that the retail price index number has been 
a ect:_ed. to any .considerable extent by the monetary circulation, we need merely point out 
that it IS only sh~,:htly over the _figure at the end of 1926, and that the tendency of retail prices 
to hold ~mt against the fall m w~olesale prices is not peculiar to France, but has been 
o~rv~ m a number of other countries, even where there has been no increase in the monetary 
circulation. 

It does not appear, ~herefore! that the accumulation of gold in France has had, up to the 
P~nt, any r~lly considerable mfluence on prices. But it remains true, nevertheless, that 
}hiS accu_mulatlo_n has been usel~s ever since the gold holding has exceeded the amount required 
. or a -?hd backmg to the no~ ISsue. ~he excess of gold is in certain respects wasteful, since 
~b~ves the country of the mcome wh1ch the gold would be earning if remuneratively invested 
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(b) The eflecta on the world of the accumulation of gold in certain countriu. 

While in France our gold imports are attacked because of the grave danger of a riae in 
nternal prices which they are considered to involve, in foreign countries they are attacked 

as involving a serious danger of a fall in world prices. True, part of the gold brought into 
France comes from the United States, in which .there is an even greater glut than in our own 
country. But the view generally taken is that, the fold in the United States and in France 
not being utilised to the full to increase the media o payment, the world's total of monetary 
instruments is restricted, and this-in conjunction with a prospective decline in the production 
of gold-threatens to induce a big drop.in prices throughout the world. 

The invalidity of this contention, so far as the present crisis and cyclical depression is 
concerned, is proved by the case of the United States, which had been the focus of the world 
crisis in spite of the large stocks of gold that they hold. But we are told that the thesis 
holds good if we take the movements of prices over a long period. ' 

In that case, however, we are no longer dealing with an ascertained truth. We are dealing 
with a hypothesis based on the quantitative theory of money, and on that theory in its least 
ingenious forms, in the shape of those dogmas which allow only for the influence of the quantity 
of money and ignore the velocity of its circulation. The hypothesis requires the confirmation 
of fact. 

The experiences of recent years, and earlier experiences in the matter of c•urrenC'y, 
have proved that the quantity of money has not the sovereign influence on prices which is 
attributed to it. On the contrary, it is frequently the monetary factors which adjust them
selves to variations in prices. In the case of a relative contraction of the circulation in 
particular, the movement of prices has sometimes given rise to changes in the velocity of the 
circulation, or led to more lavish recourse to those forms of credit which economise the use 
of money, to supplement the inadequacy of the circulation. In the years 1922 to 1924, a very 
marked rise in pnces took place in France as a result of the influence of the exchange, although 
the circulation was almost stationary. In a number of other countries marked increases in 
prices have been frequent since the war, though in some cases the changes in the circulation 
were only slight. The increase in the velocity of the circulation coming into. play enabled 
the rise in prices to continue. 

The velocity of the circulation should not be regarded as a constant. It is subject to 
regular cyclical variations, and also to variations extending over long periods. In my book 
".Monnaw, prix et change" I have traced the existence of variations of this kind in France, 
notably an increase in the velocity of the circulation in two periods of price increases from 1850 
to 1878 and from 1896 to 1914, and. again a decline in its velocity during the long period of 
declining prices from 1873 to 1896. The same conclusion is surely suggested by Professor 
Cassel's gra'fhs of comparative movements in the demand for money, prices and the production 
of gold. I in long periods of rising prices the price-level has risen to a greater extent than 
would have naturally resulted from the increase in the production of gold, and if in long periods 
of falling prices it has declined to a greater extent than would have naturally resulted from 
the decrease in the production of gold, does not this imply either more extensive variations 
in the quantity of money than in the production of gold, or long-period variations in the 
velocity of the circulation of money ? 

Similarly, with the development of new forms of credit which effCC't economy in the 
use of money, was there not seen in England, after the famous Act of Sir Robert Peel, which 
was intended to bring about a restriction in the monetary circulation, that there was an increase 
in the media of payment as a result of deposits and payments by cheque, to an extent which 
no one could have foreseen, and which would probably have terrified those who framed the 
famous Act of 1844? 

It is not at all established that the movements of prices in all countr;es are strictly 
dependent upon the quantity of money in cireulation, still less upon the quantity of gold 
in those countries. · 

.. I admit the influence of the production of gold on world prices, but not for the reasons 
given by the quantitative theory of money. Technical advances and the tendency to increase 
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the production of commodities are factors which make for a decline i!' prices. A marked 
increase in the production of gold, on the other. hand, au~ents the mcomes of nume~us 
individuals, and thereby produces a counterbalancmg ef!ect which may arrest the. fall of prices 
or even lead to a rise. There is nothinJr compara~le m. the ~ase of a change m the world 
distribution of gold. It involves no .last~ng change m p~Ivate mcomes, and consequently does 
not appear likely to exercise a Iastmg mfluence on prices. 

Such influence, in any case, could only be te~porary. ~he movements of gold from ~he 
United States and France to countries which have little gold might serve to promote productive 
activity in those countries; and this, by increasing the inco~es of emplo~ers and employees, 
might help to bring about a rise in prices. But, unlike the mcrease of . mcomc; ~ ~ res.ult 
of the production of gold, increase of. income as a ~ult. of productive acbv_Ity Imphes, 
ea: hypothesi an increase in the productiOn of goods, which m due course makes Itself felt on 
the market' and, ipso facto, lowers pric~ and also. incomes. . . . 

One might perhaps admit that the difficulty which the banks of ISsue and countries Without 
much gold .experience in i1_1creasing their circulation, owing ~o the absence of any immediate 
substitute for the gold which they lack, may for short periods prevent the full development 
of their economic expansion, and to that e."ttent may tend to prevent an increase of prices. 

It may be also that the necessity of jealously defending their scanty s11pplies of gold 
compels the banks of issue o(. these countries to raise their discount rates to a high level, which, 
by restricting productive activity, tends to decrease prices. But this contention is subject 
to reservations. In the past, long periods of falling prices have coincided with long periods 
not of increase, but of decrease in discount rates. There was a long period of decline both in 
prices and in the discount rate between 1873 and 1896. There was a long period of increase 
both in prices and in discount rate between 1896 and 1914. An increase in the discount rate 
has not, up to the present, been a factor in any long period of falling prices. 

While, therefore, it is not impossible that the unequal world distribution of gold may 
have some effect in the direction of lowering prices, its influence in this direction is not certain. 
It is still less certain that that influence is really powerful. If, therefore, the decline in the 
production of gold necessarily involves a fall in priCes, it does not appear to be proved that 
any better balance in the world distribution of, gold could arrest such fall. 

The unequal distribution of gold thronghout the world is none the less an evil, but not 
so much because of its effect on prices as because of the instability which it is capable of 
producing in the rate of discount and in the exchanges of the various countries. It is for this 
reason desirable that the inequalities in distribution of gold should be lessened. 

Ill. STEPS TAKEN IN FRANCE AGAINST GoLD IMPORTS. 

From what precedes, it w!IJ be seen that certain of the adherents of the quantitative theory 
of money attack the French Imports o! gold fo~ producing a regrettable increase of prices in 
Franc~ a~d a regrettable decrease of pnces outside France. Those who do not believe in the . 
quantlta~Ive theory may t~ink that the influence thus attributed to the present distribution 
of gold IS exag~er~ted,_ while at the same time regarding it as desirable that there should be 
a more «:<<ua! distnbut10n for the reason that, i!l France and in the United States, part of the 
raid. which IS DC!~ used for COVer purposes might be advantageously replaced by additional 
s::!~ f!f secunt.Ies, and also for the reason that, in other countries, it would allow of greater 

ility m the discount and exchange rates. Here the interest of France and the interest 
of thT ~o~ld appear ~ be one in every respect. 

his Identity of mterests has been realised in France and for some time past measures 
have been taken by the compete~t authorities not to oppos~ directly the imports of gold which 
~redia consequence of the op~rat10n of the gol~ standard, but to put difficulties in their way 
m redJy. These measures mclude the followmg: 

hi ~~ The iinte
1
nance haby the Banque de France of its discount rate at a level 

w c IS genera Y ower t n that of foreign countries in order by the mar in thus 
created, to encourage the movement of capital and gold from Fra~ce to other c!untries. 
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Before the present world depression, when the official rate of discount had been increased 
to 6 {ler cent in New York, 6! per cent in London, and still higher figures elsewhere, it 
remamed unchanged at 3i per cent at the Banque de France. After the crisis, when 
the discount rate began to be reduced throughout the world, the Banque de France, 
though it had not followed the other banks in increasing its rate, did not hesitate to 
follow them in decreasing it, first to 8 per cent and later to 2! per cent. 

_ (2) In spite of its anxiety to reduce its holding of foreign exchange, the Banque 
de :France has ceased for more than a year past to sell foreign exchange on the market 
when the franc was near gold export point, and has more than once allowed some of 
its gold to go to foreign countries. 

(3) In order to reduce the temptation to the French banks to sell their foreign 
exchange for francs to finance their monthly requirements, thus leading to gold imports, 
the Banque de France has agreed to rediscount commercial bills for seven days only. 

( 4) The French Treasury, although it also has a large holding of foreign exchange 
that has at times exceeded 11 milliards of francs, and at the present time requires 
francs for the purposes to which it proposes to devote its holdings, had decided not to 
sell its foreign exchange on the market, in order to prevent a decline in the foreign 
exchanges and the accompanying in1ports of gold. It proposes to hold its foreign 
exchange for the purpose of supplying various French public bodies and organisations 
which have foreign debts to pay off, as and when they require it. 

(5) A number of steps have been taken by the French Parliament and Government, 
first to increase the French market for international bank acceptances, and, secondly, 
to encourage long-term foreign investments and purchases of foreign securities. As 
regards the latter point, the reduction from 4 per cent to 2 per cent, and later to 1 per 
cent, of the stamp duty on foreign securities, and the reduction from 25 per cent to 
18 per cent of the tax on income from foreign securities, may be quoted in this connection. 
Foreign securities are now, in practice, taxed at a lower rate than French securities, 
because they do not pay the tax on transfer from hand to hand, which, taken together 
with the income tax at 16 per cent, amounts to a total deduction of 20 per cent to 
25 per cent or more on the dividends on French securities. 

The above measures, amongst others, show that there is a distinct French policy of 
opposition to gold imports. Present circumstances have not yet allowed these measures to 
produce all the effects which were anticipated. The lowering of the discount rate in foreign 
countries is not calculated to do much to stimulate our exports of capital at the present time. 
The world depression, moreover, which does not encourage French capitalists to purchase 
French securities, encourages them equally little to make long-term investments in foreign 
countries, in spite of the reductions of the taxation on such. Further, political or economic 
conditions in certain foreign countries are leading to the export of capital, which seeks a refuge 
in France, where the situation is considered more stable and more certain. It may be 
supposed that when the present difficulties have passed, the French policy of opposing gold 
imports will have more ample results. Other reforms, which may accentuate the movement 
desired, are also under consideration in France. . But, in the case of some of these reforms, 
such as those in the matter of double taxation, the official co-operation of other countries may 
be necessary. 

Albert AnALIOX. 

Paris, October 19:!0. 
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THE MOVEMENTS OF GOLD INTO AND OUT OF GERMANY 
SINCE 1924. 

By Professor G. W. J. BRUINS. 

I. REicusBANX AND PRIVATE BANKS OF IssuE. 

In addition to the Reichsbank, there are four small banks, the so-called {lrivate banks of 
issue-viz., the Bayerische Notenbank, the Sii.chsiche Bank, the Wilrttemberg1sche Notenbank 
and the Badische Bank. · 

Bv the Bank Law of August 80th, 1924, the note circulation of the private banks of issue 
was Iinuted to a total of IDI. 194 million. As a rule, their actual circulation moves at a level 
about ten millions under this maximum~ The cover also shows considerable stability. On 
September 8oth, 1980, it amounted in all to RM. 65.8 million of gold and Rl'tl. 26.8 million 
of Devi.fen. 

In l"iew of the relatively small importance of the private banks of issue, the considerations 
following will be confined to the Reichsbank. . 

2. D!Fn:RENT FIGURES AS TO THE MoVEMENT OF GoLD, 

The figures of German imports and exports of gold, as reflected by the Reich's foreign 
trade statistics, do not entirely correspond to the modifications in the gold position of the 
Reichsbank; firstly, owing to the circumstance that the Reichsbank can utilise for movements 
in the gold stock its gold deposits abroad (during a great part of the current year these gold 
deposits totalled R:\L 150 million), and, secondly, on account of the fact that the Reichsbank 
also releases gold for domestic industrial purposes. These latter items, however, are, as a rule, 
of little magnitude. 

In this paper the figures regarding the gold stock of the Reichsbank are taken as a basis. 

8. PROVISIONS OF THE BANK LAw. 

Under paragraph 28 of the Bank Law, the Reichsbank is obliged always to hold as cover 
for its notes in circulation : . ' 

(a) At least 40 per cent in gold or Devi.en (foreign exchange) of which not less 
than three-quarters must be in gold; ' 

(b) For the remaining amount, discounted commercial bills or cheques. 

Gold with.in the meaning of this provisi~n is bar gold or German or foreign gold coin (the 
Jl;:und fine be~ cal~lated a~ Rl'tl. 1,892), m so far as such gold is in the {!OSsession of the 

th
ankfror disposad.epos1ted With a fore1g11 central bank of issue in such a way that it 11 at all times at 
e ee I of the Bank. 
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Deviaen (foreign exchange) are bank-notes, or bills of exchange having a currency of not 
more than fourteen days, cheques and day-to-day claims payable in foreign currency at a 
bank of known solvency in a foreign financial centre. They are taken at their current gold 
value. 

According to paragraph 22 of the Bank Law, the Reichsbank is obliged to exchange bar 
gold at the fixed rate of RM. 1,892 for one pound fine against its notes. This pri(•e corresponds 
to the monetary parity of RM. 1,895, less RM. 8 for cost of coining. 

According to paragraph 81, the Reichsbank is under obligation to redeem its notes, on 
demand, at its own option : 

(a) In German gold coin; 
(b) In gold bars in pieces of not less_ than RM. 1,000 and not more than 

RM. 85,000; 
(c) In cheques or orders to pay in foreign currency at prices not exceeding the 

gold export point. 

By paragra{lh 52 of the Law, the coming into force of this obligation was made dependent 
upon the adoption of concurrent resolutions of the Managing Board and the General Council 
of the Bank. On the strength of such resolutions, the obligation of the Bank to exchange its 
notes for gold or Devisen took effect on May 17th, 1980, the date on which the "New Plan" 
became operative. 

The legal provisions referred to all rank among those which, according to the Hague 
Agreement of January 20th, 1980, cannot be modified unless proposals to that effect are 
submitted to the Board of Directors of the Bank for International Settlements and unless, 
if opinions should be divided, the procedure laid down in Annex V a to the Agreement has 
been followed. 

4. so~IE PRE-WAR l<'!GURES. 

For the sake of comparison some pre-war figures are given first. 
At the end of December 1918, the aggregate circulation of coins and bank-notes attained. 

in round figures, M. 6,450 million, inclusive of a gold circulation estimated at M. 2, 750 million, 
The circulation of Reichsbank notes was M. 2,593 million, for which there was gold cover to 
the extent of M. 1,170 million. Consequently, the quantity of gold in circulation and lying 
as cover with the Reichsbank totalled M. 8,920 million. 

5. PRINCIPAL FIGURES AT BEGINNING AND END OF PERIOD UNDER CONSIDERATION. 

The course of the total circulation and of the circulation in Reichsbank notes, as well a 
of the cover in gold and Devisen, from October 15th, 1924 (the date of the first statement issued 
by the Reichsbank under the new Bank Law), to October 15th, 1980, is shown on the attached 
Diagram I. 

At the ·beginning of the period under consideration, the Rentenbank notes, collaterally 
with the Reichsbank notes, occupied an important place, amounting on October 15th, 1924, 
to RM. 1,790.4 million. Owing to gradual redemption, the circulation of the Rentenbank 
notes had decreased by April 80th, 1930, to only R..,l, 860 million. On the other hand, the 
quantity of coins, which at the beginning was only a nominal one, had increased by the same 
date to as much as RM. 974 million. . 

Therefore, the considerable increase displayed in these years by the total circulation is 
wholly reflected in the development of the circulation of the Reichsbank notes. On 
October 15th, 1924, a total of RM. 1,896.7 million was outstanding. On October 15th, 1930, 
this figure worked out at RM. 4,188.8 million. 

On October 15th, 1924, the aggregate cover amounted to RM. 818.1 million, of which 
IDI. 618.6 million in gold and IDI. 204.5 million in Devisen. On October· 15th, 1930, the 
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fi f th total cover had increased to as much as Rc"\1. 2,854.4 million, of which 
gure o e milli' . D . 

IDI 2 180 5 million in gold and RM. 178.9 on m evaaen. · fu thi~ connection, one should not lose sight of the fact that, as already s~ted, only t~ose 
investments abroad which have a currency of fourteen days or 1~ are co~s1dered. as D~"!en 
available for cover. Foreign bills having a ~onger.currency are mcluded m the 1tem bills 
and cheques ", which also comprises home bills. . 

The annual reports of the Reicbsbank state the figures of all Devaaen as per Decem~er 31st 
of each year. The figures of the Deviaen not available for ~v~r can therefore be mferred. 
In the past few years, the highest amount was RM. 1,052.7 million on December 31st, 1924, 
and the lowest RM. 190.0 million on December 31st, 1927. _ 

6. SUliSEQUENT MEAsURES OF THE REICHSBANK IN REsPECT OF PURCHASES 

AND I>EuvERY OF GoLD. 

The considerable increase in bank-note circulation which especially occurred in the former 
years induced the Reichsbank to reinforce its cover proportionately and, seeing that at least 
three-quarters of the minimum cover must consist of gold, to replenish in the first place its 
gold stock. 

As regards the purchase of gold, one should discriminate between two periods; the first, 
that during which the Reichsbank itself effected these purchases abroad, and, the second, that 
in which the Bank confined its activity to taking over the ~ld offered by the gold arbitrage. 
The year 1927 forms the transition between these two per1ods. 

At the beginning of the first period the situation, as a consequence of the inflation, was 
still artificiaL The discount rate of the Reichsbank was 10 per cent, but the interest rate for 
short inland credits was considerably higher. Consequently, the Reichsbank could maintain 
its discount rate only by means of a rigid restriction of credits. In the foreign exchange market 
the Reichsbank maintained for the dollar a fixed rate of 4.20. The Bank delivered and 
received foreign exchange at rates based on this fixed dollar rate, obtaining the requisite gold 
cover by exchanging Deviaen for gold. 

In the course of the year 1925, these measures were gradually discontinued. Although 
the discount rate was lowered to 9 per cent as early as February 26th, 1925, and credit 
facilities were gradually made easier, the restriction of credit was not actually abandoned 
altogether until December 8rd, 1925. In September 1925, the releasing of gold for industry, 
which during the preceding years had been discontinued, was again resumed. The system 
of a pegged dollar rate was abandoned on August 28rd, 1926, thus opening, in principle, the 
possibility of gold arbitrage. As a matter of fact, however, the Reichsbank continued to main
tain the rates of exchange well above the gold import point, so that a private gold traffic with 
foreign countries could hardly develop. 

~ order~ attract the gold available in the country, the Reichsbank had, at the beginning, 
fixed 1ts buymg rate at RM. 1,895 per pound, corresponding to the actual monetary parity. 
On October 1.8th, 1927, this was reduced to the present legal price of RM. 1,892 per pound 
fine, as mentioned above. 

During 1~2~, as evidenced by the diagram, the ~old stock was remarkably stationary. 
It was not until m the course of 1928 that the stock agam commenced to increase. It appeared 
~hat the ~eichsbank had changed its attitude and allowed the exchange rates to reach the gold 
1m port pou~ts, so that. from now on. such increases reached the Reichsbank through the channel 
of gold arb1trage earned out by pnvate banks. 
. As regards ~elivery of g:old, although it was not yet legally bound to exchange its notes 
mto g_?ld or Devuen, the ReiChsbank constantly maintained during this period the standpoint 
that, !f the develoJ>me~t of the ra~ of e~change should bring about a legitimate demand for 
~old, 1t. W«;mld not hes1tate to make 1t available. This principle was enunciated several times, 
Inter aluz m the .annual repo';"l for 1926. 1l As a matter of fact, such gold deliveries never took 
plac~ as the Re1chsbank satiSfied ~he demand for foreign currencies by delivering Devisen at 
a pnce under the gold export pomt. Whenever replenishment of the Deviaen stock proved 
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to be necessary, the Reichsbank itself carried out the requisite export of gold to foreign countries, 
The Bank, for instance, acted in this way in the spring of 1929 and also during the past few 
weeks. 

7, THE PoLICY OF THE REICHSBANK WITH REGARD TO ITS CoVER. 

CHRONOLOGICAL REVIEW. 

The actual course of the stock of gold and Devisen available for cover during the,eriod 
under review is shown, as stated above, in Diagram I. On the other hand, Diagram I gives 
a synopsis of the progress of the prozentual cover, while Diagram III reflects the development 
of the rat~ of exchange. The last diagram illustrates the course of the dollar, of the pound 
sterling since its parity was restored, and of the French franc since its stabilisation. The ratios 
are expressed in percentages of parity and, therefore, can be compared one with another. 

Generally speaking, the impression is given that the policy of the Reichsbank was directed 
to prevent the cover from dropping below 50 to 60 per cent, the Devisen not available for cover 
not being taken into consideration. Should the latter be likewise considered, the prozentual 
cover has been, as a rule, essentially higher. 

The dominating factor which has prompted the Reichsbank to follow this conservative 
policy has been Germany'• continued tlebtor poBition with regard to both long and short terms. 
For the purpose of this paper, there is no need to further investigate the causes of this debtor 
position, nor to examine the part played in this connection by the reparation payments. 'In 
addition to this principal factor, there came the necessity, in connection with the bank-note 
circulation which, especially in the early years, increased rapidly, of seeing that a corresponding 
rise in the cover was obtained. 

The coming into force of the "Expert's Plan" on October 11th, 1924, put at the disposal 
of Germany, not only the proceeds of the External Loan 1924 (Dawes Loan}, amounting to 
nominally RM. 800 million, but soon, as the result of improving international confidence, 
brought about a considerable flow to Germany of foreign funds, tempted by the very high 
rates of interest. Short credits were the first to come, soon followed by long-term credits of 

. considerable importance. 
· As regards short-term foreign credits, the Reichsbank was entitled to assume that the 

banks, which have taken up the greater part of these credits, would, to a certain extent, procure 
themselves the needful cover. Nevertheless, the Reichsbank was fully aware that, should at 
any time a more or less acute calling in of these credits occur, the Central Bank would be 
called upon to bear the brunt of the shock. 

As regards long-dated foreign credits, the important point from a currency standpoint 
was whether, and if so to what extent, the credit, on account of its destination, warranted 
payment of interest and redemption in foreign currency. As to credits entailing increase of 
exports, this could be assumed to be the case. In other instances, however, no influence on 
the quantity of exports, not even an indirect one, could be expected. 

These considerations, together with others which need not be commented upon here, 
prompted the establishment, at the beginning of 1925, of the "Beratungsstelle fiir Auslands
anleihen " (Advisory Office for Foreign Loans), which, before coming to a decision regarding 
loan proposals submitted for approval (especially those of States and municipalities}, had to 
consider the transaction from, 'nter alia, the currency standpoint explained above. 

The flow of long-term foreign credits, half of which, rou~hly speaking, found its way to 
public corporations and public undertakings, has been anythmg but a regular one. As will 
be seen later on, not only was the demand from the German side for foreign c:.:edits by no means 
always equally strong, but the possibility of obtaining long-term credits on reasonable conditions 
was mainly dependent upon the development of conditions in the J.lrincipal credit-granting 
countries. This circumstance contributed to the ~reat mutations wh1ch occurred during, the 
years under review in the short-term credit/osit10n of Germany. 

The first period, which was characterise by the making good of the desperate shortage 
of raw materials resulting from the period of inflation and, consequently, by a rather favourable 
business situation and a very unfavourable balance of trade, did not last very long. Already, 
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in 1926, a depressicm set in. The trade balance recovered its eq~ilibriu~ and, temporarily, 
showed even a surplus. The high interest level for long-term credits contmued, neverth~ess, 
to attract foreign loans, especially for public .corporations, with the result that the stram on 
the money market soon relaxed. Short credits from abroad were eyen redeer_ned, the h?me 
bills portfolio of the Reichsbank diminished considerably and, in sp1te of various reductions 
in the official discount rate, the Bank constantly received fresh supplies of Devisen. In fact, 
in January 1927, the discount rate could be reduced to as low as 5 per cent: 

In the meantime, the depression, which was to be ascribed excl~ively to mternal German 
conditions, was followed by a gradual ~Pf?Vement. The d.ep~s10n had sho":fl how bac;Uy 
the production apparatus needed amelioration and modermsatlon, and a period o_f active 
rationalisation commenced. In order to assist the new upward tendency, the Re1chsbank 
maintained the discount rate of 5 per cent as long as 'possible. However, owi.ng to the 
circumstance that the trade balance again grew more and more unfavourable, w~1~e, on the 
other hand, the flow of foreign loans diminished, it was unavoidable that the position of the 
Reichsbank should weaken. As a matter of fact, by June 1927, in a period of only five months, 
the Reichsbank, according to a statement of its President, lost as much as one milliard Reichs
marks, almost solely in the form of Devisen, half of which came from the stock which did not 
serve as cover and therefore is not included in Diagram I. As a consequence, the Reichsbank 
was obliged, on June lOth, to increase its discount rate to 6 per cent, and on October 4th to 
7 per cent. 

These increases soon proved effective and a strong flow of foreign credits ensued in the 
second half of 1927; the rates of exchange improving considerably, even as far as the gold 
inlport point. 

During the whole year 1928, the discount rate of the Reichsbank was maintained at 7 per 
cent. Generally speaking, this year can be regarded as a period of consolidation. Chiefly on 
account of a gradual increase in the exports, the trade balance gradually improved. On the 
other hand, in the second half of the year the flow of foreign loans dinlinished b:y degrees, 
mainly in consequence of the circumstance that progressive speculation on the American Stock 
Exchange, followed by sinlilar features elsewhere, lessened the demand for securities bearing 
a fixed interest. The favourable factors predominated, however, and the cover of the 
Re!ch;sbank continue? to inlprove until, in January 1929, a level of 75 per cent was reached. 
This mduced the Re1chsbank, on January 19th, 1929, to lower its discount rate by i per cent. 
In consque!lce of further dt;velopf!ient of speculation in the United States, however, the 
short-term .mterest rate contmued Its upward movement, so that the Reichsbank very soon 
found that Its cover was dwindling serious.Iy, and in Aprill929, even in the middle of the month, 
the prozentual cover was below 60. 

When, at the. same tinle, uncertainty regarding the outcome of the Paris Reparation 
<A;Inference gave nse to a certain nervousness, and .foreign short-term credits were being 
Withdrawn to a considerable amount; this downward movement was accentuated to an acute 
~aiL In a peri?'i of two weeks the Reichsbank had to deliver 400 millions of Reichsmarks 
m gol~ andDevuen, and on May 7th t~e percentual cover dropped as low as 41. By April 2.5th, 
~he ~unt rate had already been m~?reased to .71 per cent. It proved impossible to stem 
he tid~, how~er, so ~hat on May 4th It was agam necessary to have recourse to a restriction 

of credits. ThiS ~rastlc measure soon proved to be successful. especially when the prospective 
~ts of t.he Pam Co~erence became m?re favourable. A week later the rates of exchange :f:m definitely turned m favour of the Re1chsm~rk, while cover again moved upwards. During 
Ru first fi.v': mo';lths of 1929, ho'!"ever, the Re1chsbank had been obliged to surrender about 

_,,_ II milliard m gold and Devuen. 

R . a~ ... ~urrences abundantly prove the great vulnerability of. the position of the 
e1c a,..., m consequence of Germany's one-sided debtor position. 

not ~~ ~U:h~ha~~r of ~he t~ua~ion fpcbiebced ~y the Reichsbank should be attributed, 
tenden ofG funrawa 0

. oreign un • ut, 1t would appear, also to an increasing 
in viewcy of th~~ove!~emJrpa:: ~dd toththe ci

1
rcums!&hnce tha~ the ban!'s were endeavouring, 

The r · ' . VI e emse ves Wit suffiCient fore1~n exchange 
the midcii:C:tj~=:~~ ':o~~th!endbredlit possible to end the restrictive measures' towards 

g ve een expected, had a favourable influence oa the ratio 
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of the cover. In August a prozentual cover of 50 to 60 was again reached. When, a few 
months afterwards, owing to the crisis in the market for American securities, the short-term 
interest rate displayed everywhere a downward tendency, the Reichsbank, after some time, 
was also able to lower by degrees its discount rate. 

The depression, which in the meanwhile also made itself felt in Germany and once more 
coincided with a favourable trade balance, contributed to relieve further the strain on the 
money market, so that, for the first time since 1927, the discount rate could be reduced to 5 per 
cent, and eventually, on June 21st, 1930, even as far as ~ per cent. As in 1926-27, the home 
bill portfolio of the Reichsbank diminished considerably, while cover was again in excess of 
70 per cent. 

More recently, however, once more in consequence of circumstances of a non-economic 
character, the position has changed considerably. The Reichsbank, which at first saw its 
cover rise gradually to the level attained at the beginning of 1929, was again exposed to heavy 
withdrawals of foreign exchange, so that the Bank has been obliged to raise the official discount 
rate once more to 5 per cent, as from October lOth, 1930. 

From the above expose, it is clear that, during the succeeding stages of the past few years, 
the position has been very diversified indeed. The tempo at which the indebtedness to foreign 
countries increased was at one moment an accelerating and at the next a diminishing one. 
For some short intervals, as far as ca.n be ascertained, the total indebtedness even remained 
stationary, if not actually decreasing; but it is clear that this indebtedness has been the predo
minant factor in the policy of the Reichsbank during the past few years. 

An idea of the importance of these debts may be formed, at least as far as long-term 
credits are concerned, by the aid of recent estimates which place the aggregate sum of loans 
concluded since 192~ at over Rl\1. 8 milliard. 

As already stated, the short-term debtor position has shown, during the past few years, 
considerable fluctuations. There is no doubt that the total amount of short-term debts always 
largely exceeded the total amount of short-term claims. At times, this surplus of debts was 
stated to total several milliards. 

Strictly speaking, an actual relaxation of the situation only occured at the end of 1926 
and the beginning of 1927, and during part of the current year. In 1926-27 the question was 
more than once raised whether the . flow of foreign funds to the Reichsbank had not reached 
such a magnitude that there was reason to fear a certain forcing up both of the total circulation 
and of the price-level. It is always extremely difficult to determine such matters. The general 
course of the circulation does not, however, sustain this view, and, if the fear was at all justified, 
it can only have been the case for a very short time. 

8. THE GoLD POUCY OF THE REICHSBANK. 

Throughout the above summary of the principles adopted by the management of the 
Reichsbank since 192~, only the total cover available, comprising both gold and Deviaen, has 
been considered: 

As regards the actual gold policy itself, it is necessary to ascertain by what principles the 
Reichsbank has been guided when apportioning the total cover to each of the two components 
concerned. 

As already said, the Bank Law prescribes that the minimum cover of 40 per cent shall 
consist of at least three-quarters of gold and at most one-quarter of Deviaen. 

From Diagram I it will be seen that, up to the beginning of 1927, this proportion, 
roughly speaking, is indeed reflected by the figures of the cover. In fact, the acquisitions of 
gold, which at that time were made exclusively by the Reichsbank itself, were apparently 
intended to maintain, in general, this proportion. The remaining Deviaen, of which there were 
on hand on December 8lst, 1924, over Rl\1. 1 milliard, and on December 8lst, 1925, over 
RM. 500 million, are in this connection left out of consideration. 

In the first half of 1927 there was, for the first time, a considerable decrease, amounting, 
as stated before, to RM. 1 milliard. As can be seen from the diagram, the fall was entirely, 
or almost entirely, confined to the stock of Deviaen available and not available for cover. 
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Henceforth, the proportion between gold and D~en available for cover is permane.ntly 
another one. The rise in the figures of the cover dunng the second half-year of 1928 especially 
turned out entirely in favour of the gold stock. This time the gold flowed to the Reichsbank 
through the natural channel of gold arbitrag~. The Deviaen available. for cov~r even showed 
some further decline, offset, however, by an mcrease of the other Devuen, which totalled, on 
December 31st, 1928, IDI. 374 million, against IDI. 198 million a year earlier. 

These far smaller margins in Deviaen are accountable for the fact that the fall of January 
to 1\lay 1929 led to the export of gold in an accentuated degree as compared with the first 
half of 1927. Then, with a total loss of about IDI. 1 milliard, the loss of gold was confined 
to 51 millions. In 1929, however, with a total loss of well-nigh RM. ll milliard, the loss of gold 
amounted to 965 millions. . · · 

When, after May 1929, the stock of cover was restored, the margin of the Devisen available 
for cover was, generally speaking, somewhat higher. The Deviaen not available for cover 
totalled, on December 31st, 1929, RM. 411 million. 

As stated before, during the last few weeks the Reichsbank has had once more to record 
a considerable loss in cover. Between September 6th and October 15th, the gold stock decreased 
by IDL 439 million, and the stock of Devisen available for cover by RM. 218 million. Never
theless, the gold stock on October 15th, totalling RM. 2,181 million, exceeded the lowest point 
reached in 1\lay and June 1929 by 417 millions. 

In conclusion, attention may be drawn to the declarations made on October 21st, 1926, 
by the then President of the Reichsbank. Dr. Hjalmar Schacht, before the Fifth Sub-Committee 
of the " Enquete Ausschuss" (Committee of Enquiry), as published in the report of the Sub
Committee. 

The statement of Dr. Schacht as to the reasons which induced the Reichsbank to prefer 
gold to De!Men may be summarised as follows : 

" In the first place, the export of gold, as c~mpared with the delivery of Deviaen in the 
excliange market, has the advantage of showing more clearly to the business community the 
danger connected with the attainment of the gold point. Further, De!Men represent, as a 
matter of fact, a double utilisation of credit. Against the issue of bank-notes in the country 
itself stands a credit to foreign countries. In addition to the risk of its inland credits the 
Central Bank has to run a risk abroad. . Such risks, if of major importance, are not advi;able 
for. a Central Bank. In conclusion, Dr. ~ch~ht. pointed out that, by attracting gold, the 
Reichsbank served the cause of a better redistnbutlon of the gold among the various centres." 

·For the sake of completeness it should be said that the above statement was made at a 
moment when purchases of gold were still effected exclusively by the Reichsbank. 
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Diagram III. 
FOREIGN EXCHANGE RATES IN BERLIN (WEEKLY AVERAGES IN PERCENTAGES OF PARITY). 
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THE CAUSES OF GOLD MOVEMENTS INTO AND OUT 
OF GREAT BRITAIN, 1925-1929. 

By Professor GREGORY. 

I. 

The general position of Great Britain is that, owing to her traditional economic and 
financial connections with South Africa and other gold-producing areas within the British 
Empire, which occupy such a large place in the aggregate world production of gold, she should 
act as one of the main distributors of gold to other parts of the world. It would, therefore, 
not be surprising that, of the gold imported into Great Britain, a large proportion should be 
subsequently exported on principles with which political economy has long been familiar. 
The characteristic feature of the last five years, however, has been that Great Britain herself 
has not been able to retain any proportion of the gold flowing to her from the South African 
mines or, indeed, from any part of the world. In other words, Great Britain has not been able 
to add to the stocks of the precious metals which she possessed before the return to the gold · 
standard in April 1925. 

II. 

This fact is clearly brought out whether one has regard to the statistics of gold movements 
in and out of the Bank of England or to the figures furnished by the British Customs Department. 
These two sets of figures do not coincide, because gold imported into Great Britain and sold 
in the open market is not included in the movements of gold in and out of the Bank of England, 
and, therefore, the former movements are naturally larger than the latter. The broad position is 
that, in the years 1925 to 1930, gold imports into the United Kingdom amounted to 1,334,882,000 
dollars, whilst exports in the same period of time amounted to 1,389,486,000 dollars, resulting 
in a net export of 55,604,000 dollars. The position as revealed by gold movements to and 
from . the Bank of England is substantially the same. In the period between May 1925 and 
December 1930, the movements of gold into the Bank of England amounted to £97,714,000, 
the movement of gold out of the Bank of England amounted to £114,194,000, leaving a net 
excess of gold outward of £16,480,000. Thus, the effect of the movements of the precious metal 
over the last five years has been to leave the gold stock of the Bank of England substantially 
unaltered. The average annual holding of gold, which in 1925 amounted to £146,000,000 
has hardly changed in the interval. It is obvious, therefore, that, in the last five years, Great 
Britain has been unable to retain for herself any part of the accruing gold supplies, whether 
from gold-producing countries or from other areas. 

I 
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III. 

A survey of the most important import _and export areas will show i_n rough outline the 
causes to which these movements can be attributed. If the table of gold Imports and exports 
presented herewith is studied, it will be seen that the supply of gold coming into Great Britain 
m the last five years can be divided in~ two main ~ources of supply. First comes a gro"!lp 
of gold-producing areas (Transvaal, Rhodesia, West Africa). Secondly comes a group of countr_Ies 
which have been sending gold to this country for reasons which are obviously connected w1th 
monetary and economic disturbances rather than with the present position of their gold 
production. This group includes Australasia, South America, Russia and Spain. 

H the areas to which gold has gone are studied, it will again be noticeable that they !divide 
themselves into two groups. One group consists of those areas, India, Egypt and other 
Eastern States, which have been absorbing gold for generations and which take gold regularly, 
although in fluctuating quantities, on grounds which are perfectly well known to all students 
of the subject. But, in addition to this group, there is a group of States, including particularly 
France and Belgium, Germany and the Netherlands, Switzerland and the United States, which 
have been taking in the last five years very large quantities of gold, a portion of the gold flow 
being based on grounds which cannot merely be explained away as part of the traditional 
pre-war system of distributing the world production of gold. In their case, in other words, 
other factors must be looked for besides the general principle that the world supplies of gold 
are distributed among the commercial nations of the world in accordance with their general 
economic and financial status. It is in connection with the flow of gold to these areas that the 
real problems of Great Britain in recent years emerge. 

IV. 

A country upon a gold standard is powerless to prevent the movement of gold in the long 
run, given the fact that its rates of exchange with foreign countries reach the gold export point. 
The gold export point, as is well known, is not· a fixed and invariable magnitude, but itself 
varies with the relative rates of interest ruling in different centres and with the time element 
and transport costs involved. The tendency to substitute, in the case of European countries, 
air transport for transport by rail has, in fact, meant that the gold points have become closer 
to one another, and that the money markets concerned lose gold more easily than was the 
case before the war. But these considerations throw no light upon the reasons why gold 
movements are ultimately p.ossible. The central point in any discussion of recent gold 
movements must be taken by considering the forces which increase or decrease the supply 
of fc;>reign e:cchange available in a given market. Whenever, for any reason, the demand for 
foreign rermtta!lces exceeds the momentary supply, then, given an effective gold standard, 
the tendency w1ll be for gold to move. · Hence, all those factors which are capable of influencing 
the supply of foreign exchange available in a market must be taken into account. 

v. 

The main features of the. B~tish do!f~estic situation in the last five years are now fairly· 
g~ne~Uy ~mown. The most significant smgle element, in the long run, o( the British domestic 
&Jtua.tJon IS presented by the tend<;ncy for ~ag~-levels to remain rigid in the face of a continuous 
fall m the level of wholesale priC~. Th1s mvolves a margin between the prices at which 
manufacturers can afford to sell the1r products abroad and the cost at which these goods are 
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,.JDanufactured. Even if, at the moment when Great Britain returned to the gold standard, 
equilibrium had existed between domestic costs and international prices, this equilibrium 
would have been destroyed by the subsequent disparity in the movements between selling 
prices and costs. But there is sufficient evidence to warrant the statement that, at the moment 
of stabilisation-that is, the return to the gold standard-at the pre-war parity between 
sterling and gold, this disequilibrium was already in existence, and the tendency of the rapid 
decline of world prices in the last eighteen months has been, in this respect, to accentuate an 
already present disharmony of price-levels. 

Economic theory has long been familiar with the kind of consequences which are likely 
to result from a situation of fr.is sort. The rigidity of wage-rates implies a level of money 
incomes and therefore of retail prices which are likely to attract imports. The exporter finds 
that he is faced with the alternative of either selling at a loss or of lowering his prices. In 
general, the tendency will be for exports to fall off and for imports to rise, or, at any rate, to 
maintain themselves above the level which would not have been possible had money incomes 
in the United Kingdom generally been reduced. In other words, there is a tendency for 
the balance of international payments on this ground to fall into a state of relative 
disequilibrium. · 

But, as is perfectly well known, the position in Great Britain does not conform to so simple 
a pattern as this. Throughout English commercial history in the last fifty years, an excess 
of imports has been possible in consequence of the presence in the British balance of payments 
of a large credit item, due. to the performance of certain services for foreigners and the receipt 
of large amounts on account of previous long-term and short-term investments in foreign 
countries. On the other hand, the pressure on the British balance of payments has been 
accentuated by the presence of large, new, long-term loans to foreign countries. Whenever 
a foreign loan is made, the tendency is to bring immediate pressure on the balance of payments, 
either through the investment of the proceeds of the loan in short-loan markets for the time 
being, pending the purchase of goods, or through the attempt of the borrower to transfer the 
proceeds of the •Joan via the foreign exchanges in those particular cases in which either this 
country does not furnish him with the kind of goods which he requires, or in which he can 
obtain the kind of goods which he requires more cheaply elsewhere than he would have obtained 
them in the United Kingdom. 

The important question therefore arises whether, in view of the inelasticity of British 
costs, the effort to make large capital exports to foreign countries has not been the main cause 
of the failure of Great Britain to retain any part of the accruing supplies of gold. It has 
become fashionable in Great Britain to attribute the main part of the difficulty to the attempt 
to transfer to foreigners capital loans in excess of our ability to transfer them. It is argued 
that, if the country had not wanted to lend so much abroad, the balance of payments would 
have been adjusted without the pressure on the exchanges actually experienced. The reason 
that this ~ressure exists, it is argued, is that the amount which individuals desire to lend abroad 
is a function of the rate of interest at home and in foreign countries, whilst the amount which 
this country can safely transfer is a function of the price-level; and the rate of interest in the 
capital market and Great Britain's ability to export at a competitive price are elements which 
stand in no direct connection with one another. • It is argued that the main cause which has 
led to an attempt to meet the balance of payments by gold exports has been the excessive 
foreign lending of this country in recent years, or, rather, in order to prevent an excessive 
amount of gold exports, it has become necessary for the monetary authorities in this country 
to adjust the situation by measures intended to counteract the possible effect of excessive 
capital loans on the foreign exchange market and on the supply of gold. Since this country 
is lending too much, monetary policy has necessarily been directed to reborrowing from abroad 
the amounts which foreigners have been borrowing from us. Hence the monetary policy of 
Great Britain has been described as one of" lending long and borrowing short", and the policy 
of lending long and borrowing short has, in its tum, led to the maintenance of rates of discount 
higher than those which would have been necessary had less been placed at the disposal of foreign 
borrowers in the first instance. 

This is a line of argument of great importance, both as regards the currency controversy 
in Great Britain and as regards an interpretation of what has been happening over the last 
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five years. To test it empirically is diffi~ul.t. Rece!lt inve;;tigations by. Sir Robert Kind~rsle:~t 
and other authorities have shown that 1t IS excessively difficult to arr1ve at a tJ::ue .estimate 
of the facts in the capital market, owi!lg to ~he P.rt;sen~e of such factors as smkmg. fund 
repavments, capital investments by foreigners m ~r1tish md~try, the ~ra?sfer to fore1gn~rs 
of British investments in such areas as South Amer1ca, and fore1gn subscr1pt10ns to new fore1gn 
capital issues in London. Moreover, an investigation of the actual balance of payments shows 
that, over a 11eriod of time, the relationship ~etween the excess of the favourable over ~he 
unfavoursble 1tems in the balance of payments IS more closely related to the volume of fore1gn 
capital issues in London than is the case for short periods. The sum of the general credit 
balances on the British balance of payments for the period 1925·1~29 amounted to £480,000,000; 
the volume of capital issues for foreign countries in the ~arne period 8J!!Ountc;d to £576,~00,000. 
The volume of capital issues was in t;xcess of the c~ed1t b.alance available m the earl~er part 
of the period and was below the credit balances ava1lable m the latter part of the/er10d. It 
might, "therefore, very well be the case that arguments which were true of the perio 1925-1927 
are no longer true of the whole period 1925·1929. 

From the standpoint of economic theory, moreover, the view that the amount which can 
be effectively transferred over the foreign exchanges is a residual element is one which requires 
much further investigation before it can be accepted. It essentially depends on the assumption 
that the exports of the United Kingdom are a fixed amount, with the absolute size of which 
the amount of capital exports from the United Kingdom have nothing to do. I question the 
correctness of the assumption that the difficulty of adjusting the balance of payments is due 
principally to the lack of relationship between exports of goods and long-term capital movements. 
The volume of exports might have been even lower without long-term loans, since, given a 
certain supply price for British exports, the demand for them would probably be less than it 
actually is, unless foreigners were lent the money with which to buy them. The difficulty 
of adjusting the balance of payments might, with equal justice, be ascribed to the growth in 
the volume of imports due to the higher level of money incomes permanently maintained in 
this country in the last five years. If it is argued that the actual volume of imports, however 
caused, would have been justified by the position of the available excess on the balance of 
payments, a smaller volume of capital exports being assumed, this again seems to me to be 
a begging of the q~estion, since. we do not know what the excess on the balance of payments 
would have l?een m t~e absence of long-term loans. From the practical standpoint, it is 
perfectly .possible. that, m t~e .long run~ ~he volume of .capital exports which we chose to make 
was consistent. With the position of ~r1tish exports, Without it necessarily being true that the 
volume of capital l_?ans at. any part1c~ar moment was consistent with exchange equilibrium 
at that moment, ~1thout. e1ther a c~rtam volume of gold exports or without a counterflow of 
short-tt;rm ~one;v mto thiS marke~, 1.nduc~ by a tt;mporary rise in the market rate of interest. 
My mam O~J ection to the. analysis .lust discussed IS that the situation has, in practice, been 
mo':"C complicated than th1s a~alys1s would seem to warrant. To sum up the situation by 
saYJng tha~ we have been lendilliJ long a~d borrowing short is to neglect the multiplicity of 
factors wh1ch have been at work m the adjustment of the balance of payments in recent years. 
Und'?ubtedly, short ~alances and long-term loans are part of the elements in this situation; 
but 1~ cann'?t be ~a1d. that. these are the only ~wo items which require to be brought into 
prommenee m. estimating e1ther the facl?rs wh1ch have been making for disequilibrium or 
the factors wh1.ch h~ve had to be brought mto play to restore the equilibrium after it had once 
been temporarily disturbed. 

VI. 

In analysing the factors making for gold imports d · · · 
last five years it is clear from the fi f ld an exports from Great Br1tam m the 
Germany hav; been the three eounfri:Seso~ go tee~~orts that the United States, }"ranee and 
British Customs statistics make it desirabl ~rea t.s n.nportance, although the nature of the 

e, m es 1matmg the net flow to each area, to include 
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"neighbouring States from which part of the supplies of gold may have actually gone to the 
areas named. A detailed investigation of the figures in the Appendix will also show that the 
pressure exerted on British gold supplies by these various areas in particular years has varied 
from time to time; thus, in the case of France and Belgium, it is clear that pressure began to 
be serious in 1928, and culminated in the last two years. In the case of Germany, the pressure 
was very strong in 1928 and 1929. In the case of the United States, the pressure was greatest 
in 1925 and in 1929. In the case of Switzerland, it was greatest in 1925. Similarly, as regards 
the areas from which gold supplies have come; in those cases in which the movement is to be 
regarded as associated with currency disorganisation or political necessities, the position has 
varied from time to time. Thus, the Russian supply was large in 1925, and again in 1928. 
The imports from Spain concentrated on 1928 and 1930. Australasian imports were very 
high in 1930 and appreciable in 1929. The excess of exports to South Africa in 1926·27 turned 
into a small excess of imports in 1928, which became very large in 1929 and 1930. But, 
quantitively, the movements· to France and Belgium, on the one hand, and Germany, the 
Netherlands, Switzerland and the United States on the other, outweigh particular movements 
in other directions, and a discussion of the gold movements out of the United Kingdom must 
primarily be a discussion of the lines of influence which have been emanatin~ from these areas 
at particular moments of time. The general character of these influences 1s, of course, fairly 
~enerally known. First in importance is the movements of French funds into this country 
m the days of the declining franc in 1926 and the subsequent repatriation of these balances 
after, the stabilisation of the franc. In other words, Great Britain first benefited from the 
flight from the franc in 1926 and then suffered from the withdrawal of French balances in 1929 
and 1930. How large the French balances in London were and are is a matter upon which 
no accurate information exists, and the degree to which the avoidance of recent gold movements 
to France would have been possible is also a matter of acute controversy. · In so far as the 
repatriatiorr of French balances is associated with the reserve requirements of the entire French 
currency system, the problem is one which has direct reference both to the legal requirements 
under which the Bank of France is required to operate and to the views entertained by the high 
authorities of the Bank of France as to the amount of reserve which they think it appropriate 
to maintain. In so far as gold has been imported on private account into France for the 
purpose of increasing the reserves of the French credit banks in view of an increase in 
the volume of currency required by their customers-the currency so taken from them being 
obtained from the Central Bank by sale to it of the gold so withdrawn from London-again, 
both the legislation under which the Bank of France is governed and the policy of the French 
monetary authorities comes into account. It may also be the case that the drain of gold to 
France has been effected by the periodical blocking up of currency in connection with the 
operations of French public finance. On all these questions little seems to me to remain to 
be added to the admiraole article recently contributed to the Econmnic Journal by Mr. T. Balogh. 1 
One would like to add that the view that the mere fact that the French balance of trade is 
favourable is no disproof of the proposition that, had the French monetary authorities desired 
to check the inflow of gold into France, it would have been possible for them to do so; though 
this might have required, not only ·a change of view on their part, but also an alteration 
both in the legislation of the Bank and of the practices of the French Treasury, as well 
as an alteration in the. attitude towards long-term capital issues on the part of the French 
investor. 

It is exceedingly difficult to estimate the extent to which the movement of French balances 
has been influenced by purely economic considerations, such as the higher level of money rates 
in France during a portion of the time under consideration. In so far as the process of restocking 
France with gold was a necessary element in the attainment of general economic equilibrium 
in Europe, gold flows from London to Paris cannot be condemned, however much the continuance 
of the flow may be regretted, in so far as it has increased the difficulties for the London money 
market. The only question at issue is whether the restocking process has not been continued 
beyond the point dictated by considerations of convenience and stability. 

•" The Import of Gold into France", Economic Journal, September 1930. 
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The flow of gold to the United States, especially in. ~he year.1929, is, !'f c~urse, associated 
with the peculiar monetary and Stock Exchange conditions whiCh prevailed m that country 
in the year 1928, and to a much more marked extent in the subsequent period. It has been 
shown very clearly in an article published in the Midland Bank Monthly Review for Dece~ber 1929-
.January 1930 that, if the relativ.e pull of money rates and price_s i~ the ~wo countries on the 
dollar-sterling exchange is exammed from about June 1928, priority of unportanc~ must be 
assigned to the movements of relative money rates in the two centres; or, as the writer of the 
article puts it, the charts in which he summarises his conclusions graphically " lend substantial 
support to the argument that, at any rate over relatively short periods, comparative money 
rates are a more powerful force than relative commodity price movements in d~termining 
fluctuations in the London-New York exchange rate • • • when, for some special reason, 
prices and money rates part company, is the superior short-term strength of money rates made 
apparent". · 

The movements of short-money rates in the United States were, of course, in part an 
expression of Federal Reserve policy; but it is important, in my opinion, to take into account 
also those features of the situation over which the Federal Reserve System in the days of the 
Wall Street boom had no control whatsoever. The net effect <>f the rise of security prices 
was to check both American long-term loans to Europe and to increase the volume of European 
capital seeking a temporary investment in American securities. It is difficult to see how this 
movement jOf long-term capital, or relatively long-term capital, could! have been avoided by 
anything which was done by the Federal Reserve authorities; and there is some reason to suppose 
that, in estimating the net movement of funds to the United States, the investment of European 
money in call loans has been exaggerated, whilst the actual outright J>Urchase of American 
securities by European investors has been under-estimated. Nevertheless, a discussion of 
Federal Reserve policy in relation to the stock market situation is necessary. The Federal 
Reserve rediscount rate did not rise to 5 per cent until the middle of 1928, and then remained 
stable until the middle of 1929. During that time the call-money rate on the New York Stock 
Exchange rose from an average of 6.1 per cent to as much as 9.4 per cent before the rediscount 
rate rose to 6 per cent in August of 1929. It is arguable, therefore, that the direct influence 
of a high redisCount rate has been exaggerated, the call rate rising by something like 50 per cent, 
whilst the rediscount rate remained absolutely stable. In truth, if the Federal Reserve system 
is to be criticised for its policy during the boom, that criticism must take a somewhat more 
sophisticated line. As is well known, the Federal Reserve system attempted the task of 
bringing about discrimination against call loans. In so far as it was successful in so doing, 
it made the price of call loans higher than it would otherwise have been, and, by making it 
higher, it attracted a volume of funds from Europe perhaps disproportionately greater than 
would have been attracted had the level of call rates been lower, even though this lower level 
had been accompanied by a rise in the price of commercial accommodation somewhat earlier 
than this rise was actually brought about in consequence, partly of the level of call rates 
mounting steadily upwards, partly because the Bank itself was raising the rediscount rate. 
Had the price of commercial accommodation risen earlier during the boom, it would have 
und_ermined the foundations upon which the boom was built, in so far as steadily mounting 
busmess and industrial profits formed the justification for an upward movement. But the 
effect of the Wall Street boom on the European money market situation cannot be gainsaid, 
The effect was to !-ttract both speculative and short-term fund~, .to brin~ immense pres~ure 
to bear !'n ~h~ foreign exchanges, and therefore under these conditions to maugurate a regime 
~f steadily nsmg Central Bank rates, each Central Bank in tum protecting, or trying to protect, 
l~lf ~nst a loss of gold to its neighbours, a loss which it was quite unable to prevent if the 
~Ituabon as a whole is taken into account. When attention is directed to the German position, 
it mu.<rt strike the spectator as astonishing that a country with large annual reparation payments 
to make should have been in a position to accumulate a large fund both of gold and foreign 
~change a~ ~he Central Bank. The fact is that the German Central Bank reserves are 

borrowed , m the sens~ that Germany has been a consistent long- and short-term borrower 
throughout the whole period under review, and this excess of borrowing over her annual reparations 
pa~ents has e~bled her to accumulate a stock of gold and foreign exchange. In the case 
of Gennany, as m the case of France, the question may well be asked whether the actual size 
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of the gold and foreign exchange reserves is not greater than the circumstances of the country 
really warrant. Let it be admitted that the temporary situation of the German balance of 
payments was such as to enable the Central Bank to accumulate these large stocks of foreign 
currency, the question still remains open whether, at particular moments, the discount rate 
was not too high, and whether the Central Bank could not have done something, by the purchase 
of open market assets, to reduce the price of short-term money in Germany and thus prevent 
the constant offer of short-term money to German financial institutions upon the basis of which 
the actual movements of gold exchange were based. 

VII. 

It becomes necessary at this s~ge to ask what measures have been adopted by the Central 
Bank in Great Britain. The Central Bank must necessarily deal, in the first instance, with 
the facts of the money market with which it is in much closer touch than it is with the 
industrial and economic structure, in the wider sense of the term. When Great Britain returned 
to the gold standard, the impression prevailed, in consequence of certain passages in the 
report of the Cunliffe Committee, that the Bank of England would attempt to maintain a total 
stock of gold of not less than £150,000,000, and a great deal of alarm has, therefore, always 
existed in the City whenever the total gold reserve fell below this figure, as anticipations were 
entertained that a deficit below this amount would be automatically followed by a rise in the 
bank rate of discount. This interpretation of the situation has shown itself to be falsified by 
events, and Bank of England policy has been a very complicated and delicate one ever since 
the return to the gold standard, containing many elements, and is not capable, therefore, of 
summary statement. 

l1) At times when the position in the foreign exchange market was difficult, the Bank 
has resorted to an unofficial embargo on fresh capital issues. Such a policy was adopted in 
the autumn of 1925, when heavy gold losses were being experienced, though this was accompanied, 
for a short period in the autumn, by a reduction in the official rate of discount. Opimons on 
the expediency and wisdom of unofficial embargoes go very far apart, the generally prevailing 
opinion being that, in view of the increasing integration of money markets all over the world, 
an embargo on fresh capital issues cannot, in fact, control the. movement of securities, and 
merely results in a loss of profit to the London issue houses. 

(2) At times, the Bank of England has departed from its traditional policy of not buying 
gold above the minimum buying price fixed by the Bank Acts, and has gone mto the market 
to compete with outside buyers for gold, thus practising a modified form of the- gold premium 
policy and narrowing its " turn " on gold operations. 

(8) At times also, the Bank of England has indulged in what it is now fashionable to call 
" hidden hand financing "-that is to say, at moments of pressure in the short-term market, 
when it appeared as if open market rates would rise to the level of bank rate and thus force 
on the Central Bank a rise in the discount rate, the Bank has bought bills in the open market 
for the purpose of checking the rise. 

(4) The Bank, in co-operation with the discount market, has also attempted to stabilise 
open market rates or~ discount by means of conversations and discussions with the members 
of the discount market itself. No details of these conversations have ever been published, 
and the extent to which the open market has been a managed one is therefore obscure. 

(5) An inspection of the Bank return shows that the Bank has attempted, within certain 
broad limits, to stabilise the total volum~ of credit available to the English e~onomic system 
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by offsetting the gold losses by an increased holding of securities, and, at times when gold was 
flowing in fairly freely, offsetting the increased supplies of gold by a reduction in its earning 
assets. Thus, between the second quarter of 1926 and the third quarter of 1928, the deposits 
of the Bank of England varied only by four _millions. .This small v~riati~n in t~~ agg~egate 
deposits of the Bank was, however, accompanied by an mcrease of thirty-eight rmlhons m the 
reserve of the banking department, and by a reduction of thirty-six millions in the holdings 
of securities by the Bank. Similarly, between the third quarter of 1928 and the last quarter 
of 1929, the gold holdings of the Bank of England fell by £31,000,000, whilst the securities 
increased by £21,000,000, the deposits fluctuating only by £3,000,000. Again, between the 
last quarter of 1929 and the third quarter of 1930, the gold holdings of the Bank rose by 
nineteen millions, whereas the securities had fallen by twenty-two. millions. The long-run 
intention of the Bank is, therefore, fairly clear; it is to maintain deposits at a fairly steady 
level, while adjusting its assets in either direction according as gold flows in or out. Over 
the whole period, since the return to the gold standard, however, there has been a tendency 
for deposits to fall, and to this extent it may be argued that the Bank of England has been 
pursuing a deflationary policy. That this policy has not affected the position in a more marked 
manner is due to the fact that the joint-stock banks have altered the ratio of their cash 
holdings at the Bank of England to their deposits, the average yearly ratio between 1925 
and 1929 having fallen from 11.78 per cent to 10.77 per cent. The aggregate deposits of the 
joint-stock banks have, in fact, risen from a yearly average of 1,662 millions in 1925 to a yearly 
average of 1,800 millions in 1929, though the effect of this increase in the volume of deposits 
has been to some extent counteracted by the tendency of time deposits to grow at the expense 
of current account deposits. It must, however, be pointed out that this movement in the 
relative importance of time and current account deposits is itself an effect rather than a cause 
of industrial depression. It marks the slowing down of the industrial machine rather than 
initiates such a reduction. Apart from the troubled year 1929 and the period of readjustment 
at the beginning of 1930, the Bank rate has, in fact, been remarkably stable. A short period 
of uncertainty in the autumn of 1925 was followed by a stable 5 per cent rate throughout the· 
whole of 1926, and a stable 41 per cent rate throughout nine months of 1927 and the whole 
of 1928. In assessing the relative importance of different methods of control, therefore, the 
significance of Bank rate can easily be exaggerated; the rate has been steadier than might 
have been expected, and the importance of altematiye methods of control much greater. 

VIII. 

. Tw~ issues ~f general significance ~emain to be discussed. Surveying the "!'hole develop~ent 
m the mternational money markets m the last few years, the question arises, would thmgs 
~ave been very different if the aggregate world supply of gold had been larger? Upon this 
It m~ be said that, looking at the situation from the purely British standpoint, the position 
of thiS country would not have been substantially altered unless, indeed, our monetary policy 
had been so adjusted that, whilst world prices were rising, British prices had been kept more 
stable. The .new era in 1925 was begun with British costs not in equilibrium with world prices. 
:0:ad ~~r pnces risen in precis.e accord with the rise of prices outside the country, the 
diSequilibnum would have remamed. Even had more gold been available, it does not follow 
that the situation would have been substantially different from what it has proved to be, unless 
the Central Banks of the world had allowed the accruing supplies of gold to affect the price· 
level. In other words,. the argument that, in the last few years, the world has been suffering 
from an absolute shortage of gold is only valid in the assumption that, if the supply of gold 
had been actually la~er, the Central Banks would not have sterilised the accruing supplies 
to the full extent. G1ven this, a larger supply of gold, although it might not have made the 
relative situation of the. United Kingdom substantially better, would have reduced the burden 
of fixed c~arges and national debts, and might then have contributed substantially to mitigating 
the seventy of the rresent crisis, in so far as that has been accentuated by the burden of large 
fixed charges of al kinds, including reparations and national debts. 
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The other question which suggests itself is whether a different tJOlicy could have been 
pursued by Central Banks with regard to their gold holdings; whether, mother words, a better 
gold distribution could have been achieved by co-operation between the central banking 
authorities. So far as the absolute size of the reserve in particular countries engaged in 
restocking themselves with gold is concerned, a better understanding of the uselessness of 
very large reserves could probably have done something. On the other hand, it would appear 
that it was the fear of losing reserves rather than the desire to add to already existing reserves 
which, in the last twelve months before the cmsh in Wall Street, added to the difficulties of 
the world. In other words, it was the period of competitive raising of bank rates following 
on the gold movements towards the United States and France in the first two-thirds of 1929 
which substantially added to the burden of interest rates during that period. 
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1925 
Oountr)· 

Importal El<)IOrta Net 

France and Belgium •.. 620 3,710 - 3,090 
Germany ............ - - -
Netherlands •••.•.•••• 25,474 48,707 - 23,233 
Spain and the Canaries. - - -
Switzerland •••••••••• - 25,269 - 25,269 
United States of 

America ••••••••••• 21,378 50,477 - 29,099 
South America ....... - - -
British India •••..•.•• - 64,885 - 64,885 
Australia ............ - . -
New Zealand ••••••••. - - -

B 

Egypt ••••••....••••• - 3,240 - 3,240 
llhodesia •••.•.•.•••. 10,410 - + 10,410 
Transvaal ••••••.••••• 108,403 - +108,403 
West Africa ••••••.••. 6,184 247 + 5,937 
Russia .............. 21,387 1,903 + 19,484 

ritish Malaya ••••••• - 8,038 - 8,038 
All other countries .••• 13,692 41,901 - 28,209 

Totals ••• 207,548 248,377 - 40,829 

FraDCe OermaoJ' United States 
Year and and of 

Belgium Netherland& America 

1925 •...•....•.• - 8,090 - 28,233 - 29,099 
1926 .••••.•••••• - 7,455 - 13,529 - 958 
1927 •.••.••••... - 4,091 - 21,017 - 19,475 
1928 ••••.•••.••• -96,266 -109,101 + 400 
1929 ••.••••••... -160,461 - 77,412 - 38,203 
1980 (January to 

J"uly) ••••••••• -106,979 - 63,352 + 283 

Totals ..• -378,342 -307,644 - 87,052 

1928 

Import& Export& 

802 8,257 
- -

1,175 14,704 
- 2,099 
- 4,242 

180 1,138 
168 1,543 

- 12,818 
- -
- -- 1,199 

9,842 -
153,240 -

6,293 36 
12,349 5,144 

- 7,752 

Net 

- 7,455 
-

:.._ 13,529 
- 2,099 
- 4,242 

- 958 
- 1,375 
- 12,818 

--- 1,199 
+ 9,842 
+153,240 
+ 6,257 
+ 7,205 
- 7,752 

Table 

BRITISH GOLD 
(Thousands 

1927 

. Importa I Exportal 

627 4,718 
190 17,034 

2,313 6,486 
- 7,445 
- 6,213 

8,567 28,042 
2,017 61959 
- 12,462 
- -- -
- 3,799 

5,958 -
124,348 -

4,705 20 
1,049 7,732 
-

3,557 73,207 - 69,650 8,129 
8,452 

32,647 

187,606 132,189 + 55,467 157,908 187,009 

Switzerland South Amerloa 

- 25,269 -
- 4,242 - 1,875 
- 6,218 ~ 4,942 
- 18,498 + 92 
- 10,781 + 39,129 

- 10,404 + 15,156 

- 70,402 + 48,060 

Table 

BRITISH GOLD 

(Thousands 

Bri!Jsh luella Ruasla 

- 64,885 + 19,484 
- 12,818 + 7,205 
- 12,462 - 6,688 
- 10,770 + 18,582 
- 10,820 -
- 6,478 -
-117,788 + 88,588 
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I. 
MOVEMENTS. 

of dollars.) 

Net Importe 

- 4,091 912 
- 16,844 258 
- 4,173 145 
- 7,445 9,783 
- 6,213 -
- 19,475 82,532 
- 4,942 1,166 
- 12,462 -

- -
- -

- 3,799 1,809 
+ 5,958 5,280 
+124,348 144,482 
+ 4,685 8,384 
- 6,688 18,582 
- 3,452 71 
- 24,518 14,803 

+ 20,894 232,659 

II. 

MOVEMENTS. 

· of dollars.) 

Rvaiu 

1928 

Exports 

97' 178 
102,423 

7,081 
199 

18,493 

82,132 
1,074 

10,770 
-
-

1,884 
-
-

16 
26,978 
1,810 

26,978 

294,5381 

-
Net Importe 

- 96,266 2,066 
-102,165 8,203 
- 6,986 14,382 
+ 9,534 4 
- 18,493 -

+ 400 23,090 
+ 92 89,129 
- 10,770 -- 24,608 

- 2,433 
- 75 -
+ 5,280 4,641 
+144,482 184,954 
+ 8,868 4,216 
+ 18,582 -
- 1,739 -
- 12,175 1,003 

- 61,881 303,724 

British and the Etr7Pt M.aJaya Australasia 
C&nariea 

- - 3,240 - 8,038 -
- 2,099 - 1,199 - 7,752 -
- 7,445 - 8,799 - 8,452 -
+ 9,534 - 75 - 1,739 -
- 855 - 8,786 - + 27,036 

+ 19,820 94 - + 84,874 

I + 18,945 - 12,193 - 20,981 +1ll,910 I ! 

1928 1930 
(First aeven month&) 

Exporte Net 1m porte Exports Net 

162,567 -160,461 1,869 108,848 -106,979 
92,991 - 89,788 7 63,022 - 63,015 
2,006 + 12,376 19 856 - 887 

359 - 855 19,468 148 + 19,820 
10,781 - 10,781 - 10,404 - 10,404 

61,293 - 88,203 283 - + 288 
- + 89,129 15,156 - + 15,156 

10,320 - 10,320 - 6,478 - 6,478 - + 24,603 84,761 2 + 84,759 
- + 2,433 liS - + ll5 

8,786 - 8,786 - 94 - 94 - + 4,641 8,045 - + 8,045 - +184,954 ll7 ,417 - + ll7,417 
8 + 4,208 2,921 - + 2,921 - - - - -- - - - -

88,484 - 82,481 883 ll,066 - 10,188 

877,505 - 73,781 245,444 199,918 + 45,526 

WeotAtrlca All other Rhodesia Trauavaal couotriee 

+ 10,410 + 108,408 + 5,987 - 28,209 
+ 9,842 + 153,240 + 6,257 - 69,650 
+ 5,958 + 124,348 + 4,685 - 24,518 
+ 5,280 + 144,432 + 8,368 - 12,175 
+ 4,641 + 184,954 + 4,208 - 82,481 

+ 3,045 + ll7,417 + 2,921 - 10,138 

+ 89,176 + 832,844 + 27,876 -177,166 
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Table III. 

BRITISH GOLD MOVEMENTS. 

DxsTRmUTION OF GoLD IMPORTS AND ExPORTS BASED ON FEDERAL REsERVE BULLETIN. 

(Thousands of dollars) 

1925 •..••••. 
1926 0 0 0 0 0 0 0 • 

1927 0 0 0 0 0 0 0 0 

1928 •••..••• 
1929 0 0 0 0 0 0 0 0 

1930. 0 0 0 0 0 0 0 

I 
I 
I 
! 
I 

i 
I 

Gold 
Imports 

207,548 
187,606 
157,903 
232,657 
803,724 
245,444 

Gold \\ Exports 

248,877 
182,139 
137,009 
294,588 
877,505 
199,918 

i'·"'·".l. ....... 
r·834,882 

Net exports . . • 55, 604 

Import Areas Export Areas 

Transvaal ...•. 832,844 France and Bel-
Rhodesia ...... 39,176 gium ....... 878,842 
WestMrica ... 27,376 Germany and 
Australasia 0 0 0 Ill' 910 Netherlands • 807,644 
South America. 48,060 Switzerland .•• 70,402 
Russia ....•..• 88,588 United States of 
Spain ........ 18,955 America •... 87,052 

India ........ 117,783 
Egypt ........ 12,198 
Malaya ...•.•. 20,981 
Other countries. 177,166 

1 '116, 909 1,171,513 
1,116,909 

Net exports . 55,604 
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Table IV. 

GOLD MOVEMENTS TO AND FROM THE BANK OF ENGLAND. 

January •....•.•.... 
February .•..••••... 
March .............. 
April .•••.....•..... 
May ..•.....•..•... 
June ...•..••..•.•.. 
July ••.•..•..•..•.. 
August .•.......•..• 
September •...•..... 
October •••.•....... 
November •.••....... 
December ••••• 0 0 ••• 

Totals ... 

1 To October 22nd. 

(Thousands of £) 

1925 1926 1927 1928 

- - 251 - 16 + 8,945 
- + 1,887 - 1,180 + 21 
- + 1,058 + 401 - 149 
- - 259 + 2,211 + 2,408 

+ 1,347 + 2,646 - 1,545 + 2,820 
+ 1,044 + 1,151 - 1,140 + 8,466 
+ 6,358 + 1,768 + 699 + 2,106 
- 1,338 + 8,211 - 586 + 1,244 
- 2,787 + 159 - 770 - 4,762 
-10,829 - 3,518 + 671 - 5,233 
- 8,281 + 548 - 1,212 - 5,088 
- 2,109 - 1,624 + 1,252 - 6,594 

-11,595 + 6,271 - 1,215 - 1,821 

Sum of deficits 
- 11,595 

1,215 
- 1,821 

Sum of surpluses 
+ 6,271 
+ 11,088 

- 8,228 

- 22,859 + 17,859 

Net excess of gold 
outflows: 

£5 millions. 

1929 1930 

- 197 + 8,593 
- 1,424 + 1,071 
+ 1,680 + 4,794 
+ 4,660 + 7,126 
+ 5,021 - 6,628 
- 7,085 + 78 
-14,847 - 4,438 
- 6,617' + 2,458 
- 5,615 - 548 
+ 1,846 + 8,2271 
+ 2,815 -
+12,085 -
- 8,228 +11,088 



Table V. 

UNITED KINGDOM GOI.D IMPORTS AND EXPORTS FROM AND TO ALL COUNTRIES 

MoNTHLY FIGURES FROM TRADE AND NAVIGATION REPORTS. 

(Millions of £.) 

J&llU&JT FebruiU'J' Marob AprU Ma;r Juno Ju!J' A1111uat September October November .December 

i9t5. 
1.850 8.820 Total : Imports. 1.!68 4.4U 1.881 1.031 8.932 1.803 0.834 5.U3 8.506 1.170 

Exports. 4.799 3.823 8.015 1.901 1.635 1.618 8.271 1.702 2.737 10.176 8.642 4.368 
(1 month) (I montho) (3 months) (4 months) (8 months) (8 months) (7 months) (8 months) (9 menthol (10 montho) (11 months) (12 months) 

Imports. 1.266 8.080 8.6n 9.673 !2.223 17.843 26.776 20.678 30.412 36.826 30.331 41.461 
Exports. 4. 709 8.6211 11.637 13.828 18.963 17.870 21.160 13.862 26.689 36.765 46.307 49.876 

1928. ' 
Total: Imports. 4.626 3.453 1.290 1.478 8.840 8.309 4.000 8.877 1.494 8.478 a.8u 2.988 

Exports. 2.448 1.663 1.620 o. 717 1.408 1.002 1.177 1.840 1.031 4.369 5.063 3.82' I 

(1 month) (2 montho) (8 months) (4 months) (5 months) (8 months) (7 months) (8 months) (9 months) (10 months) (11 months) (12 montho) 
Imports. 4.626 7.978 9.268 10.746 14.686 17.896 21.904 26.781 28.276 31.761 36.666 38.647 
Experts. 1.448 4.011 8.631 7.848 8.768 9.768 11.036 12.876 13.008 18.276 23.328 27.128 

1927. I 

Total : Imports. 1.368 3.136 1.648 6.071 3.883 1.734 1.888 4.412 1.722 1.269 3.085 1.049 
Exports. 8.738 3.181 !.U7 0.767 6.462 1.988 1.248 1.188 1.660 0.071 4.461 2.167 

(1 month) (I months) (3 months) (4 montho) (5 months) (8 montho) (7 montbs) (8 montho) (9 months) (10 months) (11 months) (12 months) 
Imports. 1.366 6.601 7.147 13.218 16.801 17.335 80.021 24.t32 26.164 27.413 80.f98 32.f06 
Exports. 8.738 8.917 8.33& 8.101 14.663 16.661 17.797 18.985 20.664 21.626 26.988 20.060 

1928. . 
Total : Imports. 4.ll8 t.ti7T 1.292 t.U7 3.852 8.161 4.923 4.943 3.951 8.262 4.674 3.658 

Exports. 1.235 3.007 16.162 0.806 1.130 1.317 1.939 4.147 6.804 9.370 8.628 6.240 
(1 month) (I montho) (3 months) (4 months) (5 months) (8 months) (7 months) (8 months) (9 months) (10 montbs) (ll montha) (12 montho) 

Imports. 4.l18 8. 796 8.087 10.604 14.366 22.608 27.431 32.374 36.326 39.678 44.162 47.808 
Exports. 1.235 8.102 12.344 • 22.940 24.079 25.896 27.336 81.481 37.2R6 48.666 66.283 80.624 

' 1929. 
Total : Imports. 1.434 1.637 5.188 3.317 8.812 4.333 4.639 8.540 3.761 6.875 7.448 13.427 

Exports. 6.731 4.394 1.692 0.763 0.968 8.220 20.647 11.181 8.483 6.608 6.721 8.378 
(1 month) (I months) (3 montbs) (4 montho) (6 months) (6 montbo) (7 months) (8 months) (9 montho) (10 months) (ll montho) (12 montho) 

Imports. 1.434 4.971 10.269 13.676 19.388 23.721 28.360 31.000 36.661 41.638 48.984 62.411 
Exports. 6.731 10.126 11.717 12.480 13.438 11.668 42.303 64.484 82.067 68.473 74.194 77.672 

1930. 
Total : Imports. 8.669 8.006 ,7.881 8.783 9.327 1.825 5.085 4.973 4.690 

Exports. 3.308 7.001 1.636 8.047 12.662 4.246 8.292 4.395 4.160 
(1 month) (2 months) (3 months) (4 months) (6 montha) (8 months) (7 months) (8 montha) (9 months) (10 montho) (11 montho) (12 montho) 

Imports. 8.669 16.676 24.437 33.220 42.646 45.371 50.438 66.409 69.999 
E:tports. 8.308 10.310 12.946 16.993 28.656 83.801 41.093 4fi.48~ 49.849 .. 

' • 



Gold 
movement. 

to and 
from tbe 
Bank or 
ED!Ilaad 

•• (000'1) 

. 
1925: 

Janu&ry' .. • • • • • • • • • • • •--• • -
Febru~ •••••••••••••• -
Mare'h •••• ; •• · •••••• .: ... ~. -·· 
April .......... • • • • • • •• • -
May .................... + 1,847 
June •••••••••.••••••• •. + 1,0.U 
J'uly ••••••••••••••••••• + 6,858 
A~ •••••·••••••••·• - 1,8811 
SepteOlber ••••••••••••• - 11,787 
October .................. -10,829 
November ....... •·• ..... -8,281 
Jlreeiember •••••••••••••• - 11,109 

1926: 
Jan~ ·····~····••••• -· 251 
Febru~ •••••••••••••• + 1,887 
Jlarch ••••••••••••••••• + 1,058 
April( .............. • • • •• - 259 

J!ay ••••••••••••••••••• + 2,646 
June •••·•••••••••••••• + 1,151 
July .................... + 1,768 
Jl~ ····•••·•·•••••• + 8,1111 
Septemnber ••••••••••••• + 159 
Octo})er •••••••••••••••• - 8,518 
Novem'ber ••.••••••• • • •. + 548 
Detoemller ••••••••••••• - 1,624 

1927: 
January' • • • • • • • •• • •• • •-• - . 16 

Fe~ •··•·········· - 1,180 
Jlarch ••••••••••••••••• + 401 
April ............... • .... · + 2,211 
May •••••••••••••••••• ·- -1,545 
June •••••••••••••••••• - 1,140 
July ..•..•.••••...•••• ~ + 699 
Jlu~ .••••••.••••.••• - 586 
Sep~ber ••••••••••••• - 770 
()c:toller •••••••••••••••• + 671 
November ········••••• - 1,212 
Jlreeiember •••••••••••••• + l-,252 

1928: 
Jan~ ••••••••••••••• + 8,945 
Fe~ •••••••····••• + 21 
~ ............•...• - 149 
Jlpr.U ········~········· '+ 2,408 
May ••••••••••••••••••• + 2,820 
~une •••••••••••••••••• + 8,466 
July ••...••••.••••....• + 2,106 
A~ ·•· •• •••• •• •. ••• + 1,244 
~ber ••••••••••••• - 4,762 
Octo'ber •••••••••••••••• -11,288 
November ...•••......• - IS,088 
Decem 'her •••••••••••••• - 6,594 

1 929: 
Jan~ ••••••••••••••• - 19 
Fe~ •·•••••• ....... - 1,424 
~ ................. + 1,680 
~pril •••••••••••••••••• + 4,660 
May ••••••••••••••••••• + 5,021 
June •••••••·•········· - '7,085 
July •.••••••••••••••••• -14,847 
A~ •••••••••••••••• - 6,617 
Septeml>er •••• " •••••••• - 5,615 
()cto))er •••••••••••••••• + 1,846 
November ............. + 2,815 
Deceml>er ••••••••••••• • +12,085 

1980: 
January • • • • •. • • • • •. • • • + 8,958 
Fe~ •••••••••••••• + 1,071 
March ••••••••••••••••• + 4, 794 
~ .................. + 7,126 

y ..•...•.....•...... - 6,628 
.l'tllle: •••••••••••••••••• + 78 
July ••••••••••••••••••• - 4,438 
A~ •••••••••••••••· + 2,458 
~ber .........•... - 548 

Table VII. 

Bantot London Av..- monthlY 
Bant of l£DPoad . England: rate of Gol>aD88 Gold eoln 

Dopoolto Seourltleo 

•• •• (000'1) (OOO'a) 
(Quarterl:r (Quarterl:r ... .._, .. ,_.., 

128,435 122,944 

125,889 114,907 

;1.27,439 107,921 

126,522 118,920 

125,276 120,291 
. 

128,895 114,565 

121,586 107,062 

124,035 108,618 

128,575 108,569 

118,097 100,028 

116,546 100,599 
I. 

119,1174 108,176 

117,814 S4,201 

117,445 87,810 

1111,778 '78,861 

115,055 85,867 

118,860° . 78,185. 

115,182 74,585 

118,678 97,590 

114,708 99,104 

118,920 69,884 

116,279 74,605 

111,901 77,978 

ODd bullloll 
In loaue 
De~ent Three montba• 

:Reoerve (quarterl:r New York Parla rate ..... _, 
•• • • tojll J'ro,DOIIto •• Peroent• 

(000'1) (000'1) 
(Quarterl;r 
averaces) 

88.54 8.82 4.780 8.77 4.772 90.84 
28,645 126,771 ... ... 777. 92.1&- 4.50 

4.796 92.87 4.29 
4.855 94.11 4.69 

28,225 148,081 4.861 102,11 4.41 
4.860 108.48 4.48 
4.857 108.54 4.02 

87,680 160,489 4.847 102.86 8.79 
4.848 109.16 8.42 
4.846 122.2 8.90 

25,865 146,869 4.850 129.6 4.'71 

t 
4.858 128.7 4.86 
4.864 182.4 4.86 

28,159 148,594 4.861 185.8 4.40 
4.862 148.4 . 4.88 . 4.882 154.8 4.46 

27,121. 147,002 4.866 165.0 4.27 
4..864 197.7 4.81 
4.858 171.4 4.86 

82,646 152,443 4.855 169.9 4.58 
4.850 165.2 4..69 
4.849 141.8 4.74 

. 88,206 151,447 4.851 122.9 4.47 

i 
. 4.858 122.57 4.28 

4.850 128.68 4.14 
88.,199 149,454 4.854 124.01 4.88 

4.857 128.98 . 4.28 
4.857 128.97 8.62 

85,884 151,874 4.856 128.97 4.85 
4.8552 124.00 4.8 .. 
4.8606 124.01 4.84 

84,128 149,980 4.8684 124.00 ,.82 
4.8700 124.08 4.81 
4.8740 124.00 •• 84 

84,178 149,684 4.8825 124.00 4.81 
' I 

4.11'758 • 124.00 4.29 
. 4.11'750 124..02 4.20 

41,290 155,887 4.11801 124.02 4.17 . 4.8821 124.01 4.08 
4.8817 124.01 8.96 

47,898 161,286 4.8805 124.16 8.74 
4.11642 124.18 8.95 
4.8588 124.28 4.28 

119,081 172,868 4.8508 124.18 4.25 
4.81.98 124.14 4.88 
4.81.95 124.11 4.88 

47,010 161,084 4.!25 liH.lO 4.86 

4.8508 124.08 4.81 
4.8525 124.28 5.28 

55,212. 152, ~M1 4..8529 124.24 5.88 
4.8584 124.21 5.27 
4.8510 124.14 5.28 

58,441 159,480 4.8485 128.99 5.28 
4.8511 128.88 5.88 
4.8488 128.90 5.47 

84,270 140,208 4.8479 128.87 11.49 
4.8695 128.89 6.22 
4.8'1'77 128,85 11.66 

88,898 185,1172 4.8617 
I 

128.92 4.80 

~ 
4.8695 128.91 4.11 

' 4.8621 124.16 8.96 
61,971 151,7.70 4.8682 124.26 8.08 

4.8684 124.10 2.49 
4.8599 128.90 11.14 

60,626 159,122 4.8588 128.81 2.88 
4.8652 128.66 2.87 

52,488 15-lo,676 
4.8708 128.82 2.29 

I 2.09 

\ 
: Lon~o~ and Cambridge Economic Service. 
1 

Stat1st1cal Abstract, United Kinl(dom, 1928. 
1 

Annual Report, Federal Reserve Board, 1929. 
1 
Fe~eral Reserve Board'• Monthly Bulletins. 

0 JI!idla~ Bank Monlllly (,:ircular. 
Economall. l 

Bant mte 

Per oent• 

4 
4 
5 (5th) 
5 
5 
5 
5 
4tl (6th) 
4tl 
4 (1st} 
4 
5 (Srd) 

5 
5 
5 
5 
5 
5 
II 
5 
5 
5 
s. 
5 

5 
5 
5 
4tl (21st) 
4ti 
4tl 

·4tl 
4tl 
4ti 
4tl 
4tl 
4tl 

4tl 
4ti 
4tl 
4ti 
4tl 
4tl 
4ti 
4tl 
4tl 
4tl 
4tl 
4tl 

4tl 
5l (7th) 
Ill 
Ill 
Ill 
Ill 
Ill 
5l 
Ill (26th) 
6 (1st) 
5l (21st) 
5 (12th) 

5 
4tl (6th) 
Ill (20th) 
Ill 
8 (1st) 
8 
8 
8 
8 

N-Yoft: Ct.Pitollla'aeo 
Vlolblo-. 

Net Net -CaJlrate 
lmporg UpoN (lnclud!DC 

Bantr Ullited bllilloD) 
(avenge) K!Dsdom 

o .. _ 

Per-• Per.....k• •• • • 
(00G1oo'ol • • 

l 
(OOO,OOG'a) (OOO,OOO'a) •• (OOG,OOO'a) (000,000'1> 

8.21 8 
8.69 Ill (27th) 
4.01 :t I 812 2011 119 
8.84 
8.78 Ill 

I 4.12 Ill 85.1 89.2 288 184 104 
4.09 Ill 
4.28 8t 
4. 72 . Ill 258 187 69 
4.79 Ill 
4.74 Ill 
5.86 Ill 47.0 48.6 816 194 110 

4.46 4 (8th) 
4.89 4 I 4.56 4 284 190 8'1' 
8.97 Ill (28rd) 
8.88 :: j 4.12 68.4 68.2 252 149 108 
4.28 :*(18~) 4.58 
5.05 

i l 277 1118 125 
4.70 
4.60 
11.16 72.4 49.2 805 156 146 

4.27 4 
4.06 4 
4.18 .. 290 170 118 
4.21 4 
4.27 4 

t 
4.26 4 102.9 56.8 262 172 1111 
8.95 4 
8.66 Ill (5th) 
8.84 8t 258 176 87 
8.88 Ill 
8.60 Ill 
4.43 Ill 78.1 81,9 287 191 115 

. 
4.15 :*(a~ 

-
4.88 
4.48 : I 

277 182 80 
5.06 
5.69 4tl (18th) 
6.82 4tl 117.2 . 85.4 261 178 100 
6.06 IS (18th) 
6.91 5 

l '7.40 IS 257 180 80 
'7 .12 5 
6.86 5 
8.86 5 " ~ -- . 101.9 58.0 18ll 188 8ll 

I 

6.94 5 I 
7.47 ll ' 
9.80 5 I 276 .181 92 
9.46 5 
8.79 IS 
7.88 5 124.1 71.5 268 178 98 
9.4.1 5 
8.15 6 (9th) 
8.62 6 268 185 55 
6.10 6 
11.40 II (1st) 
4.88 4tl (15th) 85.8 22.9 299 186 125 

4..81 4ti 
4.28 4 (7th) 
8.56 Bl(Uth). 259 164 106 
8.79 Si 
8.05 8 (2nd) 
2.60 2l (20th) 78.7 68.2 288 141 94 
2.18 2l 
2.22 2l 

2l 225 186 87 
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Table VI. 

BALANCE OF PAYMENTS, UNITED KINGDOM. 

From Board of Tra~e Official Estimates (February). Overseas Loans; Estimates of 
Stat~.d 1910 to 1926; Midland Bank, 1920 onwards. 

(Millions of £.) 

. 1907 1910 11913 1920 1922 1923 1924 1925 1928 1927 1928 1929 1930 

-
Merchandise (inclu-

ding Silver) : 
Net imports •.••• 

Gold: 
127 145 132 380 176 !lOB 337 392 463 386 352 382 

, Net imports ••••• 6 5 14 - - - - - 12 4 6 -
Net exports ~· ••• - - - '" 10 13 18 8 - - - 16 --

Balance of Visible 
Items ......... 133 150 146 336 166 195 324 384 475 390 358 366 --

Government Tran· 
sactions: . 

Net receipts ••••• - - - - - - - - 4 1 15 22 
Net payments ••.• 9 9 12 7 5 !l5 28 H - - - -

Shipping Freights : 
110 1<60 130 130 Net receipts ••••• 85 90 94 840 133 1<60 12<6 120 

Overseas Invest-
ments: 

Net income .. , .. 160 187 210 200 175 200 220 250 285 285 285 285 . 
Short Interest, Com-

missions, etc. : 
Net receipts ••••• 25 25 - 25 <60 80 80 60 60 60 63 85 85 

Other Services : 
Net receipts ••••• 10 10 10 15' 10 10 15 15 15 15 15 15 

--
Balance of Invisible 

Items ......... 271 803 327 588 820 848 407 438 484 504 510 517 
--

General Balance : 188 153 181 252 IM 153 83 54 9 114 152 151 -
Overseas Loans •••• 89 189 198 80 135 136 184 88 112 139 143 94 

Note.-Export or credit figures in ordinary characters. 
Import or debit figures In italics. 
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Table VIII. 
/ 

CLEARING BANKS' FIGURES. 
(Millions of£.) 

I Cubmhud I and at 
Bank of England 

Depoolto 

19"..5: 
.January ................... 199.9 1,698.1 
February ........................ 198.5 1,682.8 
March ..................... 190.2 1,648.5 
April ...................... 198.0 1,644.8 
May ............................. 189.2 1,636.4 
.June ............ • ......... 201.9 1,662.8 
.June 80th ....................... 214.8 1,688.9 
.July ........................ 197.5 1,671.8 
August .................... 196.2 1,648.8 
September ................. 194.9 

~ 

1,650.6 
October ..................... 192.6 1,664.9 
November .................. 191.8 1,656.8 
December .................... 203.2 1,684.8 
December 31st .............. 221.7 1,694.3 

Yearly average ............. 195.7 1,661.6 
Percentage of deposits ••••••• - -

1926: 
.January ......................... 195.9 1,675.0 
February ........................ 190.8 1,648.5 
March ..................... 189.7 1,624.7 
April .................. • • • • 190.0 1,627.5 
May ......................... 100.8 1,628.9 
.June ............................. 201.9 1,687.5 
.June 30th ..................... 216.1 1,687.3 
.July ............................... 197.8 1,683.6 
August .................... 198.4 1,670.8 
September ................. 193.7 1,680.1 
October .......................... 196.0 1,685.9 
November .................. 194.8 1,885.1 
December ......................... 208.4 1,725.5 
December 31st .................. 223.1 1,744.1 

Yearly average .................. 195.4 1,664.7 
Percentage of deposits ••••••• - -

1927: 
.Jaouary .-.................. 200.4 1,730.8 
February •••••••••••••••••• 194.8 1,889.7 
March ..................... 191.9 1,869.3 
April ...................... 195.7 1,879.1 
May ...................................... 195.0 1,887.0 
.June ................................... 203.0 1,721.9 
.June 30th ........................... 220.7 1,747.9 
.July .......................... 197.2 1,719.2 
August .................... 195.1 1,705.9 
September ................. 195.9 1,704.8 
October ............................... 199.3 1,747.1 
Nove1111:Jer • ........................... 195.11 1,730.9 
Deeember .................. 208.0 1,788.2 
Deeember 31st ............. 281.5 1,788.1 

Yearly av::r. ............. 197.11 1,712.7 
Pawntage o deposita ••••••• - -• 

Ratloofoub 
to depoalts 

ll.81 
ll.79 
ll.57 
ll.74 
ll.55 
12.14 
12.78 
ll.81 
ll.90 
11.87 
11.57 
11.55 
12.06 
13.09 

-
11.78 

11.69 
11.61 
11.67 
11.67 
11.73 
12.12 
12.81 
11.78 
11.78 
11.69 
11.68 
11.68 
11.96 
12.79 

-
11.74 

11.58 
11.53 
11.49 
11.65 
11.55 
11.79 
12.68 
11.47 
11.48 
11.49 
11.41 
11.29 
11.68 
12.95 

-
11.53 
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Table VIII (continued). 

CLEARING BANKS' FIGURES (continued). 
(Millions of £) 

Caob In band 
Period and at Depoalto 

Bank ol Eugland 

1928: 
January ••••••••••••••••••• 201.8 1,784..1 
February .•................ 192.5 1,784..4. 
March •.......•••••.•.•..•. 190.1 1,709.0 
April •.......... , ..•....... 191.2 1,728.0 
May ....................... 191.9 1,725.4. 
June ............•.•.•.•.•. 197.7 1,768.5 
June Both ................. 208.4. 1, 791.9 
July ...................... 197.1 1,786.1 
August .................••. 195.5 1,768.2 
September ................. 197.2 1,768.9 
October •..•••............. 196.1 1,789.7 
November .....••...•••.•.•. 197.0 1,788.6 
December ................. 207.1 1,84.8.4. 
December 31st . . . . . . . . . . . . . 231.9 1,872.5 

Yearly avera~ ••••••••••••• 196.2 1,766.2 
Percentage o deposita ••••••• - -

1929: 
January ..................• 201.6 1,84.6.4. 
February •................. 190.0 1,8U.8 
1.\tlarch ••••••••••••••••••••• 187.8 1,776.6 
April ................... _ ... 191.8 1,780.7 
May ...................... 191.6 1,769.6 
June ...............•...... 196.8 1,807.9 
June Both ................. 201.2 1,827.8 
July ...................... 198.2 1,816.0 
August ...................... 191.5 1,796.8 
September ••••••••••••••••• 194..5 1, 791.8 
October ••••••••••••••••••• 192.7 1,802.5 
November .............•.•.. 189.7 1,789.0 
December ................. 204..9 1,810.7 
December 31st ............. 238.0 1,836.6 

Yearly avera~ ••••••••••••• 193.8 1,800.2 
Percentage o deposits ••••••• 10.77 --

1930: 
January ••••••.•••••••.•••• 195.5 1,805.0 
February .................. 184..6 1,751.1 
March ... ~ ...•............. 184..4. - 1,719.8 
April ........•............. 190.7 1,74.9.7 
May ...................... 189.8 1,779.8 
June ..................•... 192.7 1,825.6 
June Both ................. 204..5 1,842.2 
July ...................... 194..4. 1,830.9 
August .•..•.••............ 191.0 1,803.8 
September •••...•.........• 
October •......•.......•... 
November ••••••••••••••••.• 
December ................. 
December 31st ............ 
yearly averarc ••••••••••••• 
Percentage o desposits •••••• 

Ratlooloaab 
to depoelto 

11.28 
11.10 
11.12 
11.06 
11.12 
11.18 
11.85 
11.04. 
11.06 
11.15 
10.96 
11.01 
11.28 
12.88 . 

-
11.11 

10.91 
10:4.7 
10.56 
10.77 
10.82 
1D.86 
11.01 
10.64. 
10.66 
10.85 
10.68 
10.60 
11.81 
12.96 

-
10.77 

10.82 
10.54. 
10.72 
10.90 
10.66 
10.55 
11.10 
10.61 
10.58 
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GOLD MOVEMENTS INTO:AND OUT OF THE UNITED STATES, 
-1914 TO 1929, AND THE EFFECTS 

By 1\Ir. George E. RoBERTS. 

I am asked to review the gold movements into and out of the United States from 1925 
to 1929 and the effects. The result of all gold shipments into and out of the United States from 
the beginning to the end of this five-year period, together with domestic gold production and 
consumption in the arts, was a net reduction of the country's monetary gold stock in the sum 
of $215,000,000 according to the Treasury estimates. Importations during the period aggregated 
approximately $279,100,000 and exportations $526,200,000, or an excess of exports over imports 
of $247,100,000; but an excess of domestic production over consumption reduced the net loss 
to $215,000,000. 

Upon reflection it has seemed to me that a more satisfactory account of the monetary 
and credit situation in the five-year period named could be given in connection with a brief 
review of the entire period since the great movement of gold to the United States was started 
by the war, in 1915. The conditions existing in 1925 to 1929 cannot be fully accounted for 
without reference to the gold movements and credit expansion of the preceding years. 

:"\IOXETARY STOCK OF GOLD OF THE UNITED STATES AT END OF EACH YEAR, 
1914 TO 1929. 

Following are the Treasury figures for the monetary stock of gold in the United States 
at the end of each year from 1914. to 1929 inclusive, divided into three periods-to wit• (1) the 
war period. from the beginning of 1915 to the end of 1918; (2) the post-war period, from the 
beginning of 1919 to the end of 1924; and-(3) the final period, 1925 to 1929; the latter being 
the period expressly named to be covered by this paper : 

December 31st : 
1914. •..•...•..•..••.•.••..••...••......••. 
1915 ....................•...•..........•.. 
1916 ...................................... -
1917 ..................................... . 
1918 ..................................... . 

Net increase, four years ..•.•..•....••. .' ..••.•.•.••. 

December 31st : 
1919 ..................................... . 
1920 ........•.................•..........• 
1921 ...•.•.............•.................. 
1922 .....••......•...................... ' .• 
1923 ...................................... . 
1924 ........................•............. 

Net increase from December 31st, 1918, six years •..• 

Monetary gold stock 
$ 

1,818,000,000 
2,312,000,000 
2,843,000,000 
3,155,000,000 
3,160,000,000 

1,34.7,000,000 

2,994.,000,000 
2,926,000,000 
8,660,000,000 
3,929,000,000 
4,244,000,000 
4,499,000,000 

1,839,000,000 
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December 31st : 
1925 .....................•................ 
1926 ...................................•.• 
1927 ..................................... . 
1928 ............................•......... 
1929 ......•................•.............. 

Net increase from December 31st, 1924-, five years .•.. 
Net increa~e from December 8~st, 1914, fifteen years .... 

?llonetury gold stock 
8 

4o,899,000,000 
4o,4o92,000,000 
4,879,000,000 
4o,14ol,OOO,OOO 
4o,284o,OOO,OOO 

215,000,000 
2,4o7l,OOO,OOO 

In the year 1914, exports of gold exceeded imports by $165,200,000, the entire movement 
having been in the period from June to December. 

Importations from Europe in the war period practically closed with the entry of the 
United States into the war in 1917. 

In the aggregate, the United States lost gold from the close of the year 1924. to the close 
of 1929, including nearly all of its own production in that time. 

In 1919, previously existing restrictions upon gold exports were removed, and exports 
during the year aggregated $368,000,000, but the net loss was much less. The outward 
movement continued in the first half of 1920, but was reversed in the second half. In 1921, 
1922, 1928 and 1924. the inward movement was steadily maintained, until the last five months 
of 1924o, when exports and earmarkings for foreign account effected a small reduction of the 
year's gains. 

In 1925, the outward movement was, in some measure, due to the American subscriptions 
to the German loan of 1924 under the Dawes Plan. The primary object of the loan was to 
provide a gold reserve for the re-organised Reichsbank, hence the proceeds were taken in gold. 
Gains in 1926 increased the American stock almost to what it was at the close of 1924. In 
the fore part of 1927, imports exceeded· exports, but in the latter part of the year the largest 
outward movement of record set in, aggregating, from the beginning of August to the end of 
June 1928, exports of over $500,000,000, and a net loss of $479,000,000 in the monetary stock. 
In 1929, a net gain of $245,000,000 was realised to the end of October, but exportations in 
November and December reduced this amount to SHS,OOO,OOO at the end of the year. 

The monetary gold stock of the United States was at the high mark in April 1927, when 
it stood at $4o,610,000,000 but at no year-end since 1924. has it been as high as on 
December 31st, 1924-. 

It seems desirable to review briefly the circumstances related to the gold movements of 
each of the three periods and the effects of the movement upon the banking and business 
situation in the United States. 

THE FJRST PERIOD, 1915 TO 1918. 

The War-Time Inflation of Credit and Pricu. 

The main cause of the gold movement in the first period was the enormous balance of 
trade running to the United States, aggregating $5,837,000,000 in the three years from June 80th, 
1914, to June 30th, 1917. The trade balance continued high in 1918 and 1919, but was settled 
in part for the time being by credits granted by the Government of the United States to the 
European Governments associated with it in the war. 

The heavy volume of purchases supported by these credits gave a great stimulus to the 
industries and to business generally, causing an increased demand for bank credit, and the new 
gold supplies, entering the bank reserves, enabled the banks to expend their loans. The new 
Federal Reserve System did not begin to function until November 1914, and developed slowly, 
the total earning assets of the twelve reserve banks not reaching $100,000,000 until February 1916. 
However, the .Federal Reserve Act had reduced the reserve requirements previously in force 
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under the National Bank Act, and member banks and non-m~mber banks operatin~ under 
Stat banking systems were able to meet the demands for credit so adequately that mterest 
rate: were moderate throughout this peri~d. The annual aver~ge, based on weekly averageS 
of high and low rates on choice commen;tal paper, as qu~ted m the New York mark~t, was 
8.45 per cent in 1915, 8.43 in 1916, 4.74 m 1917 and. 5.87 m 1918. Call money ruled 1.n 1918 
within the range of 2 to 6 per cent, and in the earher years generally lower. Tht; discount 
rate of the Federal Reserve Bank of New York was not below 4 per cent or above 4, per cent 
from the beginning of 1915 to the end of 1918. 

Loans however were rapidly increasing. The loans of all member banks of the reserve 
system st~od at $6°419 000 000 on December 81st, 1914, and on December 81st, 1918, the 
aggregate was $14,224,000,000. However, part ?f this increas«: came from addi~ions. of ':lew 
banks to the reserve system, and, in order ~o obtam a complete ptcture o~ the bankmg SituatiOn, 
it is necessary to include the banks orgarused under State systems whiCh are not members of 
the reserve system or have joined from time. to time o':er the period review~. It s~o~ld be 
understood that banks belonging to the natiOnal bankmg system were reqmred to JOID the 
reserve system at its inception, but banks which were organised under the banking laws of 
the several States could not be required to join. . They are permitted to join and, in general, 
the larger ones have done so; but statistics from the time of the inception of the reserve system 
are not comparable unless both member and non-member banks organised under State charters 
are included. The last-named exceed the number organised under National charters. 

Figures for all banks are available only at or near the end of June of each year. On 
June 80th, 1914, loans and discounts of all banks in the country reporting to national or State 
authorities aggregated $15,839,000,000, and investments (mainly bonds) aggregated 
$5,585,000,000, a total of $20,924,000,000 of bank credit in use. On June 29th, 1918, loans 
and discounts aggregated $22,515,000,000, and investments $9,742,000,000; in all, 
532,257,000,000. . 

This increase of 54 per cent in the volume of bank credit in four years, of course, did not 
signify that the volume of production and general business had increased in like measure. As 
in all other countries at that time, the demand for manpower and for industrial materials and 
produc~ .was !n ~xcess of su.pply, and, backed by purchasing power in the form of b!lnk credit, 
competJ~Jve btddmg had dr1ven up wages and priCes until the greater part of the mcrease of 
purchasu~g power was absorbed by higher prices. The United States Bureau of Labour Statistics 
!able of mdex numbers of "!hol~ale prices, based upon 1913 -prices as 100, gives 202 as the 
mdex number of average pr1ces m the month of December 1918. 

Further Liberalisation of Reserve Requirements. 

That ~h~ ~a~ were not pressed to the limit of their resources by current demands for 
bank cred1t IS· ~ndtcated, ':lot only ~y the mod~rate interest rates, but by the fact that they 
had funds. contmually ~vaiiable for mvestment m bonds. This state of ease in face of the fact 
that gold Imports practically ceased in 1917 until1920 is accounted for in part by an amendment 
to the Reserve Act effecting a further reduction in the reserve requirements imposed- upon 
the member banks, thus increasing the efficiency of the reserves and the lending power of the 
banks 1, also by the maintenance of low discount rates at the reserve banks. 

•F U ' · o owmg Js a summary of the member. bank reserve requirements : 

Reseroes of lllember Banks. 

" Demand deposits within th · f h' · · within thirt da . e !"eanmg 0 t ~ Act shall comprise all depostts payable, 
all . Y ys, and ttme depostts shall comprtse all deposits pavable after thirty days 
not~vtb;"; accounts and certificates of deposit which are subject to not less than thirty days: 

E ore payment, and all postal savings deposits 
" very bank banking assoc' t' t t ' · · · 

• 18 ton, or rus company whtch Js or wluch becomes a member 
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THE SECOND PERIOD, 1919-1924.. 

Post-War Boom; Commercial Crisis; Deflation; Renewal of Gold Imports. 

The year 1919 began with uncertaintr prevailing in business circles. The war was over, 
the war demands for man-power and cred1t were ended; the armies were to be disbanded and 
business must adjust itself to peace conditions. The volume of trade slumped off for a few 
months, then revived as demands of many kinds, hitherto restrained, were let loose, 
Governmental expenditures continued on a great scale, financed by more loans, inflation was 
rampant, wages and prices advanced rapidly, and, owing to the disorganised state of trade 
and transportation, a Shortage of all kinds of commodities appeared to exist. It soon developed 
that this was an illusion, and that, in reality, stocks of goods were very large in relation to 
the ability of the public to make purchases at prevailing prices. 

Loans and discounts of member and non-member banks had increased from $22,515,000,000 
on June 29th, 1918, to $81,208,000,000 on June 80th, 1920, and investments from S9,H2,000,000 
to $11,887,000,000. The latter had been $12,280,000,000 on June 80th, 1919, but under the 
pressure of a tightening market the banks had reduced them. 

The total expansion of bank credit in the two years from June 29th, 1918, to June 80th, 1920, 
was from $82,257,000,000 to $42,595,000,000, or 82 per cent, and from June 80th, 1914, slightly 
more than 100 per cent. 

The United States Government issued its Victory Loan in 1\Iay 1919, for the pu:rpose of 
cleaning up the hang-over of war obligations. It was placed on a 4l per cent basis, whiCh was 
far below current market rates for money at the times. Subscriptions were promoted by an 
understanding that member banks and reserve banks would carry loans on these bonds at 
the issue rate. Under the circumstances, the funds, naturally, were largely raised in this manner, 
and increased the volume of circulating credits. 

On June 20th, 1919, Governor Harding, of the Federal Reserve Board, addressed a letter 
to each of the Governors of the twelve federal reserve banks, in which he said : 

" The Federal Reserve Board is concerned over the existing tendency toward 
excessive speculation, and, while ordinarily this could be corrected by an advance 
in discount rates at the federal reserve banks, it is not practicable to apply this check 
at this time because of Government financing." 

of any federal reserve bank shall establish and maintain reserve balances with its federal reserve 
bank as follows : 

" (a) If not in a reserve or central reserve city, as now or hereafter defined, it shall 
hold and maintain with the federal reserve bank of its district an actual net balance equal 
to not less than seven per centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits. . 

" (b) If in a reserve city, as now or hereafter defined, it shall hold and maintain with 
the federal reserve bank of its district an actual net balance equal to not less than ten per 
centum of the aggregate amount of its demand deposits and three per centum of its time 
deposits. 

" (c) If in a central reserve city, as now or hereafter defined, it shall hold and maintain 
with the federal reserve bank of its district an actual net balance equal to not less than 
thirteen per centum of the aggregate amount of its demand deposits and three per centum 
of its time deposits. 
" In estimating the balances required by this Act, the net difference of amounts due to 

and from other banks shall be taken as the basis for ascertaining the deposits against which 
required balances with federal reserve banks shall be determined." 

Central reserve and reserve cities are duly designated as such, on account of their Importance as 
banking cities. There are but two central reserve cities-namely, New York and Chicago-and sixty-one 
reserve cities. 
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Monetary Stringency. 

In November 1919 the reserve authorities deemed that time enough had elapsed since 
the flotation of the Victory Loan to warrant taking the first st~p toward control of the credit 
situation by means of the discount rate. The rate on commercial paper was 4 I per cent, but 
a rate of 41 per cent existed on paper secured by Government war loans. By two s_teps, a month 
apart, this preference was removed,and on January 80th the ~ate on commercml paper was 
raised to 6 per cent, and on June 1st, 1920, to 7 per cent, the highest rate ever established in 
the reserve banks. _ 

Interest rates in the market advanced sharply in the second half of 1919, unaer the pressure 
of demands resulting from im expanding volume of business and rising prices, coincident with 
diminishing bank reserves, the result of gold exports. Call-money rates fluctuated violently 
from 2 to 80 per cent, and touched 15 per cent or a higher rate in every month but one from 
June to December. The commercial paper rate, however, held belq_w 6 per cent for choice 
names throughout 1919. 

In 1920, inflation culminated, with prices rising and gold exports continuing. The call 
rate for money ranged from as low as 5 to as high as 25, rising above 10 in ten of the twelve 
months, and commercial paper of the best class was quoted as high as 8 per cent throughout 
the last half of the year. Jlloney was extremely tight. 

The Course vf Prices. 

The peak of the commodity-price movement was reached in 1\Iay 1920. The course of 
prices from 1915 to that date is indicated by the Bureau of Labour Statistics wholesale-price 
index, as given by its classified groups herewith : 

1913 = 100 
June June December May 
1915 1918 1918 1920 

All commodities. . . • . . . . . . . . . . 101 194 202 247 
Farm products . . . . . . . . . . . . . . 101 210 227 241 
Woods...................... 102 180 206 248 
Cloths and clothing • . . . . . . . . . 96 238 283 828 
Fuel and lighting . . . . . . . . . . . . 81 169 179 239 
llletals and metal products . . . 102 184 187 202 
Building materials . . . . . . . . • . . 93 172 177 293 
Chemicals and drugs . . . . . . . . . 123 205 194 213 
H?use-furnishing goods • . . . • . . 100 152 163 247 
Miscellaneous . . . . . . . . . . . . . . . . 93 160 163 208 

The do":nward trend of prices following is shown by the composite index numbers for 
each succeedmg month of 1920 after May as follows: June, 243; July, 241; August, 231; 
September, 226~ Octobe~, 211; November, 196; December, 179; Average for the year, 226 . 

. In 1921, pr1ces contmued downward, the composite index numbers at quarterly intervals 
bemt as follows: January, 17~; Afril, 148; July, 141; October, 142; December, 140; average 
~or\ e ~ear, 147. The low pomt o the monthly average was reached in January 1922, at 188; 

b
y 11 ay 1t had recovered to 148, and the average for 1922 was 149. The average for each year, 
ased on the monthly figures from 1918 to June 80th, 1930, has been as follows : 

1918 . . . . . . . . . . . . . . . 194 1925 159 
1919 . . . . . . . . . . . . . . . 206 1926. • . . . . . . . • . . . . . 151 
1920 . . . . . . . . . . . . . . . 226 1927::::::::::: :::: 136 
1921 . . . . . . . . . . . . . . . 147 1928 140 
1922 . . . . . . . . . . . . . . . 149 1929. . . . . . . . . . . . . . • 138 
1928 

.......•....... 
. . . . . . . . . . . . . . . 154 1930 130 192. . ......•....... 

. .. · · · · · · · · · · · · · · · 150 (first six months) 
Naturally a very se · d · · · d H . 

1 
• nous epress1on m m ustry and trade accomi>anied this fall of prices. 

b~~~~s oru ;ere su!fer~d ul PO!! all stocks of commodities, many business failures occurred, 
e o very ser10us y m volume and much unemployment resulted. 
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Liquidltlioll of Credit . 

. It is incorrect to attribute the fall of prices to a purpose or agressive rolicy on the part 
of the reserve banks as sometimes has been done. By the spring months o 1920, the reserve 
banks were expanded practically to the limit of their capacity under the law. The consolidated 
statement showed a small margin above the legal reqmrement; but, at the end of April, three 
of the twelve banks were carrying rediscounts for seven of the others; at the end of October 
three were rediscounting for seven of the others; and at the close of the vear three were 
rediscounting for five of the others. · 

Obviously, the time had come when further credit expansion could serve no useful purpose, 
or be allowed under the provisions of the banking law. The policy of the reserve authorities 
was not directed to a reduction of available credit, but to a check upon continuing expansion. 
Unfortunately, inflation was under such headway that more inflation was constuntly required 
to prevent a crisis. In its annual report at the end of 1919, the Board said : 

" The expansion of credit set in motion by the war must be <·hccked. Credit 
must be brought under effective control and its flow be once more rcgulutcd and 
governed with careful regard to the economic welfare of the country and the needs 
of its producing industries." 

This may be taken as a frank statement of the Board's animating \mrpose. 
It is to be considered also that the decline of prices was already wor dw1de, the earliest 

development of the movement having appeared in a crisis in Japan in 1\Iareh 1920. By the 
fall months of that year it was recognised everywhere as a world movement. The staple export 
commodities of the United States were falling in all foreign markets before any reduction of 
the volume of reserve credit occurred, and obviously could not be sustained within the United 
States. 

That the reserve banks were not reducing their outstanding credits during this period 
of stress is to be seen from the following figures of their total earning assets at dates from 
August 1st, 1919, to November 5th, 1920 : 

TOTAL BILLS AND S ECl."RITIES, ALL RESERVE BANKS. 

August 1st, 1919 ......................... . 
November 7th, 1919 ....................... . 
May 7th, 1920 ............................ . 
November 5th, 1920 ...... ~ ............ ; ... . 

s 
2,468,086,000 
2,923,204,000 
8,214,857,000 
8,421,575,000 

Falling prices, however, undoubtedly had the effect of stimulating liquidation of both goods 
and indebtedness, for the motive to hold commodities no longer existed and owner-borrowers 
had become eager to realise on them. Banks, of course, were alert to protect their loans. The 
aagregate of bank credit in use on June 30th, 1920, and the correspondmg dates of the following 
three years are shown by the figures given herewith : 

AGGREGATE LOANS, DISCOUNTS AND INVESTliElii'TS. 

1\Iember and non-member Banks : 
Loans and discounts .. . 
Investments ......... . 

Total ... 

June 30th June 30th June 30th June 30th 
1920 1921 1922 1923 

31,208 
11,387 

42,595 

S (000,000 omitted) 

28,932 
11,882 

40,314 

27,860 
12,547 

40,407 

80,416 
13,672 

44,088 
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It will be seen that by June 80th, 1922, member and non-member b~nks v.:ere beginning 
again to buy bonds to employ their funds. By June 80th, 1928, a substantial busmess recovery 
was under way and the volume of credit was well above the 1920 figures. A new gold movement 
was largely responsible for the credit expansion. · 

The Gold Movement, 1920 to 1924. 

In the latter part of 1920, the preponderant gold movement was inward and continued 
to be so on a large scale in 1921, 1922, 1928 and until December 1924, when the proceeds of 
the German loan began to move out. · 

When this import movement assumed importance in the fall of 1920, the rediscounts of 
the reserve banks aggregated $2,801,000,000 (October 29th), and by this time, by reason of 
slackening trade and falling prices, the loans of the member banks were declining. Accordingly, 
the latter gradually reduced their obligations at the reserve banks, as shown below. Total 
bill and security holdings of reserve banks, percentage of consolidated reserves and discount 
rate of New York Reserve Bank also are given. 

1920: 
December 80th 

1921: 
.............. 

January 8Ist ............•... 
February 28th •••...•••..••.• 
1\larch 8lst ................. . 
April 80th ......••••..•.•... 
1\lay 8lst .................. . 
June BOth •..•••••••.•.••••• 
September 80th •••••..••.••. 
December 81st ...••••.•••...• 

1922: 
March 31st ................. . 
June 80th ......•......••... 
August 8lst ................ . 
September 80th ••••.•...••.•• 
December 8Ist ............. . 

1928: 
1\larch Blst ................. . 
June 80th •.••.•.•..•••.••.•• 
December Blst ............. . 

1924 : 

Bills discounted Total bills 
all reserve banks and securities 

$ (OOO,OOO's omitted) 

2,719 

2,457 
2,889 
2,283 
2,076 
1,907 
1,751 
1,413 
1,144 

680 
461 
897 
463 
597 

698 
886 
723 

8,263 

2,907 
2,841 
2,629 
2,458 
2,249 
2,050 
1,685 
1,523 

1,241 
1,177 
1,084 
1,190 
1,826 

1,212 
1,14-i 
1,211 

Discount rate 
New-York Reserve Bank 

(Per cent) 

7 

7 
7 
7 
7 
61 
6 
5 
41 

41 
4 
4r 
4r 
4r 

4r 
4r 
4r 

?tlarch 81st ...•.•..•..•••• : • • 447 1, 009 4l 
June 80th . . . • . • • . • . . • . • . • . . 333 802 81 
December 81st . . • . • • . • • . • . • • 814 · 1, 249 3 

into ~huring all of. this period, from the latter part of 1920 to the end of 1924, ~old was coming 
the att~;~~~t~ ~h~b~~i::;unp ~h but the first ro years was a period of liq.wdation in which 
the gold ed u c was genera Y concentrated upon reducmg liabilities and 
of 1922 c~t no purpose except to reduc~ the amount of rediscounts. In the latter' part 

ne 1 b . was m greater demand, partiCularly for the purchase of securities In 1928 
fgai: ands~h~ h!~sa ll~~=~~~~nd~val and redisedco~ntsAincreas~; b~;~t in 1924 busin~s slumped 

or reserve cr 1t. t no time m 1922, 1928 or 1924 was 
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the discount rate of the Reserve Bank of New York above 41 per cent, and except at brief 
per.iods it was at 4 per cent or lower, down to 8. 

The gold holdings of the reserve banks were rising from $2,059,833,000 on December 31st, 
1920, to $3,047,893,000 on December 31st, 1922, and slightly larger figures later. About this 
time the practice was inaugurated of paying gold certificates into circulation along with other 
currency, or the figures for gold holdings might have been higher. This subject will be referred 
to later. · 

The Development of Speculation. 

The important features of this period were the credit crisis, the collapse of prices, the 
business depression, the resumption of gold imports at a time when the demand for credit was 
declining, and the development of speculation in securities. 

As we have seen, money had been tight in the years immediately following the war and 
interest rates high. The Government's war issues clogged the security market and depressed 
the prices of stocks and bonds. However, the gold importations began to affect this situation. 
In 1922, the quoted interest rate on sixty-to-ninety day collateral loans averaged 4.55 per cent 
throughout the year; throughout 1923 about 5 per cent; throughout 1924 about 8.50 per cent; 
and throughout 1925, 1926 and 1927 under 5 per cent. In the earlier of these years, listed 
stocks and bonds could be bou~ht at prices and carried at interest costs which afforded a profit 
from their current returns. This situation afforded the basis for the great speculation in securities 
which began in 1922, and absorbed an increasing amount of capital and credit until the latter 
part of 1929. 

Building Operati&na and Speculation. 

Real estate investments and speculation also were an important factor in this period. 
Building and constructional work of all kinds had been held in check during the war, and high 
interest rates exerted a similar effect, until about 1922, when real-estate operations became 
extensive, particularly in the suburbs of important cities. These and the security markets 
gradually absorbed the new credit supplies. 

Industry and the regular lines of business had suffered great losses in the fall of prices 
in 1920-21, and were disinclined to extend their operations on borrowed money. Notwithstanding 
the severe decline of commodity/rices from the high level of 1920, or perhaps because of it, 
the regular lines of business ha apprehensions that prices might go lower. There was no 
speculation in merchandise, no fear of rising prices; hand-to-mouth buying was the rule. 
Predictions of a general inflation of commodity prices in the United States failed of realisation, 
although certain commodities, mainly raw products, advanced from the depressed level of 1921. 
It is a mistake to suppose that the failure of commodity prices to recover was due to any 
conscious purpose or policy on the part of the banking authorities. Commodity llrices did 
not respond to the increasing supplies of money simply because the public did not Wish to use 
credit for the purpose of holding commodities. There was little, if any, demand for money 
or credit for that purpose. 

· However, it is an axiom that money will find employment in some way, at some rate, and 
eventually the stock market developed a capacity to absorb all that was available. 

Interest rates at first were low. The money markets of the United States were not an 
attraction accounting for the movement of gold to the country in the years prior to 1925, for 
rates were lower here than in Europe. The United States began to lend heavily abroad in 1924, 
and from 1924 to the first half of 1928 inclusive the aggregate of foreign flotations in the United 
States was $7,005,210,000. 

Causes of the Gold Movement. 

The main explanation of the causes of the gold movement into the United States in the 
years prior to 1925 is to be found in the disordered state of finance, industry, trade and social 
and political affairs in Europe, resulting from the war. The United States had the industrial 
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't to sup lv goods that were wanted, its monetary system was firmly established on 
capald basis ana it was far removed from the centre of the world's chief disorders. Not only 
~!..~ there iarge trade balances in its favo_ur, but, mo~t of the currencies of t~e world bei~g 
off the gold basis, a strong ind~cement existed ~or residents elsewhere to estabhsh reserves m 
this country As illustrating this tendency, particular reference may be made to the fact that, 
when, in 191i6-27, the currency of France was stabilised, the amount of French funds fo~nd to 
be temporarily employed in the New York !'larket aggregated many hundr«;ds of m1lhon~ of 
dollars. There is reason to believe that capital was sent from m_any countries t~ the U m~ed 
States in the period named for safe temporary investment. It ~ontr1buted _to th~ rap1d relaxatiOn 
of the tension in the New York·money market and to the r1se of security prices. 

Jllany foreign banking institutions, including C~ntral. ~anks, d~em.ed it desirable to maintain 
reserves in New York. The Federal Reserve Bulletm, offic1a~ publication of. the Federal ~eserve 
Board, in its June 1927 issue, made the statement that, without attemptmg to determme the 
amount precisely, there was reason to believe that "perhaps as much as $1,000,000,000 of the 
operating reserves of foreign Central Banks is in the form of dollar exchange ". Presumably, 
these reserves were maintained for the reason that New York exchange was a ready means 
of payment in any part of the world. 

THE THIRD PERIOD, 1925 TO 1929. 

The third period began with prospects for comparative stability. The reparation problem 
in Europe had been settled-at least, for a term of years-by the adoption of the Dawes Plan, 
and Germany was re-established on a gold basis. Early in the year, Great Britain and Holland 
restored the gold standard. Industry and trade were recovering, and the price situation 
appeared to have reached a fair state of stability. In the United States, industry was active, 
labour well employed and, although agriculture complained that its products were below the 
general parity with other products, even that situation appeared to be improving, and the way 
seemed clear for general prosperity. The state of busmess remained good throughout 1925 
and 1926, but rising speculation in securities, especially stocks, was manifest, as confidence 
in a long period of prosperity strengthened. . 

The country lost $100,000,000 of gold in 1925, and regained approximately that amount 
in 1926, also gained another $100,000,000 in the forepart of 1927, before the heavy exports 
of that year began. Jllember and non-member loans, discounts and investments increased 
from $49,284,000,000 on June 30th, 1925, to $52,048,000,000 on June 80th, 1926; $54,525,000,000 
on June 30th, 1927; and 858,728,000,000 on June 80th, 1929. The average of reserve bank 
credit outs_tandin~ in the first eight months· of 192-i was $880,000,000, $1,053,000,000 in the 
correspondmg period of 1925, S1,U7,000,000 in 1926, and $1,0ll,OOO,OOO in 1927. The reserve 
perce~tages of the reserve banks varied but little in these years. They recovered to 70 per 
cent m the ~atter pa_rt of 1921, partly_ by the general liquidation of credit and partly as a result 
of the gold Importations. The consolidated statement did not show a percentage below 70 again 
until the last month of 1927. 

Auitucle Toward Gold Imports. 

The attitude of the reserve. authorities. and of bankers generally toward gold imports in 
th~e years was one of apprehensiOn and anxiety. Far from being viewed as advantageous and 
desJ~a.ble, they were regarded as abnormal, temporary, and, therefore a menace to financial 
stab1hth · Banke_rs g_ene~ally viewed with misgivings the development 'of a structure of credit 
upon t 1em, cons1dermg Jt probable that within a short time the re-establishment of Europe 
upo~ the gold_ basis, together with _economic recovery, would result in the recall of a substantial 
~orhon of th1s ~o.ld, there?~ possibly requiring a drastic contraction of credit in the United -

tates. Competitive cond1hons practically compelled an expansion of credits, as additions 



-47-

to reserves occurred, but a wholesome prudence forbade them to incur continuing indebtedness 
at the reserve banks for the purpose of serving the speculative operations of the stock markets 
by this time of increasing importance. ' 

Federal Reserve Policy. 

Throughout these years of gold imports from 1920 on, the management of the }'ederal 
Reserve ~ank o! New York was known to be in close relations, for purposes of conference and 
co·operabon, With the authorities of the principal Central Banks of Europe, with a view to 
!imiting, ~o far as prH;Cticable, this flow of gold. The inflow constantly exerted an inflationary 
mfluence m the secunty and other speculative markets, beyond the power of the reserve banks 
to control. Obviously, it is only as the member banks resort to the reserve banks that the 
latter are able to exert influence upon the credit situation; but, as will be seen, the member 
banks have very large powers of expansion on their own account. 

From the middle of 1922 to the end of 1929, the discount rates of.the Federal Reserve Bank 
of New York have been as follows, going int_o effect at the dates named : 

Date of taking efrect Rate per cent 

1922 : June 22nd . . . . . . . . . . . . . . . . . . • • . • . . • . . • . . • . • • . • . . 4 

1928 : February 28rd ....................•....•...•....• · 41 
l\lay 1st . . . . . • • . . . . . . . . • . . . . . . . . . • . . . . . . . . . . . . • • 4 
June 12th . . . • • . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . 81 
August 8th . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . • . . . . 8 

1925 : February 27th................................... 8} 

1926 : January 4th . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . • . . . 4 
April 23rd . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . • • . . . . . . 8l 
August 13th . . . . . . . . . . . . . . . . . . . • . . . . . • . . . . . . . • . . 4 

1927 : August 5th • . . . . . . • . . . . . . . . . . . • . . . . • . . . . . . . . . . . . 81 
1928 : February 8rd.................................... 4 

l\lay 18th . • • . . . . . • . . . . . . . . . . . . • . . . . . • . . . . . . • • . . . 41 
July 13th • . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . • . . . . 5 

1929 : August 9th • . • . . . . . . . . • . . . . . • . . . . . . . . . . . . • . . . . . . 6 
November 1st . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . • 5 
November 15th.................................. 41 

1930 : February 7th. . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . • . . . 4 
March 14th . . . . . . . . . . . . . . . . • . . . . . • . . . . . . . . . . . . . 81 
1\lay 2nd. • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . • . . . 8 
June 20th • . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . 21 

From about the beginning of 1925 until the fall of 1927, the constant problem of the 
reserve authorities was to avoid, on the one hand, giving stimulus to the speculative fever 
at home by making money unduly cheap, and, on the other hand, to avoid giving encouragement 
to gold imports by making rates relatively high. The desire to favour foreign loan flotations 
in New York was a constant consideration. 

The reduction of the discount rate from 4 to 8l per cent on August 5th 1927, illustrates 
this problem, and ~as the subject of much controversy_ both within the reserve sys~e~ and 
outside. At that time the efforts of Europe to re-establish the gold standard were still m an 
experimental stage. Gold had been lost to the United States in 1926 and in the_ first half 
of 1927 in amounts which aroused grave concern as to whether the payments runnmg to the 
United States were not so large as to definitely unsettle the world equilibrium and prevent 
the maintenance of free gold payments in Europe. In April 1927, the Bank of England had 
ventured to reduce its discount rate from 5 to 41 per cent, but the movement of exchange rates 
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in the following July indicated that this action would have to be rescinded or gold would go 
to New York. The New York exchange rate in Londo~ fluctuated yery. close to t~e e:c:port 

int and with the season of heavy payments to America approachmg, It seemed Inevitable 
fbat,' unle;s that rate declined, London would lose gold. . . . · . 

Lower interest rates in New York were deemed undesirable o~ account o_f the rismg b~e 
of speculation. On the other hand, general busin~s was undergomg a recessiO!l, and on this 
account an advance of the discount rate seemed mopportune; moreover, gold Imports wc;mld 
have unfavourable reactions in Europe, and might affect the usual fall purchases of AmeriCan 
products. In view of these several considerations, the Federal Res~rve Bank. of New York 
reduced its rate to 8l per cent on August 5th, 1927, and correspondmg reductions were made 
by the other reserve banks, The effect upon exchange rates was immediat~, the I:ondon rate 
of exchange on New York moving decisively away from the go_ld export poi!lt, whiCh was not 
approached again that year. This incident illustrates ~he attitude a~d pohcy o~ the re~erve 
authorities toward gold imports throughout the period under review. The mternat10nal 
situation was constantly in view. 

Restriction upon Reserve Banks. 

In considering the attitude of the reserve authorities toward stock-market loans in 1928 
and 1929, it should be understood that the Reserve Act places a very definite ban upon loans 
based upon stocks and bonds. It was the deliberate intent of the makers of the law to establish 
restraints upon these banks which would prevent their resources from being drawn upon for 
speculative or even investment operations. The reserve banks were designed to support and 
facilitate the regular movement of goods in trade. Other operations are inhibited, except 
that the banks may buy, sell or lend upon certain public securities. Eligible paper is defined 
in Section 18 of the Federal Reserve Act as follows : 

" Upon the indorsement of any of its member banks, which shall be deemed 
a waiver of demand, notice and protest by such bank as to its own endorsement 
exclusively, any federal reserve bank may discount notes, drafts and bills of exchange 
arising out of actual commercial transactions-that is, notes, drafts and bills of exchange 
issued or drawn for agricultural, industrial, or commercial purposes, or the proceeds 
of which have been used, or are to be used, for such purposes, the Federal Reserve 
Board to have the right to determine or define the character of the paper thus eligible 
for discount, within the meaning of this Act. Nothing in this Act contained shall 
be construed to prohibit such notes, drafts and bills of exchange, secured by staple 
agricultural products or other goods, wares, or merchandise from being eligible for 
such discount, and the notes, drafts and bills of exchange of factors issued as such 
making advances exclusively to producers of staple agricultural products in their 
raw state shall be eligible for such discount; but such definition ahaU not include notes, 
drafU "!' billa covering merely investments or issued or drawn for the purpose of carrying 
or tradmg in stocks, bonds or otlier investment Becuritiea, except bonds and note1 o the 
Government of the United State1. Notes, drafts and bills admitted to discount under 
the terms of this paragraph must have a maturity at the time of discount of not more 
than ninety days, exclusiVe of grace." 

The Outward llfovement of Gold in 1927 to 1929. 

In the last four months of 1927, an outward movement of gold set in which before it ended 
had tak~n the accumulations of the preceding five years. The exports of the four month~ 
were mamly traceable directly ~o loan flotations in the New York market. Argentina placed 
a lo_an of $40,000,000 and took m all over $61,000,000, the excess over the loan proceeds being 
mainly on Eurol?ean account in settlement of a favourable trade balance created by a good 
crop year. Brazli placed a loan and withdrew $33,000,000 in gold, and the aggregate of American 
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investments abroad in that year was in the neighbourhood of $1,000,000,000. Net gold exports 
in the four months were $140,000,000, and in the year approximately $100,000,000. 

A significant shipment in the last month was one of $10,000,000 to Paris, which proved 
to be the beginning of a continuous movement which, before it ended in 1928, aggregated 
$845,000,000. Total exports in 1928 aggregated $560,759,000, against which, however, there 
were imports of $168,897,000, resulting in a net loss of $892,000,000. 

The movement to France afforded tangible evidence of the abnormal character of much 
of the gold movement into the United States in the preceding years. Apparently, a feeling 
of alarm had existed in France during the time of monetary instability and had prompted the 
people of that country to accumulate these funds in the· United States. It may be assumed 
that the banking policies in the United States had little or nothing to do with it, beyond the 
fact that the monetary system was on a free gold basis. In the latter part of July 1926, under 
the administration of M. Poincare as Premier and Minister of Finance, with the co-operation 
of Parliament, a series of budgetary and financial measures were adopted which radically changed 
the situation and restored confidence in the currency. The result was that a return flow 
of capital to France began, and in the forepart of 1927 had reached large proportions. It 

. was manifested in a rise of French exchange, which soon brought the franc back approximately 
to the level which had been for some time the basis of commodity prices in France. Inasmuch 
as a further rise threatt;ned to disarrang~ pric~ relationships and disturb business, the ~'?ver.nment 
·and Bank of France mtervened at thts pomt to effect at least a temporary stabtbsatlon at 
approximately 25.5 francs to the dollar, which eventually was made permanent. This was 
accomplished by action of the Bank of France in buying foreign exchange offerings at this price, 
giving franc currency in exchange. This policy soon placed the Bank of France in possession 
of large holdings of funds in London, New York, and probably other gold standard countries. 
The first general knowledge of the extent of this accumulation of foreign exchange by the Bank 
was gained by the public when the Bank paid off a loan of approximately $160,000,000 at the 
Bank of England, in April 1927, although the loan had several years to run to maturity. 

The security for this loan included a pledge of about $90,000,000 of gold, and, when this 
gold was released, the Bank began shipping it in $10,000,000 lots to New York. When 
$80,000,000 had been skipped, the federal authorities interrupted the movement by purchasing 
the remaining $60,000,000 to prevent its being brought to New York, and it was soon afterward 
disposed of in London. The incident testifies to the attitude of the federal reserve authorities 
toward gold imports at that time. · 

When the first statement of the Bank of France was published after the monetary reform, 
in June 1928, and figures were given of the Bank's foreign holdings, it was revealed that foreign 
exchange and foreign bills aggregated about $1,422,000,000. This was after withdrawal~ from 
the United States in 1927 and 1928, aggregating $250,000,000. What the accumulation of 
French funds in the United States aggregated at the high point has not been made public; 
but, evidently, this accumulation was an important factor in the increasing gold stock .of the 
United States in the post-war period down to 1927, ev~n t~ough cor~paratively little of the 
gold came directly from France. The peak of gold holdmgs m the Umted States was touched 
in 1\Iay 1927. 

Condition& in the United Statra, 1927 to 1929. 

Reference has been made to the fact that the federal reserve authorities offered no 
opposition to the gold movement from the country in 1927. They had acted to curtail a 
movement from London to New York in the forepart of that year and had lowered the discount 
rate in August to avert imports. Moreover, to prevent the tighU:n~ng of the h_ome money 
market which, naturally, would result from the gold exports and rtsmg commerctal demands 
of the fall months, they began open market purchases of both bills and Government bonds. 
From September 1st to December 81st, while bills discounted for member increased by 
$87,000,000, open !Darket hol~ings of bills and Gov.ernme.nts increased J:>y $~28,0~0,0f?O. :rhat 
this release of credtt was suffictent to prevent any nse of mterest rates m thts penod IS evtdent 
from the fact that both call and time rates ranged lower than in the last half of either 1926 
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or 1925. The quoted range of time money, collateral security, in the last four months of 1927, 
was from 4.05 to 4.25 per cent. . . 1 .. 

Reference has been made. to one circumstance mfluencmg . t~e reserve aut tor1hes to 
kel'p money cheap at this time-i.e., the fact tha~ trade was d~hmng. The_ years 192~ and 
1926 had been a period of sustained activity on a h1gh.level ~nd s1gns of.recess10n were ~v1dent. 
In the last quarter of the year unemployment was reachu~g: ser1ous proportions. . Unquestionably, 
these conditions had an influence in moving the author1hes to completely nulhfy the effects of 
gold exports upon the money market. 

I ncreiUiing Speculation. 

Meantime, speculation upon the Stock Exch~nge had been gaining headway .. Notwith
standing the fact that general business was suffermg a relapse, the volume of tradmg on the 
exchange was increasing, and prices achieved a substantial advance. Brokers' loans from 
all sources, as reported by the Stock Exchange authorities, agg~egated $3,292,860,255 on 
January 1st, 1927, and $4,432,907,321 on January 1st, 1928, an mcrease of $1,140,167,066, 
or nearly one-third. 

The reserve authorities had one eye on the business situation and one eye ~m this de':eloping 
market situation. They did not wish to take any action unfavourable to busmess, but mclmed 
to the opinion that the 3l per cent discount rate was too helpful to the latter. On February 3rd, 
1928, the discount rate was raised to 4 per cent. 

The stock market was quiescent for a time after this, but, with the opening of spring, 
general business conditions showed improvement, and the speculative spirit grew stronger 
At the beginning of lllay, the Stock Exchange report showed brokers' loans at $4,907,000,000. 
On 1\lay 18th, the discount rate was raised to 41 per cent. 

Gold exports were continuing, the net loss from the monetary stock from January 1st to 
June 1st having been about $300,000,000, and, to meet the loss at a time of increasing 
demands for commercial credit, the banks had been increasing their rediscounts at the reserve 
banks. Reviving business was in part responsible for increased credit demands, but increasing 
speculation was a larger factor. At the beginning of June, Stock Exchange loans were 
$5,27 4,000,000. 

Rising Interest Rates. 

Interest rates in the market by this time were materially higher. On July 13th, the 
Federal Reserve Bank of New York raised its discount rate to 5 per cent. The member banks 
discriminated in favour of industry and trade, both in supplying accommodations and in the rate 
charged; but in the second half of 1928 choice commercial paper carried rates about 1l per cent 
above those prevailing in the corresponding months of 1927. On collateral loans, the mcrease 
was greater. When the banks had supplied the wants of their regular customers, they assigned 
whatever supplies of credit they had remaining to the open market at current rates. Rates 
in the call market fluctuated wildly under the influence of daily supply and demand, 7 and 
8 per cent becoming common rates, and higher ones not infrequent. 

Prices for stocks had been rising over so long a period (with occasional recessions, since 
1921) that the Stock Exchange clientele bad become a very large one, and paper profits were 
large. In comparison with these profits, and talked-of profits yet to be made, mterest charges, 
even at the high rates, seemed insignificant and exerted out a slight deterrent influence. 
Borrowers showed little anxiety about supplies of credit and indifference to interest rates. The 
high rates brought money from widening areas. 

Srmrce of Funda. 

One important source was the ~eposit ac~o.unts of corporations in the financial centres. 
For some years, as a result of compehhve conditions, the banks had followed the practice upon 
req.uest, o~ lending funds in. the market for out-of-town banks and other valued cust~mers .• 
Th1s practice developed rap1dly as rates began to advance in 1928. 
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The Federal Reserve Bank of New York collects weekly from its member banks in New 
York City a report of their loans to brokers and dealers in stocks and bonds, and publishes the 
aggregate figures. These figures differ from the figures for brokers' borrowings given out by 
the Stock Exchange authorities, being smaller, because the latter include loans from other 
than member banks of the reserve system, but the reserve report is especially interesting on 
account of the ~nalysis of sources. Below are the reserve figures for different dates in Hl28 
and 1929, showmg the growth of loans for "Others "-which inclndes t'Orporations and 
individuals-down to December 31st 1929. 

LOANS TO BROKERS AND DEALERS IN STOCKS AND BONDS BY NEW YORJl: CITY }!EMBERS 01' TilE 

FEDERAL RESERVE BANK OF NEW YORK. 

Dec. 31st, Oct. 80t.h, June 26th, Dec. 26th, June 27th, Jan. 4th 
1929 1929 1929 1928 1928 1928 

8 (OOO,OOO's omitted) 
For own account •...• 1,167 2,069 1,038 1,109 9-H 1,511 
For out-of-town banks 709 1,026 1,536 1,660 1,483 1,371 
For others .......... 1,548 2,538 2,969 2,322 1,754 928 

Total ... 8,633 5,633 5,543 5,091 4,178 8,810 

It will be seen that, after the first half of 1928, the loans of this class by New York City 
member banks did not increase, except as occasionally these banks came into the situation 
to stabilise it. On October 30th, 1929, when the market collapsed, and outside money was 
largely withdrawn, they came in for a large increase with the hell? of the reserve banks. 

Thus it appears that the attempt of the banking authorities to prevent an excessive 
absorption of credit by the speculative market was defeated by an influx of outside funds . 

. The market, by the payment of high interest rates, was successful in attracting money from 
many sources, including the most valued patrons of the banks. Furthermore, funds came 
from many countries, particularly from Europe, partly for loans at the high rates, partly for 
participation in the chances for profit. 

When the time of year came for regular credit expansion to care for moving the crops and 
the expansion of fall trade, the reserve authorities found it advisable to release credit more 
freely, in order to avoid the construction of trade, and this credit, once released, passed into 
general circulation and tended to ease the situation in all divisions of the money market. The 
money market can not be divided into watertight compartments. 
. From a total of $4,837,000,000 of brokers' loans reported by the Stock Exchange on 

August 1st, 1928, the aggregate rose to $6,439,000,000 on January 1st, 1929, $7,071,000,000 
on July 1st, and $8,549,000,000 on October 1st. Then it dropped to $5,108,000,000 on 
November 1st, and $3,989,000,000 on January 1st 1930. 

Effects upon General Business. 

The general volume of trade was high throughout the second half of 1928, and rose higher 
in the first half of 1929. According to the index of production used by the Department of 
Commerce, the highest point reach~d since the war was to~ched in June 1929. The earnings 
statements of the leading corporations whose stocks are bsted on the New York exchanges, 
for the first six months of 1929, gave a new impetus to the rise of prices on the exchanges, and 
particularly to the organisation of stock-trading corporations and investment trusts. 
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It was not easy to find evidence in this period that general business was suffering from 1 

· f h' h 1'nterest rates Banks general![; cared for regular customers at moderate strmgency o •g . ' · d · II t I 't rates, but call money was htg~ and very trregu ar an bme money on co a era secun y 
commanded about 8 per cent m 1929. 

Elfecl8 upon the Bond Market. 

Little was doing in the regular bond market after the middle of 1928, altho1;1gh bonds 
having a privilege of conversion into stock sold to very good advantage: Th~ public was full 
of confidence in the future of the leading industries, and wanted a share .m eqmtles rather than 
in fixed obligations. It was not difficult to raise capital for new enterprises or the enlargement 
of old ones, but the offerings had. to be of the fonner instead of the latter class. 

TOTAL NEW CAPITAL ISSUES. 

($ OOO's omitted) 
' 

Year Domestic corporate Domestic Domestic Foreign Total bonds and notes stocks municipals 1 issues 

1925 .......... 2,451,962 1,152,542 1,529,505 1,086,161 6,220,170 
1926 ......•... 2,666,864 1,087,082 1,445,089 1,145,100 6,844,185 
1927 .......... 8,182,786 1,474,065 1,578,209 1,561,120 7,791,180 
1928,. ........ 2,885,888 2,960,780 1,449,158 1,819,169 8,114,895 
1929 .......... 2,078,177 5,988,886 1,424,963 757,887 10,194,868 

The aggregate of flotations increased largely in the last three years. Foreign issues, 
consisting mainly of bonds, declined in the last two years. Domestic stock issues constituted 
more than one-half of the total in 1929. Domestic bond issues declined, but the most notable 
feature of this class of financing is not shown by the record-to wit, the fact that the greater part 
of these issues were of the convertible class. The influence of hi~h interest rates in the short
term market upon the bond holdings of banks was seen in a dechne of bank investments from 
$10,758,000,000 on June 80th, 1928, to $9,749,000,000 on October 1st, 1929. 

Unfavourable Development~~. 

Notwithstanding the general state of activity among the industries in 1928 and 1929, 
there . were signs that t~e high interes~ rates and prevalence .of speculation were having 
undesirable effects. Savmgs-bank deposits were tendmg to declme rather than increase, due 
to the attractiveness of stock speculation or high interest rates in the market .. Mortgage 
loans upon _real estate were becoming difficult to renew, owing to efforts to withdraw funds 
for ot~er mvestment. 1\lortgage money to finance building O,Perations was becoming 
~n~btamable. These were symptoms of abnonnal conditions, and stgns of extravagant living 
mdtcated ~hat many persons !'ere adapting their expenditures to expectations that were not 
to be reahsed. Such expenditures created an artificial demand for goods which has made 
the depression of 1930 more striking in contrast. ' 

1 Including farm land bank issues. 
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In the lat~er part of the year, the worldwide dedine of prices for ai!J'icultural pro<luets 
and. raw materials became a pronounced factor in the situation, affecting both domestic and 
foreign trade. 

Gold lmporla. 

. The hig:h intere.st rates prev!liling in the latter part of 1928 induced a renewul of gold 
Imports, whiCh contmued on an Important scale until after the break iu the stock market in 
October 1929. The aggregate of this movement was over $300,000,000. This gold, entering 
the membe.r banks o_f the reserve sy~tem, enabled them to aceomplish a considerable expansion 
of loans Without usmg reserve credit. The amount of reserve credit in use was not on the 
average, greater in 1929 th.an i!l1928. The great market speculation financed itself by 'arawing 
resources from far and Wide m defiance of efforts to stop it. 

Treasury Gold Certificates. 

It is apparen~ that the Treasury Gold Certificates, which have been a feature of the monetary 
~ystem of ~he U.mted Stat~. for fifty years or more, have been a subject of some misunderstanding 
m connection With the pohc1es of the reserve banks. These certificates are no part of the currency 
system established by the Federal Reserve Act. They were authorised long before, as a means 
of facilitating the use of paper money in circulation in place of coin. The Treasury was 
authorised to receive gold and issue certificates in equal amounts therefor, and these certificates 
have been an important part of the monetary circulation ever since. They simply show that 
the Treasury holds certain amounts of gold, payable to bearer, or in some instances to order. 
As one factor in the monetary system they have played a part somewhat similar to that of 
the Bank of England notes which are issued against equal amounts of gold. 

The United States Government has long maintained an assay office in New York, where 
all importations of gold at that port have been received, assayed and purchased on Treasury 
account, there bein~ no mint in New York. Importers elect to receive pay for this gold in Treasury 
drafts or gold certificates, instead of gold com, as provided in the coinage law. No change 
in this system was made by the Federal Reserve Act. The reserve banks do not conduct 
assaying operations, but the gold certificates thus issued find their way into the member banks, 
the reserve banks and circulation. The gold behind the certificates is in Treasury vaults. The 
certificates are a lawful reserve for the reserve banks, the same as/old itself. 

When the reserve banks began business in 1914, the amount of go! certificates in circulation 
was $1,080,974,869. The amount outstanding has varied, as gold was being imported or 
exported, and the amount of the certificates held by the reserve banks has varied, as these 
banks were interested or not in building up their reserves. In 1920 and following, when the 
reserve ran low, they held on to all the certificates that came their way, replacing them in 
circulation by federal· reserve notes, but afterward, when the reserve percentages mounted 
up into the seventies, they were paid out with other currency about as received. The amount 
in circulation has remained around $1,000,000,000. 

On June • 80th, 1980, the total amount outstanding was $1,489,989,000, of which 
$495,000 000 were in the reserve banks and $994,841,000 were in circulation. If all were 
in the ~erve banks, the reserve percentage woul? be higher t~an it is;, but, with the res«:rve 
percentage above 70 it has not lieen considered Important to mcrease 1t. Indeed, at a time 
when inflationary t~ndencies were apparent, a psychological consideration may have been 
a factor in the policy followed. . 

However, the· policy has been of no tangible or traceable effect, except upon the reserve 

~
ercentage. At the date of this writing the last consolidated statement of the reserve banks 

August 6th 1930) shows a gold reserve of 78.7 per cent. If all of the gold certificates had 
een added 'to the reserves and reserve notes placed in circulation instead, it is evident that 

· these additional reserve notes would have been secured, dollar for dollar bf gold, like non
fiduciary Bank of England notes. The new reserve percentage would have been a trifle higher 
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(a roximately 88 per cent), but, with the discount rate of the New York. Reserve.Bank alre&;dy alf1 per cent, it is not conceivable that such a change would make any dtfference m the lendmg 
policy of the reserve system. 

Summary of Credit Ercpanaion. 

Summarising this review, it may be said _that the gold movemen~ int? and fr<?m 
the United States since 1914 have been extraordmary and abnormal, resultmg, m the mam, 
from causes arising either dir~ctly or indirectly _from t~e great '!ar, and in comparatively 
slight degree subject to ban.kmg c<?ntrol. N?twtthstandmg the ht~h _res.e!":e percentages. of 
reserve banks as calculated' m relatiOn to thetr own note and depostt habthttes, the expanston 
of bank credit in the United States has been very large-from less than $21,000,000,000 in 1914 
to above $58,000,000,000 in 1929. As is well known, the reserve banks were superimposed 
uron an existing banking system, already sufficiently developed to care for the ordinary needs 
o the countrv, the purpose being to concentrate the reserves that had been scattered among 
thousands of 'banks. The gold holdings of the reserve banks must be considered in relation 
to the entire credit structure of the country, and the latter has grown more than in proportion 
to the increasing gold stock. 

The official figures show that, with a gain of $2,438,000,000 in the country's gold stock, 
from June 1914 to June 1929, additional bank credit to the amount of $37,685,000,000 was 
put into circulation, or more than $15 of bank credit to each additional dollar of gold. 1 In 
view of the final results of that credit expansion many persons have been of the opinion that 
it went quite far enough, for the IJOOd of the whole world. 

In order to understand how thts vast expansion has occurred, it is necessary to appreciate 
the lending resources which the local banks have, without aid from the reserve banks, but 
by reason of the concentration of cash reserves in the reserve banks. Gold imports find their 
way through the member banks of the system to the reserve banks, and credits at the latter 
enable the member banks to increase their loans, on the average, approximately thirteen to 
one. Naturally, the member banks, relying upon the reserve banks for aid in emergencies, 
seek to make full employment of their own lending power. Against time deposits, defined 
as those upon which more than thirty days' notice of withdrawal must be given, the required 
reserve is but 8 per cent. It must be understood, also, that banks outside of the reserve system 
use reserve currency and rely upon member banks for credit accommodations, thus increasing 
~he amount of credit based upon the gold reserves. All of this is credit expansion quite 
mdependent of any regulation by the reserve authorities, free and subject to the competitive 
conditi~ms naturally existing among thousands of independent banking institutions. Credit 
expansiOn through rediscounts by the reserve banks is additional. 

Gold Reserves in Relation to Currency and Banking Liabilities. 

The relation of gold reserves. to the volume of currency and bank deposits in the country 
as at July ~st, 1928, and _1929, ts shown by the following table. Gold holdings increased and 
bank depostts decreased shghtly from the first date to the second, with a resulting rise of the 
reserve percentage : 

at t~e".!'.,~n member b":nk ~el"!sits increase, tbei:J' reserve requirements and their need for balan;,.,s 
. · e banks a~ likewtse mcreased, but an mcrease of $100 of deposits under the law causes an 
;'..:S::2)~ reserve reqwrements of only $7.50 on tbe average" (see /:"ederal Reserve Bulletin, June 1980, 
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CURRENCY AND BANKING SYSTEMS OF THE UNITED STATES. 

S (OOO,OOO's omitted) 
July ht, 1928 July 1st, 1920 

Total gold coin and bullion in United States Treasury and 
federal reserve banks 1 • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 8, 782 8, 956 

Credit currency in circulation (outside Treasury and reserve 
banks .............................................. . 

Individual deposits in all member and local banks (including 
Government deposits and certified cheques) ..•..•••.•... 

Deduct till money ...................................... . 

Net deposit liabilities .................................. .. 
Total currency and deposit liabilities •••.•••..••.•.•.••.•.. 
Of gold reserve to liabilities ................ ; ............ .. 

4,420 

5-&,275 
888 

58,887 
57,807 
6.46 

4,878 

54.,261 
820 

58,441 
57,819 
6.84 

This is not intended to be an argument against a reduction of the reserve percentage of 
the Federal Reserve System, either by a relinquishment of gold or an increase of loans and 
deposits in the banking system, but simply to set forth the /resent credit situation in the 
United States. It need not be doubted that the monetary an banking systems of the world 
can be safely conducted upon very much smaller gold reserves than, according to conventionnl 
ideas, have been thought necessary, or desirable, in the past. 

It is intended, however, to indicate that, judged by reserve standards generally accepted 
in the past, the banking system of the United States has not been unduly conservative in 
supplying credit. There has been no locking up or sterilisation of gold, in the sense of with· 
drawing it from the use of trade and industry, of placing unusual conditions or charges upon 
its use, or of raising obstacles to its free movement to other countries. The only feature of 
reserve bank policy which has afforded any basis for complaint of restriction has been in its 
refusal to contribute to the support of one of the wildest outbursts of speculative mania known 
to financial history. The central banking authorities of every country undoubtedly have a 
responsibility for the maintenance of sound credit conditions, in their own countries, and for 
their proper share in maintaining the financial equilibrium of the world. It cannot be any 
part of their functions to promote a speculative movement which is absorbing vast sums of 
credit at the expense of industry and trade, or to stimulate an unhealthful state of inflation 
in the general business situation of their own countries. It seems entirely reasonable to say 
that whatever maldistribution of gold may have resulted from the great upheaval due to the 
war should be corrected through some other policy than this. 

In considering the great expansion of bank credit in recent years with special re~ard to 
its relations to industry and trade, it is worthy of note that the increased use of credtt since 
the time of deflation in 1921 has been principally for other than commercial loans. Confining 
this comment for the moment to member banks of the reserve system, which are the banks 
which have the largest proportion of demand deposits and of commercial business, total loans 
and investments increased from $24,121,000,000 on June 80th, 1921, to $85,711,000,000 on 
June 80th, 1929, or by $11,590,000,000, of which increase $4,000,000,000 was in investments 
{bonds), the purchase of which by commercial banks indicates a dearth of commercial paper. 
Loans on securities increased in the same period from $6,921,000,000 to $9,759,000,000 and 
loans on real estate from $1,185,000,000 to $8,164,000,000. These three classes account for · 
nearly $9,000,000,000 of the total increase, and it cannot be said that all of the remainder was 
strictly commercial paper. 

• 1 Including Treasury Gold Certillcates. 
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These figures indicate that the capacity of these banks to provide credit was increasing 
faster than the demand for the short-term credit required by trade and industry and that they 
went into other field to employ their funds. Commercial paper would have been their first 
choice. · _ 

In view of the great absorption of bank credit in recent years for other than purposes 
which have a first claim on banking resources, there seems to be good reason to question that 
the present industrial depression has had its origin in a deficiency of bank reserves or Gank 
cred1t. The changes in the production of gold are small in comparison with the fluctuations 
which have occurred in the volume of credit. Upon this point the following paragraph from 
editorial comment in the Federal Reserve Bulletin of June 1930, is offered as pertinent : 

" There appears to be no evidence in the available information that price declines 
in recent years have at any time reflected a general shortage of banking reserves, 
or of gold, ·but there are indications that the diversion of funds to this country during 
the period of high money rates contributed to the difficulties of economic r.econstruction 
in Europe. Reduced industrial activity abroad, in tum, diminished the demand for 
raw materials and was a factor in the price decline. Furthermore, unfavourable 
conditions in our bond market in 1929 made it difficult for foreign countries to arrange 
for lon~-time financing in this country, and were a further factor tending to delay 
industr1al recovery abroad and to depress the world level of commodity prices." 

Economists generally are agreed that, in the long run, the distribution of gold among the 
countries must be determined by the natural economic forces. The goods which move in trade, and 
the capital which is transferred from country to country for investment, are private property, 
controlled by the owners, who will be actuated by economic motives and conditions. The 
world has not yet recovered its economic equilibrium from the vast disturbance occasioned 
by the war, and it may be that this disturbance is responsible, not only for a maldistribution 
of gold, but for maladiustments in trade relations which are of even greater importance. 
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Annex A. 

MONETARY GOLD STOCK OF UNITED STATES, 1914 TO 1980. 

(Millions of dollars) 

End ofmontb 19H 1915 1918 1917 1918 1919 19~0 19111 19llt 

I 
January •••• 1.922 1,922 2,825 2,922 8,160 3,162 2,029 2,966 8,6115 
February ••• 1;919 1,838 2,325 2,996 3,162 8,165 2,8117 8,ooo 8,723 
March .••••• 1,931 1,869 2,328 8,105 8,165 8,165 2,850 8,0116 8,570 
April •.••••. 1,941 1,898 2,818 8,187 8,166 8,177 2,1141 8,164 8,764 
May .••••.. • 1,929 1,929 2,336 8,138 8,172 8,177 2,856 3,231 8,771 
June •••..•• 1,891 1,985 2,445 3,220 8,168 3,118 2,1165 8,275 8,875 
July ..••••. 1,859 I 2,007 2,506 8,190 8,162 8,064 2,862 8,847 8,8:.!11 
August ••••• 1,858 2,076 2,549 8,165 8,161 8, 1:.!4 2,851 8,4.'19 8,855 
September . 1,844 2,128 2,630 8,151 8,158 8,147 2,878 8,510 8,878 
October •... 1.808 2,198 2,718 8,158 8,156 8,103 2,!168 8,572 8,11!18 
November •. 1;so7 2,260 2,736 8,154 8,159 8,044 2,8U7 8,6:.!7 8,906 
December •• 1,813 2,812 2,848 8,155 8,160 2,994 2,0:.!6 8,660 8,029 

' 
End of month I 1923 1926 1928 1927 1928 1928 1930 

January •.• 8,952 4,289 4,428 4,412 4,564 4,878 4,127 4,2118 
February ••• 8,963 4,828 4,869 4,428 4,586 4,862 4,158 4,855 
March •••••• 8,970 4,864 4,846 4,441 4,5117 4,804 4,188 4,428 
April ••••••• 8,982 4,411 4,850 4,488 4,610 4,266 4,260 4,4111 
May •.••.•• 4,028 4,455 4,861 4,488 4,608 4,160 4,301 4,517 
Jur>e ••••••• 4,049 4,488 4,365 4,447 4,587 4,109 4,8:.!4 4,534 
July ••••••• 4,079 4,511 4,870 4,471 4,580 4,112 4,841 
August •••• 4,111 4,521 4,888 4,478 4,588 4,128 4,860 . 
September • 4,136 4,511 4,381 4,466 4,571 4,125 4,372 
October •.•• 4,167 4,509 4,407 4,473 4,541 4,142 4,886 
November .. 4,207 4,527 4,897 4,477 4,451 4,128 4,866 
December •. 4,244 4,4119 4,399 4,492 4,879 4,141 4,284 

I I 
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Annex B. 

COl\'DITJON OF ALL MEMBER BANKS OF THE, RESERVE SYSTEM. 

Coli date 

1914 : December 31st ••••••••• 

11115 : June 23rd ••.••.••..••• 
December 31st ••••••••• 

1916: June 8oth ............ . 
December 27th ••••••••• 

1917: June 2oth ............ . 
December 31st ••••••••• 

1918: June 29th ••••••••••••• 
December 31st ••••••••. 

1919: June 80th ............ . 
December 31st ••••••••• 

1920: June 8oth ........... .. 
December 29th •••.••••• 

1921 : June 8oth ••••••••••••• 
December 31st ••••••••• 

1922: June 8oth ........... .. 
December 29th ••••••••• 

1928 : June Both ............ . 
December 31st ••••••••• 

1924: June Both ............ . 
December 31st ••••.•••• 

1925 : June 8oth ............ . 
December 31st ••••.•••. 

1926: June Both ........... .. 
December 31st ••••.•••• 

1927: June 80th ............ . 
December 31st ••••••.•• 

1928: June 8oth ........... .. 
December 31st •.••••••• 

1929 : June 8oth •••••••••••.. 
December 31st ••••.•..• 

1930 : lllarch 27th •• , •••••••••• 

(Millions of dollars) 

Number 
of 

banks 

7,582 

7,615 
7,681 

7,606 
7,614 

7,658 
7,907 

8,218 
8,692 

8,822 
9,066 

9,399 
9,606 

9,745 
9,779 

9,892 
9,859 

9,856 
9,774 

9,650 
9,587 

9,538 
9,489 

9,375 
9,260 

9,099 
9,034 

8,929 
8,837 

8,707 
8,522 

8,406 

Total 
loans and 

lnvestmente 

8,498 

8,764 
9,861 

10,315 
11,275 

12,453 
16,896 

18,507 
20,593 

22,242 
24,778 

25,559 
25,531 

24,121 
23,482 

24,182 
25,579 

26,507 
26,487 

27' 167 
28,746 

29,518 
30,884 

81,184 
81,642 

82,756 
84,247 

35,061 
85,684 

35,711 
85,934 

85,055 

Tota.J 
loans 

6,419 

6,720 
7,622 

7,964 
8,714 

9,870 
12,816 

18,288 
14,224 

15,414 
18,149 

19,538 
19,555 

18,119 
17,894 

17' 165 
17,980 

18,750 
18,842 

19,204 
19,993 

20,655 
21,996 

22,060 
22,652 

22,938 
28,886 

24,803 
25,155 

25,658 
26,150 

25,118 

Tota.J 

2,079 

2,044 
2,239 

2,351 
2,561 

3,088 
4,580 

5,274 
6,868 

6,827 
6,680 

6,026 
5,976 

6,002 
6,088 

7,017 
7,649 

7,757 
7,645 

7,968 
8,813 

8,863 
8,888 

9,128 
8,990 

9,818 
10,861 

10,758 
10,529 

10,052 
9,782 

9,986 

Investments 

United 
States 

securities 

760 

749 
742 

708 
690 

1,065 
1,759 

2,465 
8,472 

8,803 
8,824 

2,811 
2,619 

2,561 
2,581 

8,205 
8,754 

8,885 
8,608 

8,575 
8,874 

8,780 
8,728 

8,745 
8,889 

8,796 
8,978 

4,225 
4,812 

4,155 
8,862 

4,085 

Other 

1,819 

1,295 
1,497 

1,648 
1,871 

2,018 
2,820 

2,809 
2,896 

8,024 
8,806 

3,215 
8,857 

8,441 
8,507 

8,812 
8,896 

8,922 
4,042 

4,887 
4,939 

5,082 
5,160 

. 5,878 
5,601 

6,022 
6,838 

6,534 
6,217 

5,897 
5,920 

5,851 

Total 
1 deposita 

I 
8,305 

8,894 
10,636 

11,133 
12,661 

13,897 
18,628 

18,954 
21,457 

22,833 
26,139 

25,401 
24,220 

28,850 
28,247 

25,547 
27,288 

27,088 
28,507 

29,566 
82,884 

82,457 
84,250 

88,762 
84,528 

85,898 
86,669 

86,060 
89,075 

85,898 
88,018 

85,836 
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Annex C. 

ALL B.U..'KS IN THE UNITED STATES. 

June 30th 

1915 ......... 
1916 ......... 
1917 •..••.••• 
1918 .••••..•• 
1919 ......... 
1920 •...••••• 
1921. ........ 
1922 ......... 
19:!3 ... ' ..... 
1924 ......... 
1925 ......... 
1926 ......... 
1927 ..•.•..•• 
111:.!8 ........ . 
192!1 ........ . 
11130 1 •••••••• 

Number 
ol Bank.o 

27,062 
27,513 
27,928 
28,880 
29,123 
80,139 
80,812 
30,889 
80,178 
29,348 
28,841 
28,146 
27 061 

' :.!6,218 
25,330 
24,2:!3 

1 March 27th, 1980. 
1 Total deposits. 

' 

I 

Total 
resouroeo 

27,804 
82,271 
37,126 
40,276 
47,615 
53,079 
49,671 
50,425 
54,035 
57,145 
62,057 
64,898 
68.1:J3 
n;574 
72,173 

(!\Jillions of dollars) 

: 

LoaM 
and diecounta 

15,722 
17,812 
20,594 
22,515 
25,801 
81,208 
28,932 
27,860 
80,416 
81,427 
88,884 
86,23:1 
37,270 
39,542 
41,376 
40,686 

I 
I 

I 

! 

lnvestmenta 

5,882 
6,796 
8,004 
9,742 

12,230 
11,387 
11,382 
12,547 
13,672 
14,2:.!9 
15,400 
15,815 
17,255 
18,772 
17,849 
16,700 

I 

I 
I 
I 

Capital 
aml•urplus 

8,896 
4,045 
4,220 
4,386 
4,619 
5,118 
5,446 
5,641 
11,852 
6,08:.! 
6,848 
6,745 
7' 141 
7,671 
8,408 

I 
I 

I 

lndJvtdual 
depolllt. 

18,966 
22,5:.!6 
26,058 
27,716 
82,629 
87,268 
34,791 
87,144 
89,984 
4:.!,904 
46,715 
48,8:.!7 
51,062 
53,245 
58,138 
ll:J,I85 1 
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Annex D. 

CALL LOAN RATE, PER CENT. 

Monthly and Annual High and Low. 

F b Sep- Octo- No- De- Year Jano- e ru M·-h April ~ay Juno July An~••t te b be bOJ b ....... ._.... m er r vem oem er ary ary 

IOH: High •. [to 
Low .• 'I It 

1015 : High • • 8 
Low • . lj 

1!116 : High •• 
Low .. 

1917: High •• 
Low •• 

1018: High •. 
Low •• 

1919: High •• 
Low •• 

1920: High •• 
Low •. 

1921 : High •• 
Low •. 

1922 : High •• 
Low .• 

1923: High •• 
Low •• 

1024: High •. 
Low •• 

1925: High •• 
Low •. 

1026: High .• 
Low •• 

1927: High •• 
Low .• 

I 928 : High •• 
Low .• 

I ll'lll : High •• 
Low •. 

1930: High •. 
Low •• 

8 
It 

8 
lj 

6 
21 

6 
31 

20 
6 

7 
6 

6 
8 

51 
81 

6 
31 

4l 
2 

6 
4 

5 
4 

51 
3t 

12 I 
6 I 

! 
6 I 

4 I 

8 1 2 
It 11 

21 21 
If II 

21 
It 

8 
It 

6 
8 

7 
Sf 

25 
6 

9 
6 

6 

" 
6 
4 

s I :r 
4 

5 
3f 

41 
4 

2l 
11 

2l 
2 

6 
21 

6 
81 

15 
6 

7 
6 

8l 
8 

6 
4l 

5I 
21 

5 
8 

5t I 
4 

4t 
81 

~I 

2 2 
11 11 

21 • 2l 
11 1 

3 
! 

II I 

" 2 

6 
2 

6 

" 
15 

6 

7 
5 

5 
81 

6 

" 
5I 
31 

4l 
8l 

5I 
3 

5 
4 

6 
4l 

8l 
II 

4l 
2 

6 
2 

6 
31 

12 
6 

8 
6i 

5 
3 

6 
4 

9 
6 2~ i 1: 

:'1 :. 
15 

6 

" 8 

2l 
li 

2 
1 

" 2l 

6 
2 

6 
3 

15 
41 

15 
6 

7t 
5 

5I 
2! 

6 

" 
8 
2 

6 
81 

5 
8l 

5 
4 

8 
5t 

10 
6 

8 
It 

7 
11 

2 
It 

6 
2 

10 

' 11 

6 
St 

18 
5 

11 
7 

6i 
8l 

5 
21 

6 

" 
8 
2 

5 
8l 

5 
4 

4l 
8t 

10 
5 

15 
6 

8 
2 

6 
8 

10 
6 

6 
4l 

5 
8 

2 
2 

4l 
4 

5 

" 
" 8l 

8 
6 

2 
lj 

8 
2 

7 
21 

6 
5 

15 
4 

9 
6 

6 
4l 

6 
8l 

6 
8l 

8 
2 

6 
8l 

6 
4l 

4l 
8l 

~I : 
12 I 10 
6 6 

8 
51 

2 
It 

" 2 

6 
2 

6 
4 

Ill 
4 

10 
6 

6 
4 

6 
4 

6 

" 
8 
2 

6 
41 

2 
It 

6i 
2 

6 
2l 

6 
5 

so 
2 

10 
5 

6 

" 
6 
8l 

5I 
41 

4 
2 

5 
41 

5I 
41 
41 
8l 

10 10 
6 6 

10 6 
5 4l 

-i--1-

5 10 
21 It 

2l 3 
It 1 

15 
2 

'6 
3 

6 
8l 

25 
5 

7 
6 

6 
4l 

5I 
8t 

6 
41 

5I 
2l 

6 
41 

6 

-"' 
5I 
4 

15 
It 

10 
It 

6 
2 

80 
2 

25 
5 

9 
81 

6 
21 

6 
8l 

6 
2 

6 
2 

6 
3 

5I 
8t 

12 12 
6 8l 

6 20 
4l 41 
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Annex E. 

AVERAGE OF mGH AND LOW WEEKLY RATES. 

On Four to Si:L lllonths' Commercial Paper (Choice). 

' 
Janu· Fe bra- March April Ma:r JUIUI July Auwus s':,"~ Octo· No•em Der-tlm AYor-...,. ar:r tem ber ber bor ..... 

1914 .••..•. ·!"·53 3.84 3.88 3.73 8.88 3.84 4.40 6.34 6.70 6.44 5.50 4..85 4.78 
1915 ........ 3.84 8.75 8.88 3.66 3.72 3.65 3.25 3.53 3.25 3.22 2.118 3.81 8.45 
1916 ........ 3.13 3.13 3.18 3.13 8.13 8.63 3.97 3.73 3.38 3.88 3.50 3.91 3.48 
1917 ........ 3.55 . 4.09 4.18 4.28 4.83 5.00 4.68 4.81 5.88 5.38 5.47 5.50 4.74 
1918 •....... 5.58 5.69 5.88 5.90 5.88 5.88 5.88 5.94 6.00 6.00 5.07 5.1!6 5.87 
1919 ........ 5.111 5.19 5.38 5.38 5.88 5.53 5.42 5.88 5.88 5.81! 5.50 5.81! 5.42 
11120 ........ 6.00 6.41 6.68 6.81 7.16 7.72 7.84 8.00 8.00 8.00 7.94 7.88 7.87 
1921 ........ 7.83 7.75 7.68 7.55 6.88 6.63 6.28 6.00 5.90 5.65 5.18 5.13 6.58 
1922 ........ 4.88 4.88 4.78 4.60 4.25 4.05 8.94 8.91 4.25 4.88 4.68 4.68 1 4.48 
1923 .•..•... 4.63 4.69 5.00 5.18 5.13 4.88 4.94 5.08 5.16 5.18 5.09 4.08 . 4.08 
1924 ........ 4.88 4.78 4.59 4.63 4.23 8.91 8.58 8.28 8.18 8.18 8.28 8.56 8.91 
1925 .•.....• 8.63 8.65 8.94 8.95 8.88 3.88 8.98 4.00 4.25 4.44 4.88 4.88 4.08 
1926 ........ 4.31 4.19 4.28 4.19 4.00 8.88 8.97 4.25 4.48 4.50 4.44 4.38 4.24 
1927 ........ 4.13 3.88 4.00 4.09 4.18 4.18 4.06 8.00 8.91 4.00 8.94 8.95 4.01 
1928 •.••.••• 8.81! 4.00 4.15 4.40 4.55 ... 70 5.18 5.39 5.59 5.50 5.88 5.43 4.84 
1929 ..••.... 5.50 5.56 5.69 5.90 6.00 6.00 6.00 6.09 6.18 6.18 5.41 5.00 5.78 
11130 •••••••. 4.85 4.fla 4.19 8.88 3.72 8.50 - - - - - - I -

Annex F. 

AVERAGE OF mGH AND LOW WEEKLY RATES. 

On Sixty- to Ninety-Day Time Loan.,, Collateral Securit.IJ. 

Janu- FebrD- March April Ma:r Juno July Auguot Sep• Octo· Novem Decem Aver· ...,. ...,. tembeJ ber ber ber oae 

I 
2.7212.52 

I 
1914 •.•...•• 8.65 2.88 2.93 2.88 2.79 7.63 7.00 6.50 5.20 1 3.88 4.17 
1915 .••••••. 8.12 2.76 2.78 2.77 2.77 2.81 2.59 2.68 2.62 1!.59 2.60 1 2.46 2.71 
1916 •••..••• 2.69 2.69 2.76 2.82 1 2.81 8.82 8.88 8.07 8.16 8.24 8.12 4.24 8.15 
1917 •••••••• 8.15 3.71 4.21 I 8.8214.45 4.74 4.80 4.39 5.47 5.54 5.39 5.51 4.57 
1918 ........ 5.61 5.72 6.00 . 6.00 6.00 5.78 5.69 5.00 6.00 6.00 6.00 5.72 5.87 
1919 •••..••. 5.18 5.32 5.50 15.79 5.58 5.79 6.00 5.95 5.88 6.15 6.50 1 6.60 5.85 
1920 ••...••• 7.25 8.18 8.19. 8.10 18.25 8.06 8.28 8.72 8.41 7.89 7.85! 7.30 8.04 
1921 •••••••• 6.60 6.81 6. 75 i 6.68 6.60 6.75 6.20 6.00 5.65 5.38 5.19 I 5.18,6.14 
1922 ••..•..• 4.75 4.85 4.74 4.41 4.19 4.1814.30 4.22 4.44 4..71 4.96 4.98 4.55 
1928 •••••••• 4.66 4.85 5.23 I 5.31 5.11 4.88 5.13 5.25 5.44 5.31 4.99 4.9415.09 
1924 •••••••• 4.75 4.72 4.67 4.81 8.94 8.26 2.75 2.52 2.81 2.68 8.21 8.34 8.58 
1925 •.•..••• 8.64 8.66 4.05 8.85 3.63 8.80 8.94 4.38 4.45 4.78 4.93 4.99 I 4.18 
1926 ........ 4.77 4.63 4.70 4.19 4.03 4.13 4.38 4.67 4.93 4.95 4.64 4.69 I 4.56 
1927 .••...•• 4.47 4.38 4.4014.86 4.31 4.44 4.34 8.98 4.11 4.25 4.05 4.15 1 4.27 
1928 ........ I 4.34 4.51 4.61 4.93 5.19 5.73 5.94 6.30 6.97 7.09 6.88 7.63 I 5.84 
1929 ........ I 7.65 7.69 8.00 18.60 8.70 8.16 7.00 8.88 8.94 7.88 5.44 4.8317.72 
1930 ........ '4.70 4.66 4.16 4.05 8.41 2.88 - - - - -
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Annex G. 

GOLD CERTIFICATES OUTSIDE THE TREASURY. 

(Millions of dollars) 

June 30th Total Held by !ederal In circnlo.tion reserve banks 

1922 •...•••••••••.• 695 522 178 
19:.!3 ••.•••.•.•••.•. 787 851 886 
1924 ..•.••••.•••••• 1,218 417 801 
1925 ............... 1,608 604 1,005 
19:.!6 ••••• 0 ••••••• 0 0 1,680 628 1,057 
19:.!7 •.•••••••••.••• 1,625 618 1,007 
1928 •••••••••••••• 0 1,514 495 1,019 
19:.!9 • 0 ••••• 0 0 0 ••••• 1,884 449 985 
1980 •.••..••••••••• 1,490 495 995 

(I have taken the figures of gold certificates held by federal reserve banks from the individual 
circulation statements, and therefore have not been able to get figures earlier than 1922 because 
of the revision made in the statement in that year, making earlier figures incomparable. A good 
deal of the data covering earlier years has appeared in the Treasurer's report, but not in the case 
of gold certificates.) 
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Annex H. 

CHANGES IN REDISCOUNT RATE OF FEDERAL RESERVE BANK 
OF NEW YORK AND CORRESPONDING RATES IN EUROPEAN 

CENTRAL BANKS. 

New York Bank Bank German National Nether Swl8a Bank Federal Bank 
Reeerve of of Reiche- of Ianda National of 

Bank England Franoe bank Bela1um Bank Bank IIAIJ' 

Per oent Per cent Peroent Percent Per cent Per cent Per cent Per oent 

1914: November 16th. 6 5 5 4 5 8l 4 Ill 
December28rd .. 5 5 5 5 5 8l 4 llt 

1915 : February 8rd .. 4t 5 5 5 5 8t 4t llt 
:February 18th . 4 5 5 5 5 8t 4t Ill 

1917: Deeember 21st . 4t 5 5 ll 5 4t 4t Ill 

1918: April 6th •..•.•• 4f 5 5 5 5 4t 4t 5 

1919 : January 23rd .. 6 5 5 5 5 4t 5t 5 
June 1st .....•• 7 5 5 5 5 4t 5t 5 

1921 : May 5th ....... 6t 6t 6 5 6 4t I 4t 6 
June 16th ...... 6 6t 6 5 6 4t 4t 6 
July 21st ....... 5t 5t 6 5 6 4t 4t 6 
September 22nd. 5 5t 5t 5 5t 4t 4 6 
November 3rd .. 4t 5 5t 5 5t 4t 4 6 

1922 : June 22nd ••••• 4 8t 5 5 5 4t 8l 6 

1928 : February 23rd 4t 3 5 12 5 4 8 5t 

1924: May 1st ........ 4 4 6 10 6 5 4 5t 
June 12th ...... 3t 4 6 10 6 5 4 Ill 
August 8th •.... 8 4 6 10 6 5 4 lit 

1925 : February 27th •• 8t " 7 10 7 " " 5t 
• 

1926 : January 4th •..• 4 5 6 9 6 8t 8t 7 
April 28rd ...... 8t 5 6 7 6 8t 8t 7 
August 13th •.•. 4 5 7t 6 7t 8t 8t 7 

1927 : August 5th •..•• 8t 4t 5 6 5 8t 8t 7· 

1928 : February 8rd ..• 4 4t' 8t 7 8t 4t 8t 7 
May 18th ...... 4t 4t 8t 7 8t 4t 8t 6 
July 18th ...... 5 4t 3l 7 8t 4t 8t !It 

1929 : August 9th ..••• 6 5t 8t 7i ::- !It 8t 7 
November 1st •• 5 6 8t 7i 5 8t 7 
November 15th • 4t 5t 8t 7 8t 4t 8t 7 

1980 : February 7th ..• 4 4t 8 6 8 " 8t 7 
March 14th •.... 8t 4 8 !It 8 8t 8t 6t 
May 2nd ....... 8 8 2t 5 2t 8 8 6 
June 2oth •.•••• 2t 8 2t 4 2t 8 8 !It 



Annex I. 

UNITED STATES DEPARTMENT OF LABOUR WHOLESALE PRICE INDEX. 

1918 = 100 

Janu- F~- lllaJ'Cb I AprO May .luno .luly AlllrWit Sep· Octo· No· I De .. Aver-
ary tomber ber vember cember ago 

1918 •••••••• 184 186 187 190 190 191· 196 200 204 202 208 202 194 
1919 •••••••• 199 198 196 199 202 208 212 216 210 211· 217 228 206 
1920 •••••••• 283 282 284 245 247 248 241 281 226 211 196 179 226 
1921 ••••.•.. 170 160 155 148 145 142 141 142 141 142 141 140 147 
1922 ........ 188 141 142 148 148 150 155 155 153 154 156 156 149 
1928 ........ 156 157 159 159 156 153 151 150 154 153 152 151 154 
1924 ........ 151 152 150 148 147 145 147 150 149 152 153 157 150 
1925 ........ 160 161 161 156 155 157 160 160 160 158 158 156 159 
1926 •••••••• 156 155 152 151 152 152 151 149 151 150 148 147 151 
1927 •.••.••• 188 187 185 184 184 134 135 186 188 189 lSD 189 136 
1928 ........ 188 188 188 140 141 140 141 142 148 140 189 139 140 
1929 ........ 189 189 140 189 139 188 140 140 140 188 185 185 188 
1980 ......... 184 132 180 180 128 124 I - - - - - - -
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T11 ble I carries Appendix II of Annex XIII of the First Interim lleport of the Gold Dele
gation (document C. 375.J\1.161.1930.II) \tp to the end of 1930 and shows, in addition, increases 
or decreases of monetary gold stocks since 1925. Reference should be made to the notes on 
pages 116 and 117 of that rcport,which have not been reproduced here. The table is believed 
to be co"!plete as regards g?ld r~serv~s of note~issuinJ? institutions; but it ig:nores most .o~ the 
gold in private h?ards, espc:c~ally m A~m and AfFica. 'I he ~gu~·es ~or 1930 are m par~ provis~onal 
and may be subject to renswn. even m some cases where mdieatlon to that effect IS not given. 

It may be noted that the increase in monetary gold stocks in 1930 exceeded the total amount 
of new gold produced in that year. The information at present available points to the conclusion 
that this quite exceptional increase was mainly due to large exports of gold from China, which 
is normally a gold-importing country. In addi~ion, it is .understood that considerable amounts 
of old non-monetary gold were converted into bullion hi the Union of Soviet Socialist Republics. 
It is also possible that a certain amount of old gold coin not accounted for in the table may have 
come forward from private hoards. 

On the other hand, India absorbed .a smaller proportion of the total production of new gold 
than in preceding years, and owing to the economic depression there was a drop in the demand 
for new gold in the arts. 

Table II, showing net imports m• exports of gold bullion and coins according to trade 
statistics, has been confined to those countries which show the greatest movements in monetary · 
gold stocks. Exact agreement with these movements cannot a priori be expected for several 
reasons and especially because : 

(a) Part of the changes shown in Table :i arc due to earmarking of gold fo1· foreign 
account necessitating n!U!!liprne~t;s; 

(b) In the case or· s~mc·~~untdes, pait ·of the addition. to mo;1etary gold stocks 
and pmt or the who)e.Qf tjie g'O:ld;e~poited is derived from domestic production; 

(c) Net impot;ts sii~\vn in T~ble II include gold used for non-monetary purposes. 
~ . . ;. 

. Gold import or export figlll;es for:J;!.ussJa are not available. Firrmes for net imports into 
India, representing almost exclusively gold· used iri the arts and inci~ments to private hoards, 
and net e~ports from South Africa, representing output of the gold mines, are given for purposes . 
of companson. 



OOUDWT 

Albania . ............ • ... • Total Stocks• . 
Austria •. • · · · • · • · · • · · · · · · · • • • · · · · · · • · · 
Belgium .. • · • • · · · · • • • · · • · · · • • • • · · · · · • • · 
Bulgaria • • • · · · · • • · · • · · • • · · · · · • • • · · · · · · · 
Czechoslovakia ......................... . 
Danzig ...... · • • · · · · • · · • • · • · · .... • ...... . 
Denmark ..• • • .. · · • • • • · .... • ............ . 
Estonia •... • • .. • · · • • · · ............... . 
Finland . ..••. • .. · · · • • • · ................. . 

Fra 
~ Reserves .•••• 

nee • • • • • • • • • • · • • • • · • I Total stocks*. 
Germany ............................... . 
Greece . ................................. . 
Hungaey . ....................••........ 
Italy ...••... · ...• · ...•................ 
Latvia . ................................ . 
Lithuania ..•.........•........... · .... . 

Netherlands •••••••••••• ~ ¥~rvS:~b·: 
Norway ...........•....•.............. 
Poland •.............•................. 
Portugal. • ..............•.............• 
Roumarua .......•.•...............•... 
Rus;'ia (U.S.S.R.) ••••••••••••••••••••••. 
Spatn ............•......•............. 
Sweden ..........................•••..• 

S •tz 1 nd J Reserves •••.• WI er a • .••• • •••• • • • Total stocks*. 

U •t d K. do Reserves· • • • • ru e mg m......... Total stocks*. 

Yugoslavia ............................ . 

T E 
~ Reserves .•••• 

OTAL UROPE • • • • • . • • ? Total stocks* • 

Canada ............................... . 

U •ted Stat f Arne · ~ Reserves· • • · • ru es o nca. I Total stocks*. 

N th A . ~ Reserves ..••• 
ar menca • • • • • • • • • • • I Total stocks*. 

• t" 1 Reserves ••••• 
.... rg~~ me • • • • · • • • · • • • • • ? Total stocks .• 
BoltVJa .....•....•..................... 
Brazil ..........•........ • · · . · · · · · • · · · · 
Ch

.1 1 Reserves •.••• 
1 e • • • • · • • • • • • • • • • • • • • , Total stocks .• 

C I b
. l Reserves ••••• 

o om ta • • • • • • • • • • • • • • • ~ Total stocks .• 
Equador ......................... • . • • · · 

P
Paraguay ••••••••••••••• -~· fus"e~: : : : : 

eru • • • • · · • • • • • • • • • • • • • Total stocks •• 

U Reserves ....• 
ruguay • • • • • • • • • • • • • • • Total stocks •• 

Venezuela . ............................. . 

., th A . ~ Reserves ••••• uou meroca • ••••••••• • I Total stocks .• 

Cuba, Mexico, Central ~ Reserves •••.. 
America • • • • • . • • • • • • • • I Total stocks* • 

T TAL •-- ~ Reserves ••••• 
0 ~RICA • • • • • • • l Total stocks*. 

India .............•................... 
Dutch East Indies •.••.....••.••......•. 
Japan ......•....•..................... 
Phil" · 1pp1nes •••••••••••••••••••••••••••• 
Straits Settlements .•................... 
Turkey ...............•.•.•...•.......• 

TOTAL ASIA •••••••••••••••••••••••••• 

Egypt ................................. . 
South Africa ~ Reserves ••••• 
Rest f Afri • • • • • • • • • • • • l Total stocks*. 

o ca ............................ . 

ToTAL AFRICA ~ Reserves ••••• 
· · · · · · · · l Total stocks*. 

Australia • • • . • • • • ~ Reserves ..••• 
New Zealand • • • · · • • l Total stocks*. .......................... 

TOTAL OCEANIA • \ Reserves •••• ; 
· · · · · · l Total stocks*. 

WoRLD •••••••••••••• j ~~rv,.:;,b*: 

• Estimated total monetary gold stocks. 

·Table I. 
MOVEMENT IN 1\IONETAil.Y GOLD STOCKS, 1925 to 1930. 

(Millions of dollars.) 

TotallfOld reoervea and monetary gold atoeU at u.. end of : 

1925 

5 
2 

53 
8 

27 

56 
8 
8 

711 
1,066 

303 
18 
10 

221 
5 
8 

178 
189 
39 
26 
11 
46 
94 

490 
62 
90 

141 
704 
712 

15 

a,178 1 
8,608 

226 
8,985 
4,399 

4,211 
4,625 

436 
459 

8 
54 
84 
86 
15 
17 

5 
8 

21 
22 
57 
58 
16 

1928 

5 
7 

86 
8 

27 

56 
8 
8 

711 
1,066 

452 
18 
80 

223 
5 
8 

166 
180 
89 
27 

9 
47 
84 

493 
60 
91 

142 
735 
743 
17 

8,400 
8,833 

230 
4,083 
4,492 

4,313 
4,722 

436 
459 

9 
56 
10 
12 
18 
21 

5 
8 

21 
22 
57 
58 
15 

649 630 
878 660 

29 18 
151 164 

4,889 
5,454 

109 
74 

576 
8 
2 

15** 

779 

17 
48 
60 

1 

66 
78 

128 
279 

34 

162 
813 

9,074 
10,232 

4,961 
5,546 

109 
75 

562 
8 
2 

15** 

766 

18 
47 
65 

1 

66 
84 

107 
282 
84 

141 
266 

9,334 
10,495 

1927 

5 
12 

100 
9 

30 

49 
8 
8 

799 
1,065 

460 
15 

. 84 
239 

5 
8 

161 
176 
39 
58 

9 
48 
97 

502 
62 

100 
139 
742 
750 

17 

8,601 
8,934 

229 
8,977 
4,879 

4,206 
4,608 

461 
540 

9 
101 

7 
9 

20 
23 

2 
8 

23 
24 
68 
69 
16 

710 
796 

17 
178 

4,983 
5,582 

119 
72 

542 
3 
2 

15** 

753 

19 
50 
66 

2 

71 
87 

105 
220 
84 

139 
254 

9,497 
10,610 

** Pmvisional figure or estimate. 

1928 

5 
24 

126 
10 
34 

46 
2 
8 

1,247 
1,259 

666 
7 

35 
266 

5 
8 

175 
190 
39 
70 

9 
49 . 
92 

494 
63 

lOS 
139 
746 
754 

18 

4,337 
.4,413 

191 
8,746 
4,141. 

3,937 
4,332 

478 
619 

8 
149 

7 
9 

24 
27 

1 
1 

21 
22 
72 
73 
18 

774 
927 

14 
188 

4,725 
5,447 

124 
68 

541 
3 
2 

15** 

753 

18 
48 
65 

2 

68 
85 

109 
223 
82 

141 
255 

10,024 
10,953 

1 
! 
' 

5 
24 

163 
10 
37 

46 
2 
8 

1,631 
1,631 

560 
8 

29 
273 

5 
4 

180 
. 195 

39 
79 

9 
55 

147 
495 

66 
115 
151 
711 
719 
18 

4,714 
4,778 

151 
8,900 
4,284 

4,051 
4,435 

405 
445 

5 
150 

8 
9 

22 
24 

1 
1 

21 
22 
68 
69 
18 

699 
744 

17 
200 

I 4, 767 
: 5,379 

128 
56 

542 
3 
2 

15*• 

746 

19 
47 
64 

2 

68 
85 

89 
185 

28 

117 
213 

; 10,412 
·11,201 
I 
I 

1930 

5 
30 

191 
11 
46 

46 
2 
8 

2,099 
2,099 

544 
7 

29 
279 

5 
4 

171 
185 

39 
63 

9 
55 

249 
471 

65 
188 
180 
722 
730 

19 

5,802 
5,871 

194 
4,225 
4,593 

4,419 
4,787 

411 
420 

5 
15 

8 
9 

17 
19 

1 
1** 

16 
17 
60 
61 
16** 

550 
564 

20 
193** 

4,989 
5,544 

126 
56 

412 
a•• 
2** 

15** 

164 

43 
60 
20 

2** 

65 
82 

75 
75 
29 

104 
104 

11,074 
11,715 

+ 5 
+ 83 

+ 149 

+ 20 
+ 2 

-- 12 
- 9 

+ 
+ 

1 
2 
1 

+ 
- 10 

8 
2 

+ 1 
+ 1 
+ 81 
+ 81 
+ 2 

+ 222 
+ 225 

+ 4 
+ 98 
+ 93 

+ 102 
+ 97 

+ 1 
+ 2 
- 24 
- 24 
+ 8 
+ 4 

- 1 

- 19 
- 18 

- 11 
+ 13 

+ 72 
+ 92 

+ 1 
- 14 

- 18 

+ 1 
- 1 
+ 5 

+ 6 

- 21 
- 47 

- 21 
- 47 

+ 260 
+ 268 

1928·1927 

+ 5 
+ 14 
+ 1 
+ 3 

7 

+ 88 

+ 
+ 
+ 
+ 

1 
8 
2 
4 

16 

5 
4 

+ 81 

+ 1 
+ 13 
+ 9 
+ 2 
+ 9 

+ 
+ 

3 
7 
7 

+ 201 
+ 101 

- 1 
-106 
-liS 

-107 
-114 

+ 25 
+ 81 

+ 45 

+ 
+ 

3 
3 
2 
2 
3 

+ 2 
+ 2 
+ 11 
+ 11 
+ 1 

+ 80 
+ 136 

- 1 
+ 14 

- 28 
+ 86 

+ 10 
- 8 
- 20 

- 13 

+ 1 
+ 8 
+ 1 
+ 1 

+ 
+ 

5 
3 

2 
- 12 

-- 2 
- 12 

+ 163 
+ 115 

' ~l+lord-(-1 

1927·192! 

-:=T 
+ 26 
+ 1 
+ 4 
-I 

- 9 
- l 

I 

+441i + 194 
+ 20~ 
- !I 
+ 1 
+ 21 
-' 

+ H 
+ u 
-I 

+ u 

+ 

+ 
+ 

i 
5 
8 
1 
3 

-I 

... 4 + 4 
+ l 

+ 736 
+ 479 

I 
- 88 
-231 
-238 

-269 
- 27~ 

I 
+ 1i 
+ 711 
+ t + 4$ 

=i + . + 4 

= 1 = l + • 
+ • 
+ ~ 

+ 61 
+ 131 

b + 1p 

-208 
-135 

T 

+ 
+ 

+ 
+ 

5 
4 
1 

1 
2 
1 

8 
2 

4 
3 
2 

2 
1 

+ 527 
+ U'l 

1928·1929 

+ 87 

+ 8 

+ 884 
+ 872 
-106 
+ 1 
- 6 
+ 7 

+ 1 
+ 5 
+ 5 

+ 9 

+ 8 
+ 55 
+ 1 
+ 8 
+ 12 
+ 12 
- 85 
- 85 

+ 877 
+ 865 

- 40 
+ 154 
+ 143 

+ 114 
+ 108 

- 68 
-174 
+ 8 
+ 1 
+ 1 

2 
8 

- 75 
-183 

+ 8 
+ 12 

+ 42 
- 68 

+ 4 
- 12 
+ 1 

- 7 

+ 1 
- 1 
- 1 

- 20 
- 38 
- 4 

- 24 
- 42 

+ 888 
+ 2-&8 

19t9·19SO 

+ 8 
+ 28 
+ 1 
+ 9 

+ 468 
+ 468 
- 16 
- 1 

+ 8 

- ., 
- 9\ 
- 10 

- 18 

+ 102 
- 24 
- 1 
+ 28 
+ 29 
+ 11 
+ 11 
+ 1 

+ 588 
+ 598 

+ 48 
+ 825 
+809 
+ 868 
+ 852 

+ 8 
- 25 

-135 

5 
5 

5 
5 
8 
8 
2 

-149 
-180 

+ 8 
7 

+ 222 
+ '165 

2 

-130 

-132 

.. .. 
1 + 

8 
8 

- 1 .. 
-110 
+ 1 

- 18 
-109 

+ 66:1 
+.51-& 

+ 22 
+ 110 
+ 2 
+ 10 

- 10 
- 1 

+ .... 
+ 
+ 
+ 

920 
565 
257 

5 
19 
52 

+ 1 
+ 2 
+ 6 

+ 53 
- 2 
+ 9 
+ 58 
+ 5 
+ 4 
+ 25 
+ 10 
+ 7 
+ 7 
+ 8 

+ 1,536 
+ 1,170 

+ 

+ 
+ 

+ 
+ 
+ 
+ 
+ 

+ 

+ 

+ 
+· 
+ 
+ 
+ 

75 
85 

115 

160 
190 

81 
14 

8 
98 
26 
27 

7 
7 
4 
2 

11 
11 

2 

50 
86 

12 
49 

122 
75 

19 
18 
84 

1 .. 
2 
1 

89 
94 

• 
45 

100 

I + 1.3..'\.~ I+ ~ 

+ 28 
+ 138 
+ 8 
+ 9 

- 10 
- 1 

+ 1,388 
+ 1,038 
+ 241 
- 6 
+ 111 
+ 5ll 

+ 1 
- 7 
- 4 

+ 87 
- 2 
+ 9 
+ 155 
- 19 
+ 8 
+ 48 
+ 89 
+ 18 
+ 18 
+ 4 

+ 2.124 
+ 1.768 

- 82 
+ 240 
+ 194 

+ 
+ 

+ 
+ 

+ 

+ 
+ 
+ 

+ 
+ 

208 
162 

25 
89 

8 
89 
26 
27 

2 
2 
4 
2 
5 
5 
8 
8 

99 
114 

9 
49 

100 
90 

IT 
18 

161 

165 

5 

8 
1 

+ :1. (l(ll) 

+ 1.~ 



-67-

Table II. 

NET IMPORTS ( +) OR NET EXPORTS (-) OF GOLD BULLION A!\"D SPECIE 
ACCORDING TO TRADE STATISTICS OF COUNTRIES SHOWING GREATEST 

MOVEMENT IN MONETARY GOLD STOCKS. 

(Millions of dollars) 

P'our yeaN P'h•e yoars 
Countl"J' 1925 1928 1927 1928 1929 1926 "' 1029 1930 1U:!6 

to 1030 

Austria •..•.......... + I + 6 + 8 + 6 + 4 + 24 + 6• + so• 
Belgium • •..•....••• ; + I + 34. + 15 + 28 + 40 + 117 + 81 + 148 
France .............. + 8 + 2 ~ 20 + 254 + 8:i7 + 578 +460 + 1,088 
Germany ............ + 150 + 135 + 45 + 218 - 105 + 293 - 16 + 277 
Italy •......••.•.••.. + 8 + 8 + 8 + 8 + 12 + 26 + 6' + 32• 
Netherlands .......... - 10 + 5 f- 6 + 14 - 11 + 2 - 8 - 6 
Poland .........•..... - - -· + 34 + 1 + 85 - 4 + 81 
Swit7.erland .......... - 9 - 8 + 8 + u + 16 + 80 + 22 + 52 
United Kingdom ...•.• - 41 + 56 + 16 f- 62 - 74 - M + 24. - 40 

Total •.. + 98 + 238 + 69 + 509 + 220 +1,036 + 521' + 1,557• 
Canada •••••......•.. + 50 - 19 f- 16 f- 76 - 42 - 158 + 21 - 132 
U.S.A.• ..••••.•..... -184 + 98 + 6 f- 892 + 175 - 118 + 280 + 167 

Total ••. - 84 + 79 f- 10 f---468 + 133 - 266 + 301 + 35 
Argentine •••......... + 8 + 2 + 84 + 84 -168 + 2 - 25 - 23 
Brazil ...............• - + I + 43 + 47 + 2 + 9:! - 185' - 42• 
Chile •.•..•.•....••.. + 1 - 28 f- 4 - - - 27 - - 27 

Total ... + 9 - 20 + 123 + 131 -166 + 68 -160' - 92• 
Dutch East Indies .•. · .• + 5 + 8 + 7 + 5 + 8 + 28 ... ... 
Japan •....•.••••.... - 11 - 16 f- 18 - - - 34. -188 - 172 

Total. .• - 6 - 8 f- 11 + 5 + 8 - 6 -130' - 136• 
Australia ............ + 52 - 61 f- 21 f- II - 51 - 130 - no• - 24.9• 

GRAND TOTAL ••••• + 69 + 228 + 150 + 171 + 144 + 693 + 422' + 1,115• 
India ..........•.•••. + 222 + 85 + 60 + 77 + 65 + .287 + M + 34.1 
South Africa .•........ -201 -207 f- 212 f- 208 - 219 - 846 -226 - 1,072 

N et balance .•....•..• + 90 + 106 f- 2 + 40 - 10 + 134 + 250' + 384• 

• Provisional figure. 
. 1 Belgium : Including gold shipments for monetary purposes which arc almost completely ignored 

in the official trade statistics. 
'U.S. A.: 1919 1920 1921 1922 1923 1927 

-292 + 95 + 667 + 238 + 294 + 258 
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CHAPTER I. 

THE CHANGES IN THE STRUCTURE.• 

1. 

The chief characteristics of the pre-war gold standard were the statutory obligation to 
redeem notes in gold coin, and in the free export of gold from one country to another. This 
does not mean, however, that the pre-war structure of the gold standard did not reveal any 
divergences from the above principles. 

The limits fixed by law to the note issue were regulated by three different methods. The 
Bank of England had a fixed maximum, established by law, for the fiduciary issue. Every note 
issued in excess of this fixed amount had to be covered in full by gold. The Bank of France had 
a legally fixed maximum for the note issue, and this could not be exceeded even if gold were 
purchased. The actual issue of notes up to this total had to be covered in gold, or partly in 
silver, in such a proportion that they should still be convertible into gold. Subject to this 
condition, the fixing of the reserve percentage was left to the discretion of the management 
of the Bank. The Reichsbank was not hampered by any maximum for its note issue. Its 
Statutes contained only the requirement that at least one-third of the issue should be covered 
at all times by gold. 

There were thus three principal systems of note issue: (1) total quota, (2) partial quota, 
and (3) minimum reserve requirement. All other Central Banks were more or less modelled 
on one of these three systems, that of the minimum reserve requirement being the most widely 
employed. 

Each of the three systems embodied the principle of the obligatory co~vertibility of notes 
into gold coin. No bank-the Bank of the Netherlands, for example, was an exception-was 
under the legal obligation to redeem its notes in other ways; for instance, in gold bars, or in 
foreign exchange convertible into gold, instead of in gold coin. This accounts for the familiar 
general notion of the uniformity of the pre-war gold standard. It was in reality a generally 
adopted gold specie standard. · 

This does not mean, however, that the gold reserves of pre-war Central Banks consisted 
exclusively of gold coin being the legal currency in the country concerned. The reserves included 
gold bars on an equality with gold coin, and these bars were the object of international trans
actions. Special gold transactions between Central Banks were also known, one bank for account 
of another bank, sending gold to a third bank. In 1909, for instance, the Reichsbank sent gold 
to Russia and the Austro-Hungarian Bank to Egypt for account of the Bank of England. In 
spite, however, of this kind of special transaction, in which not only gold coin was used, but also 
gold bars, the fundamental structure of the pre-war gold standard did not undergo any essential 
change. The stl!tutory convertibility was based on the assumption that gold coin was the only 

1 Written in 1930. 
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means of paymenL Any person presenting notes to be exchanged for gold might refuse to 
aecept gold in bars. 

The position was the same in those Central Banks which were authorised by their statutes 
to include in the metallic reserve foreign exchange convertible into gold. 

Before the world war, there were five countries in Ew:ope-Belgium, Bulgaria, Finland, 
Russia and Italy-in which the Central Banks might include in their metallic reserve, without 
limit, foreign bank-notes, balances with foreign banks, and bills accepted by foreign debtors. 
In three countries-Greece, Portugal and Sweden-the Central Banks were authorised to count 
in the metallic reserve their balances with foreign banks, but not foreign bills or bank-notes. 
In five other countries foreign exchange could be included in the metallic reserve, but only to 
a limited amounL In Austria-Hungary and Roumania the Central Banks were permitted to 
include in the metallic reserve, to a limited amount, balances with foreign banks, but not foreign 
bills or bank-notes. In Denmark, Norway and Spain, limited amounts, not only of foreign 
balances, but also of foreign bills and bank-notes, could be included in the metallic reserves. 
Moreover, there were some banks, such as the Netherlands Bank, which could buy and sell 
foreign exchange, but had not the right to include it in the fundamental metallit' reserve. In the 
ease of this last bank, foreign exchange on an equality with the portfolio of home bills constituted 
an additional subsidiary reserve, but could not form part of the fundamental reserve. 

These methods in no way interfered with the statutory obligation regarding conversion, which 
was very strictly defined and allowed notes to be redeemed in gold coin only. Central Banks 
did not have the option of effecting conversion in gold bars or in foreign exchange, even when 
they were allowed to include these values in their fundamental reserves. Gold bars, some 
silver, and foreign exchange to a limited or unlimited amount, constituted the assets which 
could be included in the metallic reserve as the basis for the issue of notes; but the Statutes of 
most of the pre-war Central Banks precluded the use of these assets as a means of payment in 
the obligatory redemption of notes. Their role was one sided. A person presenting notes for 
redemption could refuse to accept payment in gold bars, silver, or foreign exchange. 

Such was the legal aspect of the position. In actual practice the stabilisation of the rates 
of exchange between currencies was frequently based on the so-called foreign exchange policy 
of the Central Bank. A classic example of such a policy is afforded by the Austro-Hungarian 
Bank, which, though under no legal obligation to redeem notes in gold, nevertheless succeeded 
in maintaining the rate of exchange of the crown within the gold points by buying and selling 
foreign exchange. Examples of this kind, however, do not affect the truth of the assertion that 
the pre-war system of the gold standard, in its legal aspect, was based principally on the obli
gation to redeem notes in gold coin. It was, in fact, a classic example of the go•d specie standard. 
Its visible sign was the widespread circulation of gold coin, which was such a feature of pre-war 
conditions. At the outbreak of the war, the circulation of gold coin in England was more than 
twice as large as the total reserves of the Bank of England. 

2. 

The outbreak of the world war opens a new era in the history of the gold standard, which 
may be divided into two periods. The first period lasted from the beginning of the war to the 
Brussels Conference, and the second from that Conference to the present time. 

. In ~he first period, not one European currency escaped collapse or, at the best, serious 
d•fficult1es. It was a period marked by the destruction of the pre-war gold specie standard. 
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While gold was abandoned as the basis of currencies, its production increased, reaching its 
peak in 1915. Simultaneously, there were violent disturbances in industrial and a<rricultural . .. 
production and consumption. This resulted in an excessive accumulation of gold in neutral 
countries, and especially the United States of America. 

The beginning of the second period was marked by a considerable degree of deflation in the 
United States, which entailed a further outflow of gold from Europe to America. The succeeding 
years witnessed energetic international co-operation with a view to stabilising currencies on a 
gold basis. Apprehensions of a future deficiency in the output of gold were mitigated by hopes 
that the neutral countries, and especially America, would be ready to return their gold surplus. 
At the end of 1928, the efforts to restore the gold standard entered upon their final stages. The 
stabilisation of currencies on a gold basis was almost complete. 

The post-war return to the gold standard has not, however, been a return to the gold specie 
standard. Great shocks have caused great changes. 

The position of the Central Banks in many countries has improved. In countries in which 
there were more than one bank of issue, the number has been reduced to one. · Little now remains 
to be done in this respect. State banks have also decreased in number, giving place to private 
joint-stock banks, while the management of Central Banks have become more independent of 
the Government and political influences. Co-operation between Central Banks is extending and 
developing in a marked degree, and the establishment of an International Bank of Central Banks, 
in the shape of the Bank for International Settlements, is already an accomplished fact. 

The rules governing the right of note issue have become more and more uniform. With the 
amendment of the Statutes of the Bank of France, the type of Central Bank which had the right 
to issue notes up to the maximum amount fixed by its Statutes, irrespective of the reserve percen
tage, has completely disappeared. The Bank of England maintains the traditional principle of 
the partial quota of the fiduciary issue, but this new quota can be increased with the consent of 
the Treasury, no special legislation being required. Outside England, the principle of the 
minimum reserve requirement is now generally accepted. The principle of the elasticity of 
cover for notes has won the approval of even the most conservative economists. Its advantages 
have led to a wider and wider use of the right to lower the minimum reserve on condition of paying 
to the Treasury, by way of penalty, a tax on that portion of the note issue which represents the 
lowering of the reserve ratio below the statutory minimum. 

The structure of the reserves of Central Banks underwent more radical changes during the 
same period. The suspension of gold payments caused by the outbreak of the war created a 
situation in which Central Banks withdrew gold coin from circulation, and could not afterwards 
return it to the market. This was the beginning of the concentration of gold in the vaults of the 
Central Banks. Similarly, the minting of gold coin was stopped. The gold circulation shrank 
more and more, and is now negligible. Post-war endeavours to bring about a revival of the 
circulation of gold coin, chiefly in Holland and Switzerland, were unsuccessful, the public having 
lost the habit of using gold coin. Simultaneously, the belief was gaining ground that the circu
lation of gold ·coin was a luxury, and that in the interest of economising gold it should 
be abandoned. 

This disappearance of gold from circulation found an outward expression in the considerable 
increase, as compared with the pre-war position, in the gold reserves of Central Banks. These 
reserves now consist of the pre-war reserves together with gold coin withdrawn from circulation 
and purchases of new gold. 

Before the war, the gold reserves in any country consisted of the reserves held in the vaults 
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of the Central Bank, together with the total circulation of gold coin •. To·d~y, the g?ld reserv~s 
of a country are, practically speaking, the reserves of the Central Bank, whtch have mcreased 111 

proportion to the decline in the circulation of coi~. . . 
The disappearance of gold coin from circulatiOn caused, not only a one-stded concentration 

of gold in the vaults of Central Banks, but also marked changes in the use of that gold by the 
Central Banks. Transactions in gold coin soon became less common, giving place to transactions 
in gold bars. This meant that the methods of effecting the obligatory conversion of notes into 
gold had also to change. In the spring of 1925, England set the example by officially abandoning 
the pre-war system of the obligatory redemption of notes in gold coin, thus introducing the new 
s\-stem unknown before the war, of notes obligatorily convertible into gold bars. On the 
principle that gold is superfluous in internal circulation, the obligation to sell gold bars in exchange 
for notes is confined to transactions in which gold is used exclusively for payments abroad. A 
further restriction is the fixing of a legal minimum quantity of gold below which the bank is not 
bound to sell. 

Neglecting these restrictions, which are characteristic of the system but do not apply every
where, we arrive at the conclusion that, in consequence of post-war developments, a new fomt 
of the gold standard bas come into being - the so-called gold bullion standard. Following the 
example of England, several countries adopted the same system. The French refomt of 1928 
introduced another novelty-the obligation to redeem notes either in gold bars or in gold coin 
at the option of the management of the Bank of France. The right of choosing the means of 
payment was thus created, but belongs to one party only-namely, the Central Bank.. We have 
here a mixed form of the gold bullion standard, which may be called the gold bullion and spede 
standard. 

The same process of development pointed to the part that foreign exchange could play in 
the reserves of Central Banks. Before the war, as has been mentioned above, foreign exchange 
was, in actual practice, frequently included in the fundamental reserves. No Central Bank, 
itowever, was under a legal obligation to red~m its notes otherwise than in gold. The exchange 
of notes for foreign exchange, although carried out de facto, was never established de jure. After 
the war, the number of banks which included foreign exchange in their fundamental reserves 
considerably increased, and in these countries the rate of exchange of the home currency was 
chiefly regulated by the purchase and sale of foreign exchange by the Central Banks. The 
development of this custom is shown best by the following figures. At the end of 1918, the foreign 
exchange reserves of Central Banks amounted to about 850 million dollars, whereas at the end 
of 1928 they had increased to about 2,000 million dollars. This was the result, not only of the 
increase in the number of countries whose currencies were based on foreign exchange reserves 
held on an equality with gold, but also of the fact that two large Central Banks-the Reichsbank 
for an indefinite period, and the Bank of France from September 1926 to June 1928-adopted 
this system. In the history of the gold standard, the accumulation of foreign exchange by the 
Bank of France will constitute one of the most striking features. 

However, it is not the increase in the number of banks which include foreign exchange 
in their reserves on an equality with gold, nor the abnormally large accumulation of foreign 
exchange that is the most striking characteristic of the change in the gold standard. The most 
noteworthy feature of the situation is the fact that, since the war, the Statutes of Central Banks 
have been modified on the principle that the obligatory redemption of bank-notes may be carried 
out either in gold or in foreign exchange. The right of Central Banks to effect redemption either 
in gold or in foreign exchange thus went considerably farther than the right to effect redemption 
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in gold bars or gold coin. The process, indeed, went even further than that. Two Central 
Banks were established, in Danzig and Estonia, under the statutory obligation to redeem ~otes 
exclusively in foreign exchange, gold being entirely eliminated. 

The result was that, side by side with the gold bullion standard, the gold exchange standard 
appeared. Before the war, the redemption of notes was, in practice, effected in gold bars or 
foreign exchange, but legally the only standard was the gold specie standard. After the war, in 
addition to the gold specie standard, we meet with two forms that are new from the legal 
point of view~the gold bullion standard and the gold exchange standard. Independently 
of these three principal forms, moreover, there are certain mixed forms, such as the gold 
specie and bullion standard, and the pure foreign exchange standard as used in Danzig and 
Estonia. 

8. 

It may be said that all these changes were the outcome of apprehensions of a future shortage 
of gold in relation to demand. At the Brussels Conference, as well as at the Genoa Conference, 
much stress was laid on the impending shortage of gold in view of the increasing disproportion 
between the demand for gold and the outlook for its future production. The slogan of economy 
in the use of gold for monetary purposes was raised. Under the influence of this slogan, the 
disappearance of gold coins from circulation and the concentration of gold reserves in the vaults 
of Central Banks became complete. The same influence was responsible for the raising of foreign 
exchange to the status of a means of payment in the redemption of notes, and for the marked 
acceleration in the process of accumulating foreign exchange in Central Banks. 

The principle of economy in the use of gold is, without doubt, a sound one, but it has had 
in practice not only favourable but also unfavourable consequences. Before the war, in the case 
of the Central Banks whose note issue was based on the principle of minimmn reserve requirements, 
the system of covering the note issue to the extent of one-third by gold was prevalent. After the 
war, the statutory requirements became stricter rather than more liberal in this respect. The 
minimum gold reserve in many cases was raised to 40 per cent of the note issue. "11ere a minimum 
reserve lower than 80 per cent was allowed, the banks were bound on their Statutes to increase 
it gradually over a specified period of time. Although the Statutes permit the minimum reserve 
to be lowered on condition that a penalty is paid to the Treasury, in actual practice this right has 
always been of purely theoretical value. In the view of every nation, the minimum reserve 
has become thus an untouchable reserve. 

The greater strictness in minimum reserve requirements has found an outward expression 
in the fact that the number of banks in which the statutory reserve ratio is calculated, not only 
on the circulation of notes, but also on the total amount of sight liabilities, has considerably 
increased. 

It is true that such liabilities must be met on demand at any moment; but in actual practice 
the whole of them are never met at one time. The accounts payable on demand at the Central 
Bank are not only deposits, in the commercial sense, but also instruments of non-cash money 
turnover. The sudden liquidation of the whole of these accounts would be equivalent to the 
destruction of the mechanism without which the monetary circulation cannot function properly, 
and non-cash payments cannot be effected. Therefore, though I admit that the principle of 
including sight liabilities in calculating the reserve ratio is a sound one, I am of the opinion that, 
in practice, it is not necessary to take the total amount of sight liabilities into account. 
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In anticipation of a shortage of gold on account of a falling-off in the production of new gold, 
more stress should be laid on the possibility of using the reserves of gold accumulated in Central 
Banks.. In view of the fact that the output of new gold is likely to diminish in the future, it is 
necessary to create in advance a legal position which will facilitate the use of the reserves of old 
gold. On this principle it would be advisable rather to lower than to raise the statutory minimum 
reserve requirements. 

It cannot be disputed that the raising of the minimwn reserve requirements was a policy 
contrary to the spirit of gold economy. The almost complete elimination of silver from metallic 
reserves was a second outward sign of this lack of consistent policy. The metallic reserves of a 
Central Bank never fall to zero. The lowest strata of the reserves, which lie at the bottom of 
the vaults of a Central Bank, never come to the surface. The question arises, therefore, whether 
silver could not play the part of the deepest strata, which are never put into circulation, on 
condition that it was included in the reserves at its gold value and to a limited amount: The 
elimination of silver after the war and the raising of the minimum reserve requirements cannot 
be reconciled with the spirit of gold economy. These were steps back and not forward. 

Similarly, it was an unsound policy to embody in the Statutes of Central Banks provisions 
requiring at least two-thirds of the minimum gold reserves to be held in the vaults of the bank. 
This limitation restricts the freedom to deposit gold with foreign banks, and raises difficulties in 
clearing operations, which eliminate transport charges. Under the present conditions, it is not 
only necessary to dig deeper into old reserves, gold transactions must also be facilitated by means 
of book entries, which alann the money market less than actual shipments-especially since the 
disappearance of coin from circulation and the concentration of gold reserves in one bank lays 
the whole burden of effecting gold transactions on that bank. 

Before the war, the deficit in the balance of foreign payments was first covered by the outflow 
of gold coin from circulation, before it became necessary to resort to the reserves of a Central 
Bank. To-day, the Central Banks no longer have the protection afforded by the circulation 
of gold coin, and consequently the policy of facilitating gold movements by book entries is playing, 
and will play, an increasingly important role. ·Therefore, any limitation in regard to the amount 
of gold which may be held abroad cannot be reconciled with the spirit of gold economy. 

The mistakes mentioned above, which are incompatible with a consistent policy, originate 
in apprehensions as to the future of gold. Gold began to be overvalued before its production 
actually began to diminish. Every country is now trying to obtain the highest possible level 
of reserves, and is growing more and more reluc\oant to sell gold. Owing to this atmosphere of 
apprehension, the return of gold from America and the neutral countries is also delayed and 
rendered more difficult. Some of these countries, such as Holland, made the freedom of gold 
exports dependent on reciprocity from other countries. The Central Banks began to regard 
themselves as morally bound to observe the principle of non-interference-that is to say, that 
a Central Bank must not be compelled to sell gold against its will, even though it may be under 
a legal obligation to selL Althongh _the legal embargo on gold exports has been lifted in many 
countries, it is replaced by a moral embargo which is often as effective as the legal one. 

This picture will be still more striking if we take into consideration the role of the countries 
which apply the gold exchange standard. Banks which redeem their notes in foreign exchange 
are compelled to buy gold from time to time, because they are obliged to do so under their 
Statutes, which establish a minimum for their gold reserves. The situation then arises that 
banks of this type buy gold but do not sell it. Such gold accordingly disappears from the inter
national market, and is to a certain extent hoarded. Thus, in addition to private hoarding, so 
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common in the Far East, we find an official hoarding of gold by Central Banks which apply the 
gold exchange standard. All these circumstances lead to the paradoxical situation that, although 
from a legal point of view the gold market is very wide (as gold export is now legally free in 
thirty-five countries), in practice this freedom is a mere fiction. 

Greater strictness in establishing the minimum reserve requirements, the elimination of 
silver, the restrictions on the freedom to deposit gold abroad, and, finally and most important, 
the official hoarding of gold by Central Banks which apply the gold exchange standard-all these 
are the poisonous fruit of exaggerated and premature apprehensions of a future shortage of gold. 
Propaganda for economy in view of the impending deficiency in the production of gold proved 
as dangerous as propaganda for foreign exchange restrictions in countries which possessed a 
depreciating currency. The greater was the propaganda against the accumulation of foreign 
exchange, the more it was accumulated. Similarly, the propaganda designed to give a serious 
warning against the future deficiency in the production of gold merely led to an increase in the 
hoarding of gold. 

4. 

Summing up, we arrive at the conclusion that the post-war structural changes in the 
administration of monetary gold went in two directions. 

First Group ~ 

(a) Disappearance of gold coins from circulation; 
(b) Concentration of monetary gold in Central Banks; 
(c) Increased use of gold bars in the redemption of bank-notes and in special 

transactions between Central Banks, 
(d) Increased use of foreign exchange in the redemption of bank-notes, 
· (e) Extraordinary increase in the accumulation of foreign exchange as a component 

of fundamental reserves. ' 

The changes in the first group are in harmony with the modern spirit of economy in using 
gold. 

Second Group : 

(a) Greater strictness of statutory minimum reserve requirements; 
(b) Almost complete elimination of silver as a component of fundamental reserves; 
(c) Increase in the number of banks which follow the one-sided practice of 

purchasing gold without offering it for sale; 
(d) Increase in this one-sided practice concurrently with the increase in the accu

mulation of foreign exchange in fundamental reserves; 
(e) Limitations of the freedom to deposit gold abroad by statutory requirements 

as to the minimum amount of gold that must be held in the vaults of the bank. 

The changes in the second group are contrary to the modern spirit of economy in using 
gold. 

In consequence of the changes in the first group, the pre-war uniformity of the gold standard 
-as regards the legal definition of the obligation and the methods of redeeming notes in gold
was destroyed. In addition to the pre-war gold specie standar<l, two new main forms, the gold 
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bullion standard and the gold exchange standard, were created. There also appeared two 
fwther derivative fonns, the gold specie and bullion standard and the pure foreign exchange 
standard. 

In consequence of the changes in the second group, the restoration of the stability 
of ~urrencies on a gold basis was not helped by a general return to free gold eA-port. Although 
the number of countries which maintain legal restrictions on the export of gold is very small, 
there is, in reality almost everywhere, at least a moral embargo on gold exports. In law, the gold 
market is very wide, but in practice it is very narrow. This is due, not only to the one-sided 
transactions of banks which apply the gold exchange standard, but also to such principles as 
those of reciprocity and non-interference, which, though not officially agreed upon, are applied 
in practice by the leading Central Banks. 

The stabilisation of currencies, therefore, is still not fully achieved, since, of the two chief 
principles of the gold standard-the convertibility of notes into gold and full freedom of gold 
movements-only the first has been really restored. 



CHAPTER II. 

THE CHANGES IN THE FUNCTIONING. 

1. 

The doctrine of the automatic functioning of the gold standard laid chief stress on the 
following factors-the condition of the gold reserves, the volume of the monetary circulation; 
the price and the volume of credits at the Central Bank, and the level of prices. When gold 
flows out, the monetary circulation shrinks, which increases the cost and curtails the volume of 
the credits granted by the Central Bank. As a further consequence, the price-level falls. The 
market from which gold flows out becomes then a place where one can buy more cheaply. 
Exports begin to increase and imports to decline. The balance of foreign payments shows an 
improvement, the outflow of gold is soon checked, and a reverse process begins. Gold flows in 
and the monetary circulation increases. Credit becomes cheaper and more abundant, and the 
level of prices rises under the pressure of an increased demand. Then the inflow of gold is 
checked in its turn, because, with a higher level of prices as compared with other markets, it is 
more profitable to buy abroad. Consequently, exports diminish and imports increase. In this 
way the movement of gold from one country to another automatically regulates the scale of 
credit and the level of prices. 

The above reasoning would be not only logical but be confirmed in practice, but for the 
existence of an important additional factor-namely, the total alllount of bank deposits which 
serves a an additional credit basis. The doctrine of automatic functioning under-estimated the 
rale played by this additional factor. In reality, not only do bank deposits constitute a special 
credit basis, but their rate of increase is more rapid than that of the monetary circulation. · During 
the eighty-five years which followed the passage of Peel's Act, the total amount of bank deposits 
in England increased ten times, whereas the monetary circulation increased only five -times. 
Thus, the rate at which bank deposits increased was twice as large as the rate at which the mone
tary circulation expanded. The situation in other countries was similar. 

The greater the accumulation of monetary capital in the form of bank deposits, the more 
the total credit structure of the country differs from the volume of credit granted by the Central 
Bank, for the increase of bank deposits brings about an increase of bank credit outside the 
Central Bank. The increase of bank credits in its turn causes a further increase of deposits. 
For this reason the rate of increase of bank deposits is more rapid than that of the monetary 
circulation. 

Two spheres of credit are created in this way, one controlled directly by the Central Bank, 
the other indirectly. If the Central Bank succeeds in controlling both spheres by means of its 
discount policy, the conditions required by the doctrine of automatism are fulfilled. The move· 
ments of gold bring about changes in the discount policy, and these changes in turn affect the 
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level of prices. This applies, however, only to ideal conditions-that is to say, when there is 
perfect harmony betw~n the changes in the volume of credit granted by the Central Bank, and 
in the volume of bank credit which is based on the accumulation of deposits. Close harmony 
between the changes in these two volumes of credit is the essential factor in the automatic 
operation of the gold stsndard. 

In the majority of cases, however, this harmony is lacking. 
Let us suppose that gold flows out, and that the Central Bank is obliged to raise its official 

rate in order to curtsil the volume of credit. A higher rediscount rate may attract money 
hoarded in the country; as well as foreign funds seeking a more profitable field for investment. 
In that case, the credit-restriction policy of the Central Bank meets with impediments in the form 
of the inflow of bank deposits and the tendency of banks to invest these new funds profitably. 
A situation then arises in which the shrinkage in the credit granted by the Central Bank may be 
offset by the increase in credits given by commercial banks. The attempt to influence the level 
of prices then ends in failure, because the amount of purchasing power on the market does not 
diminish, i.iJ. spite of the Central Bank's policy of restriction. 

A similar situation arises when there is an inflow of gold. The Central Bank reduces its 
discount rate in order to increase the volume of credit, but the low rate begins to discourage 
foreign deposits, and at the same time home capital to some extent is driven abroad in search 
of more profitable fields for investment. Consequently, the volume of credit does not increase, 
and may, indeed, temporarily diminish. The amount of purchasing power in the hands of the 
public does not change in strict proportion to the inflow of gold, and, in spite of a reduction in 
the rate of interest, the level of prices does not receive the required stimulus. 

Many other instances of the same kind may readily be quoted, especially in view of the 
influence of other factors for the most part ignored by the doctrine of automatism, such as the 
economic situation of the country, and psychological factors, which also effect the money market. 
No wonder, therefore, that, not only after the war, but also before, practice was so often incon
sistent with theory. The history of the gold standard before the war offers too many instances 
of these divergences to quote. 

2. 

The gold which is held as cover for the total of the notes in circulation and the sight liabi
lities of all Central Banks amounts at present 1 to about 4.0 per cent of these notes and liabilities. 
On the other hand, the total stock of monetary gold amounts to only about 10 per cent of the 
total deposits of commercial banks. The difference between these figures illustrates clearly how 
far the accumulation of bank deposits outran the expansion of the notes and sight liabilities of 
Central Banks. It is clear, therefore, that, under these conditions, a partial emancipation of 
commercial banks from the control of Central Banks was bound to result. We know that it has 
become more and more difficult for Central Banks to control the money market. The pre-war 
method of manipulating the discount rate according to the movement of gold does not suffice 
to-day, and new additional methods must be devised. 

The Bank of England and the Federal Reserve Banks in the United States resort to what 
are known as "open market operations ". \\'hen raising or lowering the discount rate, they 
pure~. or sell securities in order to reduce or expand the circulation, because the raising or 
lowenng of the discount rate alone does not bring about this result-or, at any rate, does not 

1 This chapter was written in 1930. 
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bring it about as quickly as is required. In those countries in which the money market is weaker, 
the Central Banks limit or expand the amount of credit granted to clients, as the manipulation 
of the discount rate would not bring about the desired results. The regulation of the volume of 
credit granted to clients and open market operations are at present the two essential methods 
which Central Banks possess for supplementing their discount policy. This is a practical 
reaction caused by the increased importance of the part played by liquid capital. Not only has 
this increased in amount, but the technique by which it is transferred from one market to another 
has become more elastic. 

The technical progress that has been made in modem banking is enormous. Advances have 
been made not only in the technique of attracting deposits, but also in the method of investing 
them profitably both at home and abroad. Such inventions as wireless telephony and telegraphy, 
the aeroplane as a means of transporting gold, book-keeping machines which reduce working 
hours, etc., have exercised an important influence on the emancipation of capital from the super
vision of Central Banks. The sphere of activity of money markets has increased as they have 
become morll and more international. Funds are now transferred so easily and so qulckly from 
one place to another that the discount policy of Central Banks has become more and more compli
cated and difficult, and at the same time further removed from the passive I'Ole of a registrar of 
the movements of gold which was assigned to it by the doctrine of automatism in the days of 
Peel's Act. 

8. 

The most important consequence of the changes caused by the progress and technical 
modernisation of the accumulation of capital is an appreciable weakening of the connection 
between the movements of gold and changes in the level of prices. According to the adherents 
of the automatic operation of the gold standard, the outflow of gold creates a dearness of credit 
and a shrinkage of its volume, as a consequence of which the level of prices is bound to change 
correspondingly. A reverse process is then witnessed. Gold flows in, and this lasts until cheaper 
and more abundant credit brings about another outflow. . In other words, the inflows and 

• outflows of gold regulate each other by the changes in the price level, which are bound to appear 
under the pressure of changes in the volume and price of credit. If a fairly large outflow of gold 
is registered, the inflow can take place only after lowering of the price-level, as the lowering of the 
latter constitutes the condition sine qua non of changes in the movements of gold. 

In this unavoidable dependence of the movements of gold on the changes in the price-level 
resided the most essential features of the doctrine of automatism. It was particularly this central 
point in the whole doctrine of the gold standard that was shaken by the progress of the accumu
lation of capital and the modernisation of banking technique. Let us assume that before the 
war (though in practice it was very seldom the case) the gold standard did operate automatically 
and the movements of gold regulated each other by changes in the level of prices. To-day, in 
the present state of the accumulation of capital and of banking technique, such an automatic 
interdependence between the movements of gold and changes in the price-level cannot exist. 
We witness a turning point in the history of the gold standard. To-day the inflow or outflow of 
gold, by causing a raising or lowering of the price of discount credit, causes such a rapid and 
considerable shifting of the liquid funds on the world money market that the direction of the 
movement of gold is bound to change before any alteration in the price-level can take place. The 
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year 1928-if I am not mistaken-breaks all records as regards this lack of harmony between the 
movements of gold, the price of credit, and the levels of the prices of goods. 

The dependence of the movements of gold on price levels has thus become looser. The 
classic contention that "the e.'tport of gold means a fall in prices " 1 has become an anachronism. 
To-day, a cltange in the price of credit alone suffices, not merely to check the inflow or outflow 
of gold, but to change an outflow into an inflow or vice t'eraa.. The dearness of credit attracts 
foreign capital like a magnet. A rapid and abundant inflow of short-term foreign capital 
improves the rate of exchange of the inland currency more rapidly than before the war and arbi
trage exports of gold become-provided special factors do not come into play-unprofitable. 
When the inflow of capital assumes fairly large proportions, an inflow of gold may even begin. 
All this happens independently of the level of prices, because during such a short period the changes 
in the price of credit cannot exercise an influence on the level of prices. 

Under present conditions, a Central Bank must operate by means of a strong credit policy 
maintained over a fairly long period, if it wishes to influence the level of prices. The difficulties 
whiclt confronted the Federal Reserve Banks during the period 1928-29 afford an example of this. 
Even before that period it could have been observed that in America after the war the move
ments of gold were steadily countered by changes in the discount policy, heavy imports and 
~"}))rtS of gold being registered while the price-level-apart from certain seasonal fluctuations 
-remained relatively stable. The reserves of the Bank of England have fluctuated since 1925 
in the vicinity of 150 million pounds, but the level of prices has shown a steady downward trend 
whiclt was not in harmony with the changes in the discount rate or the movements of gold. 

The beginnings of this change in the operation of the gold standard date back to the pre-war 
period, for even in those days its automatic operation was more of a legend than an historical 
truth. Since the war, this change has become so apparent that, to-day, the non-existence of 
such an automatism is unquestioned, and it is generally held that the gold standard now is, and 
must be in an increasing degree, a manipulated standard. 

The completed evolution has its favourable and unfavourable features. Undoubtedly, 
the greater ease with which the rates of exchange may be regulated is all to the good. Under 
the pressure of the raising or lowering of the discount rate, rapid movements of short-term capitar 
may be brought about, and these cause the rate of exchange of the inland currency to return · 
to its normal level-i.e., within the linllts fixed by the gold points. The liability of a currency ' 
eon be ROTII more easily regulated from the point of view of banking technique. This is achieved, 
however, at the expense of the influence on price-levels, and therein lies the weakness of the 
system.. 

The weakening of the connection between the movements of gold and the level of prices is 
responsible for the fact that the changes in this level are influenced to a greater extent by non
monetary factors. In order to counteract the influence of these factors, a Central Bank ought 
to manipulate its official rate with thoroughness and over a fairly long period of time. The 
success of such a manipulation depends also more and more on the co-operation of other Central 
Bankl. To-day, one Central Bank, unaided, cannot exercise a lasting influence on the level of 
prices; in the carrying out of its credit policy, it is bound to look for assistance from abroad. 
Therefore, the co-operation of Central Banks becomes indispensable from the international point 
of view, just as open market operations or the allotment of credits by the quota system is indis
pensable from the point of view of the home market. 

1 ArgmlmiiU, "Valuta ",page 42. 
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Did the gold standard still operate automatically, the direction of the gold movements would 
be dependent on changes in the price-level, and conversely changes in the price-level would be 
responsible for the direction of the gold movements. Thus, as long as changes in the price-level 
constituted the decisive factor in determining the direction of the gold movement, those move
ments being in turn responsible for changes in prices, the problem of stabilising the purchasing 
power of gold had no logical foundation. 

The situation is different, however, when the automatic operation of the gold standard is 
absent. . Then the movements of gold no longer constitute brackets, as it were, limiting the 
fluctuations of prices. The process of levelling-up price-levels· by means of the movements 
of gold is rendered more difficult than formerly. The movement of gold, the volume 
and price of credit and the changes in" price-levels have lost their mutual correlation. 
Harmony has given place to discord. The Central Bank, in its discount policy, neither 
is nor can be a passive registrar of the movements of gold. If it wishes to control prices, it must 
resort to manipulation, and in this action it ought to secure the co-operation of other Central 
Banks. Such co-operation becomes indispensable if the Central Banks desire to protect them
selves against any surprises caused by fluctuations of price-levels, for these are more and more 
subject to changes under the influence of non-monetary factors. No wonder, therefore, that, 
with the post-war operation of the gold standard, the problem of the stabilisation of prices is 
logically possible, and that it should have become the subject of increasingly lively discussion. 
The popularity of this problem is to some extent a symbol of the radical change which the accumu
lation of bank deposits introduced in the operation of the gold standard by relaxing the correlation 
between the movements of gold and changes in price-levels. 

The weakening of the relationship between the movements of gold and the changes in price 
levels has had another consequence-it has increased and facilitated the effect of non-monetary 
factors in shaping prices. 

As long as that relationship existed-we may remind the reader here that it was encouraged 
by the pre-war free-trade policy-the movements of gold from one country to another levelled 
pp excessive differences between local price-levels. This levelling process took place almost 
automatically. Consequently, it was possible to speak of a world price-level as an average of 

, local price-levels, because the latter were united in a single system by the movements of gold. 
Under present conditions, however, when the movements of gold are not parallel to the movements 
of prices, local price-levels have become more mutually independent. The process of levelling-up 
price-levels cannot be carried through so mechanically as before the war, and-what is still worse-
the action of the movements of gold in this process is more and more replaced by the intervention 
of non-monetary factors. 

The free-trade policy has given way to a general policy of protection. Even in England, 
the home of free trade, the adherents of protection are increasing in numbers. The United 
States, where the gold standard has the most solid foundation, bas the highest tariff barriers 
of any great Power. In order to control prices, the Governments of various countries also 
resort to other measures as well as tariff barriers. Under these conditions the term "world 
price-level " is a greater statistical fiction than before the war, when there was a closer correlation 
between the movements of gold and the movements of prices, and when tariff barriers were lower; 
for price-levels in the various countries are to-day more local--i.e., are less dependent on price
levels elsewhere. 

As a result, we observe such a paradox as, for instance, the fact during the period 1927-28 
prices in America were relatively stable, while in England they showed a decline, and in France, 

2 
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simultaneously, they displayed an upward tendency. South Africa, the country that produces 
most gold, has at the same time one of the lowest prive-levels in the world. In other words, the 
country which has an abundance of gold is at the same time one of the countries in which the 
purchasing power of gold is highest. l\Iany other similar examples might be quoted. 

4. 

Someone may here remark that the war retarded the process of the accumulation of capital, 
and yet the influence of the accumulation of bank deposits on the relationship between movements 
of gold and movements of prices after the war is 'Stronger than before the outbreak of war; which 
means that additional special causes must have come into play. 

The above-mentioned improvements in banking technique constitute one group of such 
special causes. The most remarkable progress has been made in the modernisation and the 
rationalisation of this technique, particularly since the war. There exists, however, a second 
group of causes of still greater importance-namely, the phenomena connected with the 
development of the so-called gold exchange standard. 

The system of the gold exchange standard consists in including foreign exchange in the 
fundamental reserves and redeeming notes in foreign exchange instead of gold. This system 
is based on the assumption that foreign exchange, as a component of the fundamental reserves 
and as a basis for the issue of notes, is "as good as gold". We have already mentioned in 
Chapter I that this system was applied, in fact, already before the war. It has only developed 
to any extent, however, in the first decade of the post-war period. 

At the end of the year 1913, the total amount of foreign exchange included in the funda
mental reserves of the world amounted to about 850 million dollars. At the end of 1929, it 
had risen to more than 2,000 million dollars, or about six times as much. 

The reader will find a detailed analysis of the good and bad features of the gold exchange 
standard in my other works.1 In this present work I shall confine myself to a few remarks 
which have a direct connection with the question of the accumulation of deposits and its influence 
on the relationship between movements of gold and movements of prices. 

The principle of including foreign exchange in the fundamental reserve instead of exchanging 
it into gold and bringing the latter to the country is undoubtedly a good feature of the gold 
exchange standard system. On the other hand, the method, hitherto practised, of using the 
foreign exchange which is included in the fundamental reserves as short-term capital which the 
Central Banks relend to foreign commercial banks, is a bad feature of the system. These opera
tions bring interest, which is also included in the fundamental reserves, and this ·is responsible 
for the fact that the increase of foreign exchange reserves is more rapid than the increase of the 
reserves of gold, which bear no interest. If we assume that the former carry interest of 8 per 
cent yearly, with the present amount of total foreign exchange reserves (2 billion dollars) this 
artificial additional inflow of foreign exchange amounts yearly to about 60 million dollars, a sum 
equal to about 80 per cent of that part of the yearly production of gold which is used for monetary 
p~. . 

The commercial banks, making use of the credits granted by foreign Central Banks, 

1 "Gold and Central Banks", New York, 1929, The Macmillan Co., and Remu tl' Econumie Politique · 
August 11129. ' 



-19-

emancipate themselves to a certain degree from the control of the local Central Bank. When 
the latter raises its discount rate and strengthens its restrictive power by the sale of securities, 
the local commercial banks look for credit assistance from foreign Central Banks. 

This assistance they obtain by raising their interest rates. The inflow of deposits from 
foreign Central Banks in large amounts develops rapidly, and to this extent the restrictive policy 
of the local Central Bank is rendered difficult. 

We find a classic example of such a situation in the second half of 1928 in the United States, 
where, in consequence of the raising of the discount rate, the amount of bank acceptances 
purchased by foreign Central Banks increased during a period of six months by more than 
200 million dollars. The reverse holds good when the official discount rate is lowered. In 
consequence of the reduction of the official rate, the deposits in Central Banks are withdrawn 
and transferred to a market where investments are more profitable. The outflow of deposits is 
then rapid, and assumes large dimensions. This phenomenon has been particularly noticeable 
in England whenever the Bank of England has tried to lower its rate below that of the Federal 
Reserve Banks. 

The credit operations conducted by Central Banks on foreign markets are responsible also 
for the fact that the movement of foreign exchange from one market to another does not perform 
the same functions as the international movement of gold. If, in a given country, gold flows 
out from the Central Bank, the monetary circulation in that country shrinks by the same amount. 
At the same time, the circulation in the country to which the gold flows increases. Thus the 
international movement of gold has reciprocal effects; it reduces the monetary circulation in 
one country and increases it in some other country. 

The situation is different, however, with the international movement of foreign exchange 
which is included in the fundamental reserves on an equality with gold. 

Foreign exchange is not gold, but a right to receive gold. Consequently it cannot be 
exported like gold, which is a substance like other commodities. A right may be utilised or not, 
but it is physically .impossible to export it. In consequence of this essential difference, the 
movement of foreign exchange is nothing other than a transfer of rights to gold from one bank 
account to another • 

. , If an American importer pays for goods received from abroad by means of a dollar cheque, 
1 and this cheque is purchased by a foreign Central Bank, a corresponding amount of dollars is 

transferred from the account of the importer to the account of the foreign Central Bank. The 
monetary circulation in the United States does not shrink on account of this fact. On the other 
hand, the monetary circulation increases in that country in which the Central Bank purchased 
the cheque and paid for it by increasing the issue of notes. Thus the movement of foreign 
exchange has a unilateral effect. In the country into which it flows, if the Central Bank purchases 
it and includes it in the fundamental reserve on an equality with gold, the monetary circulation 
will expand. At the same time, in the country out of which it flows, the monetary circulation 
may remain unchanged instead of diminishing to offset the expansion abroad. This is the case, 
of course, when, in the country out of which foreign exchange flows, the importer pays in the 
inland currency, by a cheque on his bank; for, in that case, the payment is effected by transferring 
the amount due from the importer's account to that of the foreign purchaser of the cheque. 

When the transaction is more complicated-i.e., when the importer pays by a cheque in 
foreign currency and the amount due is debited to his account with a foreign bank, then the 
course of events is somewhat different. I give a detailed analysis of this operation in my above
mentioned publications. The fundamental nature of this transaction, however, remains the 
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same in either c~.e., the international movement of foreign exchange is a transfer from one 
bank account to another, and the influence of this movement on the monetary circulation is
with the present methods of Central Banks-unilateral, and different from the influence of the 
movement of gold, which is a reciprocal one. 

Should the Central Banks, which purchase foreign exchange and include it in their funda
mental reserves, concentrate their foreign deposits exclusively on accounts with foreign Central 
Banks, the movement of foreign exchange would become more similar to the movement of gold, 
as regards the latter's influence on the volume of the monetary circulation. I have analysed 
this question in greater detail in my above-mentioned works, and I intend to return to the subject 
a,aain when I discuss the question of enforcing economy in the use of gold. In this place, I shall 
confine myself to the remark that the present practice of the Central Banks applying the gold 
exchan,ae standard, which consists in using foreign exchange included in the fundamental reserve 
in credit operations on foreign markets, not only renders the discount policy of foreign Central 
Banks more difficult, but is responsible for the fact that the international movement of foreign 
exchange has a unilateral influence on the monetary circulation unlike the movement of gold, 
which has a reciprocal effect. In this way an additional disturbing element has crept into the 
world economic system. 

The history of the Bank of France during the period 1926-1928 affords us an example of 
what considerable dimensions the accumulation of foreign exchange may assume under special 
circumstances. Practically all foreign exchange reserves are held on bank accounts in a few 
countries which have the strongest currencies, and which give the maximum guarantee that 
these foreign exchange reserves will be at any time convertible into gold. The banks which 
apply the gold exchange standard concentrate their foreign exchange reserves in the so-called . 
gold centres-i.e., chiefly in London and New York, and at present also in Paris. If this concen
tration took the form of non-interest-bearing accounts in the Central Banks of those gold centres, 
the situation would be quite clear. The Central Banks of those centres would then know what 
the amount of the non-utilised rights to receive gold were at any time, and, as a consequence, 
they would \le in a better position to regulate their own discount policies. In view, however, of 
the facts that foreign exchange reserves are concentrated for the most part, not in the Central 
Banks, but in commercial banks, the situation is never sufficiently clear. The Central Banks in 
the countries in which foreign reserves are invested in the form of credits granted to commercial 
banks, under the fear of being surprised, endeavour to pursue a policy of hoarding gold in order 
that they may possess sufficient gold reserves in case foreign Central Banks should suddenly 
Withd~w their credits and change foreign exchange into gold, bringing the latter to their own 
countries. 

Thus the accumulation of foreign exchange reserves and the practice of utilising those 
reserves for credit operations in the gold centres creates a special disturbing element-the 
potential demand for gold, equal to the amount of the non-utilised rights to gold, which rights are 
temporarily lent to commercial banks in the gold centres. An Amedcan expert 1 justifies the 
large gold holdings of his country, which are, in a sense, sterilised, simply by pointing to the 
enormous foreign exchange reserves held in American banks by the European Central Banks 
which apply the gold exchange standard. Similarly, the Bank of England, although it has neither 
an a~unda~ce. of gold nor special ad hoc sterilised reserves of gold, is steadily pursuing a policy of 
credit restnctions under the pressure of the potential demand for gold represented by the deposits 

1 I>" Burgeoa. 
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of Continental Central Banks held in the banks of the City. During the period from the spring 
of 1925 to the end of 1928, the total credits granted by the Bank of England decreased by 86 per 
cent. This is also to be regarded as a policy of quasi-sterilisation. 

As a result, the competitive pressure on the gold market does not diminish, and every large 
transaction is effected in an atmosphere of public criticism, the more so as the banks which apply 
the gold exchange standard appear on the gold market exclusively in the J"Ole of purchasers. 
They buy often, but they sell only under exceptional circumstances. Consequently, gold 
purchased by such a bank is in a sense hoarded. This is a form of hoarding which waa not known 
in its present proportions before the war, and its influence of the gold market is not and cannot 
be favourable. 

5. 

On the pre-war gold market, arbitrage transactions, based on a strict calculation of the profits 
to be made on differences on rates of exchange, played a dominant J"Ole. Special transactions, 
in which the profit was not the decisive factor, were comparatively rare. This was one of the 
features of the gold standard in its pre-war form. The Central Bank legislation was based on the 
principle of the gold specie standard. The gold bullion standard was unknown, and the gold 
exchange standard, although it existed in fact, was not of any considerable importance. To-day, 
the position is reversed. England-the chief gold centre of the pre-war period-applies the gold 
bullion standard; the gold exchange standard has developed, causing a large accumulation of 
foreign exchange reserves; and the gold specie standard is applied only in exceptional cases. 
Such a fundamental change in the structure of the gold standard was bound to exercise a radical 
influence on the gold market. With the present structure of the gold standard, even arbitrage 
transactions-as regards their amounts--are conditional on the official or semi-official consent of 
the Central Banks, which are in possession of considerable foreign exchange reserves. 

These Central Banks have a privileged position on the gold market. In the first place, they 
can play only the part of purchasers of gold, because they regulate the rate of exchange of the 
inland currency by selling foreign exchange and not by selling gold. They can, moreover, exercise 
a still more disturbing influence inasmuch as, having always at their disposal a large foreign 
exchange reserve, they are able (a) to buy gold at any time without considering the question of 
probable profits, and (b) to facilitate the arbitrage transactions of commercial banks. As 
regards their own direct purchases of gold from other Central Banks, or on the free gold market 
in London, such special transactions may be controlled more or less effectively by public opinion. 
The time when such transactions are made, and their proportions, may be easily regulated by 
meaas of agreements and by the co-operation of the leading banks. Such an agreement does, 
in fact, exist, and the several conferences of the Central Bank governors that have taken place 
have succeeded in establishing the principle of non-interference. 

The other side of the question, however, still remains to be settled-namely, the influence 
of the accumulatitm of foreign exchange reserves on arbitrage transactions. The large arbitrage 
purchases of gold effected in London by German banks in the autumn of 1928 could have assumed 
such considerable proportions only because of the fact that they were based on the foreign 
exchange reserves of the Reichsbank. The inflow of foreign credits to Germany found an outlet 
in the Reichsbank in the form of the purchase and accumulation of foreign exchange. When 
the rate of exchange of the German mark in London changed to the advantage of Berlin, and 
gold began to be exported from London, the exchange situation did not show any change for a 
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long time, in spite of the outflow of gold, because the German banks which took part in arbitrage 
transactions were given the opportunity of buying any amount of pounds sterling at the Reichs
bank at anv time.. But for the existence of the large foreign e..xchange reserves at the Reichsbank, 
the amo~t of sterling bills held by the German banks would have been rapidly exhausted in 
consNJ~nce of the imporl8 of gold from London, and the rate of exchange would have changed 
correspondingly in favour of London. Owing, however, to the fact that the Reichsbank sold 
sterling bills on London without any limitation, arbitrage imports of gold from London lasted 
considerably longer and assumed greater dimensions than could have been the case before the 
war, when the Reichsbank applied the pure gold standard and did not possess foreign exchange 
reserves. 

This illustration shows clearly what a privileged position is occupied on the gold market 
by the Central Banks applying the gold e.xchange standard. Not only can they always buy 
gold anywhere without waiting for profit and without waiting for offers of gold for purchase, 
but-what is more important-they can artificially facilitate arbitrage transactions to their own 
adr:antage. By regulating the rate of exchange through the sale and purchase of foreign exchange, 
they can at any time create a direct or indirect demand for gold on the international market, 
thereby increasing competition and rendering the position of banks which apply the gold specie 
or gold bullion standard more difficult. On the other hand, they cannot restrict the sale of foreign 
exchange, because the redemption of notes in foreign exchange by the banks which apply the 
gold exchange standard is a condition of the stabilisation of their currencies, which is based on the 
principle of the gold e.xchange standard. -

The group of banks which do not apply the gold exchange standard are always in a less 
advantageous position on the gold market. Not possessing considerable foreign exchange reserves, 
they are obliged to wait passively until gold is offered to them. They can only purchase gold in 
exchange for their own currency; they cannot purchase gold for foreign currency, because they 
have none.. Similarly, their position is less advantageous as regards arbitrage transactions. 
The commercial banks which are under their control, and which are deprived of the possibilities 
of buying foreign exchange from their Central Banks, rapidly exhaust their own reserves in 
proportion to the imports of gold. A shortage of foreign exchange on the market ensues, and 
the rate of exchange quickly returns to its normal level Arbitrage transactions are no longer 
profitable, and gold imports are interrupted. 

In those countries in which the Central Bank has considerable foreign exchange reserves, 
a favourable rate of exchange encouraging import tramactions may lost longer, and consequently 
imporl8 may artificially assume larger proportions. In those countries in which the Central 
Bank is not in possession of considerable foreign exchange reserves, a favourable rate of exchange 
encouraging arbitrage imports lasts a shorter time, and these imports are not artificially 
Blimulated. These are important differences which exercise a disturbing influence on the inter
national gold market. 

The history of the London market affords a typical instance of this. 
In the autumn of 1928, large amounts of English gold were exported to the Reichsbank by 

means of arbitrage transactions. What portion of this gold returned to the Bank of England? 
Practically none. When, later on, the rate of exchange of the mark declined to the disadvantage 
of Be~Jin, the gold which was exported from London in the spring of 1929 was exported to Paris 
and :Sew York, but not back to London. Nor could it have been otherwise, because the Reichs
bank had a larger amount of bills on London than on Paris or New York. This phenomenon 
appears also to some extent in the French purchases of gold in London. 
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The French purchases were of larger proportions than the German purchases of the autumn 
of 1928. How much English gold returned from Paris to London by means of arbitrage transac
tions? Again, practically none. Let us suppose that the Bank of :France begins to sell foreign 
exchange again, especially sterling bills. Then arbitrage imports may theoretically continue 
without serious interruption, because they will not exercise a sufficient influence on the rate of 
exchange of the French franc in London. On such a foundation as the foreign exchange reserves 
of the Bank of France, the banks in Paris could engage freely in arbitrage transactions, and even 
large amounts of imported gold would not exercise such an influence on the rate of exchangt' 
of the pound sterling in relation to the French franc as would be the ease if the pre-war system 
of the gold standard still existed,1 especially as the French balance of paymenl8 is strongly on the 
credit aide, and an adverse rate of exchange is a comparatively rare experience .. 

In consequence of these abnormal conditions prevailing on the London market, we witness 
a very interesting phenomenon-namely, that the gold reserves of the Bank of England, which 
fluctuate in the vicinity of 150 million pounds, can be maintained at this level only because of 
the inflow of gold from the British Dominions, and to some extent from new production. For, 
in consequence of arbitrage transactions, the Bank of England is ateadily lo.nng gold, which very 
seldom returns to it in the same manner. This, in spite of the fact that the internal value of English 
currency has steadily increased since the ·spring of 1925, at a more rapid rate than in the other 
countries, as the decline of wholesale prices in England has constantly anticipated the fall of 
prices elsewhere. The Bank of England makes good the losses in its gold reserves principally 
by drawing on the reserves of South Africa, Australia and the Argentine, but to a certain extent 
by purchasing from time to time on the open market such part of the gold shipments as remains 
after the requirements of India and those for industrial purposes have been covered, as well as 
the still more important needs of the so-called " unknown buyer". The latter is a new figure on 
the post-war gold market. He is, to a certain extent, a symbol of the profound changes which 
have taken place in the structure and operation of the gold standard. 

This abnormal state of affairs is illustrated in an equally striking manner by the statistics 
of gold transactions effected in London since the spring of 1925. The annual purchases and sales 
of gold by the Bank of England during the last few years were as follows (in millions of pounds): 

1925 (months) .......................... . 
1926 ••.•.••........•..•...•......••..... 
1927 •..•.•.....•..........•.....••. 0 • 0 ° 0 

1928 •.... 0 •••••••••• 0 0 0 ••• 0 0 • 0 • 0 0 • 0 0 0 •• 0 

1929 ••. 0 • 0 0 • 0 • 0 0 •••• • •• 0 0 • 0 0 • 0 0 0 0 0 • 0 ••••• 

Purchases 

17.2 
24.0 
19.4 
85.6 
52.7 

Sales 

28.8 
17.7 
20.7 
86.9 
60.9 

It will be noticed that these transactions increase from year to year, reaching a record 
level in 1929. 

• Actually, the Bank of France does not sell foreig~ exchange on. the market, and ~ ~ot sold any 
since the end ofl928. It confined itself to the sale of the mterest acerumg on the already extStmg reserves. 
Its former role however is partly filled by the Treasury, which also has a fairly large reserve of foreign 
exchange, whi~h it sells' to collective bodies, thus reducing the v:olu'!'e of demand ~n the market_. In 
addition, the Bank of France is not legally ll:ebarred from resummg 1ts sales of fore•gn exchange if the 
rate of exchange reaches the gold export pomt. 



A similar picture is offered by the statistics of exports and imports published by the Board 
of Trade (in millions of pounds): · 

1925 •..•.•••.•••.•..•.•...••••••••.••.•• 
1926 .•••..••••••.••.•••••••••••.••••••••. 
1927 ••.•••••......•••••••••••••.•••••••• 
1928 ••.......••••••••••• • .•.••••.•••••••• 
1929 .••..••••••••...•••.•••••.••••.•.••• 

Imports 

.u .. s 
38.5 
32.-1 
47.8 
62.4 

Exports 

49.7 
27.1 
29.1 
60.5 
77.6 

Both tables reveal that the above transactions are following a steady upward trend, having · 
almost doubled in the course of the last five years. Thus, the situation on the gold market 
becomes more difficult instead of easier. No one can point to natural economic causes which 
would justify sucb a large expansion of transactions in gold-especially as these transactions 
took place on the London market, which is still a world centre of gold and may therefore be 
regarded as the best gauge of the amount of pressure which exists at any given moment. It is 
beyond dispute that new and disturbing elements, having their origin in the changes in the struc- · 
ture and the working of the gold standard, have entered into play and are still existent. 

6. 

The changes in the operation of the gold standard took place under the influence of two 
factors: (1) the steadily increasing accumulation of bank deposits, and (2) the variations in the 
structure of the gold standard, which has been split into three different forms. In consequence 
of these two phenomena; (a) the influence of the movements of short-term capital on the move
ments of gold is steadily increasing; (b) the correlation between the movements of gold and 
changes in price-levels has been weakened; and {c) there is a lack of co-ordination between the 
gold exchange standard and the two other systems-namely, the gold specie standard and the 
gold bullion standard. The great development of the gold exchange standard in the post-war 
period is largely responsible for these changes in the operation of the gold standard. The 
accumulation of foreign exchange reserves by the banks which apply this system, and the rapid 
transfer of these reserves in large amounts from one market to another, cause special compli
cations both on the short-term capital market and on the gold market. 

The above principal changes have ·brought about numerous further results, among which 
may be mentioned the following : 

(a) The discount policy of Central Banks has encountered greater difficulties, 
because the international movements of short-term capital to a certain extent eman
cipate the commercial banks from the control of the Central Banks; 

{b) The use of the discount rate must be reinforced by open market operations, 
or by the allotment of credits through a quota system; 

(c) The Central Banks, wishing to influence the price-level, are obliged to continue 
their credit policy over a longer period of time in one direction, and with greater 
thoroughness, if they wish to counteract the influence of non-monetary factors or 
overcome the disturbing effect of the international movements of short-term capital; 

{d) A new factor has appeared on the gold market-viz., the potential demand 
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for gold represented by the accumulation of foreign exchange by the banks which apply 
the gold exchange standard; 

(e) Owing to this potential demand for gold, some Central Banks are compelled 
to sterilise an excessively large portion of their reserves; 

(f) The number of special gold transactions tends to increase; 
(g) Arbitrage transactions may more easily be effected in the countries which 

apply the gold exchange standard, because such transactions find an artificial basis 
in the foreign exchange reserves of the respective Central Banks; 

(h) Competition on the gold market is rendered more acute by the inequality of 
opportunities-i.e., by the privileged position of the banks which apply the gold 
exchange standard. 

In the light of all these difficulties, two problems appear to be of paramount importance : 
(a) Can the policy of Central Banks control prices? and (b) Is it possible to establish more effective 
co-ordination between the three forms of the gold standard which at present exist? 

These are two distinct problems. In any case, however, the task of Central Banks-as 
regards their economic role-would be markedly easier and their influence in shaping prices 
greater, if it were possible to remove the inequality of opportunities on the gold market, which 
originates in the splitting of the gold standard into three unco-ordinated forms. It is beyond 
question that the present abnormal conditions on the gold market do not assist Central Banks 
to influence the level of prices, but render it more difficult for them to do so. The elimination 
of these abnormal conditions is therefore a matter of primary importance, and should be given 
priority. 

Can this problem be solved? 
That will depend, not only on the present structure of the gold standard being reformed 

in one way or another, but also on whether the world possesses, and will possess in the future, 
enough gold to make such a reform feasible. 



CHAPTER III. 

THE ADEQUACY OF THE WORLD SUPPLY OF GOLD. 

1. 

Will the world have a sufficient supply of gold to restore and maintain the smooth working 
of the gold standard ? 

. According to statistics compiled by the Secretariat of the League of Nations from official 
sources, and according to the estimates of the well-known expert in precious-metal statistics, 
)lr. Joseph Kitchin, the prospects for the production of gold in the next decade are as follows 
(in millions of dollars) : 

Production 
in the year: 

1931 ............................. . 
1932 .......................... : .. . 
1933 ............................. . 
193-1 ............................. . 
1935 ............................. . 
1936 ............................. . 
1937 ............................. . 
1938 ............................. . 
1939 ............................. . 
19-&0 ............................. . 

Official 
ligures 

401 
407 
899 
890 
881 
856 
857 
857 
823 
814 

Kitchin's 
estimates 

402 
410 
407 
403 
898 
897 
892 
864 
870 
870 

Whether we take the official figures in the first column, which are calculated on a more 
oon<ervative basis, or )lr. Kitchin's estimates, which are more optimistic, in either case it will 
be seen that, beginning with the year 1933 in one case, and in the other the year 1935, the 
production of gold will decline below 400 million dollars yearly. 

Approximately half the annual production, about 200 million dollars yearly is used for 
indu~trial purposes, or hoarded in Asiatic countries. The remainder, a little more than 
200 million dollars, is free to be used for monetary purposes. Should the yearly requirements 
for industrial purposes and Asiatic hoarding be maintained at approximately the present level, 
the amount of gold available for monetary purposes in 8 or 5 years, as the case may be, will 
decline below the present level of 200 million dollars yearly. 

Under normal conditions, the production of goods increases from year to year, and, as a 
result, the exchange of goods expands on parallel lines. In order to finance the increasing 
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production of goods as well as the increasing trade turnover, a larger amount of credit is necessary. 
With the growth of the world's credit system, however, it will be necessary to accumulate larger 
metallic reserves, for as long as mankind applies the gold standard it will be impossible to separate 
the pyramid of credit from its gold base. An inflow of new gold, in some proportion to the 
increasing economic turnover, therefore, is necessary. 

This is not only a question for the present decade. The prospects for the production of gold 
after 1940 are likely to be still worse, unless, in the meantime, new gold-bearing strata are 
discovered, which will make good in the next few years the probable decline in South African 
production. The South African mines have already reached their peak of production, and their 
output constitutes at present more than half of the world's total. The increase in gold 
production in Canada and Russia from strata already discovered will not offset the more rapid 
decline in the output of South African mines. Furthermore, we are not justified in counting 
too much on extraordinary improvements in the technique of gold production. In this field, 
important technical inventions seem as improbable in the near future as the discovery of new 
rich gold-bearing strata. · 

Let us leave it to prophets to prophesy new discoverie~. 
From the scientific point of view, the simple fact that the production of gold will soon 

show a decline, and that this decline will be a lasting one has the greatest significance. We are 
entering upon a period in which less new gold will be available each year to replenish the world's 
reserves. The decline in the production of gold is thus a problem of vital importance for the 
immediate future. Out of it a question of equally vital importance arises-whether or not it 
will be possible, with the inflow of new gold diminishing from year to year, to maintain a steady 
increase in production and trade. 

Should the production of coal, for instance, decline in the next few years and the demand 
for coal continue to increase pari pa1su with economic progress, the exchange value of coal would 
rise. With diminishing production and increasing demand, it would be only natural that a unit 
weight of coal should be exchanged for a larger number of unit weights of other goods. The 
same applies to gold. With diminishing production and increasing demand, the exchange value 
of gold ought to rise just as the value of coal or any other commodity would. This is all the 
more true because the demand for gold is more general. Gold is not only used for industrial 
purposes, or hoarded as the most convenient form of property, but i~ also a means of payment 
in the exchange of goods, both in home and international transactions. Should, therefore, 
the production of gold steadily diminish, in the next ten years, without a corre~ponding falling-off 
in the demand for gold, the exchange value of gold may be expected to increase more rapidly 
than that of other goods under similar circumstances. 

When considering coal, we speak of its exchange value; but when considering gold, we speak 
of its purchasing power instead. This difference in terms, however, does not signify any difference 
in the very nature of these phenomena. The purchasing power of gold is one of the synonyms 
of its exchange value. With the diminishing production of gold and the increasing demand for 
;t, the purchasing power of gold must and will increase. That means that, in exchange for a 
unit of any given commodity, we shall give fewer and fewer units of gold. In everyday language, 
this means a decline in prices, because price is the exchange value of goods or services expressed 
in gold. 

The shortage of gold thus means a downward trend in prices. This prospect certainly cannot 
be viewed by the world without apprehension, for it is not beneficial to economic progress. 
Under falling prices, production declines, unemployment increases, and unfavourable changes 
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take place in the distribution of the national income. Changes in social and political life may 

also result. 
Estimates of the future production of gold reveal the possibility of this danger. It would 

net be a seasonal phenomenon, or an outcome of a temporary cycle. The world is threatened with 

11 procuJ of long, even secular duration. It passed through a period of somewhat the same 
character in the years 1873 to 1896, but was that period, in fact, one marked by a permanent 
and steadily increasing economi_c depres~ion ?_ . • • 

If we acquaint ourselves wxth the htstoriCal data collected by 1\Ir. W. C. l\Ittchell m hts 
··Business Cycles ", we .hall easily arrive at the conclusion that the period 1878 to 1896 as a 
whole was by no means a catastrophic one. It was undoubtedly characterised by a longer 
duration of indiridual trade cycles. We know that a longer duration of these cycles is connected 
with the predominance of the phases of depression over the phases of prosperity, as may be 
seen from the following table : 

England: · 
Years of prosperity 

per year of deprCliSion 

1849-1873 . . .. • . . . . . . • • rising prices . .. . . . .. . . . . .. . .. . . 8. 8 
1878-1896 . . • • .. . .. .. .. falling prices . . .. . . . . . . . . . . . . . . 0.4o 
1896-1920 ............. rising prices................... 2.7 

U1tiud States of America: 

1849-1865 ........... .. 
. 1865-1896 ............ . 

1896-1920 •...••••••••• 

rising prices .................. . 
falling prices ...••.......•...•. 
rising prices ................... . 

2.9 
0.9 
8.1 

The predominance of phases of depression during the period 1873 to 1896 is obvious. It 
would he incorrect, however, to draw the conclusion that, owing to this predominance, the' 
period as a whole was a catastrophic one. The United States of America enjoyed, during that 
period, both six years of prosperity and six years of partial prosperity. England likewise had 
six years of prosperity and four years of partial prosperity and France five years of pro~perity 
and five years of partial prosperity. Nor should it be forgotten that, during that period of falling 
prices, railway and steamer construction showed rapid progress and the organi~ation of modern 
industry was pursued with equal energy. It wa~ in that period that the foundations of the 
future industrial development of Germany and the United State.~ of America were laid. 

This apparent discrepancy between facts and figures is explained by the fact that world 
economy gradually adjusts itsE'lf to the secular trend of falling prices. From this point of view, 
short-term trends have frequently more adverse effects than secular ones. For instance, the 
decline in prices caused by the pressure or a trade cycle, or the credit policy of the banks, has a 
more depressive influence on the psychology of the market. In view of an unfavourable outlook, 
every manufacturer is more inclined to wait for a change in the situation than to adapt himself 
to the new conditions. The great American deflation in the years 1920 and 1921 affords a typical 
instance of this. Equally instructive is the experience with falling prices in the years 1929 and 
1930. Only when a certain period of time ha, elapsed after each blow, is the market able to 
adju>t itselr to the new situation, and then depression gradually gives way to a new revival of 
aetivity. 

A• may be seen from the history of the period 1873 to 1896, a revival of activity is possible 
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and often successful, in apite of the continuance of a downward trend of prices possessing a secular 
character Let us examine, for example, the trade cycles of the period 1873 to 1896, which took 
place in England, the leading country at that time in world economic affairs. The first cycle, 
and the longest, embraced six years of depression. Sauerbeck's index, which is quoted by 
Cassel and Kitchin, declined from 132 in 1874 to 108 in 1879. This was a reaction after the 
former cycle of prosperity, which lasted four years, from 1870 to 1873 inclusive, in which latter 
year the index of prices reached its peak of 144. But, in the same year, panic broke out in 
America, Germany and Austria. Simultaneously England and France registered a period of 
economic retrogression and depression. The state of affairs was, in fact, similar to that anti· 
cipated by the doctrine. After a cycle of increasing prices, reaction set in, and the ensuing decline 
of prices was accompanied by economic depression which lasted six years. 

What was the course of events in the following years ? In 1880, the index rose to 114, and 
an economic revival could be observed. During the period 1881 and 1882, however, the index 
fell to 110 and 109 respectively, but in spite of this fact the economic revival evolved into a mild 
prosperity. This was the first sign that economy had begun to adapt itself to the secular trend. 

The following years, 1883 to 1886, constituted a new period of declining prices, which, in 
its turn, gave place to a cy<'le of rising prices during the period 1887 to 1890. Thus, the period 
1883 to 1886 was a depressed phase, and the following period 1887 to 1890 a prosperous phase. 
Each cycle lasted four years. In the .depressed phase, 1883 to 1886, the price indices were as 
follows: 106, 97, 94, 90; in the prosperous phase which followed immediately they were 88, 91, 
94, 9~. The range of the depressed phase amounted to 16 points; that of the prosperous phase 
to only 6 points. A revival of activity was thus possible with an upward trend of prices which 
was considerably weaker than the former downward trend. This is another proof that the 
influence of the secular trend on economic life had diminished, and that the pulse of this economic 
life was regulated more and more by price fluctuations of an annual character. 

This is confirmed by the last cycle of the period from 1891 to 1895, in which latter year the 
index declined to 81. The cycle of depression lasted only five years, although the secular down
ward trend had continued for twenty years. In the following year, there was a further fall of 
the index to 79. This was the lowest level reached, and with it the secular period, 1873 to 1896, 
closed. In spite of this low level, a revival of economic activity was noticeable in that very 
year, and the depression disappeared before a substantial increase in the inflow of new gold had 
taken place. 

Undoubtedly annual fluctuations of prices can, and in fact frequently do, exercise a more 
adverse influence than price-trends of a secular character. We too often overestimate the· 
adverse influence of secular fluctuations and underestimate the destructive effects of annual 
fluctuations. It is not the absolute figures of price-indices that are of most importance but 

. rather the change in their trend in annual C!JClea and the range of their fluctuations. In the period 
of increasing prices, from 1850 to 1873, England passed through two periods of depression-one 
in 1854 and 1855 and the other in 1866, 1867 and 1868. The price-levels of the first period 
were 182 and 181; those of the second period, 132, 180 and 129. During the subsequent period 
of declining prices, 1878 to 1896, phases of prosperity were experienced with markedly lower 
price-let>els, and in 1880, 1881 and 1882 we find indices of 114, 110 and 109, while in 1887, 1888, 
1889 and 1890 the indices were 88, 91, 94, and 94. The absolute level of prices in the secular 
period 1850 to 1878 was 20 to 80 points higher in the periods of depression than the absolute price
level during the proaperous phases of the following secular period. In view of these figures, we 
cannot but agree with Professor Irving Fisher that the volume of employment, which is 
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symptomatic of the real state of in?ustrial activity, does.not depe?d in principle on ~ high or low 
level of prices. Reviewing the period 1878 to 1896, he r1ghtly amved at the conclusiOn that only 
n if we sink from one level to another " or conversely, does the volume of employment tend to 
increase or decrease.l 

2. 

The existence of a danger does not mean that the malady must inevitably break out. Should 
the production of coal steadily decline from year to year, undoubtedly the demand for coal will 
also begin to fall off, or, at all events, will cease to increase. The fall in demand will be the 
result partly of economy in consumption, partly of a wider use of other kinds of fuel. The same 
may be said of the purchasing power of gold, which depends not only on supply but also on 
demand. If the output of gold diminishes, it is not impossible that the demand will diminish 
also. 

We have seen, in the first chapter, the changes that occurred in the structure of the gold 
standard, and evidence that economy in the use of gold for monetary purposes has already made 
some progress. · Furthermore, we know that, since the war, in spite of apprehensions of a future 
shortage of gold, certain structural changes have been introduced which are contrary to the 
principle of economy. It is possible to carry through additional reforms, which will greatly 
assist in economising gold and reduce the demand for it. Independently, however, of this 
problem of reforms, to which I shall return later, the question arises whether it is, in fact, impossible 
to devise measures which could at least partially check the decline in the production of gold. 

The increase in the purchasing power of gold and the decline in the price-level are two sides 
of the same medal. If, therefore, the prices of foodstuffs, of the means of production and of 
labour fall in proportion, the cost of producing gold will diminish, and the profits derived from 
its production will consequently increase. Higher profits will more easily attract free capital 
to be used for further investment in gold-producing enterprises, and it will be easier to expand 
the field of operations by working strata which contain less gold. We know that, with the pre
sent level of production costs, mine-owners are compelled to throw away large quantities of gold 
ore because it would not be profitable to work it. In the South African mines, there are hundreds 
of millions of tons of such ore which are not utilised. We may therefore suppose that, in South 
Africa, as well as in other territories, it will be possible to include in the process of production 
gold-bearing strata which are not worth working to-day, but which will promise better profits 
in the event of a greater decline in prices and costs of production. 

It is a well-known theory that the production of gold is elastic, and that a shortage of gold 
can cure itself because the decline in gold production lowers costs of production, thus facilitating 
an increase of production through the working of strata containing a lower percentage of gold. 
This theory probably contains a grain of truth. 

The question is most important in regard to South Africa, which is responsible at present 
for more than half the world output of gold, and where there are certain areas which are not 
worked, but which it might be worth while to work should costs of production undergo a marked 
fall. In Canada, whose output of gold is steadily increasing, a fall in prices will undoubtedly 
stimulate it further. Will this also be possible in South Africa, where production has already 
reached its highest point and is about to enter upon a period of decline? This is a more doubt
ful point. 

'lnl.ernalional LabouT Review, Vol. XIIJ, page 788. 
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The level of prices in South Africa is to-day one of the lowest in the world, and those who 
know the country draw from this fact the conclusion that any further decline of prices will not 
proceed so rapidly there as in other countries. Black labour which is cheaper than white, is also 
already employed on a large scale. In view of these facts, there is a general belief that the chances 
of checking the decline in the production of gold are small. This pessimism found an outward 
expression in the fact that during the Stock Exchange crisis which took place towards the end 
of 1929 and the beginning of 1980, the shares of gold-producing undertakings did not show any 
particular power of resistance. The market did not anticipate favourable prospects for an 
increase in the production of gold under the influence of declining costs of production, although 
the world level of wholesale prices declined on the average by about 25 per cent in the course 
of six months. 

This pessimism as regards South Africa is somewhat exaggerated. The decline in prices 
chiefly affected agricultural production, and it should here be remarked that it is owing to the 
growth of agricultural production since the war that the purchasing power of gold in South 
Africa is higher than elsewhere. Before the war, South Africa imported foodstuffs; since the 
war, she has exported them. The decline in the prices of agricultural products may, however, 
cause a crisis in this branch of production in South Africa, thereby reducing the area under 
cultivation. Less negro labour will then be absorbed by agriculture, and more will be available 
in the gold-producing centres. The producer of gold in South Africa is already paying less for 
the means_of production, and he may soon begin to pay less for white labour. Moreover, the 
supply of negro labour may increase. 

There are, however, natural limits to such a process. With present technical methods, 
gold ores containing a relatively small amount of gold are already used. The ores which are thrown 
away contain gold, but in such small quaJltities that only with considerably lower costs of 
production would it be worth while to work them. It is not impossible; but it is very difficult 
with the present capitalist system of production. Capital has become accustomed to draw large 
profits from the production of gold, and would be reluctant to try any experiments which, even 
if successful, would bring a low rate of profit. We cannot delude ourselves ihat the working of 
low-grade ores will ever bring large profits, even after a long period of gold shortage and declining 
prices. 

Caution, therefore, compels us to limit ourselves to the assumption that the decline in the 
production of gold-provided it causes a long period of declining prices and production costs-may 
stimulate the capitalistic production of gold and increase its output to a certain extent, thereby 
slackening the rate of ita decline. From this point of view, the more optimistic figures compiled 
by Kitchin for the coming decade appear to be nearer the truth than the official ones. It would, 
however, be far too optimistic to expect that this decline in gold production will be cured by 
itself; in other words, that, in view of the considerable increase in the purchasing power of gold, 
such large amounts of capital will be invested in the working of low-grade ores that the output 
of these inferior strata will make good the deficiency in the output of the high-grade strata. 

The capitalist system of production will not solve this problem. The question arises, there
fore, whether or not the shortage of gold, when it becomes really noticeable and begins to cause 
a downward movement of prices, will provoke public intervention. Will the menace of the 
inadequacy of gold reserves bring about a crisis in the capitalist system of production? As 
gold is used for monetary purposes, it performs a public function. Large fluctuations of its 
purchasing power are of vital importance to the welfare or misery of individuals, classes of the 
community, and nations. If, therefore, the capitalist system of production does not succeed 
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in securing the required inflow of gold-in which case, harmful consequences of an economic, 
a social or even a political character will ensue-the world may be confronted with the question 
whether, in the general interest, it should not control the production of gold. 

Will the world remain passive when this paradox is wholly revealed, that there is plenty of 
~rold in the world, but that the capitalist system of producing it is not adequate? 
" Lehfeldt's popular pamphlet 1 can be regarded as a proof that this possibility may become 
an actual fact. The pamphlet, published in 1926, aroused lively discussion among the economic 
thinkers of the world. The author lived in South Africa, and had a thorough knowledge of the 
conditions of gold production and its future prospect.~. He was of the opinion that, by an 
investment of capital in those territories which do not at present yield satisfactory profits, it 
would be possible to produce sufficient quantities of gold from the existing strata. This cannot 
be achieved, however, by capitalist methods limited to private undertakings. Public inter
vention is necessary. If Lehfeldt were still alive, however, he would most likely not connect 
such action with the League of Nations. He would, I imagine, rather place the initiative in the 
hands of the Bank for International Settlements. 

I shall not discuss here the technical details of Lehfeldt's plan, or the possible action of the 
International Bank. Both can be criticised to-day on various grounds. What matters is, that 
the shortage of gold with which the world is threatened should be in a certain measure mitigated 
by public intervention. Only public intervention can increase the production of gold from those 
ores which contain an insufficient amount of the metal to warrant their being exploited by 
printe undertakings seeking the largest possible profits. 

For this purpose, it is not necessary to-day to propose far-reaching plans such as the orga
nisation of international action, the subscription of capital on the basis of a guarantee given _by 
the Go..-emments concerned, and so forth. Under present conditions, a certain measure of success 
might be obtained if the Governments of those States in which gold is produced would lower 
the ta."<es levied on undertakings producing gold from low-grade ores. In exceptional cases, 
such undertakings could even be entirely exempt from taxes, if the profit gained from producing 
gold from such ores were unusually uncertain. 

Compared with pre-war conditions, gold-producing enterprises to-day have everywhere to 
bear the burden of heavier taxes. In South Africa, moreover, another factor is noticeable. The 
Government leases its gold-bearing territories to private undertakings in exchange for a share 
in the profits. It is very probable, therefore, that, in proportion to the lowering of fiscal charges, 
the production of gold would increase owing to the wider and better utilisation of ores containing 
less gold. 

The theory of elasticity in the production of gold refers also to another phenomenon. With 
the increasing purchasing power of gold, if this tendency is of long duration and assumes large 
proportions, the demand for gold for industrial purpoSes usually diminishes. A reverse process 
may even en~ue-namely, that gold acquired for industrial purposes may be used for increasing 
the reserves of mo~etary g?ld.. If we examine the increase in the purchasing power of gold of 
the last secular penod, wh1ch 1S well known to us-namely, the period of declining price.~ from 
11!73 to 1896---iluch a trend does seem to have existed. 

The gold reserves of the Bank of England increased during that period from an average of 
21 million pounds in 1870 to 1874 to 25 million in 1890 to 1894. At the Bank of France, the 

1
" ContTolling the Output of Gold." 
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gold reserves increased during that period by 804.2 million francs, at the Reichsbank by 
349.9 million marks. The circulation of coin increased everywhere simultaneously, but the 
exact figures cannot be established. The inflow of gold to the United States of America in the 
same years assumed still larger proportions. During the period 1875 to 1887, it amounted to 
639 million dollars, being particularly strong from the middle of 1876 to the end of 1881. The 
reserves of monetary gold in America increased during that period of five and a-half years by 
nearly 400 per cent-i.e., from 99 million dollars to 485 million dollars-representing 6i per cent 
of the world production of gold during that period. In spite of this, the European gold reserves 
increased. Undoubtedly, a portion of the gold acquired for industrial purposes was absorbed also 
by the reserves of monebory gold .. 

Shall we witness such a situation again during a new secular period of falling prices ? This 
eannot be easily foreseen, and any positive conclusions would be hazardous. There e.an be no 
doubt, however, that some assistance may be expected from this source, and that this will mitigate 
the adverse effects of a decline in the production of gold. This, however, cannot be of such 
importance as production in those goldfields where it does not at present pay. 

To sum up, I must repeat that the statistics of gold production for the coming decade point 
to a gradual decline, beginning with the year 1933 or 1935. The outlook for production in the 
following decades is still worse, but it would be premature to risk any estimate in figures. In 
view of these prospects, there is a danger that the continued decline in the production of gold 
will cause an increase of long duration in the purchasing power of gold. This would be a period 
of a secular character, and one not to be desired from the point of view of economic progress. 

The danger exists, but the malady need not inevitably break out, or at least, not in the most 
acute form. In proportion to the decline in prices, the demand for gold for industrial purposes 
may gradually diminish, and even a certain inflow of gold from non-monetary reserves may 
ensue. By lowering costs of production, the fall of prices may simultaneomly increase invest
ments of capital in gold production, the profits of which will increase in proportion to the increase 
in the purchasing power of gold. 

The temporary reduction in the demand for gold for industrial purposes, the partial inflow 
from the non-monetary reserves, and increased investment in gold-producing enterprises, may 
mitigate the effects of the decline in gold production on economic activity, but they wiU not be 
able to compensate for thia decline in full. In this respect, action which has for its purpose the 
introduction of further economiea in the uae of gold for monetary purpose• is of much greater importance. 
1tluch still remains to be done in this respect, and it is on this point that international action in 
the next f~w years should be concentrated. 

Should this action aiming at economising gold end in failure on account of a lack of under· 
standing or readiness to co-operate, the malady may assume such large proportions that 
abnormal and extraordinary· measures will be necessary. One of these measures, which 
appears fantastic to-day, but may be workable to-morrow, is Lehfeldt's plan, the essence of 
which is that, by means of public international intervention, those gold-bearing strata which 
do not at present pay should be worked. In theory, it must be recognised that in this way the 
adverse effects of the failure of international action to reduce the monetary demand for gold can 
hE' nullified. 

From the point of view of industry, to replace private initiative by public action is neither 
a normal nor a sound policy. In this respect, the production of gold is not, and cannot be, an 
exception. If the world, however, should neglect the danger to such an extent that in the next 
few years it cannot succeed in reducing the demand for gold for monetary purposes by greater 

3 
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nomy in the use of the existing reserves, a better distribution of those reserves, and more 
=est co-operation, we shall be confronted with the alternative of either accepting a steadily 
increasing shortage of gold, or undertaking the costly and very difficult task of replacing capitalist 
methods of production by international public action. 

Would it not be better to avoid the necessity of choosing between two such undesirable 
altemati,·es by organising efficient action to reduce the demand for gold ? 

3. 

The above considerations are based on the assumption that there is a measure of interde
pendence between economic progress and the quantity of produced gold. As long as we examine 
the question of the adequacy of the gold supply only from this point of view, the problem of 
mitigating the adverse effects of the fluctuations in the production of gold on the rate of economic 
progress does not present any insurmountable difficulties. It will not be so simple, however, 
if we proceed from the assumption that the general level of prices ought to be kept relatively 
stable, and that for this purpose, a yearly inflow of new gold, the amount of which should be 
in a consta11t proportion to the existing total world reserves, is indispensable. Whatever the 
percentage may be, it will always result that a production of gold which is sufficient to-day, for 
instance, may prove insufficient after a certain number of years. · 

Let us suppose that, in order to keep the general level of prices relatively stable, a yearly 
inflow of new gold, amounting, according to Cassel's theory, to 8 per cent of the existing total 
world supply, is necessary. Then the amount of new gold required according to this formula 
will increase every year in proportion to the rate at which the gold stocks of the world grow. 
The more gold there is in the world, the greater must be the yearly inflow of new gold, and the 
greater must the production of gold be in each succeeding year. The production of gold, then, 
ought to increase at a constantly greater rate. This cannot, however, continue indefinitely. 
Sooner or later, the production of gold will fail to attain such progressive increase. Already 
to-day such a rate of increase is not being maintained 

This is regarded by Cassel as the " fundamental difficulty " of the gold standard and a fact 
" of the highest importance " so far as the question of the adequacy of world reserves is concerned. 
In hi~ opinion, it is " the paradox of the gold standard " that the greater the accumulation of 
gold, the greater ought also to be the yearly inflow of new gold, and the more rapid ought to 
be the yearly increase in the production of gold. 

It is clear that we shall avoid such a " paradox " only if we examine the question of the 
adequacy of gold reserves from the point of view of the general formula-namely, that between 
the rate of economic progress and the inflow of new gold there exists some measure of interde
pendence. We shall not be able, on the other hand, to avoid it, if we assume that, in order 
to keep the general level of prices relatively stable, a yearly inflow of gold amounting to 3 per cent 
of the existing total world supply i3 indispensable. In the latter case, the future of the gold 
standard appears in darker colours. 

Must it indeed be so ? 
If we are to regard the theory of the 8 per cent inflow as an economic law, we must be 

convinced that it is a conclusion drawn from observation and experience. This is in fact the 
method applied by Cassel, but it is precisely his remarks on the pre-war histor; of the 'gold 
standard that give rise to serious doubts. 
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Cassel 1 limits his field of observation to the sixty-year period from 1850 to 1910. The 
general level of prices in the first and in the last year of that period was approximatively the 
same. This is shown by Sauerbeck's indices, quoted by Cassel. II, therefore, the level of prices 
in 1!)) 0 was equal to that in 1850, the world gold reserves in both years were bound to be in the 
same degree sufficient to counterbalance the differences between two states of world economy. 

By the end of the period 1850 to 1910, the world's gold reserves had become more than 
five times-to be accurate, 5.2 times-as great as at the beginning. The increase amounted 
on the average to 2.79 per cent yearly, or 2.8 per cent in round figures. From these facts Cassel 
draws the conclusion that if, during these sixty years, the production of gold had increased 
uniformly every year by 8 per cent (2.8 per cent + 2 per thousand for " wear and tear "), the 
level of prices would not have shown any fluctuations on account of a shortage or abundance 
of gold. No disturbances of a secular character would have been registered. Furthermore, 
there would have been no divergence between the rate of inflow of gold and the rate of economic 
progress, because the average economic progress during the period under review was bound 
to amount also to 8 per cent yearly, if the level of prices at the beginning of the period was equal 
to that at the end. 

The average yearly rate of economic progress is very difficult to determine in exact figures. 
Nevertheless, Cassel considers it possible to adopt the 8 per cent increase as the formula of 
average progress. As an example confirming his theory, he takes the production of pig-iron, 
which he considers as an index typical of the general industrial development. During the 
period 1850 to 1907, the world production of pig-iron increased on the average by 4.2 per cent 
yearly. On the other hand, the yearly increase of agricultural production in that period is esti
mated by Cassel at 1.2 per cent. II we attach the same weight to both 11gricultural and industrial 
production, the average yearly rate of economic progress may be estimated at 2. 7 per cent. 
II, however, we attach slightly more importance to industrial production, we may feel ourselves 
" on fairly solid ground, if we reckon with a figure of round 8 per cent, as characteristic of the 
economic development " in the period under review. 

The above Clilculation does not carry sufficient conviction. The adoption of only pig-iron 
gives too narrow a basis for far-reaching conclusions. II we take for this basis a larger number 
of raw materials, the resulting figures will be different. l..et us take, for instance, in addition 
to pig-iron, coal, petroleum, copper, lead, zinc, tin; cotton, wool and silk. The value of the 
production of these raw materials, calculated on the basis of their average prices from 1909 to 
1918, increased during the period 1850 to 1910 from 698.2 million dollars to 5. 764.5 million dollars. 
The average yearly increase, caleulated in accordance with Cassel's method, amounted to 8.6 per 
cent, whereas for pig-iron alone it was 4.6 per cent, a figure slightly higher than Cassels', which 
is based on the shorter period 1850 to 1907. Now, if we estimate the average yearly increase 
of agricultural production to be 1.2 per cent, as Cassel does, and if we give equal weight to 
industrial and agricultural production, the average increase of total production will amount to 
barely 2 per cent, instead of 2. 7 per cent. As I agree with Cassel that " a somewhat higher 
11;eighl " should be given to industrial production, I can at the best adopt 2.5 per cent as the 
yearly average increase of production, but in no event can I agree to the ratio of 8 per cent. 
Even if we were to give to agricultural production a weight half that of industrial production, 

• 
'In discussing Cassel's doctrine, I quote here from his 1\lemorandum prepared Cor the Gold 

D.!legui.>.t ~t ~.u u.H1l! of Nations. 
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which would not be wholly wtjustified, we should get only 2.4 per cent as the average rate of 
economic progress. 

1 do not intend to decide between Cassel's figures and my own. The former as well as the 
latter are far from being exact. To establish to-day the exact figure of the average rate of 
economic progress for the period under review is impossible. No figures can be more than 
hypothetical and approximative. The _question is, can such figures be .regarded as sufficient 
proof that, dur.ing the period 1850 to 1910, the average rate of economic progress was about 
3 per cent per annum and the yearly increase of gold reserves must also have been 3 per cent 
in order" to keep the general level of prices at a constant height"? The statistical basis from 
which such far-reaching conclusions are drawn is too fragile and shaky-especially since, 
in addition to the rate of gold inflow and the rate of economic progress, another factor should 
be taken into consideration, which from 1850 to 1910 also exercised an influence on the level 
of prices. 

In addition to the accumulation of gold, bank dt-posits also accumulated rapidly, forming 
a secondary basis for the world's credit ~tructure. \Ve have already mentioned in the chapter 
which deals with the changes in the operation of the gold standard, that in England, during the 
period 18U to 1929, the total amount of bank deposits wa~ multiplied by ten, whereas the total 
amount of gold wa~ multiplied by only three. Thus, the rate of accumulation of deposits was 
several times as rapid as that of accumulation of gold. It is beyond doubt that this disproportion 
exercised an important influence on the amount of credit and thereby on the level of prices. 
This is indirectly confirmed by the fact that in proportion to the rate of accumulation of bank 
deposits and to the improvements in the organisation of bank credit, the number of panics on 
mC>ney markets steadily diminished. During the period 1850 to 1873, the number of monetary 
panics in England, America, France and Germany was twelve, while, during the period 1874 to 
1896, there were only four, and, during the period 1896 to 1910, there was only one serious panic 
responsible for a sudden change in the price-level. 

D.uing the period 1850 to 1910, economic progress was counterbalanced, not only by the 
inflow of gold, but also by the expansion of bank credit, which was more rapid than the inflow 
of gold. Even if the inflow of gold had increased uniformly during that period by 8 per cent 
yearly and even if the rate of economic progress had also been 3 per cent yearly, it is more than 
doubtful, whether the level of prices would have been m!lintained " at a con~tant height ". For 
economic pro~ess would have been not only under the influence of a uniform inflow of gold, but 
at the same tim~ it would have been financed by a m">re and m~re rapid expansion of bank credit 
based, not only on a uniform inflow of gold, but also on the accumulation of bank deposits, 
which steadily e:z:ceedetl the inflow of gold. 

Cassel is, of course, aware of the important role playecl by bank credit. Nevertheless, he 
is of the opinion that the average rate of economic progres, for the whole w~rld, "if it could be 
calculated exactly, would prove to have been, during the period in question, not greater than 
2.8 per cent per annum". This optimism is not the outcome of induction, for a strict calculation 
is impossible. It is rather a deduction from the fact that the average yearly inflow of gold was 
2.8 per cent and that the price-levels in 1850 and 1910 were more or Jess equal. 

A consistent belief in the hypothesis that, during the pt-riod 1850 to 1910, the average rate 
?f economic progress wa$ the same as the average rate of the inflow of gold is necessary if one 
JS to draw the following general l'onclusions : " If the rate of progress for the future is assumed 
to be the same as i~ ~~ for the period 1850 to 1910, the stability of the present price-level will 
depend on the possibility of the annual gold production, amounting to 8 per cent of the world's 
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total stock of gold ". In other words, the 3 per cent inflow will prove sufficient, provided the 
rate of economic progress does not change. Should the rate of economic progress increase to 4 per 
cent, however, the production of gold must increase in the same proportion. On the other hand, 
should the rate of economic progress decrease to 2 per cent, the inflow of new gold must also 
diminish if the general level of prices is to be maintained at a constant height. Thus the formula 
of a 3 per cent inflow cannot be regarded as of instructive value for the future, because we never 
know in advance what will be the rate of economic progress. 

Cassel himself regarded his formula as no more than an interesting historical remark on the 
evolution of the period 1850 to 1910. Is it then reasonable for us to nse such a formula in 
discussing the present problems of the policy of Central Bank.~ ? 

4. 

It appears to me unnecessary for Cassel to attaeh so much importance to the mathematical 
equality of the average rate of the inflow of gold and the average rate of economic progress, for 
his most important thesis does not concern the strict harmony between the rate of the inflow of 
gold and the rate of economic progress, but instead the harmony which exists between a rate of 
gold inflow of 2.8 per cent per annum and the general level of prices,-

Cassel distinguishes between the actual quantity of gold reserves in a given period and the 
"normal" quantity which would exist if the· inflow of new gold during that yt>ar smounted 
strictly to 2.8 per cent. The ratio of the actual stock in a given year to the " normal " stock is 
called by him the " relative " stock. This is a theoretical figure which represents the actual 
stock, existing at the end of a given year as a percentage of the " normal " stock. On comparing 
the curve representing the relative stock with the curve representing the general level of prices as 
given in Sauerbeck's index, Cassel found an astonishing harmony between the two. He would 
have found it, however, without introducing into the discussion such a debatable question as the 
rate of economic progress. 

The price-curve is based on facts and on Sauerbeck's calculations. The curve representing 
the " relative " stock of gold is based on the actual amount of gold reserves and on the hypothesis 
of the" normal" reserve. The latter is based on the fact that, during the period 1850 to l!JlO, 
the gold reserves were multiplied by 5.2, and that therefore the average yearly increase amounted 
to 2.8 per cent. Whether the rate of economic progress wa& 2.8, 8 or 2.4 per cent per annum 
is an interesting problem, but one that has no direct connection with the concordance between 
the curve of the level of prices and that of the "relative" gold supply. Should it be found by 
careful calculation that the rate of economic progress in the period under review was not 2.8 per 
cent, but only 2 per cent, this would not destroy the concordance between the two curves. It 
is from the existence of such concordance that Cassel draws all his further conclusions. In 
relation to these conclusions, the hypothesis that the rate of economic progress in a given period 
is equal to the average rate of inflow of gold is of secondary importance. 

It is evident from the above that the whole doctrine is based on, and stands or falls with, 
the conception of the " normal " stock, because the conception of the "relative " stock is only 
a deduction from the conception of the " normal " stock. The idea of the " normal " stock is 
based on the fact that the price-levels in 1850 and 1910 were equal and that the world reserves 
were multiplied by 5.2 during that period so that the average yearly increase was 2.8 per cent. 
If the above facts are correct, the doctrine has a logical foundation. 
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It is true that the general level of prices-as shown in Sauerbeck's index at the beginning 
and at the end of the period under review-was more or less equaL I am not considering how far 
Sauerbeck's index is an accurate measure of the purchasing power of gold. It seems to me that 
in this respect Sauerbeck 1 had less confidence in his own indices than those who use them. 
Another question is of more importance here-namely, whether it is proper to connect the level 
of prices in 1850 solely with the am:mnt of the total world supply of gold? 

In 1850, the world"s reserves of gold amountl'd to 10 billion marks. It must, however, be 
remembered that the gold standard then existed, practically speaking, only in England. Other 
countries applied the bi-m~ic Btandard, or tued a ailver currency. The level of prices in 1850, 
therefore, was influenced not only by the gold reserve.<;, but was also affected-and to a far greater 
extent-by the reserves of silver. The weight of this argument is not weakened by the fact that 
gold coin was almost everywhere in circulation, although onlY: England possessed the gold stan
dard, for the circulation of gold coin does not necessarily imply the existence of the gold standard. 

Cassel used in his calculations the total gold supply of the world, and not only the reserves 
of monetary gold. In his opinion, there is a defin,ite connection between the total gold supply 
and the part of it which is used for monetary purposes, and therefore it is better for purposes 
of comparison to consider the total supply and not simply a portion of it. The same argument 
should apply also to silver as long as silver is used for monetary purposes. 

Between the total stock of silver and the part of it used for monetary purposes a more or 
less definite connection ought also to exist. If we choose to compare the total stock of gold with 
the level of prices, we must also apply this method to silver as long as it was used for monetary 
purposes on an equality with gold. In studying the year 1850, therefore, we ought also to take 
into account the total stock of silver. 

The situation is different, however, as regards the year 1910. For that year, owing to the 
demonetisation of silver and an almost general m:>ve to the gold standard, we must not take into 
account the total stock of silver, but only the remaining reserves of monetary silver; for, in 1910, 
no connection whatever could exist between the total stock of silver and that part of it which was 
used for monetary purposes. 

According to the Statiatiachu Jahrbuch, the total world stock of silver in 1850 amounted to 
!9,t30 million marks, whereas the reserves of gold amounted to hardly 10,000 million marks; in 
other words, the ruen:u of gold were about one-third aalarge aa the ruervu ofailver. The influence 
of the two metals on prices ought to have been also in this proportion e<!pecially since, outside 
of England, the gold standard practically did not exist. Prices were, as a rule, expressed in 
silver, or in a bi-metallic currency, and only in England were they expressed in gold. 

In 1910, we have quite a different picture. The total stock of gold had increMed to 
52,003 million marks, while the reserves of monetary silver-according to the American Mint 
lleport-amounted to hardly 2,600 million dollars, or 10,920 million marks. Thus the reserves 
of monetary silver, which played a certain role in the credit structure, were but a little more 
than one-fifth as large as the reserves of gold. If we now compare the figures for the two years, 
we shall have the following result : 

In 1850, the total stock of gold and silver amounted to 89,430 million marks; 
In 1910, the total stock of gold + the reserves of monetary silver amounted to 

62,923 million marks. 

1 
Article published by Sauerbeck in the Joomal of the Rayal Statistical Society, September 1886. 
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The average yearly increase waa thUB 0. 78 per cent. This figure is so smail that it cannot 
be compared with that of 2.8 per cent obtained by Cassel, who entirely eliminated silver from his 
calculations. Is it possible, though, to eliminate silver when considering the general level of 
prices in 1850? Did not prices rise during the period 1878 to 1896 in the countries which possessed 
a silver currency, while they simultaneously declined in the countries which were on a gold 
basis. 

The index of prices for India 1 ·was 107 in 1878, and UO in 1896. For Japan, the corres
ponding figures were 10i and 188; for China, 100 and 109. If we let the average prices of the 
period 1878-1876 equal 100 in the countries which were on a gold basis, the average index for 
the period 1890 to 1898 was only 78, whereas, in the countries with a silver currency, it was 117. 
On compiling an index for the whole world we should take both these tendencies into account 
by giving the average of the declining as well as of the rising indices. Even if we express in 
terms of gold the indices of the countries which possessed a silver currency, we cannot get rid of 
the fact that in the second half of the past century silver was an important factor in determining 
the prices of goods and services. 

As we have seen above, the corner-stone of the doctrine is the conception of the "normal" 
stock of gold. This "normality " is based on the formula of the average 2.8 per cent inflow 
of gold during the period under review, 1850 to 1910. If we eliminate silver from that period, 
the 2.8 per cent formula is correct. If, however, we take it into consideration-and we mUll do 
so-we get the figure 0. 78 per cent. With this last figure the conception of " normality " is 
totally changed, and, at the same time, the value of the " relative " stock is also changed, since 
the latter represents the actual gold reserves as a percentage of the " normal " reserves. 

Cassel found a concordance between the curve of the general level of prices and that of the 
" relative " stock of gold, which was based on the 2.8 per cent figure. However, if we replace 
the 2.8 per cent increase by a 0. 78 per cent increase, the two cun•ea will no longer concord. !\fore
over, it will then become possible to gauge the truth of the alleged concordance discovered by 
Cassel. I refer to the concordance between the curve of the indices compiled by Sauerbeck and 
the curve of the fictitious stock of gold, calculated on the basis of the artificial formula of a 
2.8 per cent increase which was obtained by eliminating silver from the calculations. 

If, in spite of the elimination of silver, the curve based on the indices compiled by Sauer beck 
displays a certain concordance with Cassel's curve of the fictitious relative stock of gold, only 
one conclusion can be drawn, namely that Sauerbeck'a indu: iB not satisfactory as a meaaure of 
the purchaaing power of gold. 1\loreover, we know this from Sauerbeck himself. 

5. 

Even if it were possible to accept the 2.8 per cent formula and the elimination of silver, 
the doctrine would still not be sufficiently convincing, because it cannot fulfil the conditions 
which Cassel himself requires of it. It does not give a guarantee that, with a 8 per cent inflow 
of new gold, the level of prices in the countries which are on the gold standard can be maintained 
" at a constant height ". And we know that, according to Cassel, the object of all investigations 
into the question of the adequacy of gold reserves is to secure the stability of the price-level, ~r, 

' Irving FISHER, " Purchasing Powe•· of Money ", page 243· 
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in other words, to do away with fluctuations in the purchasing power of gold. In tllis respect, 
the doctrine fails to reach its goal, in spite of the whole statistical apparatus. 

A constant inflow of gold, amounting to 8 per cent of the total of the existing world reserves, 
can protect the world against price-fluctuations of long duration-i.e., those which possess a 
secular character. It cannot, however, give protection against fluctuations of short duration, 
which possess a cyclical character. The latter, as Cassel acknowledges himself, " have no connec
tion a1 all 'lflith the mpply of gold ". Cyclical fluctuations correspond to cyclic&l. movements of 
trade, and reflect • extensions and restrictions of the supply of means of payment, independent 
of the ~upply of gold". By ending secular fluctuations, we cannot ipso facto end cyclical fluctua
tions, whi$ do not depend on the ruervu of gold. The price-level will thus remain changeable in 
spite of the 8 per cent inflow; first, because of the changes in trade cycles, and, secondly, because 
of the changes in the credit policy of banks-which, by means of " extensions and restrictions of 
the supply of meanli of payment ", will continue to exercise an influence on price-fluctuations. 

The reader may here remark that fluctuations of a secular character are more detrimental 
to the world economy than are cyclical fluctuations, because they last longer and have a wider 
range. Although this may seem true at first glance, in reality the "situation may be quite different. 

We have already seen that the years 1873 to 1896-a period with a downward price trend 
of a secular character-was one by no means marked by a permanent and increasing economic 
depression, for it is typical of secular fluctuations that the economic activity of the world gradually 
adjusts itself to them, and cyclical jluctuatiom provide the machinery by which adjwtment ia 
brought about. It is an incorrect belief that cyclical pri~fluctuations are less harmful than secular· 
fluctuations. On the contrary, the fall of prices under the pressure of a trade cycle or a 
mistaken credit policy on the part of banks immediately affects econonlic activity by exercising 
a discouraging psychological influence on the market. 

Indeed, - too often overutimate the influence of aecular and underutimate thai of cyclical 
{ludutztiona. The range of the latter is not in reality so small as is generally believed. A trade 
cycle or a restrictive credit policy may cause a considerable fall in prices, which may last for a 
relatively long period of time. The psychological effect of the fall is immediate, for it exercises 
a stronger retarding or stimulating influence than does the secular trend, the effect of which does 
not manifest itself so directly upon the interests of any individual business man. 

In the light Gf the above remarks it would be difficult not to see that Cassel's doctrine fails 
to reach its goal as far as the • constant height " of the general level of prices is concerned. A 
regular 8 per cent inflow of gold may give protection against secular fluctuations, but it does not 
touch cyclical fluctuations, which-according to Cassel himself-are entirely independent of the 
mpply of gold, depending as they do on trade cycles and the credit policy of banks. By ending 
secular fluctuations through t~e 8 per cent inflow of gold, we do not end cyclical fluctuations, 
and these latter may have a wide range, while their depressing influence is always more direct 
than that of secular fluctuations. In view of these facb, it is not open to dispute that : 

(1) The control of cyclical fluctuations is not less important, but often more impor
tant, than that of secular fluctuations; 

(2) The possibility of controlling cyclical fluctuations does not depend on either 
percentage formula for the yearly inflow of gold; · 

(~) The possibility of controlling cyclical fluctuations is to be found chiefly in the 
domam of the credit policy of banks, which cUrtail and expand means of payment more 
or less in accordance with the development of a trade cycle. 



-n-

To sum up, we repeat that the statistics upon which Cassel bases his theory of the 8 per 
cent inflow of gol3 are not sufficiently convindng. If we supplement them by introducing silver 
into the calculation, we arrive at the theory of a 0. 78 per cent inflow and if we correct this figure 
by adding the amount of metal which is lost through " wear and tear", we come to the followin,. 

I 
. .. 

cone us1on: 

The average inflow of monetary metals during the period 1850 to 1910 waa at the mo.d 
1 per cent. per annum. 

'Even if we were to accept the theory of the 3 per cent inflow in spite of our criticism we 
know that it would not ensure the stability of the general level of prices. For even if a 8 per 
cent inflow does do away with secular fluctuations, yet if cyclical fluctuatiOM continue on the 
aame 1cale and with the 1ame con.equ.encu u hitherto, the question of the adequacy of gold reserves 
from the point of view of the stability of the general level of prices remaina unaolved. Such is 
also Cassel's conviction, and the reason why he advocates so strongly the repla('ement of the 

· present gold standard by the system of a managed gold standard. 

6. 

Cassel's ingenious theory gave the impetus to this line of thought. A variant of his theory 
worked out by Kitchin 1 has, however, become more popular. 

Cassel compared the general level of prices with the total stock of gold in the world. Kitchin 
limited his comparison to the reserves of monetary gold. Both adopted as a basis for their 
study the period 1850 to 1910. The total stock increased during that period, on the average, 
by 2.79 per cent yearly; this is Cassel's formula. The reserves of monetary gold increased 
during the period by 8.096 per cent yearly; this is Kitchin's formula. Cassel's formula expressed 
in round figures is 2.8 per cent; Kitchin's, 8.1 per cent. The similarity between the two is 
striking; but, at the same time, they present remarkable differences. 

The fact that Kitchin's method is the more popular is to be ascribed to two causes. The 
connection between the reserves of monetary gold and the level of prices appears to everyone 
" natural " and more easily understood. Moreover, Cassel made his theory more intricate by 
linking the question of the equality of the rate of gold inflow with the rate of economic progress. 
Whether we consider the total stock of gold or only the .reserves of monetary gold, in either 
case-according to Cassel-" the rate of increase arrived at should be compared with the rate of 
progress characterising the world's economic development ". When he examines the period 
1850 to 1910, he does not stop after finding the figure 2.8 per cent for the average yearly inflow 
of gold. On the contrary, he does not hesitate to formulate the hypothesis that " the average 
rate of economic progress for the world as a whole, if it could be calculated e.ractly, would prove 
to have been during the period in question not greater than 2.8 per cent per annum ". It is 
here that Cassel and Kitchin differ. 

Were Kitchin to apply Cassel's method strictly, he would be obliged to come to the 
conclusion that, during the period 1850 to 1910, the rate of economic progress was on the average 

' •In discussing Kitchin's doctrine,! quote his" Gold Production" from the 1levieto of Econm11ic Slali&-
tic•,May 1929,1\'ICmorandum prepared for the Gold Delegation in 1930,and the statementofevidenre 
to the Royal Commission on India Currency and Finance, March 1926. 
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a.l per cent. From this it would result that the average rate of economic progress during the 
period 1850 to 1910 differed according to whether it was regarded from the point of view of the 
total stock of gold or from that of the monetary stock. In the first case it would amount to 2.8 per 
cent, and in the «CCnd to 8.1 per cent. This difference is not without significance, if sufficiently 
long periods of time are taken into consideration. It is no wonder that Kitchin is not so strongly 
convinced that there must be a strict mathematical equality between the average rate of economic 
pro!m'SS and that of the inflow of gold. ' 

"More important, however, are the further consequences. Kitchin, attaching less weight to 
the connection between the rate of economic progress and that of the inflow of gold, advanced 
a theory which can be more easily applied in studying the current changes in the general level 
of prices. Cassel's figure of 2.8 per cent can be used only on condition that the average rate of 
economic progress remains in the future what it was during the period 1850 to 1910. Kitchin's 
figure can be used independently of this condition. Almost every week, indeed, someo_ne in 
discussing the changes in the general level of prices, refers to the indispensable 8 per cent inflow 
of monetary gold. 

Kitchin's formula has become more popular because it can be applied more easily. This is 
largely due to the difference between the opinions of these two experts on the r()le of monetary 
gold. 

Cassel's view is that : 1 " The quantity of money is not rigorously marked off in relation 
to the total supply of gold. - On the contrary, the gold passes from the non-monetary supply 
to the monetary and back • • • thus the monetary supply of gold at the time affords no 
objective cauae for determining the value of money. To trace the general level of prices to 
objective causes is, in fact, only possible when the general level of prices is brought into connection 
with the total supply of gold." Discussing this subject later in a more detailed fashion, he 
states that such factors as the amount of currency in circulation, the velocity of its circulation, 
the amount of bank deposits, and the terms upon which bank advances are made, are not 
" independent variables ". He arrives thus at the ultimate conclusion that " the general level 
of prices is directly proportional to the total quantity of gold ", as the only objective cause. 

Kitchin's point of 'iew is quite different. He prefers " to take as a basis the total stock of 
gold money rather than the total supply, because it is closer to money in general (including credit) 
which influences prices ". Not only is it "necessary to distinguish between the aggregate 
output of gold and the stoek of gold money "; it is also " neces..ary to distinguish between the 
stock of gold money and the effecti'Ce stock-i.e., the amount of gold money held by Central Banks 
and Treasuries". Comparing, for instance, the reserves of monetary gold in 1913 and 1928, 
Kitchin reckons that " the amount of gold in State banks and Treasuries has, in the fifteen years, 
increased at the rate of 5.1 pn cent per annum, and the 2.1 per cent surplus on a 8 per cent rate 
U>OUld alone account for pricu being 36 per cent above the 1918 level, other things being equal ". 
The reservation as to " other things " is proper, but does not weaken the force of the main thesis, 
tha! the rate of increase of the " effective " gold reserves in Central Banks, if more rapid or less 
rap1d than 8 per cent, exercises a direct influence on the general level of prices. 

Important consequences result from these differences of opinion regarding the r()le of 
monetary gold reserves. 

First, the attitude of the two authors with regard to the problem of the distribution of gold 

'" 11le "l1leory of Social Economy", 1923, pages <628 to 430. 
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is not the same. To Cassel, the yearly inflow of gold to the monetary stock and the manner in 
which this inflow is distributed among the various countries are unimportant. As long as the 
production of gold increases regularly and at the rate of not less than 8 per cent per year, and as 
long as the rate of economic progress also amounts to about 8 per cent yearly, he believes that the 
general level of prices will be maintained " at a constant height ", even though the stock of 
monetary gold may increase at quite a different rate, or fail to increase at all. 

For, according to Cassel, the general level of prices is directly proportional to only the 
total stock of gold in the world, while the reserves of monetary gold do not constitute any 
" objective cause '·, In reality, the total yearly production is never used for industrial purposes 
and for hoarding. From a theoretical standpoint, however, we cannot exclude the possibility 
that the reserves of gold might prove sufficient, even though the monetary stock should increase 
at a rate lower than 2.8 per cent per year or fail to increase at alL 

I mention the above theoretical possibility in order to show that it i8 impossible to deduce 
from Cassel' 1 theory the proportio111 in which the distribution of gold 1hould be made. Cassel treats 
the problem of distribution among countries and Central Banks independently of his theory 
regarding the inflow of gold. Kitchin's attitude is different. The manner in which gold should 
be distributed is a direct and logical result of his statement that the reserves of monetary gold should 
increase by 8.1 per cent per annum, for it is on this rate of increase of the monetary stock of gold 
that, in his opinion, the stability of the general level of prices over long periods depends. If 
this theory is held to be correct, the amount of the yearly increment of new gold to the reserves 
of monetary gold is of great importance. 

To sum up, I repeat that the problem of the distribution of gold does not enter directly into 
Cassel'b theory. His 2.8 per cent figure does not differentiate between the total stock and that 
part of it devoted to monetary purposes, 01' between the total stock and that part which is called 
by Kitchin " effective " reserves-namely, those in the possession of Central Banks and State 
Treasuries. The distribution of monetary gold may be effected in various ways in accordance 
with the conditions prevailing on the different markets. Neither the monetary reserves nor the 
" effective " reserves at the disposal of Central Banks or State Treasuries increase in strict accor
dance with the 2.8 per cent formula. Kitchin takes a different point of view. The manner in 
which gold is distributed plays an important part in his calculations. His figure of the 8.1 per 
cent inflow applies in theory to the reserves of monetary gold, but, in practice, it is equably 
applicable to the " effective " reserves, since these amount at present to about 90 per cent of 
the former. 

7. 

Let us suppose that for the moment we accept Kitchin's formula. Then the reserves of 
monetary gold should increase every year by 8.1 per cent. The greater the reserves of monetary 
gold, the larger must be the production of gold if the increase is to amount to 8.1 per cent, and 
the rate at which production increases must itself rise every year by at least the proportion in 
which the stock of monetary gold increases. This is analogous to which Cassel calls " the paradox 
of the gold standard "-namely, that the greater the stock accumulated, the greater must be 
the production. Cassel, however, took into consideration the total stock of gold, and not only 
the reserves of monetary gold. When we apply Kitchin's formula we meet with still greater 
difficulties. Cassel's " paradox of the gold standard " becomes still more paradoxical. 

Why? 
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From Kitchin's point of view, not only will it be increasingly difficult to secure a steady 

increase in the production of gold; it a~iU also be increasingly di{fictdt to 11ecure a re1111onable dilltri
bution of the reBeTVU of monetary gold. For if the effective stock-i.e., the amount of gold held 
in the vaults of Central Banks and Treasuries-exercises a direct influence on prices, the more 
gold there is in the banks the greater will be the amount of gold required every year in order to 
avoid an adverse effect on prices. If we accept Kitchin's theory, we accept the law that the 
greater reserves are, the greater should be the inflow of new gold. If this be true it may have a 
dangerous effect on the gold market. 

If the production of gold increased in the future at a sufficient rate, it might be possible to 
_effect its distribution in such a way as to secure to every country a 8 per cent yearly inflow. 
Should the rate of increase be insufficient, however, the danger might become a reality; for every 
country will endeavour to secure an inflow equal to 8 per cent of the reserves which it posse&ses, 
in order to protect the price level from the disturbances which a deficiency in its gold reserves 
would cause. Countries which already possess large reserves will feel themselves entitled to a 
larger proportion of the new gold produced. The competition on the gold market will thus· be 
rendered more acute, and the distribution of gold will become less and less reasonable. 

In addition to the primary par~ of the gold standard indicated by Cassel, a 11econdary 
par~ appears as a logical consequence of Kitchin's doctrine. The latter is an even more serious 
threat than the former to the future of the gold standard. On Kitchin's theory the future 
appears more dark and difficult than on Cassel's theory, which separates the problem of the 
distribution of gold from the question of the adequacy of the total supply of gold, ' 

If Kitchin's theory be correct, we are obliged to recognise that the three countries with the 
largest reserves of gold are to-day entitled to acquire aU new gold derived from production. 

The inflow of gold to monetary reserves amounts at present to about 200 million dollars 
yearly. The " effective " reserves in France, America and England amount to about rix and 
a-half billion dollars. The 8 per cent inflow to these reserves would already amount to about 
200 million dollars, or, in other words, it would be equal to the whole of that part of the yearly 
production of gold which is available for monetary purposes. What will remain, then, for the 
rest of the world? Should other countries abandon the gold standard because there is no prospect 
of an adequa~ inflow of gold? Or should America, France and England, in the interest of the 
rest of the world, cease to a.ecure a 8 per cent inflow-which might cause their price-levels to 
take a permanent downward trend? 

Both alternatives sound paradoxical, but they are a logical corollary of Kitchin's doctrine, 
which embodies the secondary paradox of the gold standard based on Cassel's primary paradox. 
If you start from paradoxes, no wonder that you get paradoxical alternatives. 

The international discussion on the subject of the adequacy of the gold supply is full of such 
paradoxical conclusions, and what is worse, they are treated seriously and not recognised as 
paradoxes. For example, an American economist 1 undertook the laborious task of calculating 
!he rate of accumulation of gold in America. By dividing the existing reserves of gold by the 
mdex of the Bureau of Labour, in order to eliminate the moments of inflation and deflation, he 
found that, during the period 1896 to 1913, the average rate of increase amounted to 4.4. per 
cent per annum. Taking Snyder's index, he found the rate to be 8.8 per cent. Applying the 
same methods to the period 1913 to 1927, he found the figures 4..8 per cent and 2.6 per cent respec-

1 
The Journal of Political Econom.v, Chicago, October, 1928. Article by Lionel D. EDIE :" Rate of 

10Cfta8e of the Alonetary Gold Stock of the United States". 
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tively. This was indeed a discovery! The rate of accumulation during and after the war was 
found to be less than in the pre-war period. In his further arguments, he adopts the minimum 
figure of 2.6 per cent, and, on this basis, he asserts that America must already import at least 
114 million dollars of gold every year in order to maintain a sufficient increase to keep the price
level stahle. 

There is a still more eloquent example. It has become customary to explain the present 
fall of prices which began in 1925 by the shortage of gold. In studying these explanations one 
often comes across calculations in which not only the figures of the effective inflow of gold are 
taken into consideration, but also those which concern the so-called sterilisation of gold. Not 
only the inflow of gold comes into question, but also the way in which the gold is used in the 
receiving country during the different periods of a year. This method is applied in particular 
in criticisms of the accumulation of gold effected during the past few years by the Bank of France. 

A sterilisation of gold takes place when the Central Bank does not use the gold it has for the 
greatest possible expansion of credit. It is a question of bank policy, of expanding or reducing 
the monetary circulation. Cassel asserts categorically that such action influences the annual 
changes in the price-level, but has no influence on secular changes. Similarly, Kitchin found a 
concordance between changes in the reserves of monetary gold and changes in the price-level 
only as far " aa their general trend iB concerned ". The introduction, therefore, of the question 
of the sterilisation of gold, which is purely a question of bank policy, proves that neither Cassel's 
theory, nor the variant of that theory worked out by Kitchin, is properly understood. This is 
a simplification which does not usefully serve the discussion on the adequacy of the supply of 
gold. 

Undoubtedly, Kitchin must be held responsible for this reductio ad absurdum of his own 
theory, because he himself gave an example of the application of his 8.1 per cent theory to the 
so-called " effective " reserves of gold during the period 1918 to 1928. There was only one step 
necessary to confuse the term " effective " reserves, as used by him to mean the reserves accu
mulated by Treasuries and Central Banks, with the entirely different question of what part of 
these so-called " effective " reserves was effectively used. 

Fortunately, the difficulties which arise from the secondary paradox of the gold standard 
are fictitious, because the theory of the 8.1 per cent inflow is not sufficiently justified. The 
criti.ciam of Cassel's calcu~ationa applit4 also to Kitchin'a. It does not apply, however, to the 
question of economic progress, because Kitchin, unlike Cassel, is by no me~ns certain that the 
rate of economic progress and the rate of the gold inflow ought strictly to balance. In this 
respect, the 8.1 per cent theory is unconditional, whereas the 2.8 per cent theory is conditional. 
On the other hand, what I have said about the role of monetary silver should be applied to 
Kitchin's statistical methods. 

Kitchin considers only the monetary stock of gold. He justifies his attitude by what he 
believes to be the necessity of taking into consideration the direct influence exercised on the 
level of prices by "money in general, including credit". Did not silver, however, constitute 
the major part of" money in general " in 1850? Did not credit based on silver form part of the 
total of credit? It is unqu~stionably a mistake to omit the monetary reserves of silver from 
the total metallic. reserves in 1850. It is another mistake, no less important than the first, to 
omit from the reserves in 1910 not only the remaining proportion of monetary silver, but also 
foreign exchange ineluded in the fundamental reserves. 

Not only is foreign exchange included in the reserves serving as cover for the inland currency 
a debt of country B to country A, but, in country A, it constitutes a new and economical form of 
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fMfldary gold, because it serves equally with gold to increase the monetary circulation. This 
increase is two-fold: it is caused, first, by the purchase of foreign·eKchange, and, secondly, by 
the increase of credit on the basis of this foreign exchange. From this point of view, it cannot 
be doubted that the "effective " metallic reserves in 1910 consisted of gold, the remaining 
proportion of monetary silver, and the reserves of foreign e~change held by Central Banks, which, 
in fact, applied the gold exchange standard. The companson, therefore, between the years 1850 
and 1910 would be justified only if we included the reserves of monetary silver in the metallic 
reserves at the beginning of the period, and only if we included in the reserves at the end of the 
period the remaining proportion of the reserves of monetary silver and the foreign exchange ht>ld 
in the reserves of Central Banks on an equality with gold. 

The average increase in the total metallic reserves, and at the same time the relationship 
between the gold and silver curve and the price curve, would then show a marked change. We 
•hould gd a much nnaller figure. But even then we should not get a figure which would be binding 
in the future under all circumstances, because the rate of increase of metallic reserves cannot be 
entirely independent of the rate of economic progress. 

The demand for monetary metal is connected with the development of production and trade. 
In this respect Cassel is right in principle; only, he need nor try to prove that the average rate of 

. economic progress must be strictly the same as the average rate of the gold inflow. This is not 
true, and Cassel was not able, nor will anyone else be able, to prove it. 

8. 

The attempts to find a strict formula which would indicate the yearly percentage increase 
of gold reserves indispensable for protecting the general level of prices against secular distur
bances, did not- we have seen above-have satisfactory results. Neither the 2.8 per cent 
formula nor the 8.1 per cent formula is SU:fficiently justified. It is not even certain whether it 
is possible to find such a formula. 

The demand for gold for monetary purposes is not a fixed demand, for it depends on the 
development of production and trade. The rate of this development is subject to the influence 
of various factors, owing to which it is liable to greater or smaller fluctuations. Consequently, 
the rate of increase in the demand for gold cannot be constant. This is the more true as, indepen
dently of the fluctuations in economic progress, the rate of increase in the demand for gold can 
also be detennined by a conscious and consistent economy in the use of gold by the Central 
Banks. If, for instance, a Central Bank lowers its statutory reserve ratio, it thereby reduces its 
requirements of gold independently of the rate of economic progress. 

Cassel is a firm adherent of the theory that the general level of prices is exclusively a monetary 
phenomenon, and that gold as an objective factor can be partly replaced by the manipulation 
of bank credit. From this point of view, the assertion that the inflow of new gold must be in a 
strict proportion to the existing reserves is devoid of logical foundation. He who believes that 
a managed currency could be made to function in such a way as to maintain the general level 
of prices at a constant height is wasting his time if he Iooh for a strict formula for the inflow 
of gold. 

Should the statistical method applied by Cassel and Kitchin to the period 1850 to 1910 be 
accepted as unquestionable, even then the percentage formula obtained would at best be only 
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an interesting historical observation, and could not be set up as an economic law to determine 
the inflow of gold in the future. 

No such law in fact exists, and it is impossible to find one. 
Whether the gold reserves are adequate in the sense that they do not cause a downward 

price-trend of a secular character depends, not only on the rate at which gold is produced, but 
also on the progress made as regards reforms which aim at greater economy in the use of gold 
for monetary purposes. Can the pace of such reforms be expressed by a percentage formula? 
No answer to this question is needed. The problem whether or not gold reserves are adequate 
cannot be solved by an examination which is confined to the production of gold and neglects 
the results of economy in the use of gold. Nor, on the other hand, can it be solved by an exami
nation which is confined to the methods of economising gold but which ignores the question of 

. production. 
- With the declining production of gold the supply of new gold diminishes. The purchasing 

power of gold may then increase, provided that the demand for gold does not diminish. With 
a persistent disproportion between the inflow of new gold and the demand for it, a downward 
trend of prices, possessing a secular character, may ensue. The figures for the present production 
of gold se'em to forebode such a danger. The world must reckon with it, regardless of the deba
table formulre of the indispensable inflow. In dismissing the 8 per cent formula, we cannot 
dismiss the problem of the adequacy of gold reserves. Furthermore, without such a formula it is 
possible to appreciate clearly the consequences of the impending decline in the production of gold. 

The best answer to the problem, as formulated above, and the one which is the least debatable, 
would be to stress the necessity of reforms aiming at enforcing economy in the use of gold for 
monetary purposes. Should it prove possible to proceed with such reforms at an adequate rate, the 
decline in the production of gold can be counterbalanced. The reserves of gold which we actually 
have may, if economy is increasingly practised, prove sufficient to protect the world against a 
downward secular trend of prices, even though the inflow of gold may be steadily less than 
3 per cent, or than any of the other percentages which have been suggested. 

The question of the measure in which further reforms in the use of gold for monetary purposes 
may be possible will be dealt with in a separate chapter. But from the analysis which we have 
already made above of the statistical material used by Kitchin and Cassel, certain conclusions 

· can be drawn which encourage some degree of optimism. 
The first of these conclusions concerns the problem of a subsidiary metal which can be used 

in the future for monetary purposes in addition to gold. In practice, this applies chiefly to silver, 
because the amount of platinum available for this purpose is not great. To counteract the effect 
of the downward trend in the production of gold, will the world be able to devise a method which 
would partly restore silver without introducing bimetallic elements into the structure of the gold 
standard? 

The second conclusion which can be drawn from the examination ofthe methods elaborated 
by Kitchin and Cassel concerns the problem of the use of foreign exchange, as a new and econo
mical form of monetary gold. Foreign exchange which is held as a component part of the metallic 
reserves of the Central Bank of a country performs the function of gold in that country. If it 
performs the function of gold, it ought to be included in the statistics of the world reserves of 
monetary gold. The elimination, therefore, of foreign exchange of this kind from the reserves 
of gold when 'the question of the adequacy of these reserves is examined is not justified. The 
adherents of the 8 per cent inflow are continually making this error in their calculations, and 
unnecessarily increase the existing pessimism as to the future of the gold standard. 
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This is not merely an error in calculation, but an obvious contradiction. If the adherents 
of the 3 per cent inflow demand that reforms aiming a~ economy in the use of ~ld s~oul~ proceed 
at a more rapid rate, they must not ignore the results whac~ have already been ob~~~ed an thzs respect. 
The total amount of foreign exchange in Central Banks zs at present about 2 bzlhon dollars. This 
figure expresses the results obtained up to the present by this manner of economising ~ol~. By 
eliminating this foreign exchange from the reserves of monetary gold, and by contmumg to 
repeat that the minimum inflow should amount to about 8 per cent yearly, the adherents of this 
formula are bound to create the impression that economy in the use of gold cannot mitigate the 
e.f!ects of a falling-off in the produ..-tion of gold. This is a striking contradiction which adversely 
affects the further development of the methods of economising gold. 

One more conclusion can be drawn in addition to those which concern the use of a subsidiary 
metal and the use of foreign exchange as a form of monetary gold. Examining the total stock 
of gold, Cassel arrived at the 2.8 per cent formula. Examining the reserves of monetary gold 
alone, Kitchin arrived at the 8.1 per cent formula. The similarity of these two figures is obvious. 
It points to the conclusion that, between the total stock of gold and that part which is used for 
monetary purposes, there exists a closer relation than is generally thought to-day. If during 
the period 1850 to 1910 the total stock of gold increased on the average by 2.8 per cent yearly, 
and the monetary reserves by 8.1 per cent, the passing of gold from non-monetary to monetary 
reserves and back was a more balanced movement than is generally supposed. This is, in my 
opinion, the only lasting conclusion which may be derived from the laborious calculations made 
by Cassel and Kitchin. For the discovery of the existence of a more regular connection between 
the non-monetary and monetary parts of the total stock of gold enables us to hope that, in the 
future, in case of a deficit in the production of gold, the pzonetary part may be· partly replenished 
by the inflow from the non-monetary part. Then the adverse influence of the decline in the 
production of gold on the economic life of the world can be attenuated, and it will be easier to 
ensure the efficiency of the reforms made in connection with the demand for gold. 

This advantage does not, however, counterbalance the weak points of the doctrine of the 
8 per cent minimum inflow. Exaggerated apprehensions as to the possible deficit of gold 
have so far brought about an undesired result; irutead of accelerating the reforms aiming at economy 
in the uu of gold, they have retarded them. Competition on the gold market bas become more 
acute, because every bank desires to secure an inflow of at least 8 per cent and, what is still worse, 
the doctrine of the 8 per cent inflow diverts-attention from the more deep-seated and fundamental 
factors which are responsible for the more important changes in the general level of prices. 

Economists busy themselves too much in calculating whether o'r not the inflow of gold in 
a given year did, in Cact, reach 8 per cent and pay too little attention to factors which often 
exercise a greater influence than gold on the level of prices. 



CHAPTER IV. 

DO_ WE SUFFER FROM THE SHORTAGE OF GOLD? 

1. 

The world level of wholesale prices has shown a downward trend since the year 1925. 
Up to October 1929, this trend WIIS a moderate one. Since then, however, prices have fallen 
more rapidly and the year 1930 has consequently been a period of general economic depression. 
The output of all kinds of goods and intern:1tional trade have decreased markedly, while unem
ployment everywhere-not excluding Anierica-has reached abnormal proportions. The 
policy of cheap money pursued by all the leading Central Banks, although it has 10lready lasted 
for a year, and although the discount rate in the chief countries has been reduced to the lowest 
pre-war levels, has not been able so far (October 1930) to master the situation. 

On examining the causes of this marked decline of wholesale prices, the world was not slow 
to find a scapegoat. It has become a popular assertion, that the alleged "shortage of gold " 
is chiefly responsible for the fall in prices and the depression in production and trade. Such a 
diagnosis is of course a convenient one for journalists, who are fond of simple formula:. Can we, 
however, find any strict scientific justification for it? 

If we employed Cassel's formula, which requires a yearly increa,e in the production of gold 
amounting to 8 per cent of the total world supply of gold, we should be obliged to assume that 
we are indeed confronted with a shortage of gold. In the years under review, the yearly produc
tion of gold amounted to less than 8 per cent of the existing world supply of gold. Furthermore, 
the application of Cassel's formula seems to be justified, for economic progress in 1925 to 1929 
amounted on the average to at least 8 per cent per annum. Against the above-mentioned" pros " 
there are, however, many " cons ". 

As we have seen in the preceding chapter, its statistical basis does not provide adequate 
justification for Cassel's formula. The average for the period 1850 to 1910 wa.• calculated 
artificially, by eliminating silver. A no less important argument is the necessity of taking into 
consideration the progress made in economy in the use of gold for monetary purposes. The 
cheque turnover, the clearing of payments, the inclusion of foreign exchange instead of gold in 
the fundamental reserves of Central Banks and the steadily increao.ing concentration of free 
funds at the commercial banks, constitute a system of measures, which has already made 
substantial progress. This fact should not be neglected in examining the present conditions. Is 
it possible, however, to express in the form of a strict formula the influence exercised by measures 
which aim at reducing the demand for gold? 

It is clear that the answer must be in the negative. Even if the 8 per cent formula for the 
inflow of gold were to be adopted, we should not know by how much this percentage should be 
lowered as various measures of economy were introduced. Since we are not able to do this, by 

' 
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takina into consideration the effects of economy in the use of gold, we cannot satisfactorily 
appi/such a formula, and in consequence we cannot regard it as a proved fact that since 1925 
we have entered upon a period of a secular downward trend of prices, caused by an insufficient 
increase in the production of gold. 

Kitchin's theory is as unsatisfactory from this point of view as Cassel's : The average inflow 
of new gold for monetary purposes amounted in the years in question to slightly more than 
200 million dollars yearly. This is a smaller sum than the 8.1 per cent figure advanced by Kitchin 
would require. If, therefore, we were to adopt Kitchin's method we should be obliged to agree 
with Kitchin, as well as with Cassel, that we have entered upon a new period of a secular decline 
of prices caused by a shortage of gold. Kitchin's formula is not, however, better justified than 
Cassel's, but is, if anything, less so. 

It is easier to understand why Cassel eliminated silver from calculations than why Kitchin 
did so. Such an elimination made by Kitchin, who adopted as his basis only the monetary 
stock and not the total stock of gold, can in no case be justified. Nor is it possible to apply 
Kitchin's formula without taking into consideration the reduction of the demand for gold effected 
by greater economy in the use of gold. The progress made in this direction cannot be expressed 
in the form of an arithmetical formula. Therefore, it is not possible to correct the 8.1 per cent 
formula for this factor, still less to apply it. Not being able to apply Kitchin's formula, we cannot 
regard it as a proved fact that since 1925, under the influence of the shortage of gold, a new 
period of a •ecular .decline of prices has begun. 

According to Cassel's doctrine we can speak of the shortage of gold only when a long-term 
downward trend of the general level of prices is noticeable. A shortage of gold causes a price 
fall of a secular and not of a cyclical character. In Cassel's opinion, short-term fluctuations of 
the general level of prices are not chiefly caused by a change in the production of gold, but result 
from trade cycles and the credit policy of banks. It may be supposed, therefore, that we are 
at present witnessing fluctuations which possess a short-term, cyclical character. By this 
reasoning, however, we lose all grounds for a discussion of whether or not these fluctuations are 
caused by a •hortage of gold, because cyclical fluctuations, according to Cassel, do not depend on 
changes in the supply of gold. 

The situation is different, however, when regarded from the point of view of Kitchin's _ 
doctrine, which distinguishes the so-called " effective " stock of gold-i.e., the stock which is in 
the possession of Central Banks and State Treasuries from the total monetary stock. The total 
stock of monetary gold, in Kitchen's opinion, determines price-level fluctuations which possess 
a secular character. The " effective" stock influences fluctuations which have a short-term 
character. If, therefore, we take into consideration the period of an actual downward trend of 
prices, which began in 1925, and particularly the latest phase of it, which began in October 1929, 
we must confine ourselves, in suggesting possible causes of the crisis, to the changes in the 
" effective " stock _of gold. 

Do the changes in the " effective " stock justify the assumption that we are now confronted 
with a shortage of gold? 

According to the statistics compiled by Sir Henry Strakosch in his memorandum written 
for the League of Nations, the reserves of monetary gqld which are in possession of all Central 
Banks and State Treasuries (converted into dollars) amounted at the end of 1925 to 9,14.4 millions; 
of 1926 to 9,48~ millions; of 1927 to ·9,779 millions; of 1928 to 10,228 millions, and of 1029 to 
10,519 millions. 

It will be seen that the percentage increases from year to year amounted to: 8.1, 8.1, 4.6 
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and 2.8 per cent respectively. The average yearly increase was about 8.5 per cent-in other 
words, it was higher than Kitchin's figures. The lowest rate of gold inflow-namely, that 
registered during the year 1929, corresponded exactly to Cassel's figure. It is obvious that we 
cannot speak of a shortage of gold during this period. The " effective " stock of monetary 
gold increased at a rate which to a large extent corresponded to the requirements of Kitchin's 
doctrine. 

Both Cassel and Kitchin assert categorically that the demand for gold is reduced in proportion 
to the development of economy in the use of gold. We see from the above figures, however, that 
even if we ignore the effects of economies introduced in the use of gold, the inflow of gold in this 
period was more than sufficient, provided that the calculations of Kitchin and Cassel are accurate • 
. In spite of this, prices showed a downward trend throughout the period, and since the autumn 
of 1929 the fall of prices has entered upon an acute phase, which bears no relation whatever to 
the somewhat lower figures for the inflow of gold in 1929. 

An explanation was soon found for this situation. The sterilisation of gold by some Central 
Banks was made the scapegoat. This sterilisation is said to exist where the Central Bank does 
not use the gold, which it receives for a further expanFion of credit. The gold acquired is held 
in the vaults of the Bank and does not contribute to increase the monetary circulation, except 
for the amount of notes which the Bank issues in paying for it. Such a sterilisation of gold was 
and is a frequent event. Not only in America and France does it occur, but at times also in 
many other countries. Even England is not free from this sterilisation, for during the period 
in question (1925-1929) her Central Bank not merely did not increase the volume of credit granted 
to the market, but considerably diminished it. 

The result of this is that the amount of the effective inflow of gold is artificially reduced by 
the amount of gold which lay idle during the year. · In this way, the doctrine has been saved. 
We forget, however, that only does the sterilisation of gold take place from time to time, but 
methods of economising gold improve. Sterilisation and economy thus constitute two distinct 
features of bank pol' cy. If we wish, therefore, to estimate correctly the " ~ffective " stock of 
gold (which may be considered as a liability) and the progress in economising gold (which may 
be considered as an asset), both aspects of the question must be taken into consideration. 
To take the sterilisation of gold into consideration while ignoring the economy would be a 
misleading and one-sided method of book-keeping. 

It would be difficult to establish in figures the progress of the economy of gold in all its 
forms. There exists, however, one form of economy which can be expressed in accurate figures. 
I refer to the increase in the foreign exchange reserves of Central Banks. 

Foreign exchange as a component of the fundamental reserve-according to Cassel and his 
adherents-is as good as gold. When the Central Bank purchases foreign exchange, it increases 
its issue of notes in the same manner as when it purchases gold. By including foreign exchange 
in its fundamental reserve, the Bank raises its reserve ratio against its liabilities and can increase 
the amount of credit, since credit is granted on the basis of reserves. Foreign exchange as a 
component of the fundamental reserve is a new form of monetary gold, and as such it exercises 
an influence on the level oC prices similarly to that of monetary gold. Therefore foreign exchange 
which serves as cover for the issue of notes should be considered along with gold when we speak 
of " effective " reserves. Anyone who does not apply this principle, but instead reduci'S the 
" effective " stock by taking account only of the sterilisation of gold, is practising a one-sided 
form of book-keeping. 

The sterilisation of gold has undoubtedly played a certain rale during the period in question. 
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The inllow of foreign exchange to the Central Banks, however, has played not a less important 
role, but, on the contrary, an even more important one. This inllow, according to the Bulletin 
Mrnsuel de Statistique and the Recueil Mensuel de Statistique, was as follows (in millions 
of dollars) : 

At the end ot 
1925 •..•.••..••••............ 
1926 .•....................... 
1927 •..•.•..•••...•.•.....••. 
1928 •.•.•...•.............•.. 
1929 .••.•...•.•......••...... 

Absolute Increase 
828 

1,120 
1,838 
1,847 
2,208 

+ 292 
+ 218 
+ 514 
+ 361 

The percentage inerease of gold and foreign exchange (let us compare this table with the 
preceding table, which illustrates the inllow of gold) amounted in the period in question to : 
6.3 per cent for 1926, 4.8 per cent for 1927, 8.7 per cent for 192~ and 5.4 per cent for 1929. Even 
if we deduct from the " effective " reserves the amount of gold lying idle and the amount of 
foreign exchange-which, as, for instance, at the Netherlands Bank, is not included in the funda
mental reserves-it will be seen that the combined inllow of gold and foreign exchange was 
considerably greater than the most rigid requirements of Kitchin's doctrine. It is absolutely 
impossible, therefore, to speak of a present shortage of gold. · 

The whole picture will appear still more mteresting if we take into consideration the figures 
which refer, not to the whole world, but to Europe alone. The reserves of gold in the Central 
Banks of Europe (excluding Lithuania, Estonia and Danzig) at the end of 1925 amounted to 
3,231.9 million dollars. By the end of 1929, these reserves had increased to 4, 751 million dollars. 
Over this period of four years the increase amounted to 47 per cent, or about 12 per cent yearly. 
The combined reserves of gold and foreign exchange increased from 3,948.5 million dollars at 
the end of 1925 to 6,969.4 million dollars at the end of 1929. The increase for the period of 
four years amounted to 76.5 per cent, or about 19 per cent yearly. In the face of such figures, 
the fact that a sterilisation of gold is practised by some Central Banks from time to time is 
deprived of any real significance. If we take into consideration the sterilisation of gold, the . 
figures for the average inllow of gold will be made somewhat smaller, but it is absolutely impos
sible to reduce the percentage increase from 12 or 19 per cent yearly to below 3.1 per·cent yearly. 

The simultaneous inllow of gold into the United States of America in the same period of 
four years was ouly 5.5 per cent or a little less than an average of 1.4 per cent yearly. The 
inftow into America was thus below Kitchin's figure, while the inllow into Europe was much 
above this figure. America is benefiting by an abundance of gold previously accumulated, for 
which reason there is no talk of a shortage of gold there. In the meantime, Europe considerably 
raised its reserves. At the end of 1929, the two leading economic centres of the world, Europe 
and the United States of America, possessed reserves of gold, or of gold and foreign exchange, 
greater than those required by Kitchin's doctrine. Why, then, did a fall in prices and a depres
s on in production and trade, which later became more acute in Europe than on other continents 
begin in October 1929 in America? · 

The sterilisation of gold in America can be partly explained by the necessity of keeping 
special reserves as cover for the short·term deposits held on that market by the Central Banks 
which apply the gold exchange standard. America must reckon with the potential demand for 
her gold which is represented by the above-mentioned deposits of foreign Central Banks. These 
Banks have a right to American gold, a right which cannot at the moment be enforced, but which 
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may be enforced at any time in the future. The net reserves of gold in America are, in reality, 
smaller than the figures officially published, for unenforced rights to American gold which often 
exceeded one billion dollars d•.1ring the period in question should be deducted from this figure. 

The same situation exists on the London market, where there are likewise a ronsirlerable 
amount of deposit.'! held by foreign Central Banks which apply the system of the gold exchange 
standard. The net gold reserves of the Bank of England are smaller than those actually published 

. .for from there also we should deduct the amount of the non-utilised rights to English gold held 
by those Central Banks which hold their reserves of foreign exchange in London and at any time 
may demand that these reserves be exchanged for gold. Under the influence of this potential 
demand for English gold, the Bank of England was obliged during this period to reduce the volume 
of commercial credit granted by it to the market, and was compelled almost always to maintain 
its discount rate at a higher level than that of New York. This was also a quasi-sterilisation 
policy, which aimed at protecting the existing reserves and increasing them to above 150 million 
pounds. -

The French sterilisation is a more instructive ~ase. · In the period in question, Paris did not 
play an important part as a market for the deposits of foreign Central Banks. The Bank of 
}'ranee was not burdened by a potential demand on the part of these banks. The reserves 
officially published were in fact net reserves, because it was not necessary to deduct from them 
the amount of the non-11tilised rights of foreign banks to French gold. In the period under 
review, such rights amounted to so little that they can be excluded from our calculations. 
Accordingly, the French sterilisation, which has assumed considerable proportions in the years 
1928 to 1930, must be a.'lcribed to other and more complicated causes. 

In examining the figures of the French sterilisation, it is usually forgotten that, during the 
period from the effective stabilisation of the franc in 1926 to the legal stabilisation in the summer 
of 1928, the Bank of France accumulated an unusually large amount of foreign ex<'hange. This 
was the result of a temporary application of the gold exchange standard. - Although the Bank 
of France has abandoned this system since the summer of 1928, it possesses. in addition to the 
legal reserves of gold, a secondary resen•e in the form of foreign exchange previously accumulated. 
The latter has gradually diminished while the reserves of gold have increased. If we ·compare 
the end of 1928 with the end of 1929 we find the following figures (in millions of dollars): 

Reserves of gold •.•• ~ ••••••.•• 
Reserves of Foreign Exchange •• 

End of 1928 
1,247 
1,287 

Endof1929 
1,637 
1,021 

Increase or Det'l"e88e 

+ 884 
-266 

The supply of gold increased during the yE-.ar 1929 by 384 million dollars but meanwhile the 
reserves of foreign exchange decrea.'led by 266 million dollars. The net increase ~hus amounted 
to 118 million dollars. Onlv in 1980 did it occur that the imports of gold to the Bank of France 
were not accompanied by. an equivalent reduction of the foreign exchange reserves. This, 
however, is to some e.'Ctent connected with the difficultit'S of production and trade in 19:10 
because the French commercial banks, which could not easily invest their abundant free funds, 
engaged in large gold arbitrage transactions. · 

In hard times even a small profit on large transactions has its importance for a bank, which 
is obliged to earn profits for its shareholders. The Paris banks therefore threw their foreign 
exchange reserves on the gold market, and this they could do freely for, if they needed foreign 
exchange, they could partly buy it from the Bank of France and simultaneously the market was 
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fed by Treasury sales of its foreign exchange reserves to collective bodies. The public foreign 
exchange reserves have played and continue to play the decisive part in determining the propor

.tions and the rate of the inflow of gold. I have discussed this subject already in the chapter 
dealing with changes in the operation of the gold standard, and I shall return to it again in one 
of the later chapters, which deals with the co-ordination of the different forms of the gold 
standard. 

As far as the gold which flowed in in exchange for the foreign exchange reserves is concerned, 
we cannot say that there was any active sterilisation on the part of the Bank of France. Rights 
to gold were then changed into actual gold, but this change did not ipso facto bring about any 
difference in the volume of the monetary circulation. The note circulation diminished by the 
amount which the market spent on buying foreign exchange from the Bank of France, but 
increased by the amount which the Bank paid for the gold delivered to it. As the Bank had 
previously accumulated excessive foreign exchange reserves which it was not able to utilise as 
a basis for the expansion of credit, the sterilised forrign u:change reserves cotdd not have been 
ehang~d into non-Bterilised gold. As far, therefore, as concerns imports of gold effected at the 
expense of the excessive accumulation of foreigQ. exchange, the Bank of France cannot be said 
to have pursued a deliberate policy of sterilising the imported gold. 

The question arises, however, whether or not the Bank of France pursued a policy of sterili
sation in relation to those gold imports which were effected without a simultaneous reduction in 
its foreign exchange reserves. This suggestion may seem justified at first sight. It is, however, 
refuted by the fact that during the period 1928-29, while the whole world was suffering from 
deflation and dearness of credit, France was a happy island where liquid short-term capital was 
available in abundance. During that period, the discount rate of the Bank of France was not 
raised even once, nor did the Bank resort to any restrictive measures of deflation. On the 
contrary, in the summer of 1929 the Bank of France participated in the creation of the new 
Acceptance Bank and granted it a discount credit of five hundred million francs, even before 
it began its activities. 

In view of these facts, can we say that there was any aetive sterilisation on the part of the 
Bank of France? Can we assert that such a sterilisation was artificially and deliberately forced 
upon the market by the Bank of France? Was not the reverse rather the case'! 

We can speak of active sterilisation only when the Central Bank manipulates its discount 
rate in such a way as to check the expansion of credit or reduce the volume of existing credit by 
making it dearer. In the period under review, no such sterilisation took place in France. 
Imports of gold steadily continued in an atmosphere of excessively abundant short-term capital 
and the cheapest discount credit on the European continent. French sterilisation, therefore, 
was not an active, but a passive one. It did not proceed from the Bank of France to the market, 
but from the market to the Bank. 

2. 

One of the most important causes of the French sterilisation lay in the policy of the 
French Treasury, and not in the policy of the Central Bank. Immediately after the de faeto 
~bilisation of the currency and the balancing of the budget, free capital began to accumulate 
m France ?n a large scale. The repatriation of French capital which, during the inflation period, 
~ gone mto investments abroad, contributed to this in large measure. On the other hand, 
mth the system of taxation which existed at that time in France, the outflow of surplus capital 
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in the form of long-term credits to foreign countries was rendered difficult and almost impossible. 
This taxation amounted to nothing less than an export duty on capital which effectively prevented 
a free exchange of capital between the French market und the other countries of the world. 

France thw became an island of cheap money in the ocean of dear money. Havina ~ore 
liquid capital than was needed, the market seldom appealed to its Central Bank, which, ~ spite 
of an inflow of foreign exchange-and, later on, an inflow of gold-could not utilise its increasing 
reserves for credit expansion for the simple reason that the market was not in need of credit. 
Therefore, the passive sterilisation of gold became a vital necessity under the conditions caused 
by the fiscal embargo on the export of capital. 

This circumstance will doubtless remind the reader of another fact-namely, that in some 
quarters in the City of London, and on Wall Street, in 1930, the opinion was expressed that the 
chief cause for the acute phase reached in the economic crisis was to be found, not in the shortage 
of gold, but in the mistaken policy of the chief money markets. Without discussing whether or 
not this was in fact the case, we can, and undoubtedly should, state that, in the absence of a 
free international exchange of capital, the distribution of gold ia mbject to disturbancea. The diffi
culties which lie in the path of international economic exchanges do not facilitate a reasonable 
distribution~ From this point of view, local sterilisation is rather the effect than the cause of 
the evil-rather the symptom than the source of the disease. 

The distribution of gold in the world is still far from perfect. America possesses more than 
40 per cent of the total reserves of monetary gold of the world. She accumulated her reserves 
partly during the war and partly in the years immediately following. Similarly the neutral 
States, such as Spain, for instance, accumulated during the war excessive reserves in relation to 
their economic requirements. The endeavours of America in the summer of 1927 to give back part 
of her surplus gold ended in failure in the course of less than a year. The policy of cheap money 
which was then initiated caused speculation on the Stock Exchange instead of the rise in the 
general level of prices, which would have led to an outflow of gold not soon likely to return. As 
a result, America was obliged, in the summer of 1928, to embark on a policy of dear money, in 
consequence of which she soon regained the gold she had previously lost. 

Simultaneously, France began to act as a magnet for gold. In the first place, she did not 
abolish the barrier which was checking the free outflow of capital. Having at her disposal a 
large amount of foreign exchange, she also benefited by her privileged position on the gold market 
because gold arbitrage under these conditions could be more lasting and effective than on other 
markets. Abnormal conditions caused an abnormal accumulation of gold. 

The redistribution of gold has thus proved, in practice, more difficult than was generally 
anticipated. It could not have been otherwise, however, because a reasonable distribution of 
gold requires a free international economic turnover. This is the conditio aine qua non. The 
international movement of gold cannot proceed smoothly when the movement of other economic 
values is hampered by artificial impediments. This applies, not only to thf' exchange of capital, 
but to all other goods and services, and constitutes the eaaential point of the question. Never
theless, it is too often asserted, both verbally and in print, that the better distribution of gold 
depends on the goodwill of Central Banks. It is frequently argued that countries which have 
gold in abundance should" put their surplus at the disposal' of the rest of the world". "Put 
at the disposal" sounds delightful; but is it enough'! Does it mean that someone else can 
promptly possess himself of the gold and take it home'! 

No one receives gold gratis. It must be purchased, paid for. If an inflow of gold is desired 
by a country it must obtain a surplus of income in its transactions with other countries. The 
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eapacitv to attract gold thus depends not so much on the production of gold in the world as on 
a favo.;,..ble balance of foreign payments, whieh itself depend, primarily on a aound national 
crorwmy. With an adverse balance of payments, an inflow of gold is possible only in the form 
of foreign loans. These loans, however, must in time be repaid. In this case also, therefore, an 
excess of revenues over expenditure must sooner or 1ater be secured. 

The same applies, as we have already seen, to the home market. The amount of credit 
based on the gold reserves of a Central Bank depends, not only on the issuing capacity of the Bank 
and its willingness to discount commercial paper, but also on the ability of the market to utilise 
this credit. With a large trade turnover, the number of bills increases, but, when commercial . 
tran.<actious are small, it diminishes. The volume of trade turnover, however, depends not 
only on the amount of gold in a Central Bank and on the increase of industrial and agricultural 
production under the influence of larger credits, but also on the buying capacity of the home 
market. When this lags behind the increase of produetion, temporary and relative over-pro
duction is bound to enme, and prices begin to fall in proportion to the liquidation of stoeks. 

The volume of trade turnover then diminishes, and at the same time decreases the production 
of commercial bills, and the bill portfolios of the Central Banks begin to shrink independently 
of the state of their reserves.· We have seen this happen in 1930. This year, Europe has steri
lised part of her reserves in gold and .foreign exchange, not because she wished to do so, but 
because she was compelled. 

It is also too often forgotten that the credit of a Central Bank, based on gold, is a means of 
financing production and not conaumption.. If the increase of production, stimulated by the 
inflow of credit, outruns the increase in the purchasing power of the ultimate consumer, the 
equilibrium of production and consumption will be upset to the disadvantage of the producer. 
Supply then exceeds demand, prices begin to fall, and trade stagnation sets in. Under these 
circumstances,. neither a large increase in the production of gold nor a faster inflow of gold into 
the Central Bank can be used as a dired means of alleviating the situation. When the Bank is 
obliged to sterilise part of the gold reserves which it has at a given moment, it is naturally 
obliged to sterilise any new inflow of gold also. 

Relative over-production cannot be cured by giving more credit to production. 
The assumption that the present crisis is a result of the shortage of gold is partially based 

on the illusion that we buy goods and services with money. In reality each of us buys goods out 
of hi, income, and money-i.e., gold-is only the measure in which this income is expressed. 

The amount which we can buy on credit is also limited by our income, the size of which 
determines our capacity to pay. A person who buys more than his actual income permits must 
incur debts. A person who incu1'11 debts exceeding his capacity to pay, as fixed by this actual 
income, is bound to become bankrupt. 

Credit dou not make income larger, lnd conatituteJt a burden on it. 
Income is not a monetary phenomenon, although it is expressed in terms of money. The 

income of an individual is a fraction of the national income, and the size of this fraction in a 
given year, like the si7.e of the total national income, is not a monetary phenomenon, although 
it is exprl"Ssed in tenM of money. . 

The size of the national income and its proper distribution depend primarily on a Bound 
natioool eeonomy. Bu.d economy eannot be directly cured either by a change in the rate of 
gold production or by a change in the rate of gold inflow. 

Prices play the part of a regulator of the proces~ of restoring equilibrium between production 
and consumption. In this respect, no better mechanism has so far been invented. Opinions 
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are not lacking that the present crisis can be cured only by a fall in prices, sufficiently large to 
increase real purchasing power to the point where demand would equal the present supply. 
The question arises, however, whether the fall in prices which has taken place in the last few 
years has in fact simultaneously raised the real purcha.~ing power of the mass of consumers-in 
other words, whether the index of retail prices has fallen as rapidly as the index of wholesale 
prices. 

Our experiende has been quite the contrary. The index of retail prices, which determines 
·the real value of individual incomes, bas shown a strong resistance to the decline. The fall in 
retail prices has everywhere been belated and very moderate, and, in some places, it bas not 
taken place at all. In the past few years, the value of gold as measured by the index of whole
sale prices has shown a different tendency from that displayed by the value of gold a., measured 
by the index of retail prices. It has even happened from time to time that the ralue of gold 1uu 
increll8ed for the producer and Bimultaneowly diminished for the consumer. It would be difficult 
to find a more eloquent paradox. ' 

This is an indication of the complexity of the post-war world economic situation. The 
theory that the alleged shortage of gold is the chief cause of the evil does not suffice to explain 
the present situation, while references to the sterilisation of gold explain it even less. 

8. 

The example of France affords proof that the impediments which hamper the free 
exchange of capital exercise an adverse influence on the international distribution of gold. 
Nor is the distribution facilitated by the obstacles which hamper the international exchange of 
commodities and services in general. We live in a period of widespread protectionism. Even 
in the City of London, the fortress of free trade, opinions are ever more frequently expressed 
in favour of the adoption of a policy of protection. Barely four years have elapsed since the 
publication of the famous Bankers' Manifesto of October 1926, and we are already awaiting a 
new manifesto and a new diagnosis of the situation. 

A revision of the views expressed four years ago bas become necessary on account, not only 
of the recent considerable increase of Customs duties in America, but also of other experiences 
acquired in the course of the past few years; for economic developments have refuted the diag
nosis established by the manifesto four years ago. 

The diagnosis ran as follows : " The return to prosperity is retarded by the extent to which 
tariff barriers, special licences and prohibitions since the war have been allowed to interfere with 
interna~ional trade ". · This applied particularly to trade barriers " jealously guarded by the 
new countries". "The breakdown of great political units in Europe dealt a heavy blow to 
international trade. " As a result" prices have risen, artificial dearnesahtu been created, production 

· aa a whole 1uu been diminished". In view of such consequences, "the breaking-down of the 
economic barriers may prove the surest remedy for the stagnation which exists". The diagnosis 
and the remedy so formulated constituted the leading principles of political and economic ideology 
in the past four years. 

What answer, however, has the experience of these last four years given? 
The statistics published by the League of Nations in its Memorandum on Production and 

Trade for the years 1923 to 1928-29 reveal that in the years 1926-1928 the total population of 
the world increased by only about 2 per cent, whereas the production of foodstuffs and raw 
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materials increased by 8 per cent, and world trade by 11 per cent. Production and trade 
continued to increase up to October 1929, in which month a widespread economic recession 
began. More interesting, however, are the figures which refer to Europe alone. The production 
of foodstuffs in Europe (excluding Russia) during the period 1926-1928 was greater than else
where. As regards the rate of increase in the production of raw materials, Europe ranked second, 
South America taking the first place. The expansion of international trade for the whole of 
Europe was less than for Africa and South Ameri<'.a, but the indice1 for Eastern and Central Europe 
_,6 the highest in the morld. The rate of increase of production and trade in Europe was more 
rapid than in North America, although in that country also the year 1928 brought new record 
figures. . 

The above statistics reveal in the first place that the group of countries situated in Central 
and Eastem Europe showed the highest level of commercial expansion during the period 1926-
1928. The world's record figures were registered in the territories where " the breakdown of 
great political units " had previously taken place. As a result, German exports stood first in 
1929 as regards their rate of growth. 

Exports from Germany in 1928 to the new countries which were created out of the territories 
separated from pre-war Russia compensated for the large decline in German exports to that part 
of pre-war Russia included in the Soviet Union. Exports from Germany to the Succession 
States already exceeded in 1925 the imports from Germany into Austria-Hungary in 1913. On 
the other hand. German exports to the westem countries with which Germany had been at war 
did not reach pre-war figures until the end of 1928. 

I do not make this statement to defend the position of the new States but to show by an 
example that the opinion which has been formed under the influence of the Bankers' Manifesto 
is not justified by facts and figures. The consequences of protectionism are by no means such 
as were anticipated in the Bankers' Manifesto. We have seen: (1) that, in spite of very high 
tariff barriers, the new States are increasing the scale of their imports at a rate not less fast, and 
in some cases even faster, than the old States whose tariff barriers are said to be lower; (2) that 
world production " as a whole " not merely has not diminished, but has increased to such an 
extent that the world is suffering from relative over-production; (3) that wholesale prices not 
merely have not risen, but have, in the last few years, shown even a pronounced downward 
tendency, and (4) that not merely is" artificial dearness" not noticeable, but the real value of 
salaries and wages has increased. 

We are confronted with a paradox. 
Protectionism applied in the past ten years by the old and new States has led to relative 

over-production, to the decline of world wholesale prices and to the lowering of the cost of living. 
This is just the contrary to what was expected. Prices instead of rising are falling, the cost of 
living instead of going higher tends even to be lower, and production " as a whole " increased 
to such an extent during the period 1926-1929 that, in 1930, the whole world is passing through 
a period of a relative over-production and a general economic crisis. 

The most striking feature of the situation is the fall in the world level of prices. The general 
race in raising tariff barriers has not only not secured a raising of the general level of prices, but 
has not even succeeded in protecting it against the downward influences which have been apparent 
since 1925. Were we to calculate the percentage increase jn the rates of the Customs tariffs in 
!he_varioua countries a~d. on the basis of these fiscal coefficients, correct the corresponding price 
md1ces of those countnes, we should arrive at the conclusion that the fall in world prices was in 
reality much greater. 
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We have thus another paradox. 
The p~t~c~ionism of the ~riod 1925-1930 rendered the fall in prices less acute, and thereby 

tended to d1m1msh the proportions of the economic crisis. In view of this fact, it is obvious that 
protect~onism neither is nor was the source of the malady; it is only one of its symptoms. 

ThiS docs not mean, however, that protectionism should be accepted as a principle. 
By hampering the free exchange of commodities, protectionism makes the reasonable dist.ri

bution of gold more difficult. Although America puts her gold at the disposal of the other coun
tries, Europe is not able to retain the gold it purchases. Nor is it less true that protectionism 
has an undesirable effect on the investment of capital. The world is suffering to-day, not fron, 
a shortage of gold, but from a scarcity of long-term capital, and protectioniam must be held in large 
meaaure reaponaible for thiB scarcity. It is not, however, the sole cause, because the effects of 
this system in practice are contrary to what was anticipated. The paradox that lies in the fact 
that protectionism diminished the rate of the decline of prices during the period 1925-1930 
compels us to regard the present policy of protection as one of the symptoms, and not as the essen
tial root of the trouble. 

The present crisis cannot be satisfactorily explained either by an absolute shortage of gold, 
or by the relative shortage caused by sterilisation, or by protectionism. Deeper causes must 
exist, both for protectionism and for the illusion that there is a shortage of gold. 

'· 
F~m the theoretical point of view, the production of a given country is equal to its 

national income. Our purchasing power is as large as our production. From the ideal point of 
view, the adjustment of production to consumption must sooner or later be reached. Absolute 
over-production can never exist, but from time to time a relative over-production develops when 
the apportionment of production, which is equivalent to the apportionment of the national 
income, is not carried out in the proper way. Not only the production, but also the distribution 
of goods, is governed by definite laws. 

Whether we have equilibrium or disequilibrium in the exchange of goods depends on the . 
way in which this distribution proceeds; in other words, on the question whether the road which 
leads from the producer to the ultimate consumer is a short or a long one, and whether it is a 
smooth road or one made difficult by impediments. 

The year 1930 affords an excellent example of this. Millions of unemployed are suffering 
from hunger, while in North America, the Argentine, Australia and Europe agricultural countries 
are hard hit by the low prices of agricultural products. Cuba is full of sugar, Brazil of coffee. 
Nor is the situation better as regards the raw meterials which are necessary for_ industrial 
production. 

Where is the chief cause of such large disturbances in the distribution of goods to be found? 
On the home market it is not the total national income which plays the .part of the consumer 

but the fractions of that income which are in the hands of individuals. It i.~ the dynamic function 
of individual incomes which is of chief importance in the exchange of goods and services. 

The relevant statistical data do not give a clear picture at first glance. In the majority of 
countries the indices of production have considerably increased as compared with 1918. The 
value of foreign trade per head of population is also higher at present. In the majority of cases 
the aggregate national income, as well as the average income per head of population, has likewise 
shown an increase. According to these indices one would not expect to find that the increase in 
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demand has lagged behind the increa.ore in supply, especially in those countries which show a 
considerable increase of national ineome per bead of the population. Nevertheless, the economic 
crisis e:ocists, and it is not a purely local but a world phenomenon. There must be some serious 
defects in the dynamic role of national income which are responsible for the fact that the actual 
consumption capacity of the market is still lagging behind the actual supply. 

This is, in fact, the case. The army of unemployed continues to be a heavy burden. 
Although the total number of unemployed in the whole world may he lower than that registered 
ten years ago, the progress made in the last five ye&J'!I cannot be l"f'garded as satisfactory. If we 
take the average nUlllber of unemployed in England in 192-1. as 100, we shall get the figure 105 
for the year 1927 and 107 for the year 1929. The same is noticeable in Germany and many 
other countries. 

We should, moreover, include in these calculations the number of partly employed workmen 
and their families. and take into consideration that at present, in· the majority of European 
countries. the labour of Government officials is not paid for as it should be, and that the standard 
of living of the non-manual worker has not yet reached the pre-war level. 

The same applies to the rentier class. In the countries which passed through a period of 
inftation, although savings have increased considerably, they have no~ yet reached the pre-war 
leveL The income which the investor receives from his capital is, in most countries,· a relatively 
small part of the total national income, and the pa1t which it plays in consumers' markets is of 
proportionately lesser importance. -

Finally, there is a third factor which exercises a retarding influence on the rate of progress 
in rebuild ng consumption. It is the resistance of the index of retail prices and of the cost of 
living to any decline. In the advantages which come with a fall in wholesale prices, the salaried 
class of the population does not participate to any but a very moderate extent, and to the small 
extent to which it does participate the participation is considerahlv delayed. We observe this 
clearly in the last four years. Dur'ng the period from April1925 ~the end of 1929 the indices 
of wholesale prices and the indices. of the cost of living showed the following changes : 

EngiMd •••...••........... 
United States of America •.. 
Germany ••••••...•••...... 
Sweden ••.•..•••••.••••.•.. 
Switzerland •••..•••.... : ... 
Netherlands .....••.•......• 

Wholesale Pricea Index 
- 22.5% 
- 18.5% 
- 6.1% 
- 25.1% 
-18.8% 
-12.8% 

Cost of Living 
- 5.2% 
- 0.6% 
+ 11.5% 

5.6% 
'·7% 
6.7% 

For the countries which have stabilised their currencies since 1927, a similar comparison, 
covering the period from the end of 1928 to the end of 1929, gives the following picture : _ 

France .................... . 
Belgium ................. . 
Italy ....................... . 

Index of \'\<"holcaale _Plicea 
- 10.9% 
- 6.7% 
- 9.,% 

Cost of Living 

+ 1.9% 
+ 5.6% 
+ 1.,% 

The resistance of the cost of living to any reduction is striking. In England, the difference 
between the wholesale price index and the cost of living in 1925 amounted on the average to 
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U points, whereas, in 1929, it amounted to 26 points, the margin having thus increased by 
Ill points. For Germany, the corresponding figures are 1.5 in 1925 and 17.2 in 1929. In Nether· 
lands, the difference between these indices increased from 6 points in 1925 to 10 points in 1929. 
For Sweden the corresponding increase was from 15 to 29 points; for Switzerland from 7 to 
20 points. 

These facts show that the mechanism of prices, which operates as a regulator of the relation 
between supply and demand, i• not working as it should. The fall in wholesale prices and parti· 
cularly the fall in the prices of raw materials does not exercise its due effect on retail prices, and 
it is these latter which are of the greatest importance to the ultimate consumer. In consequence 

. of this, the 'buying capacity of the ultimate consumer does not increase, because the real value 
of his income does not increase in the proportion in which the index of wholesale prices falls. 
As a result, the economic \'risis is bound to become protracted and complicated to the extent to 
which the index of retail prices lags behind the index of wholesale prices. 

The difference between. the level of whole..ale prices and that of the cost of living in some 
European countries is alarming. We have seen in the table above, that, in Germany, during 
the period from April 1925 to the end of 1929, the index of wholesale prices fell by 6.1 per cent 
while the index of the cost of living rose by 11.5 per cent. During the year 1929, the index of 
wholesale prices in France fell by 10.9 per cent, while that of the cost of living rose by 1.9 per cent. 
In Belgium, in the same year, wholesale prices fell by 6. 7 per cent while the cost of living rose 
by 5.6 per cent. Italy registered a fall of 9.~ per cent in wholesale prices, with a simultaneous 
rise of 1.~ per cent in the cost of living. In these four countries, which play an important r()le 
in the world's economic life, the value of gold was increasing for the producer and decretuing 
simultaneously for the ultimate consumer. 

My readers will at first be astonished when I tell them that the cause which first checked 
the fall of retail prices was the too rapid tranajerence of American industrial methodl to Europe. 
I refer to the a~e of large sums of capital for the technical rationalisation of industrial under· 
takings. The idea of lowering costs of production, by producing in large quantities is both correct 
and sound. There is, however, a reverse side to the medal. Mass production requires mass 
sales, and only with mass sales can the cost of production of an individual article be lowered. 

Technical rationalisation call• for large investments of capital. Owing to this, the coefficient 
of interest due and amortisation of capital tends, in the calculation of costs, to increase in propor· 
tion to the coefficient of the cost of labour, raw materials and subsidiary materials. Before 
rationalisation, costs representing interest paid and amortisation of capital constituted a smaller 
item in the total costs of production. Since rationalisation, these costs are higher and moreover 
they constitute a fixed item. Thus, the coefficient of the varying costs of production diminishes 
in proportion to the coefficient of the fixed costs. 

If a firm manufactures its articles more rapidly and in larger quantities owing to technical 
improvements, and can easily sell this extra production, the higher ~ts for interest and amorti
sation of capital are spread over the large number of articles sold, and a reduction in costs of 
production is obtained. The situation is different, however, when the sale of the extra output 
is impossible, for, in that case, the additional goods contribute only to increase of stoeks. 

Then the increased fixed costs-interest paid and amortisation-constitute a heavy burden 
on that part of the output which is sold. The reduction of costs proves, in practice, a failure, 
and cannot be expressed in the form of a lowering of prices to the consumer. As one of the 
German economists (Dr. F. Pinner) rightly observed, the reduction of costs thus becomes an 
ea:panaion of costs. 
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Side by side with technical rationalisation, there has taken place a concentration of industrial 
undertakings in the form of cartels with the object of jointly fixing selling prices. In those 
countries in whieh not only a rationalisation but also a concentration of industrial undertakings 
has taken place, the prices of industrial goods show a still larger resistance to any decline. 

As a result, the volume of business done on the home market does not expand sufficiently 
under the influence of the fall in the prices of raw materials. Trade does not increase, and, as 
a consequence, the fixed costs of production, which have been increased by technical rationalisa· 
lisation, become a burden on the articles which are sold, for their number is not sufficient to 
reduce the costs of production. We repeat once more what we said at the beginning. The 
reduction of costs of production and retail prices is possible only with an increased turnover. 
When the volume of business done diminishes, the reduction of costs becomes illusory, and the 
reduction of prices is rendered difficult. 

Technical rationalisation requires, not only a full or an almost full employment of the 
machinery, but also mass sales. It is clear, therefore, that the transfer of American methods 
to Europe can, in practice, bring about a reduction of costs only when mass production is accom· 
panied by mass sales. 

America embarked on this policy after the war, having high wages, an extensive home market 
cheap investment capital. and a favourable trade balance with the rest of the world. Europe, 
began recklessly to imitate the American methods, utilising money borrowed at high rates in 
America. despite the fact that she had lower wages, disorganised home markets, and an adverse 
balance of payments with the rest of the world. With different general conditions, the application 
of the same methods could not, and could not be expected to, give the same good results. 

In the light of the above arguments, it is possible to understand the resistance shown in the 
past few years by the prices of industrial articles to any decline. The same resistance was also 
displayed by the cost of living to the ultimate consumer, although agricultural production has 
su1Iered the greatest fall of all in wholesale prices. 

In Europe, rationalisation and amalgamation were effected in a far lesser degree in agricul
tural production than in industrial production. Agriculture, by its very nature, cannot be easily 
adapted to American industrial methods. In spite of thi~~ the index of the cost of living rose in 
Germany in 1929 from 154.1 to 155.7, in Austria from 119 to 123, in France from 109 to 118, and 
in Italy from UO to 144. The cost of living to the ultimate consumer in many countries increased 
simultaneously with a heavy fall in wholesale prices for the agricultural producer. 

This riddle is easily understood if we take into consideration the second cause of the resistance 
of retail prices-namely, the ezce~~Bive burden of taxation, which is imposed, not only on industrial 
production, but also on all other branches of national economy. It is not only the production 
of goods but also that of services, not only industrial production but also agricultural production, 
trade, transport and finance, that have to bear this heavy burden. Even consumption is not 
exempt, for more numerous Customs, excise and monopoly duties are imposed on it, than before 
the war. 

The increased pressure of taxation is raising the fixed costs of the production of goods and 
services. In commercial calculations, the fiscal factor plays an even more important part than 
the factor of the service of the loans which represent the borrowed capital. These two factors 
taken together tend to raise the fixed costs in commercial enterprises above a reasonable level. 

When trade turnover diminishes, as long as variable costs constitute the greatest part of 
the ~ts of production, and industrial undertaking can more easily cut down expenses by 
reducmg the variable costs of production. This was the case before the war. The situation 
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has changed to-day. Where fixed costs tend Jo be as great as variable costs, the reduction of 
the latter cannot give sufficiently favourable results to permit of a substantial reduction of st'Uing 
prices. The calculation of costs is deprived of it& elasticity. We are then confronted with another 
paradox. Workers' wages in Europe have begun to be relatively too high, although they 
are still below the American level. In many European countries where the real value of wages 
is still lower than before the war, the level of wages is considered by the producer to be excesssively 
high. -

We are thus in the presence of a very dangerous phenomenon. The excessive increase of 
the fixed costs of production (I) prevents indust~al producers from adjusting their price1 to the 
diminished trade turnover during an economic crisis, and (2) renders it more difficult to raise 
wages during periods of prosperity in order to increase the national market. 

5. 

The excessive weight of taxation is everywhere noticeable and is the subject of constant 
criticism. Nevertheless, I feel that it may be useful to quote some figures to illustrate the 
comparison between the burden of taxation and the average national income per head of popu· 
lation. As basis for this comparison, I shall take the years 1913 and 1928 and the corresponding 
figures in dollars. 

In England the average national income per head of the population increased by 65 per 
cent, while the annual budget revenue showed an increase of 846 per cent. In France, income 
per head of population fell by 6 per cent while the total budget revenue increased by 82 per cent. 
In Germany the corresponding figures are + 43 and + 142 per cent; in Italy,- 8 and + 145. 
Even in the United States they are + 121 and + 458 per cent. 

In the above estimates I have taken into account only the weight of taxation imposed by 
the Governments. We know, however, that the taxes paid to local authorities and for social 
insurance showed an equally pronounced increase in the same period. 

This unusual increase of taxation is the outcome of a reckless expansion of public expenditure. 
In the countries which I have mentioned above, the increase of expenditure in 1928 as compared 
with 1913 amounted in England to 344 per cent, in France to 82 per cent, in Germany to 134 per 
cent, in Italy to 130 per cent and in America to 434 per cent. The expenditure of local autho
rities in England increased at the same time from 169 million pounds sterling in the fiscal year 
1913-14 to 519 millions in the period 1926-27. The total expenditure of the Government and 
local authorities in England increased by more than one billion pounds. In Germany the expen
diture of the central Government, the States forming the Union, and the local authorities reached 
the sum of 19 billion marks in 1927, while, in 1913, the corresponding total was only 7 billions.l 

• F. K. Mann, in his pamphlet (" Finanzwissenschaftliche Forschungen ", Gustav Fischer, Jena, 
1930), states that the fiscal burden in leading countries constituted, in the year 1928, from 20 to 25 per 
cent of the total national income in that year. In 1913 in the same countries the fiscal burden varied 
only from 10 to 14 per cent. The increase of the public share in the national income rose by about 
100 per cent. Calculations for Germany made by Edbert Munzer ("Dynamischer Staatshaushalt", Gustav 
Fischer Jena, 1981) reveal a still more striking ratio. Total fiscal revenue of the Federal State, States 
forming the Union and municipalities represented 80.1 per cent of the national income in 1928, whil!it 
in 1918 it was only 16.2 per cent. If we add to the above also revenue collected by all other public 
bodies in Germany, the total share in the total national income was 53.8 per cent in 19281 More than 
50 per cent of the national income in Germany was absorbed by all public authorities and bodies in 19281 
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1n the majority of cases, expenditure connected with post-war reconstruction had been 
incurred in the first five years following the war. In spite of this, Governments, as well as local 
authorities, continued in the following years to increase their budgets. With such a policy, it 
is not astonishing that the accumulation of liquid capital in Europe is not making sufficiently 
rapid progress, aud that the indices of retail prices show too great a resistance to decline during 
periods of economic depression. 

When, with dimin.shed trade turnover and falling wholesale prices, budgets do not show 
any d"minution, the pE"rcentage share of the State in the national income increases. Owing to 
lower prices and diminished trade turnover, taxation becomes relatively heavier even when 
tax-rates remain practically unchanged. In Europe, the real pressure of taxation on national 
incomes is everywhere increasing at present, thereby more and more effectively checking the 
domestic accumulation of capital. 

H the State were to take only half the amount which it is taking at present, the remaining 
half would constitute a reserve fund for productive purposes. This is not the case, however, and 
it is precisely for this reason that, in periods of economic recession, States are so often compelled 
to play the part of creditors. which is not one of their primary functions. Since the war, the 
importance of State Bimks has considerably increased, and budget funds are frequently used 
for industrial investments. 

The State, taking too large a part of the national income, is obliged to perfonn some of the 
functions which had hitherto been left to private initiative. This unsound practice cannot be 
neutralised by the fact that, by increasing its expenditure, the State thereby directly increases 
its purchases on the home market and indirectly increases the purchases made by Government 
officials, who live on salaries paid out of public funds; for if its functions steadily expand, the 
State is not able to remunerate its offi~ials adequately for their labour. In the majority of 
European countries, public service is not paid for as it should be, nor can it be otherwise. With 
the present system of increasing expenditure, an excessively large part of the national income 
is used fur tJae production of aeroica at tJae uper&Be of tJae production of gooda: An increasingly 
large part of the national income is absorbed by the expansion of the functions of the State, and 
that part which is left for the further development of production diminishes relatively, inasmuch 
as it incre&u lu• rapidly than the part allotted to the production of public services. 

' . 
The amount spent on public services is increasing more rapidly than the average individual 

income. EvenJ citizen receivu more and more aBBiBtance and protection from tJae State at the e;eper&Be 
of tJae production of daily bread. By checking the rate of increase of the accumulation of capital, 
the State checks the growth of the national income. By checking tJae growth of tJae national inco-me 
tJae State checkB tJae rate of incre&e of C0718Umption capacity. It the accumulation of capital were 
not checked by excessive taxation, private initiative would have a better chance to develop, the 
dinribution of income among individuala. would be mure reaBmable, and the consumption capacity 
of the home market would increase more quickly. · 

In the past five years, Governments have encouraged their home industries to carry through 
technical rationalisation by means of money borrowed abroad at high rates. They have thus 
encouraged an increase of production and brought about a situation in which a large home 
market and large trade turnover have become more and more ·indispensable. Simultaneously 
they have increased the size of their budgets, using a larger and larger part of the national income 
for the production of public services at the expense of the production of goods. By thw checking 
tJae rate of accumulation of home capital they have checked the rate of increaBe of tJae national income 
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tmd hindered iii proper distribution. While with one hand they have encouraged an increase i11 
supplies, with the other they have checked the increase in purchasing power. 

Thus there exist simultaneously two divergent trends. The consciotu fostering of the increMe 
of mpply ha8 been accompanied by the unconsciotu checking of demand. With such a policy an 
economic crisis WM bound to be created. And, in the future, short boom periods wiU continue to be 
foUowed by protracted periods of depression, if such an unsound policy, involving so many contra
dictions, continues to be pursued. 

To give a true diagnosis of a malady so complicated as the world economic depression is by 
no means easy. Whether my arguments are sufficiently strong and have exhausted the matter 

. may be open to question. I believe, however, that I have succeeded in pointing out the chief 
cause of the present difficulties. Undoubtedly this cause is to be found in the excessive way in 
which public expenditure has expanded since the war. If this be true, the reduction of public 
budgets appeara to be our moat urgent and important task. 

Without a reduction of public expenditure, it will be impossible to lighten the excessive 
burden of taxation which hinders the domestic accumulation of capital and thereby checks the 
rate of increase of individual incomes. Aa long aa we do not accelerate the rate of increMe of indi
vidual incomes, we cannot accelerate the rate of growth of consumption capacity. This is the central 
problem of the present economic situation in Europe. Unless this problem is understood, we 
cannot delude ourselves with this belief that the fight against protectionism will bring about 
practical results, and that a further technical rationalisation of production will restore the equi
librium between supply and demand. 

Protectionism is neither the cause of the trouble nor a remedy for it. In this respect, both 
the supporters and the opponents of high tariff barriers are wrong. With the present steadily 
increasing scale of public expenditure, the lowering of tariff barriers will have to be compensated 
for by the raising of other forms of taxation, and it will, therefore, bring about no practical 
results, because an increase in the burden of taxation, or even its stabilisat'on at its present 
levels, will continue to check the rate at which the accumulation of capital increases, and thereby 
the rate of increase of incomes, by which consumption capacity is in large measure determined. 
I personally believe that customs tariffs should be lowered. I do not believe, however, that such 
action will have a good effect unless it is preceded by a reduction of public expenditure, without 
'"hich we cannot expect any reduction of taxation. 

1\ly thesis is clear and simple. The reduction of public e.z:penditure is indispensable to any 
eflective reduction of tariff barriers. To attack the tariff barriers while still tolerating the present 
&!'ale of public expenditure would be fruitless. 

The same can be sa"d of the technical rationalisation in Europe. I am just as great a 
supporter of rationalisation as I am an opponent of protectionism. I believe strongly, however, 
that the effect veness· of rationalisation, as of the reduction of tar:ff barriers, depends primari'y 
on their being preceded by a reduction of public ezpenditure. W .thout that it will be impossible 
to reduce taxation, and this is indispensable if the ratio of fia:ed to variable cons in eotnmercial 
ttndertakin"s is no lon"er to move in a direction detrimental to the ability of the undertaking to adopt 

" " ita selling pricea to iiB diminished turnover. 
I now return again to my main thesis. 1\ly diagnosis is as follows. Too large a part of the 

na!ional income is used for the production of public aervice1 at the ezpense of the production of daily 
bread. In checking the domestic accumulation of capital by excessive taxation, public bodies 
thereby reduce the rate at which income increases. With incomea increasing at a slow rate, we 
cannot e:z:pect a rapid rate of progress in the rebuilding of consumption capacity. For buying capacity 
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tJepe11fl8 primarily on the rize of income. In the_light of what has been sa~d above, it cannot be 
doubted that the most important problem facmg the world at present IS to secure a -:~ounder 
ratio between that part of the total income allotted to the production of public seroices and that alloUed 
to the production of goods. 

6. 

Let us now suppose, for example, that the State takes the whole net profits produced 
during the period of a year in a given country, so that nothing remains to be added to the total 
of productive capital. The inhabitants of that country will not be able to raise their standard 
of living or to save. The individual income will not increase, and, at the same time, real 
purehasing power on the home market will remain stationary. 

It cannot be questioned that a State which takes more, also spends more. lmtead of its 
citizet&B laaving a higher standard of living, more i1 apmt on public life. This is not, however, a 
satisfactory compensation for what is lost by such a distribution of the national income. 

The State does not putchase all kinds of goods, but only special kinds. In this respect, it 
does not possess a great elasticity. The State spends money primarily to pay labour in return 
for services. As a producer of goods, the State confines itself to producing war material, means 
of communication, and other types of goods which possess a special public importance. The 
State does not produce bread, clothing, machinery, luxuries, etc. Therefore, if the State takes 
from its citizens their entire net profits, it is to spend this money for the production of public 
services, or of a limited selection of goods, possessing a special public importance. Then the 
production of public services and goods of public importance will increase at the expense of other 
goods of nonnal everyday consumption. 

When it hampers the domestic accumulation of capital the State does not compensate for 
the deficit which it causes by accumulating capital itself. The State spends money; it does not 
save it. Only under the pressure of an economic crisis, when the industrial structure must be 

_ saved from bankruptcy does the State give credit out of public funds. This is relief credit and 
not normal credit. Thus the results cannot be the same as when the market is fed by capital 
drawn from the savings of the community. The object of Government credits is then to 
preserve the existing state of affairs, not to promote progress. 

The machinery by means of which the State collects its share of the national income is 
taxation. Direct taxes reduce the nominal income of its citizens. Indirect taxes reduce their 
real income by raising prices. The longer the road which a commodity has to travel from the 
factory to the hands of the !ultimate consumer the greater i.8 the influence pf taa:ation on the retail 
price of that commodity. It is generally known that the effect of Customs tariffs is the same; but 
it is forgotten that protectionism exercises only a limited influence. The resistance of the index 
of retail prices to reduction in spite of a fall in the prices of raw materials which are free from 
import duty or benefit by preferential rates shows very clearly the extent to which the pressure 
of taxation, together with the Customs, which is only one of its elements, exercises a disturbing 
influence on the circulation and exchange of goods. 

If, in taking the country's total net profits, the State were to use them in large measure to 
raise the salaries of its officials, their standard of living would rise, the demand for goods on the . 
home market would receive a stimulus, commercial turnover would increase in the following 
year, and both agricultural and industrial production would find partial compensation in increased 
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returns. If, however, instead of a rise in salaries and wages a further expansion of public services 
takes place, the standard of living of the officials will not rise, the demand for goods will not be 
stimulated, and commercial turnover will not show any appreciable improvement. To-day, this 
latter condition preva]s. The level of Government officials' salaries systematically lags behind 
the increase in State budgets. No wonder, therefore, that the volume of demand, the volume of 
real purchasing power, does not rise in proportion to the increase of rationalised production. 

The above picture, based on the hypothesis that a country's total net profits in a given year 
are confiscated, is clear. The consequence of this confiscation is that a disturbing influence is 
exercised on the circulation and exchange of goods by the excessive pressure of taxation. The 
situation is no different-in principle-when the State takes, not the total net profits, but too 
large a part of the national income. The effects of this policy make themselves felt in the same 
way. The accumulation of capital cannot proceed with sufficient rapidity, the level of individual 
incomes does not rise in proportion to the growth of production, and the absorption capacity of 
the increasing population diminishes. · 

In the summer of 1930, the total number of unemployed in the world reached about 
11 millions. Add to this number of unemployed workers their families, as well as the total number 
of partly-employed workers and their families, non-manual workers; and Goverpment officials, 
whose labour in the majority of countries is not sufficiently well paid, as their salaries and wages 
are raised at a slower rate than that of the increase of the burden of taxation. These figures 
show only too clearly that world ecofllrmy iB mflering from an undue increaae in public budget1, 
and from the remlting shortage of capital. This evil is the origin of the disproportion between the 
rate of increase of productiQ.n and the volume of real purchasing power, as a result of which a 
serious crisis in the exchange of goods was bound to come. 

No wonder, therefore, that under these conditions the first post-war decade has been one 
of short periods of prosperity and long periods of recession or depression. The situation will not 
improve in the second decade if public expenditure and the excessive burden of taxation which 
results from it continue to grow. After short periods of improvement we shall again witness 
protracted periods of recession or depression. · 

7. 

If we bear this in mind, it is clear that the abnormal distribution of the supply of gold 
cannot be cured unless the errors of world economy are corrected previously, or at the same time. 
The distribution of gold is the result of the general world economy. Bad economy creates bad 
distribution. Good ~onomy causeS good distribution. When neither the exchange of capital 
nor the exchange of human laboUr enjoys freedom of movement in international relations good 
economy is lacking. In certain countries, taxes hamper the movement of capital. Customs 
duties everywhere hamper the exchange of goods. Immigration restrictions prevent the free 
circulation of people from one country to another. Is it to be supposed, then, under such condi
tions, that gold abnormally distributed as it is now in consequence of the war, can be reasonably 
redistributed? 

America, where more than 40 per cent of the world's reserves of monetary gold are concen
trated, continues to enact more and more rigorous immigration restrictions, and has raised her 
~ustoms barrier to an unusually high level. At the same time, she demands that Europe should 
pay off her huge war debts. In what way can Europe make this payment, when she is finding 
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more and more difficulty in exporting her goods and labour? Under such conditions it is 
meaningless to state that America has put her gold " at the disposal " of the world. Europe 
cannot make use of this offer, for she cannot buy this gold in such a way as to ensure that it will 
remain in Europe and will be rca:.onably distributed. Up to the present France alone, out of 
the whole of Europe, has been. able to withdraw gold from the American reserves, and it may 
be doubted whether in the long run this will prove lasting. · 

Such a policy may bring about a gradual decline in the American standard of living to the 
European level instead of the reverse. Until this has been done, the repatriation of European 
gold from America cannot be sui.'CCSSful and permanent. 

By raising loans in America and changing part of these loans into gold, Europe can from 
time to time create the illusion of repatriation. But this is not a lasting repatriation, for, later 
on, Europe is compelled to give back the gold, the inflow of which was artificial and premature. 

To sum up, the period 1925 to 1930 wtu marked in particular by an e:eceaBive e.xpan.sion of 
public budgets. Protectionism was only the most obvious symptom of this unsound economy, 
and the difficulties which prevent a better redistribution of the gold supply are among its 
consequences. 

The fall of prices during this period was not the result of the shortage of gold-still less of 
the sterilisation of gold on the part of some Central Banks. Were the sterilisation policy the 
cause of the present crisis, a change in that policy would promptly change the situation. A. 
"'hole y~ar. huwever, of a cheap JTWneY polity htu fiOt brought any poBitive resulta. Nor could it be 
otherwise, because the credit granted by Central Banks does not finance consumption, but 
production. Rela1ive over-production cannot be cured by financing production more generously. 
Crrdit dou not in ibelf iriCTeaae the borrower'• income; on the contrary, it create• an additional 
burden Oft that income. Therefore, the possibility of increasing the demand on the home market 
in the long run does not depend on the volume of debts, which constitute a burden on income, 
but on the size of the income. 

The period of declining prices from 1925 to 1930 does not mark the beginning of a long 
downward trend of prii.'CS, possessing a secular character, and due to the present shortage of gold. 
It is not the shortage of gold that is the cause of the depression but an unsound world economy 
whir.h, through elt('es~ive public expenditure and too heavy taxation in all its forms, is responsible 
for the fart that the rate of increa.~ of income, which determines the buying capacity of the 
home markM;, lags behind the rate of increase of production. It is not surprising that, under 
these conditions, the general level of prices is subject to such changes as it would be subject to 
if a shortage of gold did in fact exist. 

State Socialism, increasing W production of public aervicea at a rate which iB fiOt commensurable 
· IIIith the accumula1ion of capital for the production of the neceaaariea of life, has become the prPdo
minant doctrine throughout the world. To check, and especially to reduce, the expansion of 
State budgets will not be an easy ta.~k. in spite of the painful experiences of the pre~ent crisis. 
If State Socialism continues to dominate world economy in the future the influence of' the decline 
in the produL1.ion of gold which is anticipated in a few years on the general level of prices will Le 
doubly ~rong. 

With an unsound general economy the danger of a scarcity of gold ill twofold. From this 
point of view, economy in the use of gold for monetary purposes is of primary and decisir·e 
importance to the future or the world. 



CHAPTER V. 

ECONOMY IN THE EMPLOYMENT OF GOLD. 

1. 

A shortage of gold has a depressing effect on prices. To-day, even before the falling-off 
in the production of gold has begun, a similar influence is being exercised by excessive public 
expenditure, and the allotment of too large a proportion of the national income to public bodies. 
Exaggerated public expenditures makes periods of prosperity comparatively short and periods 
of business recession and depression comparatively long. There will be no change for the better, 
either now or in the future, if the mistakes which are being made in world economy are not 
rectified. The later the reform of public budgets is begun, the greater will be the depressing 
effect of tlie weight of taxes and Customs barriers on trade cycles. 

If, with such conditions existing, gold production should begin to fall off, the general level 
of world prices will be caught between two fires. The depressing effect of great public expenditure 
will be added to by the depressing effects of the shortage of gold. At the same time, the conse
quences of the shortage of gold will be aggravated by the depressing influence of great public 
expenditure. The danger arising from an insufficiency of gold is doubled, and economy in the 
employment of gold for monetary purposes becomes a problem requiring prompt attention. 

We have seen in Chapter I, when dealing with the changes in the structure of the gold 
standard, that, during the first ten years after the war, reforms were effected of which some 
were consistent with the principle of economy and some were not. The former should be conao
lidated and improved, and the latter abolished, if the world is to avoid serious disturbances in the 
general level of prices and in its further economic development. 

Among the changes consistent with the spirit of economy .. there stand out the reduction 
in the circulation of gold coin, and the concentration of gold at the Central Banks. The reduction 
in the amount of gold coin in circulation has its good and bad aspects. The greater importance 
of the good aspects, however, is so apparent that detailed discussion of this subject seems super
fluous. The public has lost the habit of using coin, and now increasingly prefers modem means 
of payment. Even the use of notes in lieu of coins is gradually giving way to the use of cheques, 
which are circulating more and more widely. Consequently, attempts to return to a gold coinage 
are, it is plain, not only harmful from the standpoint of economy in the use of gold, but also 
illogical. If the development of the technique of payments leads to a more widespread use 
of cheques at the expense of notes, any attempt to return to the circulation of coin can only be 
considered a backward step. 

This would be an anachronism, inconsistent with the progress of civilisation in the monetary 
sphere. Consequently, it is probable that the promise to exchange notes for coin contained in 
the latest Statutes of the Central Banks of France and Switzerland will remain a dead letter. 
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Similarly the effort to bring gold coin into circulation which was contemplated in Italy in 1930 
will also probably fail, as did an earlier attempt in the Netherlands. These attempts are echoes 
of past times which will never return; they are a tribute to old traditions, 

A similar anachronism is the circulation of gold certificates fully covered by gold, a form 
of currency greatly employed in the United States of America. Any further postponement of 
the gradual extinction of this form of gold circulation is indefensible. The circulation of gold 
certificates is tantamount in practice to that of gold coin. and the concentration of gold at the 
Central Banks is therefore incomplete to the extent to which there are gold certificates in circu
lation. H America were an isolated island, she could afford to continue to maintain this costly 
form of monetary circulation. But as she is not, she should. in her own interest, withdraw these 
certificates as rapidly· as possible, in order to co-ordinate her bullion policy with that of the rest 
of the world. 

The concentration of gold at the Central Banks by the withdrawal of gold coin and gold 
certificates from circulation, and by the liquidation of the gold reserves of commercial and State 
banks and public treasuries, is a sound policy. As a result of this policy, gold coin is more and 
more being replaced in international transactions by gold bars. This form is more convenient, 
and it already plays a predominant part. H, in addition, a uniform standard of fineness were 
adopted. the technique of international transactions w_ould be further improved. The greatest 
advantage which results from the concentration of gold at the Central Banks, however, is the 
bank's increased ability to expand credit. 

A concentration of gold does not, of course, increase the gold holdings of a country, but it 
ensures its more effective employment for eredit purposes. The supply of gold does not increase, 
but the role it plays in the market gains in relative importance. In the face of the threatened 
falling-off in the world production of gold. however, this reform would be insufficient if it were 
not accompanied by further reforms relating to the demand for gold. The scope for possible 
reforms in this direction is greater, and their consequences are more far-reaching, than in the 
sphere of gold concentration. 

In the matter of economy in the demand for gold. the primary factor is the gold exchange 
standard. Under this system, the Central Bank includes in its fundamental reserve not ouly 
gold. but also, and as an equivalent, foreign exchange convertible into gold without limitation 
as to amount. The foreign exchange purchas_ed is [not spent on importing gold. but remains 
abroad. placed to the eredit of an account with a foreign bank. This system has both advantages 
and drawbacks. The chief advantage is that the bank which purchases the foreign exchange 
neither converts it into gold nor brings it home. The change into gold is postponed, and the 
demand for gold is thus temporarily reduced. H, however, a bank employs the foreign exchange 
which forms part of its fundamental reserves as short-term capital for operations on foreign 
markets, then the situation becomes unsatisfactory. This kind of capital may easily be trans
ferred in large am~unts from one market to another, and may interfere with the discount policy 
of foreign Central Banks, and this in turn may provoke undesirable disturbances in money 
markets. 

The movement of su~h foreign exchange from one country to another does not, however, 
have the same effect on the level of prices as the movement of gold. When a Central Bank 
purchases foreign exchange it increases the amount of its note issue, but at the same time there 
is no shrinkage in the credit structure of the country from which the foreign exchange flows 
out. The movement of foreign exchange has a one-sided influence on the credit structure, 
while the movement of gold bas a reciprocal effect, credit being increased in the country receiving 
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gold and reduced in the country from which it is taken. As a result of this fundamental diffe
~ence, the movement of foreign exchange also has a one-sided influence on the level of prices, for 
~t cannot even up differences in price-levels to the same extent as can a movement of gold. This 
IS undoubtedly a disturbing factor on the international market. 

The most visible adverse influence of the gold exchange standard is its influence on the gold 
market. The steady accumulation of foreign exchange creates a potential demand for gold 
which. constitutes a burden on those markets in which the foreign exchange deposits of Central 
Banks have been accumulated. The postponement of the acquisition of gold through the inclusion 
of foreign exchange in the reserve is subsequently compensated for by the accumulation of foreign 
exchange and the demand for larger amounts of gold. This potential demand has during the 
past few years exercised a particularly disturbing influence on the world gold market. 

In my memorandum on the reform of the gold exchange standard, published by the League 
of Nations in connection with the Interim report; of the Gold Delegation, I dealt in detail with the 
disadvantages of this system. I shall confine myself here to quoting the paragraphs of that 
work in which I proposed the reform of the present practice. 

" The most vital problem with which we are confronted is, in the first place, to reform 
the gold exchange standard in such a way as to impart to it the character of a permanent 
system, and so to remove the apprehensions :which it causes at present. • • • This 
purpose could be achieved if the Central Banks which apply the gold exchange standard 
included in their fundamental reserves only gold and demand deposits held on non
interest·bearing account with foreign Central Banks." 

Instead of the present practice of Central Banks lending the foreign exchange which they 
purchase to foreign commercial banks, it would be advisable in the future for all such sums to be 
placed in the form of sight deposits held on non-interest-bearing account with the Central Bank 
of the country issuing the currency in question, with the reservation, however, that the foreign 
Central Bank would not employ for credit purposes the funds which it holds in this type of 
account. • It would be desirable, indeed, that the Central Banks should show these accounts as 
a separate item on the liability side of their balance-sheets. 

" With such a system, if the Bank of Belgium buys a cheque on the Chase Bank 
in New York and orders the purchased amount to be placed to its own special non
interest·bearing account with the Federal Reserve Bank, the amount of purchasing 

_ power in America will in reality shrink and will counterbalance the simultaneous increase 
of the credit structure in Belgium." 

A similar process takes place in the reverse situation. 
We obtain then an important result: 

"The exercise of the • rights to receive gold' would be adjourned, without, however, 
its being possible to employ these rights to gold on two markets simultaneously." 

In this way, the inflationary factor which to-day causes disturbances in world prices, on the 
money markets and on the gold market would be eliminated from international economic life. 

The healthy features of the gold exchange standard could be maintained, while all that is 
unsound could be removed. Thus modified, the system could be9ome permanent and smooth
working, and would cease to be temporary and transitory as it is to-day. The pressure exercised 
on the gold market by the potential demand would be lessened. 
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The statutes of certain Central Banks pennit the inclusion in the fundamental reserves 
of foreign exchange exclusivdy in the form of deposits to their credit with other Central Banks. 
Greece and Bulgaria, where the statutes of the Central Banks were drawn up in accordance with 
the recommendations of lthe Financial Committee of the League of Nations, are examples of 
tbi~ There is, however, a difference between such local practice and the system which I propose 
for universal application. The greater part of the foreign exchange held by Central Banks is 
placed with commercial banks, and if it were:to be suddenly withdrawn and transferred to the 
Central Banks, such action might· cause a disturbance of a deflationary kind, followed by 
undesirable consequences. 

H the banks employing the gold exchange standard were to conclude a convention providing 
for the inclusion in their fundamental reserves of only those sums which are deposited with 
other Central Banks, they would have to arrange that this plan be carried out gradually. 
A convention of this kind is indispensable, because no Central Bank is prepared to renounce the 
profits accruing to it in the form of interest on foreign deposits, which profits frequently represent . 
important items in the nation's balance of payments, unless other Central Banks are prepared to 
do the same. H a convention of this sort were to be concluded, then it should be carried out in 
such a manner that all purchases of foreign exchange would be deposited with another Central 
Bank, while all sales of foreign exchange would be made from the holdings in commercial banks. 
The influx of fresh foreign exchange would become part of the new system, while the reserves 
of foreign exchange deposited with commercial banks would gradually be liquidated. In this 
way, any sudden disturbance of the money market would be avoided. 

~An exception to the general rule should, however, be made for the International Bank at 
Basle. This Bank, although it is not a bank of issue, constitutes a centre of permanent and 
regular CCKlperation between Central Banks. This will become particularly apparent when the 
International Bank puts into practice Article 24. of its statutes, which provides for the creation 
of a separate group of deposits for banks of issue alone in order to facilitate gold clearing and the 
conversion of assets from one currency into another. ' 

Deposits in gold will not cause· any particular difficulty in the organisation of a clearing· 
house for sales and purchases of gold between the Central Banks. lluch greater difficulties will 
arise in connection with the second category of deposits, those which are not paid in gold but 
in foreign exchange. as when a bank paying, for instance, in dollars receives the right to draw 
against that deposit in any other currency or, what is of the greatest importance, in gold. 

Let us assume that such a system of foreign exchange deposits has been adopted. In this 
case. the International Bank, in order to avoid the risk of exchange losses, will have to re-deposit 
this class of deposits exclusively with the Central Banks in accordance with a special agreement 
concluded in advance. whereby the difierence between selling and buying rates would be reduced 
to nothing. We will return later to this subject. For the time being, we shall confine ourselves 
to the statement that foreign exchange deposits of the class which come under Article 24. can be 
included in the fundamental reserves without difficulty, because they would have to be 
re-deposited with the Central Banks and not with commercial banks • 

. The problem is more complicated in the case of those deposits which do not come under 
Art1cle 24.. Even now, normal deposits of this class represent a considerable item in the balance
sheet of the International Bank. A portion of them is probably already re-deposited with Central 
Banks. The greater part of these holdings will, however, be deposited with banks which are 
not banks . of issue. If the gold exchange standard were reformed as proposed above, 
these depos1ta would be eliminated froJJI the fundamental reserve of the Central Bank. This 
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appears to be advisable from a purely theoretical standpoint. However, upon close analysis 
gf the working of this class of accounts, cases will be found in which exceptions to the general 
rule may be held justified. 

The International Bank has the right to invest its funds in any market, but only with the 
approval of the local bank of iaBUe. If the local Central Bank regulates the inflow of funds from 
the International Bank with a view to reducing its portfolio of bills, compensation may follow. 
The whole deposit held with the International Bank, or a portion thereof, returns ~o the country 
in question, where it reduces the portfolio of the local Central Bank to a corresponding degree, 
or checks any further expansion thereof. l\lathematically, these two kinds of transactions will 
not balance each other, but the average result for the whole world might be such that there could 
be no suggestion that the deposits held with the International Bank were leading to inflation. 
At the very least, this tendency would be considerably reduced. This influence would be 
neutralised by the other advantages accruing to world economy as a result of continuous and 
regular co-operation between the Central Banks and the International Bank. 

One of the reasons why the demand for gold is so strong to-day is the destruction of capital 
during the great war and the subsequent period of inflation, and the slow progress which has 
been made in the accumulation of capital during the last few years. As a consequence, in the 
majority of countries, especially in Europe, industry and agriculture depend to a far too large 
extent on the credits granted by the local Central Banks. There are not everywhere commercial 
banks which have at their disposal sufficient funds for the economic activities of the country. 
The Central Banks have hitherto played too great a part on the credit market. Instead of being 
the ultimate reserve, they are, in the majority of cases, a direct source of credit. Such a situation 
is neither proper nor normal. The position may be changed by degrees as capital reserves are 
built up, commercial banks become better organised and larger deposits and savings than 
hitherto are made. The Central Banks may then resume their proper functions. Instead of 
furnishing credits for the daily needs of the market, they will gradually become, as formerly, 
institutions granting credit in cases of necessity. 

As long as the Central Banks supply credits direct and on a large scale, their holdings of 
bills tend to increase excessively. This corresponds to an undue expansion of the note issue 
or of sight deposits. With over-expanded liabilities, the Central Bank must increa~e its funda
mental reserve. . Herein resides one of the supplementary causes for the great demand for 
gold. 

Central Banks, even those applying the gold exchange standard, provide in their statutes 
for a minimum gold reserve. A typical instance is the Reichsbank, the basic reserve of which 
must be composed of gold to the extent of 75 per cent and of foreign exchange only to the extent of 
25 per cent. If its liabilities increase quickly, its demand for gold must also increase. There is 
some relation between the increase in bills discounted and the demand for gold. The increase 
in bills discounted is accompanied by a simultaneous increase in calls for gold in order that the 
enlarged liabilities may still satisfy the legal requirements regarding gold cover. 

Despite the steady rebuilding of capital, it is not yet as abundant as it was before the war. 
Conditions on the gold market would become easier if the International Bank were to replace 
the local Central Banks to a much larger extent in giving credit assistance to local commercial 
banks. If local commercial banks were given rediscount facilities at the International Bank, 
their call for credits on local Central Banks would diminish. The discounted bills of the local 
Central Banks would increase at a ~slower rate, and the demand for gold would be lessened 
because the banks' liabilities would increase less quickly. 
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If the discounted bills of the Central Banks increase, their liabilities must grow. If, however 
commercial banks receive foreign credits, the inflow of foreign exchange does not necessarily 
increase the note issue to an equal extent. The foreign exchange borrowed is included in the 
total foreign exchange reserve already held by the commercial banks. The banks may sell the 
whole or a portion of their foreign exchange without changing it for notes at the local Central Bank. 

Deposits paid in by the Central Banks to the International Bank have now been returned to 
a greater or lesser extent to the markets of their origin. Under this system the activity of the 
International Bank not only levels up the interest rates ruling in the different markets, but may 
also check the growth of the liabilities of the Central Banks. These two advantages justify the 
exception to the general rule that deposits of Central Banks forming part of their fundamental 
reserves should be kept exclusively with other Central Banks. 

From the theoretical point of view such exceptions must necessarily give rise to some 
misapprehensions. But, in practice, these theoretical imperfections are offset by the indirect 
advantages resulting from regular and close co-operation between Central Banks. The mere 
levelling-up of excessive differences in the rate of interest should lessen disturbances on the money 
markets, for the transfer of short-term money from one market to another will be a less specu
lative operation. Such a levelling-up, together with a decline in the rate of expansion of liabilities 
at the Central Banks, must sooner or later exercise a beneficial influence on the intensity· of the 
demand for gold. 

In summing up, we come to a conclusion of fundamental significance--namely, that the 
tJCCUmulatioft oflwme capiUll help1 to lasen the demand for gold. A quick rebuilding of capital 

. protects the Central Banks against undue expansion of their sight liabilities. This is the first 
and foremost advantage. A rapid increase in the accumulation of capital has an equally bene
ficial effect on the circulation of cheques. When capital is readily available, confidence on the 
market is enhanced, and aU classes of credit documents circulate easily. When, on the other 
hand, there is a shortage of capital, payments are made with difficulty, and the circulation of 
cheques is thus impeded. There can be no doubt thatthe rapid expansion of the cheque circulation, 
and, in general, the expansion of the system of non-cash payments, also lessens the expansion 
of the sight liabilities of the Central Banks. It is possible, therefore, that this may also contribute 
towards a decline in the demand for gold. . 

Beyond question, too much anxiety is expressed about the production of gold and too little 
attention is given to the question of the accumulation of home capital, which tends to reduce 
the demand for gold. · 

2. 

The concentration of gold at the Central Banks and the gold exchange standard ·constitute 
methods already in use for economising the gold which is employed for monetary purposes. To 
consolidate and improve these methods in a manner corresponding more or less to the opinions 
expressed above would not be very difficult. During the last ten years, however, reforms have 
been adopted which are contrary to the spirit of economy. Reforms of this kind should be 
changed or, at least, their influence on the gold market should be lessened. 

This problem is more complicated. It involves, first of all, changes in the requirements 
regarding the minimum reserve to be held against notes in circulation and sight liabilities. As 
we have seen in Chapter I, minimum reserve requirements have become more rigorous since the 
great war. In a,n atmosphere of anxiety for the future of gold production, the statutory minimum 
reserve requirements have been raised instead of being lowered. 
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Before the great war the statutes of the majority of Central Banks required minimum gold 
reserves amounting only to one-third of the note issue. Other sight liabilities were included 
in-the-calculation of the reserve ratio only in exceptional cases. Since the war, the reverse 
process has taken place.and it has become the rule for sight liabilities to be included. At the 
same time, the statutory reserve requirements have in many cases been increased from one-third 
to 40 per cent. Some banks even maintain a reserve ratio exceeding 40 per cent. The general 
result is that the legal requirements as to the minimum reserve are stricter to-day than before the 
war, although the falling-off in the production of gold at that time did not give rise to any such 
anxiety as to-day. 

At the end of 1928, the grand total of notes in circulation plus other sight liabilities of ali 
Central Banks in the world was about 24 billion dollars. The note issues amounted to 18 billions, 
while the balance of 6 billions represented other sight liabilities. The increase of the average 
minimum reserve in gold and foreign exchange from 88 to 40 per cent corresponds to an increase 
of about 1, 700 million dollars in requirements of gold. 

The minimum gold cover, if we eliminate foreign exchange, has remained practically at 
the pre-war level of ~~obout 88 per cent. It is, however, calculated not only on the amount of 
notes in circulation, but also on the other sight liabilities. The new method is much stricter. 
The result can be measured in figures. At the end of 1928, when sight liabilities totalled 6 billion 
dollars, gold requirements rose to one-third of that amount, or about 2 billion dollars. 

Let us assume that Central Banks conclude a convention and reduce their minimum statu
tory reserve to the pre-war level. In that case, the amount of gold required for the existing 
note issues would drop by over 1,200 million dollars. The requirements for note issues together 
with the other sight liabilities would fall by about 1, 700 million dollars. The first sum would 
be six times as large as the annual influx of new gold for monetary purposes (which is approxi
mately 200 million dollars), and the second would be more than eight times as large as the annual 
influx. Whether the first sum or the second be taken, a substantial remainder is obtained, 
whit•h conld be used in the future for making good 'the deficit in the production of new gold, 
should this begin to decrease. 

The danger of a shortage of gold would then disappear for several decades to come. Instead 
of being apprehensive of a lack of gold, it wonld be more reasonable to consider for a period 
the danger of an_ excess of gold. In the event, however, of the Central Banks concluding 
a convention as outlined above, they would without difficulty find means to protect the world 
from inflation. 

The raising of the statutory reserve requirements is sometimes justified on the ground that 
gold is no longer in circulation. As long as there were large amounts of gold coin in circulation, 
the reserve at the Central Bank was a real reserve which could be drawn upon in case the balance 
·of payments became adverse. The outflow of gold from the Central Bank was preceded by the 
export of coin from the local market. At present the reserve held by the Central Bank is not 
only the last but also the first and only reserve. The whole burden of any deficit in the balance 
of payments is now borne by the Central Bank, which lacks the protection formerly afforded it 
by the circulation of gold coin. It must also be taken into consideration that at that time coin 
was issued by the 1\Iint and not by the Central Bank. The note issue of the Central Bank was 
in no way linked with the issue of coin. The gradual decline in the amount of coin in circulation 
has now radically changed the position in this respect. By concentrating gold, the banks have 
increased their note issue, (and, in consequence, the volume of their sight liabilities has 
also risen. 
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From the above standpoint, the more rigorous statutory reserve requirements seem to be 
justified. Greater liabilities call for greater reserves. Such reasoning appears to be logical 
and justified by figures. The total gold reserves for monetary purposes in Europe in 1918 
amounted to about 2-1.8 billion marks, of which the reserves at the Central Banks represented 
only about 14.8 billion marks, the remaining 10 billion marks being gold coin in circulation. 
Now that the statutory reserve requirements have been raised, the demand for gold does not 
stand in so high a proportion to those reserves as the pre-war coin circulation stood to the reserves 
at the Central Banks. 

The logic of such reasoning is illusory. It is based on a confusion between the idea of a 
fundamental and that of a minimum reserve. It is true that a smaller circulation of gold coin 
justifies the maintenance of a larger fundamental reserve. But this is quite a different question 
from that of the necessity of increasing the minimum reserve. By concentrating gold for monetary 
purposes since the war, the banks have increased their fundamental reserves. By replacing with 
foreign exchange the gold which found its way to America, the European Central Banks had 
greater reserves in 1929 than in 1918. · 

Taking the world as a whole, the actual gold and foreign exchange reserves held against the 
total note issue and sight liabilities amount to about 50 per cent. In relation to the note issue 
alone, excluding sight liabilities, the actual ratio of the reserves in gold and foreign exchange 
comes to about 67 per cent, or about 84 per cent more than the 88 per cent required as a minimum 
reserve ratio before the war. 

If the pre-war reserve requirements had been maintained, the present situation would not 
have been any the worse. The gold and foreign exchange reserves would have been the same 
and their role in the stabilisation of currency would not have been altered. The working reserve, 
that is, the excess of gold and foreign exchange over the 83 per cent minimum, would have 
amounted to 34 per cent. With the raising of the statutory requirements for the minimum reserve, 
the working reserve-i.e., the excess over 40 per cent of the note issue and sight liabilities, has 
now dropped to about 10 per cent. This fall not merely does not facilitate, but actually hampers, 
the work of the Central Banks. 

The withdrawal of gold coin from circulation makes it necessary that the liquid, or working, 
reserve be maintained at a higher level than before the war. The increase in the statutory mini
mum reserve requirements has led to a diametrically opposite result. The volume of the liquid, 
working reserve--that is, the excess over the minimum reserve, ha8 decreaiJed instead of increaiJing 
-a most paradoxical result. 

Those in favour of a higher minimum reserve may reply that the Central Bank has now the 
right to lower its minimum reserve, on condition that it pay a graduated penalty tax to the 
Treasury. Certain Central Banks, besides paying the penalty tax, must increase their rate of 
discount. The object of these measures is to permit the minimum reserve to be reduced below 
40 per cent in exceptioual circumstances. These measures, it is claimed, are both transitional 
and exceptionaL In this way, the minimum reserve has been made more elastic. Before the 
war, it was smaller, but not as elastic as at present. 

But this elasticity of the minimum reserve exists only in theory. In practice, the Central 
Bank never reduces its reserve below the statutory level. Even during the difficult period through 
which the Reichsbank passed in 1\lay 1929, the reserve ratio was not allowed to drop below the 
statutory minimum level. The Reichsbank preferred to adopt an exceptionally drastic discount 
policy, rather than avail itself of the right to reduce the minimum reserve below 40 per cent. 
Whether the statutes permit the reduction of the reserve ratio below 40 per cent or not, the 
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actual practice of Central Banks is the same : the minimum reserve i8 untouchable. The banks 
endeavour to operate with only the excess amount which they hold over the minimum reserve. 
This is the only real working fund. 

What, such a policy leads to is clearly shown by the example of the Bank of Poland in July 
1925. The reserve ratio fell to 81 per cent. The minimum reserve required by the statutes 
was 80 per cent. In order not to find itself in an " illegal " situation, the Bank of Poland reduced 
its sales of foreign exchange, with the result that the zloty depreciated. This took place at a 
time when the foreign trade balance was improving, and when it seemed possible to stop the 
outflow of foreign exchange. After a period of 10 months the zloty was again stabilised, without 
the help of a foreign loan. This proves conclusively that in the summer of 1925 the economic 
aituation of the country showed signs of a coming improvement. In spite of this, the Bank of 
Poland reduced its sales of foreign exchange and allowed the zloty to depreciate, because it had 
no right to go below the minimum reserve ratio fixed by the statutes. 

The doctrine of the minimum reserve was adhered to. The country paid for it by sustaining 
the losses which resulted from the depreciation of the currency. A portion of the costs was also 
borne by other countries, for owing to the depreciation of the zloty the purchasing capacity of 
Poland diminished and her foreign trade dropped by half. 

It is difficult to justify the views held to-day regaroing minimum reserves, either from the 
point of view of the liquidity of the assets of a Central Bank, or from that of the necessity of 
possessing a special emergency reserve for unforeseen contingencies such as war and other 
catastrophes. 

Before the great war, when notes were redeemed in gold coin, it may have appeared necessary 
that Central Banks should hold a certain minimum amount of coin which constituted their ready 
cash reserve, and was at the same time essential to assure them the unlimited ability to pay 
gold coin for bank-notes. This reasoning was based on the analogy with private banks, which 
were required by law or by custom to keep a portion of their funds in the form of ready cash so 
that they might at any time be able to repay deposits. The cash reserves held by private banks 
fluctuated between 10 per cent and 15 per cent of their deposits. One might try by analogy to 
justify the Central Banks maintaining a minimum reserve at 15 per cent. Another 15 per cent 
might be added to cover the possible necessity for unlimited sale of gold and foreign exchange 
in payment of foreign liabilities. In this manner, a minimum reserve amounting to one-third 
of the note issue appeared to be justified before the war. 

This reasoning does not withstand criticism. The liquidity of a Central Bank, both before 
the war and at the present time, is gauged principally by the extent of the country's foreign 
rather than domestic business. A predominantly agricultural country requires greater reserves 
than a predominantly industrial one. The volume of the reserves required also depends on 
whether the country as a whole is a debtor or creditor. The difference in the position of various 
countries makes it impossible to fix the same reserve for all irrespective of whether they are 
predominantly agricultural or industrial, debtor or creditor. For some countries a minimum 
reserve amounting to 80 per cent may be too large, for others too smalL 

The situation is only aggravated by the fact that the minimum reserves of the Central Banks 
have been and are, both according to law and in fact, untouchable, a practice quite contradictory 
to the idea of liquidity. The liquidity of the bank's Jund8 cannot be increased by the creation of 
untouchable reserves. It is inconsistent to seek to ensure the liquidity of a bank's assets and at 
the same time to require it to hold an untouchable minimum reserve. This is the more true since 
liquidity cannot be increased by an increase of the untouchable reserve. 
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Nor is the practice justified when the minimum reserve is regarded from the point of view 
of war requirements. The outbreak of war immediately results in the suspension of payments 
by the Central Bank. Unrestricted sales of gold and foreign exchange are stopped. Then the 
sound of the printing press is heard. H the Centi'!U Bank prefers not to increase its note issue, the 
State Treasury has to issue its own paper money. In either case the part played by the minimum 
reserve is in reality reduced to a minimum. The gain in time of war is too small to compensate 
for the cost of hoarding in time of peace. 

The most eloquent argument against the theory that the minimum reserve should be untou
chable is afforded by the experience of the Bank of France. The statutes of this bank from its 
establishment up to 1928 did not even provide for a reserve ratio. The law determined the 
maximum note issue, while the extent of the reserve was left to the discretion of the bank autho
rities. It was the duty of the authorities to operate with the gold reseJ:Ve in such a manner as 
to ensure the convertibility of the notes into coin at all times without limit. The statutes of 
the Bank of France took no cognisance of a fixed minimum reserve. In spite of this, the franc 
was held stable and no one in France or elsewhere had any doubts in this respect. 

The example of France· solves the problem, at least in theory. A currency may be stable 
without any legally fixed minimum reserve. Confidence in a currency may exist and increase 
even though the statutes of the Central Bank do not require that a fixed part of the reserve be 
held as an untouchable minimum. In view of this, authoritative persons are more and more 
frequently expressing the opinion that the provisions concerning the reserve ratio and in parti
cular those dealing with the minimum reserve which exist at present should be removed. Pro
fessor Sprague is certain that " it cannot be too strongly emphasised that there is no particular 
ratio between the gold. on the one hand. and credit and currency, on the other, that is required 
to support and to give strength to- the credit structure ".1 Professor Cassel• goes further, and 
simply calls all statutory reserve requirements " thoughtless " traditions. 

From the theoretical point of view it is difficult not to agree with these critics of the reserve 
ratio and the fixed minimum reserve. As far as the liquidity of the funds at the Central Banks 
is concerned. the minimum reserve does more harm than good. In case of war, the part played 
by the minimum reserve is so small that it does not cover the cost of hoarding it in time of peace. 
The example of the Bank of France before the war shows that, for the stability of the currency 
and in order that the people may have confidence in it, it is not necessary that it be ·secured by 
a fixed reserve. 

It must, however, be admitted that the case of the Bank of France was exceptional. The 
great majority of Central Banks followed the principle of the reserve ratio, and their statutes 
provided for the maintenance of a minimum reserve. The public has grown accustomed to this 
and has come to believe that the minimum reserve is indispensable, and that its violation may 
prove a.......Jingly harmful to the stability of financial life. This, however, is nothing more than 
a popular tradition. It cannot be justified in theory. Nevertheless it must be recognised that 
it is deeply rooted in public opinion and plays an ·important part as far as the confidence in a 
currency is concerned. . 

It is easy to prove that the very idea of a minimum reserve is out of date. It is more difficult 
to uproot the traditional view on this subject, because the public, which employs the currency and 

·'P~,': ~8":orking of the Gold Standard under Present Conditions", in the Proceedings of the .A.cadem,y 
OJ ... a,.... cunu for January 1930. 

1
" Wandlungen in Wesen de Goldwiilirung ", 1930. ' 
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has its own views on the matter, is not composed of financial experts. For this reason, we 
must admit that the abolition or reduction of the statutory requirements regarding the minimum 
reserve appears to be premature under the present conditions. It is not so much the size of the 
minimum reserve that is an anachronism, as the faith in ita inviolability. Before public opinion 
becomes sufficiently educated to permit of the abolition of the reserve ratio, the public faith in 
the inviolability of the minimum reserve mtl81 be shaken. The idea of inviolability is undeniably 
out of date, and compels the banks to create excessively large reserves of gold, despite-the 
menace of a future shortage. 

In reality, the situation is paradoxical. Nevertheless, it is impossible to ignore the views 
held on currency matters by the man in the street, who is not an expert and takes little interest 
in expert opinions. 

A compromise between theory and practice is indispensable. Such a compromise might be 
reached on the following lines : a minimum reserve should continue to be required by the statutes, 
but only a portion thereof should be legally tied up in BUch a way that the bank authorities cannot 
employ it without amending the statutes. The minimum reserve would then cease to be uniform, 
as it is to-day. It would be divided into two separate part.a-the one violable,under certain conditions 
aB defined by the statutes, and the other inviolable without amending the statutes. The man in the 
street would not· be abruptly and entirely deprived of his fetish, while the bank authorities 
would have greater freedom in employing the portion conditionally available. 

Under the present system of a uniform minimum reserve, the bank has the right to reduce 
it on condition that it pays a graduated penalty tax and increases the discount rate correspon· 
dingly. In theory the authorities of many Central Banks have the right to reduce the minimum 
reserve to nothing as long as they pay the penalty tax and increase the rate of discount. In 
practice, however, this is impossible : the penalties are too severe. For this reason no bank 
is willing to touch the minimum reserve, for such action would give rise to general anxiety, 
criticism and loss of confidence. 

The creation of a fictitious elasticity has not eliminated the dogma of inviolability. This is 
understandable: As long as the man in the street, burdened with his traditional faith in the 
inviolability of the minimum reserve, does not have a portion thereof legally fixed as untouchable 
he will continue to consider the whole minimum reserve as untouchable. 

In the first place, the minimum reserve must be split up by the elimination of the untou
chable portion, so that the whole of it will no longer be considered as inviolable. The psychology 
of the man. in the street, which cannot be changed from day to day, calls for this step. 

If a convention aiming at the reform of the present minimum reserve requirements were to 
be concluded on the above principles, it would not be too difficult to find a half-way solution. 
The minimum reserve might be reduced to its pre-war level of 88 per cent, and, at the same 
time, the legally untouchable portion of the reserve might be fixed at 20 per cent of the note 
issue and sight liabilities. A reduction of the reserve below 88 per cent might be permissible 
on condition that the rate of discount be raised on a graduated scale. The penalty ttUC 11hould 
be discontinued or at least made less severe. The portion of the reserves which lies between 88 and 
20 per cent w~uld thereby be made more useful. The portion up to 20 per, cent would remain 
legally untouchable. The amount above 88 per cent would constitute a working reserve, greater 
than that which at present exists, and more effective,- since it could be reduced to below 88 per 
cent. The demand for gold and foreign exchange would decline in proportion to the reduction 
of the minimum reserve. 

At present, the fundamental reserve is composed of two parts :the minimum and the working 
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reserves. Under the new system there would be three parts instead of two namely, the untouch· 
able, the conditionally--available, and the working reserves. Their relationship to each other might 
be fixed in various ways. One of these has already been mentioned-namely, to decrease the 
minimum reserve to 33 per cent and, at the same time, to fix the untouchable portion at 20 per 
cent, and to increase the ability of the bank to make use of the part between 83 and 20 per cent. 
This is, however, not the only possible combination. The figures, of course, do not matter; 
what is essential is the principle on which they are based. This principle is as follows : The 
uf'llouchable part of the minimum reserve must be firced by law in orde-1 to facilitate the use of the rest 
of that minimum reserve. The adoption of this principle will make it easy to effect a compromise 
between theory and practice, and to fix the proportions more accurately than above. 

There are reasons for believing that the output of gold will begin to decrease.. In antici
pation of this, the old stocks of gold accumulated at the Central Banks should be mobilised. 
To achieve this, the statutory requirements concerning the minimum reserve should be amended. 
The complete abolition of these requirements would set free an excessive quantity of the old gold, 
and might cause a glut. At the same time, it would weaken confidence in general. A less 
radical reform, representing a compromise between theory and practice, would be safer. Before 
the minimum reserve requirements are completely abolished, the ground must be prepared by 
splitting the minimum reserve into two parts, of which one should continue to be untouchable 
so as to ensure greater freedom in the employment' of the other. 

8. 

The reduction of the minimum reserve from 40 to 88 per cent would automatically increase 
the working reserve. If, at the present time, the actual reserve in gold and foreign exchange 
against the notes and sight liabilities for all the Central Banks in the world is taken to be about 
50 per cent, then the working reserve, which at present amounts to about 10 per cent, would be 
increased to 17 per cent. In this manner, the liquidity of the Central Banks in their international 
relations would be enhanced, while, at the same time, their capacity to supply discount credits 
to the internal market would increase. This good result could be still further improved if, when 
decreasing the minimum reserve to 83 per cent, the Central Banks could, at the same time, return 
to the pre-war method of calculating the reserve ratio exclusively in relation to the note issue, 
regardless of sight liabilities. 

From a theoretical point of view, the addition of sight liabilities to the not~ circulation 
appears to be quite proper. Holders of sight deposits at the Central Bank may, at any time, 
withdraw them, and the volume of the note circulation is then automatically increased. Such 
deposits originate in notes which the bank had previously placed on the market. · These notes, 
although they return temporarily to the bank in the form of deposits, continue to act as a means 
of payment, and therefore, in the same way as the notes which are in circulation, they influence 
the level of prices. Payment effected by a cheque on a Central Bank has the same economic 
1ignificance as payment in cash. 

In practice, however, this problem is more complicated. Deposits with Central Banks 
have special functions, different from those of deposits with commercial banks. They represent 
~ mechanis~ for facilitating non-cash payments. There is a strict relation between what happens 
m the cleanng house and the total of sight deposits at the Central Bank. The transfer of funds 
from one account to another decreases the amount of ready cash required. This system is 
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advantageous not only to the bank. but also to all who keep their accounts there, and for that 
reason it never happens that all depositors decide to liquidate all their accounts at the same time. 

The surface of the mass of sight liabilities is constantly moving, but the bottom remains 
intact. 

The ratio of the changeable stratum to the constant stratum depends on various circum
tances, and is difficult to express accurately by a percentage formula. But one thing is certain, 
and that is that the total of sight deposits never falls to zero. Complete liquidation would be 
impossible, for it would mean the destruction of the whole clearing mechanism, and non-cash 
payments would be made impossible. The idea that a time may come again when all payments 
will be effected in cash is fantastic. For this reason, it is doubtful whether the addition of the 
total of sight liabilities to the note issue is as well justified as it appears at first glance. 

The pre-war system of eliminating sight liabilities when calculating the reserve ratio gave 
rise to doubts which were theoretically justified. The post-war method of adding the total 
sight liabilities to the note issue gives rise to doubts which are practically justified. The most 
logical arrangement would be a compromise system under which only a portion of the Bight liabi
litiea would be added to the Mte i8aue. The changeable upper stratum of these liabilities, if we may 
use this expression, should be added, :while the lower stratum-that is the amount below which 
the sight liabilities never fall under normal conditions, should be excluded. The determination 
of the ratio between the two portions is a matter of secondary importance. 

There may be several more or less justified combinations from which one could be chosen 
according to local conditions. The problem requires detailed investigation. It may be that 
it would be practical to adopt the same percentage as the statutes of the banks fix for the minimum 
reserve. Where the reserve amounts to 83 per cent, 83 per cent of the total sight liabilities 
might be eliminated from the calculation of the reserve ratio, the remaining 67 per cent being 
added to the notes in circulation. 

The application of the same figure of 83 per cent in both cases would have the advantage 
that if the minimum reserVe requirements were reduced, the amount of sight liabilities added 
to the note issue would be automatically increased. While the requirements were diminished 
in one direction, they would simultaneously be increased in another. The one would compensate 
for the other, and the compromise between theory and practice would be both logical and practicaL 

With the present system, under which notes and sight liabilities are regarded as identical, 
the sum total of these liabilities is not subject to rapid fluctuations. When deposits increase 
the note issue shrinks, and vice versa. One roughly compensates for the other. This being so, 
the requirements for gold are not being increased any more rapidly, now t4at the practice of 
adding both classes of liabilities together is well under way, than they would have been had 
it not been introduced. The difference is a matter of only a few per cent. 

. The situation was, however, very different during the period of transition from the pre-war 
to the post-war system. On the day when the banks began to add sight liabilities to the note 
issue, the demand for gold and foreign exchange showed a sudden increase. At the end of 1928, ~ 
the total of the note issues of all the Central Banks in the world exceeded 18 billion dollars. The 
sight liabilities amounted to 6 billion dollars. Against the first liability only, the gold reserves 
held by the Central Banks at the end of 1928 represented a· cover of about 56 per cent. With 
the sight liabilities added, then, the same gold reserve gives a cover of only about 50 per cent. 
The fall comes to 6 per cent, and means an increase in the demand for gold amounting to about 
1,500 million dollars. How is it possible to re9oncile this practice with the necessity for gold 

economy? 
0 
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4. 

Together with the raising of the statutory reserve requirements after the war, silver began 
to be eliminated from the fundamental reserves. All the currency reforms effected in post-war 
years are marked by an attitude hostile to silver. The increase in the minimum reserve require
ments has increased the demand for gold, and, at the same time, the actual value of 
the fundamental reserves has been reduced by the elimination of silver. 

In th!=SC circumstances, it is no wonder that the demand for silver for monetary purposes 
has fallen off. At the same time, the output of silver has increased. In 1919, the production 
of silver amounted to 179,849,940 ounces, and in 1929 it had risen 255,000,000 ounces. As a 
result of this increase in its supply, added to the simultaneous fall in its demand for monetary 
purposes, silver has dropped in price. The year 1930 was marked by a catastrophic fall. 

The Asiatic countries which had a silver standard found themselves in such a difficult position 
that they felt compelled to accelerate the change-over to the gold standard. The first step was 
taken by India, which has been followed by Persia. China intends to do the same. These steps 
have unfavourably affected the gold market. They have also had an adverse influence upon 
international trade. The fall in the price of silver resulted in a considerable decrease in the 
purchasing capacity of the countries employing a silver standard. 

This is undoubtedly one of the factors which have contributed to the seriousness of the 
present economic crisis. 

The opponents of silver are desirous of maintaining the gold standard in its strictest form. 
The question. however, arises whether, before the war, when silver was included in the funda
mental reserves, the purity ofthe gold standard suffered thereby. There is no question of making 
silver a medium of exchange on the same level as gold. There is no question of returning to 
bimetallism. The question is whether silver cannot be included in the fundamental reserves 
at its current value in gold. Silver would in that case be employed as a commodity and not as 
a standard. 

The role of gold in international relations is to make up the deficits in the balance of payments. 
If a country has more liabilities than assets, the adverse balance is covered by gold. For this 
reason. every country has a special store-house containing stocks of gold to be used in 
case of necessity. This store-house is the Central Bank. From the point of view of the 
international market, the Central Bank's store of gold is a commodity which, owing to its 
technical advantages and rarity, settles balances in the exchange between countries better than 
can other commodities. 

The number of grammes of gold which forms the legal monetary unit in a given country 
is a matter of indifference abroad. The amount and quality of gold are the sole decisive factors 
in international relations. For this reason, a foreign bank will accept a gold bar more readily 
than gold coin. which complicates the account. 

Silver as a metal much resembles gold, and it may also act as a means of payment in inter
national relations. It is easily stored, transported and sold. From a theoretical point of view, 
it is no less useful than gold in equalising deficits in the balance of payments. If to-day it does 
not serve in this way, it is because its price is subject to frequent fluctuations. Why is the price 
of silver subject to these fluctuations? Because it is not used as a means of payment in inter
national commercial relations. If it were, its price would remain more or less stable as it was 
before it came to be despised by the Central Banks. ' 
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When they eliminated silver from their reserves, the Central Banks ceased to accumulate 
it for effecting payments on the international market. The result has been a fall iri its price, 
accompanied by speculation. This is a natural consequence of the exclusion of silver from the 
reserves of the Central Banks. The fluctuations in the price of silver are the result of this exclu
sion, not its cause. One cannot, therefore, justify it by pointing to the price-fluctuation. 

The value of the silver produced in 1927 amounted to 185,270,000 dollars. To-day it is 
much less, owing to the catastrophic fall in price. Let us assume, for the sake of illustration, 
that the Central Banks on the gold exchange standard will each year employ the revenue from 
their foreign deposits in purchasing silver. In that case, they would be able to buy silver to the 
value of at least 50 million dollars yearly. These purchases would raise the price of silver in 
one year to a level at which the Central Banks would like it to be stabilised. For this purpose 
it would be sufficient to come to an understanding with the International Bank in order to 
concentrate with it the whole of the trade in silver for the accounts of the Central Banks. By 
buying and selling such large amounts, the Bank would thus control the price of silver. 

Any tendency in the price of silver to move above the desired level could be checked by the 
larger amount offered, while any tendency downward would be offset by a greater demand. 
Acting in agreement with the Central Banks, the International Bank could easily control the 
situation in such a manner that the price of silver would fluctuate only within the desired limits. 
During the first year of the operation of such a system, the price of silver would rise rapidly. 
In the following year, the price would be stabilised, provided that the reserve stock of silver 
acquired during the first year were at all times at the disposal of the International Bank to be 
used for intervention on the market if and when necessary. 

Each succeeding year would strengthen the position of the International Bank on the silver 
market, which would guarantee the price of silver being practically stable. Small profits and 
losses would compensate each other without exposing the Central Banks to risk. To ensure 
greater security the banks could establish a separate reserve of profits made on silver transactions, 
which would be employed for covering possible losses. 

In calculating their reserve ratios, the Central Banks to-day add their sight liabilities to their 
note issues. Even if this system were to be modified in the manner outlined in the foregoing 
chapter, some portion of the liabilities would still be added to the note issue. The demand for 
gold would remain increased in this proportion. It is in the interest of economy in the use of 
gold that this surplus of demand should be offset by the reintroduction of silver into the funda
mental reserves. 

Let it be assumed that 5 per cent of the note issue plus a portion of the sight liabilities could 
be covered by silver. In that case, the fundamental reserve could be composed of gold, foreign 
exchange, and silver to the extent of 5 per cent. This figure is not excessive. If, however, the 
Central Banks concluded a convention envisaging a gradual creation of such a 5 per cent reserve, 
the demand for silver would increase sufficiently to raise its price and stabilise it at a desired level. 
The creation of a 5 per cent reserve in silver, however, would require a number of years. At the 
present time, 5 per cent represents an amount of more than one billion dollars. Such a silver 
reserve could be accumulated only gradually, but, even at the beginning, the price of silver could 
be raised and possibly stabilised. 

The key to the situation is in the hands of the Central Banks, for they, by excluding silver 
from their reserves, caused the fall in its price, and they only, by including it again in their 
reserves, can restore its price and stabilise its gold value. 

In view of the fact that a fall in the production of gold is expected, the old reserves of gold 
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should be made more liquid. Fundamental reserves never fall to zero. · There are, in the vaults 
of the Central Banks, large quantities of gold which never appear on the market, and which are 
lost to international exchange. H it were decided gradually to establish a 5 per cent silver 
reserve over a number of years, the amount of liquid gold on the international market would 
be increased to that extent. .At the bottom of the vaults there mould be Bilt•er imtead of gold. :J.'his 
would represent a considerable economy. The possibility of this plan being carried through 
depends entirely on co-operation between the Central Banks and the International Bank. 

It may be observed that Sir Josiah Stamp ·rightly drew attention in one of his lectures to 
the question of subsidiary metals, chiefly silver, as one of the chief preoccupations of the Inter
national Bank. 

5. 

Since the war, a clause has been introduced into the statutes of some of the Central Banks 
whereby at least two-thirds of the gold reserves which form a part of the minimum reserve must 
be kept in the bank's own vaults, and not more than one-third may be deposited with foreign 
banks. As long as gold clearing remains at its ..Present low level, these stipulations will possess 
no practical significance. But should gold clearing increase, a Central Bank which is bound by 
such a statutory regulation would be hampered in its activities. 

The problem becomes all the more interesting in view of the establishment of the Inter
national Bank.. Article 2j of the statutes of this Bank contains the following passage : 

" It may arrange with Central Banks to have gold earmarked for their account 
and transferable on their order, to open accounts through which Central Banks can 
transfer their assets from one currency to another." 

It has been shown in Chapter 2, which deals with the changes in the functioning of the gold 
standard, that the number of international transactions in gold, as well as the amount of gold 
which enters into these transactions, is increasing. In the course of a year, continually larger 
amounts of gold pass from one country to anothet, and it is worthy of note that a considerable 
quantity of the metal makes seasonal movements, returning quickly to its place of origin. The 
transport of gold is not effected gratuitously. It is burdened with the cost of freight, insurance, 
losses of. interest on the capital invested in the consignment, and numerous other less important 
expenses. In view of the growth of transactions in gold, the total expenses borne by the different 
countries also increase. These expenses are particularly unnecessary in respect of seasonal 
movements of gold. 

Suppose the Bank of France has a gold deposit in New York, and is desirous of transporting 
it to Paris. At the same time, the Reichsbank is compelled to sell a portion of its gold holdings 
to America. Instead of despatching gold to New York, the Reichsbank might send it to Paris 
and sell it. to the Bank of France in exchange for the gold of the Bank of France deposited at 
New York. Clearings of this kind would ensure a considerable reduction in costs. Instead of 
sending gold from Germany to America and importing French gold from America, it is sufficient 
to transport gold from Berlin to Paris. A transaction of this nature took place in 1929, and 
constitutes a classic example. 
· · Should the International Bank carry o••t Article 2j of its statutes in full and organise a clearing 
house for transactions in gold between Central Banks, the cost of the transfer of gold would be 
reduced almost to nothing. The banks participating in the clearing system would deposit a 
portion of their gold with the International Bank. It would not be necessary to transport the 
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gold to Basle and to deposit it physically in the vaults of the Bank. The Central Banks would 
simply s~t asida a portion of their gold reserves which they would place at the disposal of the 
International Bank, the latter accepting as deposits the amount of gold thus set aside. · . 

•. The International Bank would obtain a certain amount of gold from each of the Central 
Banks belonging to the clearing house. Under these conditions, orders for the sale and purchase 
of gold would be as far as possible concentrated at Basle, and, instead of gold consignments being 
despatched from one bank to another, transactions would be confined to the transfer of the equi
valent sums from one account to another. When giving a purchase order, the Central Bank 
would indicate the place of delivery. The international transfer of gold would thus become less 
expensive and easier to make. Gold clearings, which are rarely practised to-day, would then 
become a normal daily routine. 

· ' On the publication of the statutes of the International Bailk there was considerable criticism 
of Article 24, and of the intention to create regular and constant gold clearings. A German 
economist, Lansburgh, adopted a particularly hostile attitude. In his opinion, gold clearings 
would do more harm than good to the gold standard. The cost of transporting gold establishes 
the so-called "gold points ", above or below which arbitrage does not pay. The gold points are 
not only indications of the cost of gold shipment, they are indispensable to the proper functioning 
of the gold standard. With the present margin between the gold points, the movement of gold 
becomes a necessity only when other means of regulating the rate of exchange fail. If gold 
clearing is introduced, there will be no cost of transport, in consequence of which the margin 
between the gold points will disappear. In this event, every change in the rate of exchange of a 
currency must cause a movement of gold from one country to another, and there would be no 
opportunity for the employment of other means to influence the rate of exchange. 

Physical movements of gold will be reduced to a minimum. Even now they are relatively 
rare, and take place when the upper or the lower point is exceeded, whereas in the future the 
number of gold movements will increase at the International Bank, but only from one account 
to another. There will be a saving in cost, but simultaneously there will be an increase in move
ments of gold, which will become a daily occurrence. With the disappearance of the gold points 
and the protection they afford, the whole burden of regulating rates of exchange ~ill fall on the 
gold reserves of the Central Banks. 

Let us assume that the Central Banks begin to sell gold to private clients, not from their 
own vaults, as is done to-day, but from their deposits held abroad. If, in such transactions, 
the Central Banks did not make any charge for the cost of transport, which would normally be 
borne by the buyer exporting gold abroad, the margin between the gold points would disappear. 
In that case, Lansburgh's criticism would be justified, for every variation in the rate of exchange 
of the currency would at once provoke a movement of gold. However, the statutes of the 
International Bank have in view the organisation of gold clearing only for the Central Banks, 
which does not include arbitrage transactions effected by commercial banks. These clearings 
would be confined to special transactions, and would not be possible for arbitrage transactions. 

The margin between the gold points in the case of special transactions is not as important 
as in the case of arbitrage transactions. On becoming members of the clearing house, the Cent~al 
Banks could easily come to an understanding as to the price of gold bought abroad. That p~ce 
would be based on the mint parity, while the cost of transport would be borne by the purchasmg 
bank if the gold were actually to be transported to its vaults. . . . 

If in the future the practice of selling gold to banks or other pnvate clients from the deposits 
held abroad, instead of the present-day method of selling from the bank's own vaults, were to 
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develop to any great extent, the danger foreseen by Lansburgh could in this case also be easily 
overcome. The Central Bank would simply charge the buyer the same cost of transport that he 
would have to meet if he were to transport the gold himself. The· gold point system could 
be maintained together with the gold clearing system. The one does not eliminate the other. 
To-day, in arbitrage transactions, the commercial bank itself exports gold, and takes the risk 
of smaller or greater cost according to the circumstances. Under the system which I suggest, 
when the Central Bank sells gold from deposits held abroad, the client will pay the cost of transport, 

. although he will not himself export the gold. 
The Central Bank will arbitrarily establish the gold points, modifying them from time to 

time according to the changes in the cost of freight, insurance, credit, and various small services 
connected with transport. 

Fears that gold clearing may interfere with the functioning of the gold standard are by 
no means justified. Clearing is a better and more advanced form of gold transfer. It constitutes 
a step forward in modern monetary technique. Is it possible, however, for clearing in gold to 
I~ to any marked economy in the employment of gold for monetary purposes? 

It should be fully realised that, while clearing may be an economy as far as the cost of 
transport is concerned, this is so only in the case of special transactions between the Central 
Banks. The savings effected in the cost of transport for private arbitrage transactions would 
be comparatively small, because the maintenance of the gold points is of paramount importance 
to the gold standard. Neither in the case of special nor in that of arbitrage transactions rvould 
clearing effect an ecomnny u regardl the quantity of gold. Clearing would improve the mode of 
transfer, for a book-keeping entry would take the place of actual transport, but it could neither 
reduce the demand for gold nor increase the supply. 

6. 

More interesting possibilities are to be found in Article 24 of the statutes of the International 
Bank. which permits the Bank " to open accounts through which Central Banks can transfer 
their assets from one currency to another ". There is no question here of the ordinary right 
to effect purchases and sales of foreign exchange, because this right is given to the Bank by 
Article 22. If a Central Bank having a dollar deposit abroad desires to purchase pounds sterling 
for those dollars, it does not need any assistance from the International Bank. This is an ordinary 
every-day operation which is transacted by every commercial bank. If, therefore, Article 24 
deals specially with the above-mentioned type of account, and is limited exclusively to relations 
between Central Banks, there must be some other aim in view. 

The accounts referred to in Article 24 can have a raison d'etre only when a Central Bank 
which makes a deposit of, say, one million dollars obtains the right to draw on this account, not 
only in dollars, but also in any other currency. Instead of selling dollars and buying, say pounds 
sterling, the Central Bank could draw a cheque in sterling, although its account was in dollars. 
This would be a new and so far unpractised type of transaction, and for this reason the statutes 
of the International Bank rightly confine these operations to Central Banks. It is obvious that 
if Central Banks may pay into an account in one currency and draw from it in any other currency, 
they are being given facilities of far-reaching importance. 

But what bank would run the exchange risks which are inherent in transactions of this 
kind? If a bank pays in dollars to-day, and draws sterling in a month's time, the difference 
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between the rates of exchange at which the two transactions were made compared with the rates 
ruling on the day on which the account was opened may be considerable. 

The taking of this risk by the International Bank would necessarily entail considerable losses. 
Central Banks would draw in whatever currency was most profitable. The International Bank 
would then, as a rule, suffer losses, and the Central Banks make a profit. Nobody could think 
seriously of introducing such a system. The meaning of the accounts referred to in Article 2" 
can only be explained when it is assumed that the International Bank will make the opening of 
these accounts conditional on the following agreement with the Central Banks : 

The banka participating in thia Bcheme will give gold on requeat for their bank-notea 
and will make no difference between the selling and purchasing prices of gold. 

In these circumstances the difference between the currency and gold would no longer eriat. The 
nominal value of a dollar would be absolutely equal to the amount of gold which it theoretically 
represents. The same would be the case with the pound sterling, the franc, and all other gold 
currencies admitted to this system. The systt>m would be based on the principle of the Mint 
parity, and not on the principle of the market price of a currency at a given moment. 

As may be seen, for the introduction of Article 2" a convention between the International 
Bank and the Central Banks will be necessary whereby the difference between the purchasing 
and selling prices of gold will be done away with. Suppose such a convention has been concluded. 
It will then be possible to take a further step forward. A Central Bank which pays in dollars 
may obtain the right to draw not only in any of the currencies forming part of the system, but 
also in gold. The bank will have the right to pay in dollars and draw in bullion. With the 
differences between the purchasing and selling prices of gold done away with, this will be possible 
in practice, while, at the same time, the exchange risks will disappear. 

From a theoretical point of view, exceptionally interesting prospects are opened under the 
system, conceived on these lines. Having the right to draw in bullion, a Central Bank which 
possesses an account of this kind with the International Bank may purchase gold with that account. 
A Central Bank which has, say, one million dollars in such an account may assume that it has 
one million dollars in gold, because it may at any time demand the quantity of gold which this 
million dollars represents. 

The deposit of one million dollars would be equivalent to the purchase of a corresponding 
amount of gold for future delivery, at a date to be fixed later. This would amount to buying ahead 
mithout fia:ing the date of delivery. That date would be the moment at which the Central Bank 
decides to draw against the credit of this account. 

The consequence of such a system would be that that portion of the foreign exchange which 
is paid to the International Bank on these conditions would have a new special character as 
compared with the remaining foreign exchange in other accounts. , The foreign ea:change deposited 
within the meaning of Article 2" will become the equivalent of that quantity of gold which it repreBents, 
because the very fact of payment on that account will mean a purchase of gold to be delivered 
at an unspecified date. Besides the gold held in the vaults and the gold earmarked abroad, there 
will appear a new form of monetary gold : gold purchased for delivery at an UnBpecified date. There 
will be considerable difference in character between one million dollars deposited at the Federal 
Reserve Bank of New York and one million dollars held at the International Bank in the special 
account provided for in Article 2... The Central Bank can draw on the Federal Reserve Bank 
only in dollars, while, in the second case, it will have the right to draw in any currency and, 
what is of greater importance, also in gold. 
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The difference is apparent, and it has a special significance not only in theory, but also in 
practice. For the sake of accuracy, the Central Bank should show separately in its balance-sheet 
that portion of the foreign exchange which is paid to the International Bank to the account 
referred to in Article 24. This foreign exchange will have a special character. It will be a new 
form of monetary gold, a form of gold purchased with an undetermined date of delivery, a form 
of gold fi'IIJed by the International Bank to the Central Bank. Let us call it " credited gold " If 
this form of monetary gold were shown separately in the balance-sheet of the Central Bank, that 
would certainly make the balance-sheet clearer. 

If the gold actually eannarked abroad and the " credited gold " were to be added to the gold 
kept in the vaults, the total holdings of monetary gold at the disposal of the Central Banks 
would be larger than the actual gold reserves. They would be larger by the amount of the 
• credited gold". This seems paradoxical; and, in fact, it is, but it would be useful. With the 
certainty of being able to obtain gold by drawing on the International Bank, Central Banks 
would not be in a hurry to purchase actual gold for their own vaults. Possessing a restmJe of 
a cmlited gold", the banks mould moderate their demand for adual gold. This would be a step in 
the direction of greater economy in the employment of gold for monetary purposes. 

The history of the Gold Standard shows that it was the excess of the demand for gold over 
its supply on the internal market that necessitated the issue of bank-notes constituting a title 
to gold. There are alway• more titlu to gold than there i. adual gold in the country. The circu
lation of these titles had the effect of eliminating on the internal market the disproportion between 
the actual gold reserves and the demand for gold. 

. The world should pass through a similar evolution as far as the international trade in gold 
is concerned. The international circulation of titles to gold has already been begun in the form 
of foreign exehange included in the fundamental reserves of Central Banks. Another step 
forward would be the establishment of the new form of a credited gold " if the International 
Bank would put Article 2' into practice on the basi. of a convention doing away with the difference 
bet:um the purcluuing and •eUing pricu of gold. Whether, when and how this will be done by· 
the International Bank, it is impossible to say at the present time. But one thing is certain. 
Theoretically, Article 24 has considerable possibilities as far as economy in the employment 
of gold for monetary purposes is concerned. . 

The project here put forward is not a practical suggestion, but a theoretical illustration of 
those theoretical possibilities. · 



CHAPTER VI. 

GOLD CLEARING STANDARD. 

I. 

The pre-war, uniform system of the gold standard has been split into three forms : The gold 
specie standard, the gold bullion standard and the gold exchange standard. There is, however, 
no close co-ordination between these three systems. This applies particularly to the gold specie 
and gold bullion standards on the one hand and the gold exchange standard on the other. 

The banks which apply the pure gold standard-in other words, tho:>e which do not include 
foreign exchange in their fundamental or secondary reserves~njoy a higher prestige than those 
which apply the gold exchange standard. The former are regarded as a higher, the latter as a 
lower type of bank. The belief prevails that the first class has greater power and' greater 
resourees. 

Such a classification is devoid of scientific justification. Nevertheless it exists, and the 
Central Banks must reckon with it. As a result of it, banks tend to abandon the gold exchange 
standard as soon as the economic position of the country has improved an;! as soon as fairly 
large reserves have been amassed for the support of the currency. Thus the gold exchange 
standard is regarded as a transitory system, and Central Banks which have already accumulated 
considerable foreign exchange reserves endeavour to increase their stock of gold in order to raise 
their prestige thereby. Frequently, they do this without any real need. 

The demand for gold originating in the desire of a given bank to raise its prestige would not 
be difficult to le8sen by way of the co-operation of Central Banks and the exertion of moral 
pressure on the authorities of the bank in question. 

A greater danger, however, lies in another result of the splitting of the gold standard into 
three systems. It is that the position 1m the gold :market of the banks which apply the gold 
exchange standard is a privileged one in relation to those banks which apply the pure gold standard. 
For the banks which have foreign exchange reserves at their disposal benefit by more 
favourable conditions as regards gold arbitrage. 

Imports of gold by commercial banks can last longer and assume larger proportions when 
these banks have support in the foreign exchange reserves of their Central Banks. When the 
rate of exchange of the German mark reaches such a level that it is profitable to buy gold in 
London and ship it to Berlin, the commercial banks begin their arbitrage transactions. Then 
their own reserves of bills on London diminish in proportion to the imports of gold from London. 
Should the Reichsbank have no reserves of sterling bills on London, the commercial banks 
would exhaust their own reserves, and the demand for sterling would rise in proportion to the import. 
of gold. . Withui a short period of time the increase of the demand for sterling would raise the 
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rate of exchange to the normal level, at which gold arbitrage in favour of Berlin would cease 
to be profitable. 

· A similar process would take place in the reverse case-i.e., when the rate of exchange of 
the German mark reached a level at which it would be profitable to ship gold from Berlin to 
London. Should the Reichsbank possess no foreign exchange reserves, gold arbitrage 
transactions in favour of London might assume considerable proportions. With the existence 
of such reserves, however, they cannot take place at aU, because the Reichsbank will sell sterling 
bills on London without limit. The demand for foreign exchange, therefore, can be easily met, 
and the rate of exchange of the German mark in relation to the pound sterling be improved 
more rapidly than could have been the case under pre-war conditions. 

The above examples are not abstract cases, but are taken from well-known experience. 
Gold arbitrage in favour of Berlin is to-day easier than in favour of London or New York. The 
same applies also, to some extent, to arbitrage effected in favour of Paris. It cannot be questioned 
that, on the gold market, the position of banks which possess foreign exchange reserves is stronger 
than that of banks which do not. The conditions of competition are not equal. The chances 
of the banks which apply the pure gold standard are less. In consequence of this defect in 
co-ordination, the gold standard works in such a way that the distribution of gold among the variow 
countriu u IUbject to di8turbanctl8. Of this, the continued accumulation of gold by the Bank of 
France affords a striking example. 

The importance of a reasonable distribution of gold is a generally recognised fact. The 
privileged position on the gold market of banks which have foreign exchange reserves at their 
disposal constitutes one of the most serious impediments to the redistribution of gold in the 
world. This is not desirable and should be done away with sooner or later, if the gold standard 
is to function normally and smoothly. 

Equality of chances on the gold market could be secured if the banks which apply the gold 
exchange standard would continue to sell foreign exchange at a pegged price, equal, for example, 
to the parity price of the dollar. This would be, however, a dollar standard, instead of the gold 
standard. It would be more practical to .top •eUing foreign e:cchange on the gold-loring country 
when the gold-importing arbitrage transactions begin. Tbjg; however, would be only a partial 
remedy, for whoever wanted pounds could buy them for dollars obtained from his Central Bank. 
The most thorough solution would be for the Central Banks on the gold exchange standard not 
t41 sell foreign exchange at all, but to con fine themlelvu e:cclurively to 1eUing gold. With the 
present system the Central Banks buy and sell foreign exchange without any limit. The rate 
of exchange of the inland currency in countries on the gold exchange standard is at present 
regulated by the purchase as well as by the sale of foreign exchange. The difference between 
this and the above solution would be that bank8 of thu cltu• would continue to purcha8e foreign 
e:cchange and include it in their fundamental ruervu, but would •eU only gold. Thus the rate of 
exchange of the inland currency would be regulated by the purchase of foreign exchange and the 
l&le of gold. 

The most important feature as regards economy in the use of gold-namely, the purchase 
and accumulation of foreign exchange, which is tantamount to the postponement of the purchase 
of gold to a later period-would not be affected by the change. Ail its liabilities increased, a 
bank ~ou~d, from ~~e to time, buy gold at the expense of its foreign exchange reserves, in order 
to ~mtam the mmrmum gold reserve at the level required by the statutes. Such gold trans· 
act~ns wou~ be special transactions between Central Banks effected either direct or through 
the mtermedJ&ry of the Bank for International Settlements. 
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At the same time, though the bank would buy foreign exchange, it would ceat1e to aeU it. 
Instead of foreign exchange it would sell only gold. As it sold gold it would reduce its foreign 
exchange reserves through purchases of new gold by means of special transactions. ThiJB it 
would purchat1e that which it had previously sold. Instead of a one-sided acquisition of gold by 
the banks which apply the gold exchange standard, we should have a reciprocal movement, for 
banks of this class would not only purchase gold, but would also sell it. Instead of an official 
hoarding of gold by these banks, we should have an increase in the liquidity of their metallic 
reserves. The amount of monetary gold available for international exchange would rise conaiclerably. 
This factor alone speaks in favour of the compromise here proposed between the present and the 
future system, which will permit the Central Banks on the gold exchange standard to continue 
to buy foreign exchange, but will prohibit them to sell it. 

2. 

The adoption of such a system presents. certain technical difficulties. If the Central Bank 
continues to purchase foreign exchange and ceases to sell it, the local commercial banks will 
require gold more often, because they will not be able to get the necessary foreign exchange. If 
the Central Bank confines itself to buying foreign exchange and ceases to sell it, a hoarding of 
foreign exchange for itself, instead of the hoarding of gold, will ensue. All surplus foreign 
exchange on the money market will be absorbed by the Central Bank, not immediately to return, 
when the demand for foreign exchange will exceed the reserves in the hands of the local commercial 
banks. Under such conditions, the rate of exchange of the inland currency will reach the gold 
export point oftener than heretofore. The demand for foreign exchange, not being met on the 
open market, will change into a demand for gold, and the export of gold will take place more 
frequently than at present. 

This difficulty is, however, more apparent than real. From the point of view of the Central 
Bank there is no material difference between the outflow of gold and the outflow of foreign 
exchange. In either case, the fundamental reserve is reduced in the same way. If the bank 
sells foreign exchange, an outflow of foreign exchange is registered. If, however, the bank 
abstains from selling the foreign exchange which it has withdrawn from the market, it must sell 
gold. Apprehensions that the proposed system will weaken tlie position of the Central Bank are 
illusory. At present, when the demand for foreign exchange on the open market exceeds the 
reserves in the hands of commercial banks, the Central Bank is bound to give back part of its 
reserves. If it does not wish to sell foreign exchange, it will be compelled to sell gold. Th'Uil 
the amount of gold which wiU leave the country wiU be equal to the outflow of foreign exchange which 
would otherwise have taken place. In either case, the Central Bank's reserve will be subject to 
the same reduction. 

The situation is different, however, from the point of view of the local commercial banks. 
!he system here proposed would be less desirable for them than the present system. At present, 
if an excess of the demand for foreign exchange over the supply on the market is noticeable, the 
commercial banks purchase the necessary cheques or cable transfers from their Central Bank. 
From the technical point of view this is a simple and easy operation. If the Central Bank were 
to refrain from selling foreign exchange, the commercial banks would be obliged to buy gold in 
order to cover the excess of the demand for foreign exchange over the supply. Gold exports 
however, are not as convenient as the export of cheques or cable transfers. Therefore, the 

• 
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technical difficulties of commercial banks, as well as their difficulties in calculating pro~ts, will 
increase in proportion to the increase of transactions involving an export of gold. - · · · <2 

· 

Should the Central Banks which apply the gold exchange standard change their methods 
of effecting gold transactions in such a way as to make it more similar to their method of effecting 
transactions in foreign exchange, it would be possible to do away with the difficulties mentioned 
above. If we accept the principle that the Central Bank should cease to sell foreign exchange, 
we ought to be consistent and demand likewise that it should make the form in which they sell 
gold similar to that in which they sell foreign exchange. · : · 

As long as the Central Bank sells gold exclusively on the spot in its vaults, the commercial 
banks are obliged to resort to actual gold exports. If, on the other hand, the Central Banks were 
to begin to ~~u gold out of their deposit. held abroad, the commercial banks would not be compelled 
to export gold. 

The sale of gold mould then become rimilar to tile •ale of foreign ezchange. A commercial bank 
would be given the possibility of buying from its Central Bank a cheque or a cable transfer on a 
foreign Central Bank, equivalent to the amount of gold required by the purchaser of that cheque 
or cable transfer. Instead of the •ale of gold from tile vaulta of the Central Bank itself, we should 
Aave a .ale of gold from tile vault. of a foreign bank. Thus the purchaser of such a cheque or cable 
transfer would not send abroad effective gold, but a slip of paper which would pay off his debts 
just as well as the actual export of gold. ;· 

The danger of the circulation of such cheques drawn on gold deposited abroad can be easily 
guarded against. Such a cheque (1) should be issued in terms of units of weight of gold and n9t 
in money units, (2) should be drawn on the Central Bank, with which a gold deposit is held, 
{3) should be limited as regards validity to a few days for transactions within Europe, and tO, 
say, a fortnight for transactions between Europe and America. If these three conditions were 
fulfilled, the danger of the circulation of such cheques would be removed. Properly speaking, 
these documents would not be cheques in the strict sense of this word, but gold certificates. 
Moreover, if the banks, instead of issuing such gold certificates, were also to sell cable transfers 
for the payment of gold out of their deposits held abroad, the danger of the creation of a circu
lation of international currency, which might prove a serious competitor to the inland currency, 
would be minimised. 

It goes without saying that a Central Bank should pay a different price when buying these 
eertificates from that fixed for their sale. The differen~ between the purchase price and the 
selling price would be approximately equal to the present difference between the gold points. In 
selling gold out of its deposits abroad, the Central Bank 1hould add to tile stotutory price of gold 
tile C08U of tile actual tramport, which the purchaser of such a certificate would be compelled to bear 
•hould he export gold himself. The gold points, so important to the normal functioning of the 
gold standard, u:ould remain u effective u to-day. The costs of freight and insurance and the 
loss of interest on capital invested in the exports of gold would be arbitrarily estimated by the 
Cen~~ Bank. If anyone could export gold in a ~heaper way, he would have the possibility of 
buymg gold on the spot, instead of buying it abroad. This would be, however, an improbable 
case. as the Central Bank would change the price at which it would sell gold from its deposits 
abroad in accordance with probable changes in the costs of actual transport. · 

With mch a system the statutory price of gold would remain as stable as at present, and the 
costs of transport, which would be added to it, would vary in the same way as to-day. 
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3. 

· : If the Central Banks which are to-day on the gold exchange standard were in the future 
to have at their disposal gold deposits on all the most important markets, the new system would 
work smoothly. The holding of gold on deposit with a foreign bank is practised fairly frequently 
to-day. It is not, however, a general practice. These deposits are concentrated, for the most 
part, in London and New York. In exceptional cases they are held in Paris or Amsterdam. 
They possess the character of temporary deposits which have no special function to perform. 
They are often held merely for the purpose of postponing the transport of gold until the costs of 
transport fall. The goal to be aimeJ at is, therefore, (1) to increase the number of banks with 
which such deposits are held, (2) to hold gold deposits continually on the most important markets, 
and (3) to restore the freedom of gold exports in those countries in which a legal or moral embargo 
on gold exists. . 
· The creation of a permanent set of foreign deposits would not require large and costly 
movements of gold at the moment of putting this plan into actual practice. A given bank could 
simply set aside a certain quantity of gold out of its stock and place it at the disposal of a foreign 
Central Bank in the form of a gold deposit. Reciprocally, the foreign bank in question would 
do the same by setting aside an equal amount of gold out of its stock and by placing it to the 
credit of the first bank, also in the form of a deposit. The amount of gold in both banks would 
not thereby be reduced, but would merely be divided into two parts-the part held in the vaults 
of the bank and the part held under earmark abroad. In addition, each of the banks which 
belong to the system would hold gold earmarked on behalf of foreign banks. 

. The transactions would be effected by means of book entries, without actual transport. 
As the system developed, the amount of gold deposited abroad would vary, but each of these 
changes ~ould be compensated without difficulty by book entries. Actual movements of gold 
would be called for only in rare cases, when it became necessary to settle larger and more lasting 
deficits in the balance of foreign payments. 
. The above system would make it possible to utilise the metallic reserves better than at 

present, for they would become more elastic and liquid. Thus the clearing of gold would work 
smoothly and become a lasting and economical system of effecting international transactions. 
Gold transactions between Central Banks could, as a rule, be effected by direct clearing, or by 
indirect clearing through the Bank for International Settlements. 

4.. 

It is not easy to foresee to-day whether and when it will be possible to put such a system 
into practice. The adoption of this system is, however, not an absolute necessity for the reform 
of the gold exchange standard. , 

The banks which apply the gold exchange standard may continue to purchase foreign 
exchange, accumulating it in the form of deposits held with foreign Central Banks. Although 
they have opened accounts with foreign Central Banks, they are not compelled to hold gold 
deposits abroad, because they can purchase gold at any time from the bank with which they 
have an account. If they wish to hold a deposit of gold with that bank, they can change part of their 
foreign exchange reserves into bullion. This is a special transaction, which creates a gold reserve 
deposited with a foreign bank for future needs. 

When the exchange situation encourages arbitrage transactions and a gold certificate is 
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sold, this certificate, or cable transfer, is placed to the debit of the gold deposit account with the 
bank on which it is drawn. If, however, the bank which sells the gold certificate does not at the 
moment possess a deposit of gold with a foreign bank, not having prepared such a deposit in due 
time, this transaction can be effected in the following way : 

W1lm seUing a gold certificate to its client, the seUing bank will simultaneously purchase 
a corruponding amount of gold from the bank on which the certificate ia drawn. 

The bank which issues the gold certificate will pay for the gold which it purchases out of 
the funds deposited with the foreign bank for its account. . 

I pass now to one of the most important points in the reform of the gold exchange standard. 
Gold arbitrage can be technically so regulated that at the foreign Central Bank at which !he gold 
certificate is presented the two transactions take place at the same time : the foreign bank sells 
a certoin amount of gold to the bank which has iasued the certificate, and, at the 'Bame time, buys the 
same amount of gold from the bearer of the certificate. The import and export of gold will thus 
be combined in one double operation. 

The balance-sheet of the bank which honours a gold certificate issued by a foreign bank and 
presented to it will not show any change in its gold reserves on account of this double operation. 
The synchronising of the purchase and sale of the same amount of gold permits the metallic 
reserve to be maintained at the same level. Only the account of the foreign bank which has 
issued the certificate diminishes, because part of this account is used to purchase the gold to cover 
the certificate. 

The owner of the certificate, as soon as he receives the amount of gold due, sells it, of course, 
to his Central Bank, which in this way is compensated for its previous sale of gold to the foreign 
bank that issued the certificate. Thus the metallic reserve of the bank which honours the certi
ficate does not change. Its liabilities, however, diminish by the amount which was paid by the 
foreign bank that issued the certificate. The 6g11Chronising of both transactions, the purchase 
and the •ale of the •ame amount of gold, permits the entire operation to be effected by means of book 
enl.riu. Thus gold arbitrage is possible without actual movements of gold. It becomes a clearing 
operation. In addition to gold clearing in the case of special transactions, this even more impor
tant form of gold clearing- namely, that in the case of arbitrage transactions-appears. 

The gold standard will be more modernised, and its technique will be simplified. Moreover, 
the banks on the gold exchange standard will no longer have the privileged position in the gold 
market by which they benefit to-day. Equality of opportunity on the gold market will be 
restored. A more reasonable redistribution of the world's gold reserves will become possible. 
The atmosphere on the gold market will become quieter, and the spirit of competition will give 
way to the spirit of co-operation. 

5. 

The gold exchange standard has not only good but also bad qualities. A weak point in the 
system which is of the greatest importance is the present practice of using the foreign exchange 
included in the fundamental reserves as short-term capital, which is lent to private commercial 
~ and transferred in large amounts from one market to another according to the ruling 
mterest rates. Such a practice renders the discount policy of the Central Banks more difficult 
on those markets where credits of this kind are accumulated. A second weak feature of the 
~t system ~ to be found in the privileged position held on the gold market by the banks 
which have foreJgD exchange reserves at their disposal. Gold arbitrage to these banks is easier 
and more advantageous than to those which apply the pure gold standard. 
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The first defect can be remedied by the adoption of the principle that foreign exchange 
included in the fundamental reserve should be held s~lely on deposit account with other Central 
Banks. Deposits held by Central Banks at the Bank for International Settlements form the 
only permissible exception to this rule. The second defect can be remedied by the adoption of 
the principle that the banks which apply the gold exchange standard should be deprived of the 
right to sell foreign exchange. The right to purchase foreign exchange should remain as it is, 
while the right to sell it should be replaced by the obligation to sell gold. 

Under such a system, t1ul conversion of foreign exchange into gold would take place only in case 
_of real need. These transactions would be of two sorts : first, those special transactions which 
have as their object the maintenance of the minimum reserve at the statutory level; and, secondly, 
arbitrage transactions based on a synchronising of the purchase and sale of the same amount of 
gold. In either case, the demand for gold would be reduced, because it would be better regulated 
than at present. 

The potential demand for gold which is represented by the accumulated foreign exchange 
would cease to be a painful burden on the gold market as it is to-day. Equality of opportunity 
would be restored. It would be possible to bring about a more reasonable distribution of gold, 
because gold arbitrage would not offer, as it does to-day, such one-sided advantages to the banks 
which have a reserve in foreign exchange. This would not of itself, however, secure a better 
redistribution of the world's reserves of gold, because this redistribution depends also on other 
factors, among which are t1ul excessive growth of public budgets and e011aggerated protectionism. In 
spite of this, the improvement of the machinery of arbitrage transactions will undoubtedly exer
cise a favourable influence on the gold market. 

May the system so reorganised still be called the gold exchange standard Y 
The obligation to redeem notes in foreign exchange constitutes the essential feature of the 

gold exchange standard. If, under new statutes, Central Banks were not allowed to sell foreign 
exchange, notes would be redeemed exclusively in gold. Whether this would be a sale of gold 
from the vaults of the bank or a sale out of deposits held abroad would be immaterial from the 
point of view of the legal definition of the obligation on the bank to redeem its notes. 

It is not the right to buy foreign exchange, but the right to sell it, that determines whether 
or not the system is the gold exchange standard. The purchase of foreign exchange is the acqui
sition of a title to foreign gold. Whether the bank realises this title immediately or postpones 
the realisation to a later period is a question of convenience. It does not affect the legal character 
of the system. 

By introducing a new system under which the statutes of the Central Banks will in future 
prohibit the redemption of notes in foreign exchange, we transform the gold exchange standard 
into a new form of gold standard. The redemption of notes would be effected exclusively in gold, 
and almost exclusively in gold held abroad. The sale of gold from the vaults of the bank would 
be a rare exception. The t48!Ull practice will be to synchronise the purchase and sale of the same 
amount of gold by means of book entries. 

Special transactions with the object of maintaining the minimum reserve at the level required 
by the statutes would also be carried out simply by book entries. 

The legal obligation to redeem notes would contemplate redemption e011clusively in gold, but 
the actual redemption would be almost always a clearing operation. A system so organised may, 
therefore, be called t1ul gold clearing standard. It will no longer be possible to call it the gold 
exchange standard, although the banks which apply it will continue to buy and to accumulate 
foreign exchange. 
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6. 

A general return to the pre-war form of the gold ~tandard is neither possible nor de-sirable. 
Instead, therefvre, of fol"("ing a unification of the three present forms of the gold standard, we 
should confine ourselves to bringing about a bt:tttT co-ordination of them. This can be done by 
transforming the ge>ld ezchange standard into the guld clearing Btandard. All .Central Banks would 
then sell gold only, and the advantage held on the gold market by the banks which have consi
derable foreign exchange reserves at their disposut would be done away with. By concentrating 
the foreign exchange reserves exclusively in deposit accounts with Central Banks, it wo•lld be 
possible to remove the impediments to the control of the money market by the respective Central 
Banks Instead of unification, we should have a better co-ordination between the three forms 
of the gold standard. 

With this better co-ordination it will be easier to develop and strengthen the co-operation 
between Central Banks, because the competition on the gold market will become )eo;s strong 
owing to the regulation of the demand for gold. Both special transactions and arbitrage trans
action~ will be effected only in case of real need, and in a way more convenient from the technical 
point of view. 

It is not impos•ible that after a certain period of experience the con~dence of the nations in 
the gold clearing standard will so increase that they will abandon their present traditional systems, 
the gold specie and gold bullion standards, in favour of the new system. Such a unification is 
not, however, indispensable for the smooth working of the gold standard. Whether the gold 
clearing standard will ever prevail over the other systems is immaterial to-day. From the point 
of view of the present situation it is only important that : (I) it be possible ta work out a better 
eo-ordination betmun the three forma of the gold standard, and (2) that the working out of this 
co-ordination alwuld make co-operation between Central Banks easier. 

Much is being said and written at present about the need for economy in the use of gold for 
monetary purposes. The central point of this propaganda is the reduction of statutory reserve 
requirements. In the atmosphere, however, of sharp competition on the gold market, co-opera
tion between Central Banks cannot yield satisfactory results. It would be difficult, therefore, 
to expect to-day that the Central Banks should conclude a convention to lower their statutory 
reserve requirements. · 

The order ought to be reversed, The competition on the gold market should be reduced 
first, and it will then be easier to reach a convention reducing statutory reserve requirements. 

The Central Banks are not, however, sovereign bodies. Such a convention would have 
to be an international convention among Governments in order to strengthen the new system 
and make it independent of political innuences in the various countries. If the spirit of inter
national co-operation develops, it is not impossible that some day such an international convention 
will be concluded. The conference which draws up such a convention will be faced with two 
principal tasks: (1) to formulate more economical principles regarding the reserve to be held 
against notes; and (2) to guarantee the immunity, in case of war, of gold and foreign exchange 
deposits held abroad by Central Banks. 

We_ do not know to-day ~hether or when the world will be able to carry through such a 
convention. ~e transfonnatton of the gold exchange standard into the gold clearing standard 
may to a eertam degree prepare the ground for it; for the new system will lessen the competition 
on the gold..market and thus facilitate co-operation between Central Banks. 

A gold clearing standard is not only possible, but may prove a blessing to future generations. 



CHAPTER VII. 

THE STABILISATION OF THE PURCHASING POWER OF GOLD. 

1. 

In examining the changes which have taken place in the structure and in the functioning 
of the gold standard, we were confronted with two problems : (1} Will the world have sufficient 
reserves of gold to restore and maintain the smooth functioning of the gold standard 'l and, 
(2) Will the Central Banks be able to exercise such a control on the general level of prices as to 
ensure the stabilisation of the purchasing power of gold? The first of these problems has 
already been discussed. It remains now to discuss th& second. 

As long as economists believed in the automatic functioning of the gold standard, the problem 
of the stabilisation of the purchasing power of gold did not play, as it does to-day, the most 
important part in this discussion. For, according to the doctrine of automatic functioning, 
changes in the general level of prices were bound to appear before any changes. in the movements 

· . of gold could take place. Thus, the changes in the general level of prices and the changes in 
the movements of gold were dependent on each other. As long, therefore, as the changes in the 
general level of prices were believed to be essential to the normal functioning of the gold standard, 
the problem of stabi.li.ing the general level of prices did not command much attention. 

The situation to-day is different. 
The direction of gold movements depends more often on changes in interest rates than on 

changes in the general level of prices. Thus, the doctrine of automatic functioning has become 
an anachronism, because, in practice, little relationship exists between changes in the general 
level of prices and changes in the direction of gold movements. The relationship between the 
two has become looser than it was. Because of this, Central Banks will now more probably 
be able to regulate the general level of prices independently of the movements of gold. 

The Central Banks have a free choice. They can increase the volume of their credits in the 
face of an outflow of gold, or reduce it in the face of an inflow of gold. This is the policy adopted 
someti!lleS even by the Bank of England. The Central Banks have now ceased to be a passive 
registrar of the movement of gold. The gold standard no longer functions automatically; it 
bas become a managed standard. Under these conditions, it is natural to ask whether the 
Central Banb, which to-day are able to influence the general level of prices by the manipulation 
of credit, can improve this manipulation to such a d!'gree as to ensure to mankind stability in 
the general price-level. · 

To this question, Cassel, in his latest work,1 replies in the affirmative. According to his 

a "Wandlungen 1m Wesen der Goldwilhrung ", 1930. 
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opinion, the genei:allevd of prices can be kept wholly under the control of the Central Banks, 
since their discount policy, by reducing or expanding the note circulation, can ensure the stabi
lisation of the purchasing power of gold. He says, for instance; that the fall of prices is " exclu
sivdy the result of an insufficient supply of the means of payment ". To look for " other causes " 
is " absolutdy inadmissible ". To those who bdieve that Central Banks are not able by n:1eans 
of their discount policy to maintain the stability of the general level of prices, Cassel replies 
as follows. Let us suppose, he says, that the Central Bank puts its discount rate down to nil 
and discou~ts bills without any limit "for nothing". No one \AD doubt that, under these 
c.ireumstances, the prices of commodities would rapidly increase. Similarly, no one can doubt 
that prices would fall if the Central Bank were to raise its discount rate to 10 per cent or 20 per 
cent. " The most elementary logic accordingly compels the conclusion that, at any given 
moment, there is a discount rate to be found between these two extremes, which will leave the 
general price-level unaltered ". 

Now, suppose that, in a given year, the world's agricultural production diminishes by 20 per 
cent, and that this U. brought about by causes independent of the Central Bank's discount policy. 
The supply of foodstuffs in tbe world will suddenly be reduced by 20 per cent, while the demand 
will rise on areount of the increa..e of the poplllation. What is the policy to be pursued then by 
the Central Banks? 

According to the doctrine of stabilisation, credit ought to become so costly a.; to prevent 
a rise of the general price-level as a result of the rise in the cost of living. In the reverse case---i.e., 
when in a given year agricultural production increases by 20 per cent--credit ought to be made 
so cheap as to prevent a fall of the general price-level resulting from the lowering of the cost 'of 
living. 

In either case, the Centrai Bank ought to manipulate the cost of its discount credit in such 
a way as to neutralise changes-even extraordinary changes- in· the volume of the supply 'of 
goods on the home market. 

A similar policy should be adopted if, in a given year, a number of countries, which play an 
important role in international trade, raise or lower their tariff barriers to any considerable extent. 

If the Central Bank does not neutralise the influence of such a ,raising or lowering of the 
tariff barrier, the general level of prices will change. If, however, the Central Bank fulfils its 
functions as postulated by the doctrine of r.tabilisation, and effectivelv neutralises the conse· 
quence. of the new Customs tariff, the new tariff will be deprived of eco~omic importance, since 
it will not bring about the desired change in the relationship between the national and foreign 
price-levels. But the question then arises whether the Governments concerned will allow the 
Central Banks in such a case to act in a way which conflicts with their own commercial policy. 

The above examples prove, in the first place, that prices are shaped, not only by the influence 
of conditions prevailing within a country, but also by the international situation. The greater 
the economic progress of the world, the greater the importance of world prices in shaping the 
internal price-leveL The prices of raw metals, crude oil, coal, cotton, coffee, tea, special machines 
and so on depend on the geographical situation and the progress of technique in the countries 
in which they are produced, as well as on the level of the Customs tariff, the costs of transport, etc. 
These factors, taken as a whole, determine the cost of imports, and thereby, to a certain degree, 
the cost of production in the importing country. Under ·such conditions, it is clear that the 
ltabilisation of the general level of prices within a country ·cannot be achieved independently 
of the llituation exi!.ting in other countries. The problem of the &tabilisation of the general 
level of prices is not, therefore, and cannot be, a local problem. 
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Consequently, there arises the difficulty of reconcili~g local interests. What level of prices 
ought to be chosen as the normal one? Ought we to regard as normal the price-level emting 
at the beginning of the attempt to regulate it, or some other level, to be first artificially created 
and later on stabilised? Suppose, however, that an agreement has been reached and that some 
general level of prices hag been indicated as the desired level for stabilisation. A new difficulty 
will' then arise. Price-indices are calculated and published posi factum. A Central Bank will 
not be able to wait _passively for the publication of the index showing changes which have already 
occurred, because, in that case, no material difference would exht between the present and the 
future system. As it is, the Central Banks endeavour to correct the larger divergences in the 
general level of prices, when such divergences have already become manifest. 

The policy of stabilisation will differ from the policy followed at present, in that the Central 
Bank will be bound to hinder fluctuations before they have manifested themselves on the market. 
The chief purpose will be to prevent, in general, any material change in the price-index adopted 
as the measure of the purchasing power of gold. 

What, then, will be the rOle of the Central Bank confronted with such a task? If the rate 
of exchange of the inland currency encourages the inflow of gold, the bank will be obliged to 
neutralise the imports of gold lest a considerable increase of circulation should raise the general 
level of prices. With an outflow of gold the bank will be likewise obliged to manipulate with 
its discount rate, so as to prevent a fall of prices. This is not a theoretical assumption. The 
international movements of gold will not disappear owing to the stabilisation of the general 
level of prices, because they will still be, as they are now, a result of the differences in interest 
rates. 

The chief feature of the doctrine of stabilisation is that a Central Bank, by changing the price 
of money, wiU protect the general level of commodity pricea from changes. The price of money will 
change quite as often as to-day. From time to time, moreover, when the Central Banks neutrali&e 
extraordinary changes in the supply and demand of goods, the changes in interest rates will 
display a range of fluctuations even greater than to-day. For this reason the international 
movements of gold not only will not disappear, but are bound to become more frequent and 
assume larger proportions. In what manner can this be reconciled with the stabilisation of the 
general level of prices 'f 

Suppose the Central Bank does not prevent gold from exercising its full influence on the 
market. Then the stabilisation of the general level of prices may be upset. Under these 
circumstances, the Central Bank will not be able to wait for the publication of the index adopted 
as the measure of the purchasing power of gold, because this index, when it is published, will 
reveal a change which has already taken place, whereas the chief task of the Central Bank is to 
prevent such changes. The Central Bank cannot be guided by such an index, since it will be 
obliged to act before the inde.z iB compiled and published. If the price of a certain category of 
commodities fall&, the prices of other commodities are bound to rise; or else the general level of 
prices will display material changes. Therefore, if the Central Banks wish to maintain the 
stability of the purchasing power-of gold, they will not be able to permit gold to exercise its full 
influence on prices. 

The necessity of neutralising the effects on the price-level of considerable gold movements 
from one country to another will create a situation in which the Central Banks will be obliged, 
as a rule, to increase their credit when gold flows out and to reduce it when gold flows in. If 
we wish to stabilise the purchasing power of gold, we must abandon the idea that gold movements 
should be left free to exercise their influence on prices. 



-100-

The pre-war gold standard system consist~ in abstention f~m any interfer~nce with ~he 
influence of gold movements on price-levels. It IS necessary to realiSe clearly that, m advocatmg 
the stabilisation of the general level of prices by means of the discount policy of Central Bank~, 
we are declaring ourselves opposed to permitting gold movements to exercil.e their influence 
freely on prices-which is tantamount to saying we are against the gold standard in the pre-war 
sense of the svstem. 

Cassel is ~nsistent when he says that the gold standard is already to-day a managed 
standard. whose purchasing power is artifically maintained on an equality with the purchasing 
power of gold. Undoubtedly, the stabilisation of the purchasing power of gold cannot be 
reconciled with the spirit or practice of the pre-war gold standard. 

2. 

During the period from 1923 to 1929, the wholesale-price index in the United States of 
America showed an astonishing stability. We know, however, that this stability could not, 
in the long run, be maintained. It broke down in October 1929 with the collapse of the specu
lation on the Stock Exchange. The example of America, therefore, is very instructive as regards 
the problem of stabilising the purchasing power of gold. The advocates of this stabilisation 
used regularly to refer to the stability of the wholesale-price index in America as proving that 
such a stabilisation was possible. 

The period from 1923 to 1929 in America was a period marked by great economic prosperity, 
and production showed an~tsually rapid expansion. The advocates of price stabilisation 
regarded this development duction as a blessed fruit of the credit policy of the Federal 
Reserve Banks, the aim and effec of which (it was argued) was to prevent considerable fluctuations 
in the general level of prices. It should be added that another striking factor of this period of 
stabilisation of the general price-level in America was a simultaneous rapid increase of national 
income. 

Production registered every year new records; but what was the distribution of this record 
production? Who was enriched by this annual increase of production? 

Taking the year 1919 as 100, the index of industrial production in America was 129 in the 
year 1926, 126 in 1927, 188 in 1928 and 142 in 1929. In the branches of industry which worked 
in a large measure for export, this index reached a still higher level. The index for the electric 
industry 1, for example, rose in 1929 to 164, and the index for the motor-car industrv reached 
a ~el ~f about 200. Simultaneo~ly, the index of wholesale prices, if we adopt "the same 
basiS-I.e., the year 1919 = 100, amounted for the years 1923 to 1928 to 72.5, 70.7, 74.6, 72.1, 
68.8 and 70.4 respecth·ely. During the same years and on the same basis the index of the cost 
of living was 94, 95, 98, 98, 95 and 94 respectively. Both indices show a relative stability, if we 
omit certain minor divergences in the yean. 1925 and 1926. Whether we adopt 1926 as the basic 
year or 1~19, we have the same picture in either ca.~e-namely, production increasing rapidly 
and ~eachmg record figures, with wholesale prices, and even the cost of living, remaining at a 
relattvely stable level 

In the light of these figures, let U8 now examine the wages paid to workmen. It we adopt 

Ligb~ ~~tio~:mog· Address delivered in 1930 at the fifty-third Conference of the National Electric 
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the same basis (1919 = 100), the index of wages paid to workmen during the period 1923 to 
1929 amounted to 118, 121, 123, 126, 127, 128, and 127 respectively. In 1929, the index of 
production reached the figure 142, while the index of wages reached only 127. Thus, we hat:e 
a difference of fifteen points to the disadvantage of the working-classes. This difference will be 
still more striking if we compare increase in the productivity per per•on. Index for the out
put per person in the same period 1919-1929 rose to 153.1, while that for hourly wages ouly 
to 127, We find the same picture if we examine the figure.. compiled by 1\litchell for the 
period 1921 to 1926 in regard to the percentage share of the working-<'lasses in the general 
income of the country. 

In 1921, the total monetary income in America amounted to 55.4 billion dollars. In 1926, 
it increased to 82.1 billion dollars. The increase thus amounted to 26.7 billions. In these 
same two years the total payments to employees amounted to 84.7 and to 44.5 billion dollars 
respectively. The increase thus amounted to barely 9.8 billions. The percentage share of the 
working-classes in the national monetary income decreased in this way from 63 per cent to 54- per 
cent. Therefore, both in the year 1926 and in the following years, we see that the share of the 
working-classes in the national income did not improve to the extent to which industrial produ!'tion 
increased from year to year. 

In spite of a considerable rise of wages, this rise did not keep pace with the development of 
production. This explains, to a certain degree, the fact observed by Willford J. King 1 that, 
during the period 1918 to 1926, the number of persons possessing a yearly income of from 5,000 
to 25,000 dollars, as well as the number of those possessing an income exceeding 25,000 dollars, 
increased at a more rapid rate than the number of persons possessing an income of 5,000 dollars 
or under. The figures referring to the subsequent years, 1926~1929, would show this still 
more vividly. t! 

These figures prove that, with relatively stable prices, the istribution of the increase of 
production was defective. The owners of a stable money income did not participate in th<' distri
bution of the increase of production, because with stable prices of commodities the real purchasing 
power of a stable income does not change. This applies, in the first place, to holders of fixed
interest-bearing securities. The working-class, no doubt, was in a better situation than before. 
It participated in this distribution to a certain extent; but, nevertheless, the rate of the increase 
of wages lagged behind the rate of the increase of production. The lion's share of the yearly 
increase of production continued to enrich the owners of industrial t.ndertakings. Hence the 
increase in the profits of industry and the dividends derived from it. 

In the first half of 1929, American industry reported net profits 83 per cent higher than those 
of the first half of 1928 and 47 per cent higher than those of the first half of 1927. In the light 
of these figures it is easy to explain the record increase of the index of share quotations. Taking 
1919 as 100, the index of share quotations during the years 1!123 to 1928 is 92, 96, 122, 188, 162 
and 218 respectively. During 1929, this index increased still further, and declin!'d sharply only 
in the autumn of that year. The great increase in the profits derived from industry, owing to 
the irrational distribution of the increase of production, was hm.cnd to make itself felt somewhere. 
But, instea:d of having its effect on the commodity markets, it fell with all its burden on the stock 
market. 

It could not have been otherwise. The accelerated accumulation of profits was responsible 

•" The National Income and its Purchasing Power." 
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for the fact that the credit requirements of industry not only did not increase, but even,. to a 
certain degree. diminished. The index of credit requirements L-taking 1919 as 100---il.ecreased 
bv the year 192!t to 87.6. For this reason the dependence of the money market on the Federal 
Reserve Banks decreased on the one hand, and on the other hand there appeared an increasing 
tendencv to larger and larger investments. Industry was not only able to accumulate profits 
but rouid ea~ily attract new capital from the market by means of new issues of capital, as the 
dividends paid to shareholders were unusually attractive. In this way production was powerfully 
stimulated and continued to increase until such time as the disproportion between the rate of 
the increase of production and the rate of the increase of consumption became apparent as it 
was bound to do when once the defective distribution of the increase in production began to 
exercise a checking influence on the increase in the income of the ultimate consumer. 

The diminution of credit requirements on the part of industry facilitated the increase of the 
supply of liquid funds available for other purposes. The excessive amount of liquid funds on 
the money market not being available for a further increase of commercial credits, was hound 
to be used in other form.q of credit. 

Loans against securities and investments were free to increase more and more rapidly, and 
the stock exchange speculators were able to draw their funds from abundant sources, the plethora 
of home capital being still further enriched by a considerable inflow of foreign funds. 

The market felt at the same time that the owners of fixed-interest-bearing securities were 
not participating in the profits derived from the yearly increase of production; since the general 
level of prices did not undergo any change. The speculators therefore devoted their attention 
chiefly to the stock market, to the neglect of bonds. 

Such were the consequences, the inevitable consequences, of rapidly increasing production 
with a relatively stable level of prices and a faulty distribution of the national _income. 

The moment of the decline of American economic prosperity was for" certain time postponed 
hy·the widespread prevalence of the system of instalment selling. Credit, however, does not 
increase income; on the contrary, it hampers the accumulation of income. Neither the rentier
class nor the working-class can increase their income by making use of the system of instalment 
buying, for the process of piling up debt has its limits, which neither the debtor nor the creditor 
can overotep without running the risk of bankruptcy. Consequently, the American system o~ 
instalment selling, which made such rapid progress under the influence of an increasingly liquid 
money market, could not permanently bridge the evergrowing gap between the rate of the increase 
of production and the rate of the increase of consumption. The growth of conaumption ia det6rmined 
b_y the growth of individual inc~m&U. The rate at which individual incomu increased in the United 
Sttnu WIU, however, le86 than the rate at which production increased. With stable commodity 
prices the rentter-<'lass did not participate in the distribution of the increased production, and the 
working-clAss participated in it only to a limited extent. 

We are led, therefare, to the conclusion that the stabilisation of the general level of commodity 
prices in Ameri<'.a was effected only at the expense of a defective distribution of the increase 
of the national income. The rapid ac<"umulation of profits in the hands of industrialists led 
to an over-liquid money market, since the stabilisation of commodity prices was accompanied 
by the stabilisation of the requirements for commercial credits. As a l't'sult, the commodity 
markeU did !JOt display any signs of inflation; but the superabundance of free funds could not 

1 The Cltcue Emnomie IJuUetin, B. M. Anderson, Jun., Volume IX, May 1929. 
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be done away with. It found an outlet on the market of other economic valuea outside the marka 
of goods, and, most conspicuously of all, on the stock market. 

Under such conditioru. the counter-measures of the Federal Reserve Banks were bound 
to be to a considerable extent neutra)i.,ed partly by the diminished dependence of the market 
on commercial credits furnished by the Federal Reserve Banks and partly by the inflow of foreign 

· funds attracted by the possibility of earning profits on the Stock Exchange. The world learnt 
that, at a time when no inflation was noticeable on the commodity market, ·it was possible for 
inflation to develop in the case of other economic values. The American Stock Exchange spect4· 
lation was the direct consequence of 8Uch an inflation. As a result, the Federal Reserve Banks 
were bound to resort to, the policy of dear money, although the index of the prices of commodities 
did not show any tendency to increase. 

The advocates of the stabilisation of the purchasing power of gold limit the field of this 
stabilisation to the commodity markets. America's ereperience does not furnish an argument in 
favour of this view. If the discount policy of a Central Bank is to be its sole weapon, the efficiency 
of this weapon depends on whether, with a stable general level of prices, the distribution of the incrt'ase 
of production iB carried out in such a way as to prevent an excessive accumulation of profita at the 
e:cpenae of the working-classes. In America, the situation was quite diC!erent. As a result, the 
abnom1al amount of liquid funds brought about excessive independence of the market from 
the Federal Reserve Banks. The longer the stabilisation of the general price-level lasted, the 
more difficult became the proble~ of discount policy. 

Under certain circumstances, the discount policy of a Central Bank may lead to the stabi
lisation of the general price-level. When such a stabilisation, however, has been maintained 
for a sufficiently long period, the ability of the Central Bank to maintain it still longer by means 
of its discount policy may be lessened. Such is the situation when the stabilisation of the general 
level of prices iB accompanied by defective distribution of the increase of production; for then the 
Central Bank is <Jbliged, bOOner or later, to resort to a policy of dear money, in spite of the stability 
of the general price-level of commodities. 

In this way t~e very foundation of the stabilisation of the general price-level is upset. 

s. 

Even if the figures referring to America during tb:e period from 1923 to 1929 were regarded 
as not sufficiently accurate and convincing, it would be clear that, with a defective distribution 
of surplus production, the price-level on the commodity markets could not, in the long run, be 
kept stable. The stabilisation of the general level of prices does not check economic progress. 
If, however, the yearly increase of production chiefly enriches the industrialists, their income 
increases more rapidly than that of other classes of the community. 

Under such conditions, the stabilisation of the general level of prices is hound to be accom
panied, sooner or later, by the destabilisation of the prices of other valu.es. Viewed in this light, 
speculation on the markets of these values appears unavoidable. In such an atmosphere of 
speculation, the distribution of the national income is complicated even more, and the Central 
Bank is compelled to take part in the struggle. Its discount policy must then be changed, in 
spite of the fact that the general level of commodity prices is stable. Under the pressure of the 
changed discount policy, however, not only the speculation on the stock market, but also the 
stabilisation of the general level of prices on the commodity markets is bound to break down. 

This argument must not be taken to lead to the conclusion that the stabilisation of the 
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general level of prices is not, in principle, possible. ~ th~ defective distribution of t~e incr~ase 
of production is the factor which prevents the stabihs_a~10~ of the _level of commodity prices, 
an improvement in di<tribution would make such stabilisatiOn possible. 

Sir Henry Strakosch, therefore, was right when he stressed this side of the question 1• He 
has shown that, with the level of commodity prices stable and production increasing at 8 per 
cent per year, practically the whole of the increase in the national income goes to enrich the 
industrialists and the working-class. This is only fair, since these classes of the community, 
and not the others, created the increased production by their own labour. 

There remairu., however, the question of the proportion in which the yearly increase of 
production should be divided between the employer-class on the one side and the working-class 
on the other. We have seen that, in America, during the period 1928 to 1929, this relation shifted 
to the advanta,ae of the employers and to the disadvantage of the working-cla&S. This was 
primarily responsible for upsetting the stabilisation of the general price-level then existing in 
America. Sir Henry Strakosch does not directly discuss thi!. question. He touches upon it 
indirectly, however, for, in hU. table illustrating the distribution of national income, he uses the 
expreo;sion " the constant proportions of the original account ". · This mearu. that the working
class should receive every year its " due " share of the increase of production. 

Theoretically, it appears, then, that the stabilisation of the general level of commodity 
prices can be maintained, in spite of the annual economic progress, since the income of employers 
and workers wi!l increase at the aame rate. The working-class will participate in the yearly 
increase of produ_tion aCcording to a constant proportion. 

In this way the mistake of an unreasonable distribution of the increase of production is 
avoided. This object is attained, however, at the cost of aystematically raiaing the workers' 
maga. It will be seen from the table compiled by Sir Henry Strakosch that, in the course of 
thirty years, provided the price-level is stable and the rate of economic progress is 8 per cent per 
annum, the standard of living of the working-class will be doubled. With a stable level of prices, 
this doubling will mean an increase of 100 per cent in wages, because " that increased production 
does not reach the wage-earner unless money wages are increased accordingly ". The raising 
of wages, however, will be ea~ier in that it will be provided for out of funds derived from the 
increase of production. 

Sir Henry Strakosch is of the opinion that, under these conditions, there would be not so 
many occasions for conflict. •• Besides, in conditions of stability, it should not be beyond the 
wit of man to devise a system by which the wage-earner's due proportion of the increased 
production is currently-almost automatically-transferred to him." Thua, the yearly raiaing 
of magu in proportion to increased production conatituta a conditio sine qua non for maintaining 
1M .tability of the gmerallevel of pricu. The best solution of this problem would be to increase 
wages automatically. 

Wages constitute one of the most important costs of production. By increasing wages 
automuically every year, the costs of production would also be increased automatically. Theore
tically, the po5sibility of induqry not being able to bear this increase cannot be totally excluded. 
If every year the productivity of labour-in other words, the number of commodities produced 
~ worker-increa'JCS, it will be possible to continue to raise wages for a certain period; for, in 
sp1te of a rai~ing of wages, production will not cease to be profitable. But can such a process 
go on ad infinitum? Will not such a continuous raising of costs of production sooner or later . 

1 
" Gold and the Price-Level", Mt-morandum for the League of Nations. 
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compel manufacturers to raise the price of their goods? I do not propose to discuss this question 
in detaiL There is, however, one branch of production which, from this point of 'iew, is of 
particular importance in regard to the problem of stabilising the purchasing power of gold. I refer 
to the production of gold. What will be the consequences of the stabilisation of the purchasing 
power of gold on the production of gold? 

The production of gold is the basis of the gold standard. What will become of this basis 
when the general level of prices is kept stable and when the condition which is indispensable 
for this stabilisation-namely, the automatic raising of wages-it. realised? Can the wages 
of workers who produce gold be raised every year as national income increases? 

The prospects for the future production of gold are not satisfactorv, so that we must reckon 
rather on a decline than on an increase. If, however, the output of. the mines declines conti
nuously, it wo..Ud not be reasonable to keep on raising the wages of the workers every year. 
Under such a practice, gold production would rapidly become less profitable and would lose 
much of its attraction as a field for further investments of capital. Thus, nothing would acce
lerate the falling-off in gold production so much as the stabilisation of the purchasing power 
of gold, if carried through ~ conformity with this theory. 

Economic progress is a necessity. A yearly increase of national income is the chief aim of 
economic policy. If, however, national income increases and the general level of prices is 
artificially kept stable, a yearly increase of wages will be the indispensable condition for the 
continuance of this state of stability. For, otherwise, the unreasonable distribution of the increase 
of production will, in the course of a few years, undermine the stability of commodity prices 
by an excessive destabilisation of other economic values. If we do away with the unreasonable 
distribution of the increase of production by automatically raising wages, we shall create a 
situation which will render impossible the production of gold. Thus, by avoiding one danger 
we shall fall into another. 

If the stability of the purchasing power of gold is maintained, a detrimental effect will be 
exercised on the production of gold. Its decline will gradually become more rapid, because, 
with the fall in the output of the mines, the margin of profits will shrink more rapidly than in those 
branches of production in which the productivity of labour continuu to increase. As a result, either 
the stability of the purchasing power of gold will be shaken, or the maintenance of the gold 
standard will become impossible and, in the long run, the system will have to be abandoned. 

Those who believe in stabilising the purchasing power of gold promise mankind beneficial 
results from this action. In their calculations they use, as a measure of the purchasing power 
of gold, the wholesale-price index. 

To use this index is a method which is too simple, as Keynes has definitely proved in his 
latest work 1, which is unusually rich in statistics. Keynes is an adherent of the doctrine of 
stabilisation. His criticism of the wholesale-price index as the sole measure of the purchasing 
power of gold, therefore, puts an end to the discussion on this subject. He does not, however, deal 
with the question whether the stabilisation of the general level of prices is desirable or possible. 

The adversaries of this &tabilil.ation point to the technical difficulties which attach to it. 
Thev have some doubt whether the Central Banks will be able to maintain such a stabilisation 
by ~eans of their discount policy. The same kind of argument also underlies the opinions 
expressed in the majority of the memoranda sent to the League of Nations on this question. 

' " A Treatise on !\Ioney ", 1930. 
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While I share these views as regards their general aspect, I shall confine myself here to discussing 
one side of the question only, namely : Can the stabilisation of the purchasing power of gold 
be reconciled with the gold standard system? 

Summing up my thoughts on this subject, I come to the following general observations : 

(1) If the Central Banks are to endeavour to keep the general level of prices stable, 
they will be compelled to counter the ercects which any inflow or outflow of gold would 
have on prices before the effects are prodyced by means of the influence which they 
can exercise on: the volume of the monetary circulation. 

(2) If the Central Banks. neutralise gold movements, this will mean that these 
movements will not be able.to exercise their full influence on the commodity markets. 

(8) If we suppose that the rate of economic progress is constant, then the efficiency 
of the policy of a Central Bank will depend on the manner in which the yearly increase 
of production is distributed. 

( •) If the distribution of the yearly increase of production is bad, in the sense 
that the lion's share of profits enriches industrialists at the expense of the working
classes, then profits will accumulate unduly. 

(5) The undue accumulation of profits by one class of the community will sooner 
or later render unstable the prices of other values outside the commodity markets. 

(6) If this instability lasts for a sufficiently long period, a situation is created which 
is conducive to speculation, particularly on the Stock Exchange. 

(7) The increasing boom on the Stock Exchange leads still further away from the 
best distribution of the increasing national income and compels the Central Bank to 
change its discount policy, in spite of the fact that the general level of prices shows 
no material change. 

(8) The change in the discount policy, although caused by abnormal circumstances 
in other branches of the national economy, is bound, sooner or later, to affect the stability 
of commodity prices adversely. 

(9) Attempts to avoid this danger by a fairer distribution of the increase of 
production must unavoidably lead to the systematic raising of wages. 

{10) With stable prices, the policy '!f systematically raising wages is bound, sooner 
or later, to lead to such a rise in costs of production as will make production 
unprofitable. 

{11) Those branches of production which are capable of increasing their output, 
as calculated by the number of commodities produced per workman, will be better 
able than the others to support such a system. 

(12) But in those branches in which it. is impossible to increase output freely, the 
system is bound soon to end in failure. 

{18) The moment at which any further rise in wages becomes impossible will mark 
the beginning of a crisis, because the equilibrium between production and consumption 
will be upset. 

(1') The situation will not be mat-erially changed, if, instead of wages being raised, 
the State. begins systematically to raise the taxes on production in order to prevent 
an excessive accumulation of profits in the hands of industrialists. 
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(15) Even though there may be some doubt as to .the apprehensions expressed 
under (18) and (14), no doubt whatever can exist as regards the production of gold, 
which, for material reasons, cannot be increased indefinitely. 

(16) With a stable price-level and a constant rate of economic progress, the 
production of gold will come, at an earlier date than the other branches of production, 
to a point when it will not be able to support this systematic raising of wages. 

From the above observations we can draw a conclusion which is of decisive importance as 
regards the problem of stabilising the purchasing power of gold-namely, that, even with a 
reasonable and just distribution of the increase of the national income, the stabilisation of the 
purchasing power of gold cannot be reconciled with the gold standard system, becauae it would 
lead to a falling-off in the production of gold. He who advocates stabilising the purchasing power 
of gold advocates the creation of conditions in which the production of gold is bound to decline, 
not only for material resson;, but !llso becauae thia production wiU cease to be profitable. The 
prospect of the systematic, and especially of the automatic, raising of wages is disastrous for 
the production of gold, and, therefore, for the maintenance of the gold standard. 

The purchasing power of gold cannot be stabilised as long as there exists a gold standard 
based on the production of gold. In view of this fact, the advocates of stabilisation ought to be 
consistent and demand that the gold standard be changed into a paper currency 1eparated fro111 
gold. Then it will be possible to discms the advantages which the stabilisation of the general 
level of pri"es will bring to mankind. This will not, however, take the form of a stabilisation 
of the purchasing power of gold, but of the purchasing power of some fllture paper currency based 
on a special index of prices and managed by Central Banks which will no longer be hampered 
by the condition of their gold reserves. Gold reserves will, in general, be no longer necessary. 
In other words, the world will be freed from apprehension p.s to the future production of gold. 

Is it, however, possible to carry through such a reform? That is another question, and one 
. which is outside the scope of this chapter. 



CHAPTER VIII. 

THE FUTURE OF THE GOLD STANDARD. 

1. 

The history of money covers a period which is some thousands of years longer than that 
covered by the history of the gold standard. This fact alone seems to prove that the gold 
standard is not a necessity to economic civilisation, and that it is possible to do without it. As 
there have in the past been periods in which the gold standard was not known, it is not impos-
sible that there may in the future be others. This does not mean, however, that, in case of a 
decline in the production of gold, mankind will be obliged to return to silver or to a bi-metallic 
system. 

When we speak of the possibility of abandoning the gold standard, we do not think to-day 
of replacing gold by some other precious metal. Pessimists as to the future of the gold standard 
foresee the introduction of a pure paper standard not linked with gold, and managed by Central 
Banks in such a way as to maintain the rates of exchange stable despite the absence of regulations 
regarding a minimum reserve. 

It is the ideal of the science of money to stabilise a paper currency without the help of gold. 
The believers in this ideal seem to be of the opinion that the creation of satisfactory methods of 
credit manipulation is not beyond the power of the human brain. · 

While refraining, for the time being, from deciding whether such an ideal is in practice 
attainable, we must state that, in any case, this aim cannot be achieved by a sudden transition 
from the present gold standard to a paper standard, devoid of any cover and not compulsorily 
convertible into gold. Even were such an ideal attainable, it could only be the fruit of a relatively 
long evolution. 

As a first stage on the way to this goal, we can imagine a transitory system under which the 
monetary units of the various countries would continue to be determined as a fraction of one 
kilogramme, or of one ounce, of gold, but with all reserve requirements abolished. The role of 
gold in this monetary system would thus be reduced to that of a means of facilitating international 
settlements, because each monetary unit would continue to be determined by a strictly fixed 
fraction of one kilogramme, or of one ounce, of gold. 

Under such a system the existing gold reserves of Central Banks would be deprived of· their 
present monetary significance, and would be simply stocks of goods which could be exported 
as easily as any other goods. The Central Banks would no longer be under the obligation to 
accumulate gold in proportion to their liabilities. The requirement to do this would disappear, 
and the banks would be left with the free option of selling or buying gold, as is the case to-day 
in some countries as regards silver or platinum. 
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As long, however, as the various monetary units are determined as a fraction of one kilo
gramme, or of one ounce, of gold, the Central Banks will be obliged, in a certain degree, to act as 
storehouses of gold for external use. The abolition of the regulations strictly determining the 
amount of the minimum reserve will not remove this necessity, for, since one monf'tary unit is 
fixed as a fraction of one kilogramme, or of one ounce, of gold, the purchasing power of a monetary 
unit is bound to be more or less equal to the purchasing power of the quantity of gold it repre
sents. If, therefore, the rate of exchange of a currency shows a decline abroad, it will be essential 
to support it by means of gold exports. 

On the other hand, it would not be essential, at least in theory, to adapt the credit policy to 
the volume of the gold reserves. 

International transactions consist in an exchange of goods and services. The balance of 
this exchange depends on the relation between the volume of consumption and that of production 
in the individual countries. If this balance is adverse, it is gold which, in the last instance, 
restores the lost equilibrium. Gold movements thus result from disturbances in the equilibrium 
between consumption and production. The balance of the exchange of capital is another factor. 
If gold is exported from a given country, this proves (1) that the balance of the exchange of goods 
and services has become unfavourable, with consumption exceeding production, and (2) that the 
deficit is not being made good by movements of capital. To-day, under such conditions, we 
usually say that the monetary ·circulation should be reduced by means of a policy of credit 
deflation, which, by reducing consumption, will restore the lost equilibrium. 

Such a policy becomes a necessity, not because gold is being exported. but because the 
equilibrium between production and consumption has been upset, in consequence of which the 
balance of international transactions has become adverse. The outflow of gold is only a symptom, 
an index, which post factum reveals the real state of affairs. 

With this in mind we may visualise the possibility that statistics may be so improved as to 
ena.ble us to learn ante factum what is the actual relation between the volume of production and 
that of consumption, and what are the chances of covering an anticipated deficit by the move
ment of short-term capital or long-term securities. If such ideal indices were available, the 
Central Banks· could change their credit policy before an outflow or an inflow of gold had taken 
place, instead of afterwards as is the case t~day. 

Gold movements as an index of position would be replaced by more accurate indices, which 
would infomi us ante factum what the general trend of economic development is and what the 
balance of foreign payments is likely to be. It is clear that, under such conditions, minimum 
reserve requirements would be of little value, for gold would be taken in and disposed of, at the 
discretion of the management of the Central Bank, only as a last resort in emergency. 

I need not say that we are far from such an ideal. It would even be difficult to say to-day 
whether or not in the future such a group of ideal economic indices could be compiled. Even 
granted that statistical methods should attain such a degree of perfection, caution will oblige us 
to continue for a certain period to maintain the system of minimum reserve requirements. At 
the same time, the Central Banks would be able to carry on their credit policy independently of 
this reserve ratio. Without abandoning the old system prematurely, the Central Banks would 
learn to apply the new system while being well protected. 

Only when a fairly long trial had sufficiently shown that both systems were equally useful 
and equally solid would the old system, based on minimum reserve requirements, be replaced 
by the new system, free from any regulations with regard to the reserve ratio and directed 
exclusively by the aid of economic indices based on improved statistics. 
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A new type of gold standard would thus be created-the gold-index standard_ 
In reality, however, the indices which we have at present are as far removed from the indices 

which this system would require as the sailing boats of a century ago are from modem steamers 

2. 

The gold-index standard, mentioned briefly in the first part of this chapter as a throretical 
possibility, would be no less a gold standard, despite the complete abolition of the present regul
ations with regard to the minimum gold reserve; for a monetary unit would continue to be deter
mined as a fraction of one kilogramme, or of one ounce, of gold. The Central Banks 
would likewise continue to accumulate gold to be used in the event of extraordinary disturbances 
in the international balance of payments. The banks which apply the gold exchange standard 
at present would accumulate, in addition to gold, foreign exchange conyertible into gold; but 
neither the gold nor the foreign exchange would constitute a statutory reserve. The credit 
policy of Central Hanks would, in short, not be hampered by any reserve requirements. 

The expansion or contraction of the monetary circulation would be determined by the 
accurate indices of economic development. Since all data concemin~t the production of goods 
and services, the volume of consumption, the accumulation of home capital and the upward or 
downward trend of the general level of prices would-with ideal statistics-be available before
hand, the Central Banks would be able to adhere to their discount policy without regard to the 
condition of their gold and foreign exchange reserves and irrespective of the direction in which 
gold and foreign exchange might be moving. 

Should the above system work satisfactorily over a fairly long period of time, it is not 
impossible to imagine a moment at which mankind would be able to abandon gold as the basis 
of monetary systems. 1\lonetary units would then cease to be fractions of one kilogramme, or 
of one ounce, of gold, and the storing of gold would become superfluous. It would never be 
possible, however, to cease to store foreign exchange. 

Foreign exchange would then assume another character. It would not be convertible into 
gold, and it would be expressed in terms of nominal monetary units. In adopting the new system, 
all countries would be obliged to maintain the existing rates of exchange between their respective 
currencies. For example, one pound sterling would be equal to 4..86 United States dollars, to 
123 French francs, and so on. The rate ruling at the moment of transition from the gold standard 
to a paper standard would have to be maintained. 

Instead, however, of monetary units expressed in terms of gold, we should have monetary 
units which would be abstrad units of account linked together in an international system of 
exchange. 

This would be a paper-exchange standard. 
Under the gold sta.ndard, the basis of monetary circulation is increased by the inflow of new 

gold from the mines as well as by the accumulation of foreign exchange and the discounting of 
domestic bills of exchange. Under the paper-e}[change standard, the basis of monetary circu
Ia:tion co_uld be increased only by the accumulation of foreign exchange ·or by discounting domestic 
bllls, which would be done to a greater or lesser extent according to the indices of economic develop
ment. The stability of the rate of exchange of a currency in international relations would be 
regulated by means of the purchase and sale of foreign exchange, but the condition of foreign 
exchange rc;serves would not be a factor in determining the volume of credits granted by a Central 
Bank. Th11 volume would be determined on the basis of highly perfected economic indices. 
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The above picture is doubtless interesting from the theoretical point of view. The possi
bilities, however, of the smooth working of such a system in actual practice are not so promising. 
Within the boundaries of one country it might well be made to function, but to secure its smooth 
working in international relations would be much more difficult. 

Deficits in international transactions are covered to-day by means of gold. Even if we do 
not export actual gold, but instead make payments in foreign exchange, we do in reality make 
payments in gold, because foreign exchange is a title to receive gold, and the foreign exporter 
who receives foreign exchange can buy gold for it, and for this reason accepts it instead of gold. 
If, however, we abolished the gold standard, we should obtain, instead of foreign exchange which 
represents a title to receive gold, a new form of foreign exchange which would represent the right 
to use the amount of money thus obtained for the purchase of goods and services of various kinds. 
Thus the foreign exporter would not receive in exchange for his goods any right to purchase gold 
at a fixed price, but instead would be given the possibility of purchasing goods and services at 
the current market price. This would be the essential difference. 

Now let us suppose that there are two countries which exchange goods and services among 
themselves on the basis of a paper-exchange standard-that is to say, in both countries the Central 
Banks buy and sell foreign exchange and in this way regulate the exchange rate of their currencies. 
If one of these countries had a favourable balance in this trade, it would accumulate a larger 
reserve of foreign exchange issued in the currency of the country which has the unfavourable 
balance of foreign payments than that country would have. 

The country accumulating foreign-exchange would become a creditor; the country losing it 
a debtor. It could not be otherwise, because the deficit on the exchange of goods and services 
has been covered by a paper currency which is not convertible at the Central Bank. Although 
the importers settled their accounts with the foreign exporters, the balance of foreign payments 
was settled purely artificially by means of a credit granted by the creditor country to the debtor 
country. 

In other words, a transaction which to-day, under the gold-exchange standard, is an 
exception, under the paper-exchange standard would be<'ome the rule. It would never be 
possible to settle the deficits of international exchange effectively-i.e., by means of gold exports 
-for, instead of being covered by gold, a deficit would constantly be covered by a credit granted 
by the creditor country to the debtor country. A paradoxical situation would then follow, in 
that, although the citizens of both countries met their obligations punctually, their mutual 
exchange of goods and services would never be balanced in its entirety. Although the citizens 
of the country with the adverse balance would have no debts, the country as a whole would be 
a debtor country. 

When and in what way the debt of that country would be paid off would depend on the 
manner in which the creditor country used the accumulated foreign exchange reserves. If it 
used them for the purchase of goods from the debtor country, the deficit in the foreign payments 
of the latter would be actually covered by the increased exports of these goods. If, howe\·er, 
the said country did not make these purchases and kept the accumulated reserves of foreign 
exchange in bank accounts, the balance of foreign payments would not be actually settled. 

In this way, the accumulation of foreign exchange in Central Banks would act as an index 
of the degree in which the balances of international exchange were not actually settled. The 
larger these reserves of foreign exchange in Central Banks were, the greater would be the mutual _ 
international indebtedness. Under these conditions, the task of maintaining the rates of exchange 
stable would require increasing caution on the part of Central Banks in their discount policy. 
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On the one hand, the indices of economic development would have to he very promptly and accu
rately compiled, Jest the management of the bank should choose a wrong policy; on the other 
hand, mutual confidence, based on very lasting foundations, would be essential if the whole 
system was not to be endangered by unexpected disturbances. Is this possible ! 

In that it would lead to an increasing international indebtedness, the paper-exchange 
staucl.ml system would prove to be a very fragile one. Paper never was, nor can it ever be, as 
solid a foundation as gold. If the rate of exchange of one paper currency were shaken, all 
creditors would endeavour to get rid of this currency. Foreign exchange issued in it would be 
thrown on the market by all banks, and each in doing this would try to get ahead of the others. 
The attack would be stronger than the defence, because the simple fact that the rate of exchange 
of a given country's currency was no longer stable would indicate that the Central Bank of that 
country possessed insufficient foreign assets. In such a situation the export of securities would 
not help much, for prices also would fall in the atmosphere of a depreciating currency. 

Should the rates of exchange of several other currencies begin at the same time for political 
or economic reasons to show strong fluctuations, the general disturbances in the structure of 
international indebtedness would become acute. Could the possibility of such disturbances be 
excluded in practice ! · 

The paper-exchange standard can function only in an atmosphere of full confidence and 
peace, and in normal economic conditions. An ideal currency will require ideal ctmditiona_ Ir 
confidence is lacking, or if the world is suffering from an economic crisis similar to the present, it 
will be more difficult to maintain the rates of exchange of the respective currencies stable under 
the paper-exchange standard than under the gold standard. A structure based on paper will 
show less resistance than a structure based on gold. 

If the structure were once shaken, countries would endeavour to protect themselves, to do 
which they could find no better means than to create special reserves in gold, silver or other 
commodities which are easily marketable and easily stored. Central Banks would again become 
special stores of these reserves of commodities. This would be a step back from the point of 
view of theory, but a step forward from the point of view of practice. 

Is it, then, worth while to abandon gold, when it is probable that we should only return to 
it again? 

The idea of a paper currency, based on an indefinitely increasing mutual indebtedness, which 
is, moreover, a short-term indebtedness, will not withstand the test of practice. Too much 
cannot be built upon paper, if the structure is to be a lasting one. 

8. 

Let us suppose for the moment that a pessimistic attitude regarding the possibility of the 
paper-exchange standard functioning satisfactorily is premature and unjustified. There will 
remain, however, the fact that the possibility of the paper-exchange standard functioning satis
factorily will depend entirely on the existence of perfect indices giving information about the 
tendencies of economic life. The same applies to the possibility of the gold-index standard 
functioning well 

We do not know to-day whether the creation of such ideal indices is in practice possible. 
~o~ do ~~know how long mankind will be obliged to wait before statisticians 1 ave compiled such 
mdJCes, if mdced they will be able to do so. As long, therefore, as we do not possess such indices 
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and are not certain whether it will even be possible to compile them, both of the proposed 
schemes are scientific speculations without practical significance. 

There is, moreover, another argument against the above-mentioned projects-namely, 
that they are both based on faith in the omnipotence of Central Banks. The discount policy of 
Central Banks is an important instrument, but its potency has its limits. When national 
economy is not carried on as it should be, the credit policy of a Central Bank may mitigate the 
consequences of this mistaken economic policy, but it cannot prevent these consequences alto
gether. The same applies to an unsound fiscal policy on the part of Governments. The Central 
Bank can help the Government, but it cannot take the Government's place. It is immaterial, in 
this respect, whether the country has a gold standard or a paper standard. 

In view of this, one should limit oneself, in discussing the future of the gold standard, to 
considering the manner in which the system works at present. The economic indices which we 
have to-day are still not very accurate, and it would be premature to make them the sole basis 
of the credit policy of Central Banks. Gold movements from one country to another will continue 
for a long time to act as a barometer indicating the state of economic pressure. In consequence, 
the ratio of gold and foreign exchange reserves to total sight liabilities will not cease to be the 
object of public attention, and Central Banks will not be able to abandon this traditional index 
until statisticians have compiled better ones. This would simply mean throwing away the oars 
before entering on a swift current. 

The system based on minimum reserve requirements has still a long life before it, and for 
this reason the future of the gold standard will depend for a long time on the production· of gold 
and on the rate of inflow of new gold. Prospects ill this respect, however, are not, as we have 
seen, very bright. A gradual decline in gold production is more probable than a continued 
increase. In view of this fact, a downward tendency of prices, of a secular character, could begin 
in the immediate future, but for the fact that there exist already to-day some methods of econo
mising in the employment of gold for monetary purposes. The possibilities which exist along 
this line have as yet not been used as fully as they might be. We are only at the beginning of 
the road to this goal. 

A big step forward would be made were the present minimum reserve requirements to be 
lowered. A no less important step would be the better co-ordination of the gold-exchange 
standard with the two forms of the pure gold standard. The introduction of the gold-clearing 
standard, described in Chapter VII, would be perhaps the simplest solution of this problem. The 
lowering of the minimum reserve requirements, however, as well as the introduction of the gold
clearing standard, reqUires closer co-operation among Central Banks and increased mutual 
confidence. 

Those who take a pessimistic view of the future of the gold standard lay too great stress on 
the estimates of the future output of gold-mines. The r6le of a prophet in this domain is a 
thankless one. Kitchin experienced this when he was obliged to revise his estimates made several 
years ago and to rectify them in accordance with less pessimistic opinions. Thus, pleasant 
surprises are not out of the question. This is not, however, the centre of gravity of the problem, 
which lies in improved ways of economising in the employment of gold. This is the more true 
since other factors may enter into play which may also influence the decline of the demand _for 
gold for monetary purposes. • 

One of these factors is the change which is making itself constantly more evident in the rate 
of increase of the population of Europe. Germany, which before the war had a rapidly increasing 
population, has begun to show a quite different trend in that respect. In Russia, the destruction 
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of family life, the new Soviet principles of morality, and the nationalisation of landed property 
on collectivist lines may lead in no distant future to a reduction in the rate of the population. 
The closing of the doors to immigration and tqe steady decrease in the area of unoccupied land 
can also contribute to reduce the rate of inqease of the population in some other ·countries. 
Although in other countries the trend may be .in the opposite direction, which wil_l compensate 
in a certain degree for the reduction in the rate of increase in the first group of countries, yet the 
reduction in the leading countries will have a greater significance than the increase in countries 
which have a weaker economic structure. From the point of view of the demand for gold, the 
changes in the first group will be of greater importance then those in the second group. 

Should a scheme for the federation of European nations be realised, this would constitute a 
further factor which would tend to reduce the demand for gold. The realisation of a Pan
European Union might, in a large measure, compensate for the decline in the production of gold, 
for a system of federal banks could then be created, similar to that existing in the United States 
of America, which, with smaller gold reserves, would permit of their better utilisation. Instead 
of a movement of gold from one country to another, we should then have a movement of gold from one 
bank to another through the intermediary of a clearing fund 1TUJdelled upon that existing at Washington. 
This would doubtless secure a considerable economy in the use of gold for monetary purposes. 

The production of gold depends not only on our will, but also on physical conditions. No 
human genius can find a remedy for the exhaustion of mines. It depends, however, on our good
will to organise the political situation in such a way as to facilitate economy in the use of gold 
for monetary purposes. For in an atmosphere of lack of confidence and of the ever present 
danger of war, neither the co-operation of Central Banks nor the clearing system based on mutual 
deposits of gold and foreign exchange can be fully developed and consolidated. 

In the meantime, the costs of the great ·war are proving too great a strain on State budgets. 
On the one hand we have inter-allied debts, on the other hand the reparations to be paid by the 
Central European States. At the same time, Governments are still bearing the large expenses 
for armaments because the great war, which was proclaimed " a war to end war ", did not lead 
to the desired goal. As a result, State budgets are excessively high and taxation is too heavy. 
Too large a part of national income is laid out every year in unproductive public expenditure. 
This checks the accumulation of capital. · 

We exaggerate our apprehensions as to the future shortage of gold and underestimate the 
importance of the fact that since the war we have been mffering from a ahortage of capital. . 1\lore
over, the international exchange of capital does not proceed in a reasonable way because it is 
hampered by a general lack of confidence. Accumulated funds amounting to billions of dollars 
are obstinately kept on the money market, instead of passing to the capital market and providing 
the material for long-term investments. 

In countries which are poor in capital, economic progress is too slow, because the inflow of 
capital from abroad is not sufficient. In countries which possess an excess of capital, this surplus, 
kept at home through fear of risks connected with investments abroad, leads to excessive invest
ments on the home market and-what is worse-to speculation. In the latter case, the losses 
are ~ whereas the losses on investments abroad are only hypothetical. . 

This lack of confidence is thus a very costly business. We need onlv estimate the-losses 
home by the public in the United States and in France during the last t;o years. No losses, 
ho~~er great, home in the country will encourage foreign investments in an atmosphere of 
polit~ unrest. ~ere is only one remedy for lack of confidence : an increase of confidence. 
And this can be _achieved only by the victory of pacific ideas throughout the world. 



-115-

· The future of the gold standard deperuh tmly in part on the production of gold. It depends 
to a far larger degree mr: 

(1) The development of method8 of ecorwmy in the employment of gold,• and, 
{2) On the normal accumulation of tlpital and 81T10oth movement of capital/rom the 

• countriu which poaae11 it in et~~cua to the countrie1 which 1Ufler from a 1hortage of morking 
fund8. 

· Economists can work out schemes for furthering economy in the employment of gold. 
Economists can also indicate the causes which check the accumulation of capital and hinder the 
movement of capital from one country to another. , But to put into actual practice methods of 
economy. in the employment of gold, and to reduce fiscal burdens in the interest of a better 
accumulation of capital, are things which do not lie exclusively in the hands of economists. Nor 
can they remove the lack of ·confidence which hampers a reasonable distribution of capital in 

· the world. ' 
ThUB, in the last instance, the future of the gold Btandard deperuh on the good rDiU of natiom and 

of their political leader1. 
It happened by chance that the last stage of the preparatory labours on international disarma· 

-ment coincided with the investigations carried through by the League of Nations into the causes 
· of the fluctuations in the purchasing power of gold. This coincidence is a very Interesting one 
for those who are able to take a broad view of the situation. 

Whether mankind .will be able to avoid economic disturbances resulting from a shortage of 
gold rDiU depend more on the political co-operation of natiom than on the co-operation of Central 
Bankl, which can d~velop only in an atmosphere of increasing confidence and aided by the 
victory of pacific ideas. 

_ War has been and is the greatest enemy of the gold sta"dard. 
For several centuries yet, mankind will not be able.to do without the gold standard. The 

role of gold, instead of diminishing, .will increase, because, in no distant future, the. production 
of gold may begin to decline. Only a lunatic can imagine that the revision of political treaties 
by means of war, murder and destruction .could facilitate the solution of the problem of the 

. purchasing power of gold,. which is of decisive importance to the future of the world. 
Modern history gives no example of a lasting solution of political difficulties· being secured 

by means of war. Each revision of political treaties brings with it the·seeds of a new war and a 
new revision of treaties. As long as the economy of the world was not so complicated, the inter

. dependence of the various countries was less pronounced, and a1 long a1 the ·problem of 
the purchasing power of gold in itl pruent form did nat e!Jiiat,. war· was not ·so harmful to 

··world economy, and its wounds were easier to heaL The situation everywhere to-day, after the 
world war, is plain t4,) every eye. One.more war of the same magnitude will .suffice to ruin 
altogether the capitalistic system· based on the gold standard. It will find its end in an 
historical record. 

The future of the gold standard. is the future of· peaceful relations between nations of 
good wilL 

.. Warsaw, December .J980. 
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PREFACE BY THE FINANCIAL COMMITTEE. 

The Gold Delegation was afpointed in the summer of 1929 by the Financial Committee, 
with the approval of !he <;ounci of the ~ague of Nations, to "ex~mine into and report upon 
the causes of fluctuations m the purohasmg power of gold and their effect upon the economic 
life of the nations ". · - · 

The Delegation held its first meeting in August 1929, and has since held six further sessions, 
in June and November 1930, January and August 1931, January and May 1932. 

It has issued two Interim Reports, the first dealing with the production of and the demand 
for gold, and the second with the distribution of gold reserves. In addition, it has issued three 
supplementary volumes containing a selection of the documents prepared by independent. 
authorities for its consideration, and a fourth volume summarising the existing legislation 
governing the monetary uses of gold in different countries. 1 

The present Report sets out the final conclusions of the Delegation. 
It should be emphasised that the Delegation was not constituted with the primary purpose 

of studying the present economic and financial depression. The Delegation was appointed 
before that depression made itself apparent. The considerations which led to its nomination 
are set out in the Report of the Financial Committee of May 1928. It will be observed from the 

- following extract from that Report that its appointment was a logical development from the 
work of the Financial Conferences held at Brussels (1920) and Genoa (1922): 

" The attention of the Financial Committee has been called to the recommendation 
of the Economic Consultative Committee of May 19th last, with reference to the detrimental 
effect upon industry, agriculture and the conditions of employment of undue fluctuations 
in the purchasing power of gold. The Financial Committee recognises the great importance 
and interest of this subject. The financial resolutions of the Conference of Genoa were 
referred in 1922 to the Financial Committee by the Council, which invited the Committee 
to consider the methods best suited to foster monetary stability. These resolutions dealt 
not only with problems arising from currency fluctuations in relation to gold, but also 
with undue fluctuations in the purchasint~ power of gold itself. They contemplated, as a 
first stage, the stabilisation of currencies m relation to gold. 

" Very great progress has been made in this direction in the last few years, some 
countries stabilising by independent effort, others with the aid of international co-operation, 
whether through the League or not ; and this first stage may now be regarded as nearing 
its conclusion. This gives special interest to the problems connected with undue fluctuations 
in the purchasing power of gold, and makes the moment opportune for a study of it. The 
Committee would be glad therefore, if the Council so desi~es, to consider to what .extent 
and in what way the League, whose efforts have necessarily been concentrated hitherto 
on a contribution to the first stage of the world's post-war monetary problem, could now 
most usefully assist in the study and solution of the problem in this second stage. " 1 

• (i) Interim Report of tht Gold Delegation of the Financial Committee, Geneva, September 8th, 1930 (document 
C.375.M.161.1930.JI). 

(ii) Second Interim Report of the Gold Delegation oJ tht FiRanciat Committee, Geneva, January 20th, 1931 
(document C.75.M.31.1931.11). · 

(iii) Selected DO<"umenls submitted to the Gold Delegation of tht Financial Committee, Geneva, September 8th, 
1930 (document C.374.M.I60.1930.11). 

(lv) Selected Documents on the Distribution of Gold submitted to lht Gold Delegation of/he Financial Committee, 
Geneva, February 12th, 1931 (document C.l02.M.38.1931.1J). _ 

(v) Legislation on Gold, Geneva, September 8th, 1930 (document C.313.M.159.1930.II). 
(vi) Tl~ Functioning oflht Gold Standard, by Dr. Feliks Mlynarski (document F.979 [F. Gold·tii(l )]). 
• Financial Committee: Report of 31st Session (:\lay-June 1928) (document C.292.111.82.1928.JJ). 
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Since this was written, however, as is indicated in the opening sections of the Delegation's 
Report, the situation has radically changed. The currencies of many countries have become 
divorced from their par value ; those of others are being maintained at par (sometimes 
nominally) only by the most rigorous methods of exchange rationing and control. There are only 
some half-dozen countries in the world applying the gold standard without special restrictions. 
The Delegation has thus been forced to take into consideration the wider problems to which these 
circumstances have given rise. 
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REPORT OF TilE GOlD DELEGATION. 

PART I.- THE GOLD STANDARD SINCE THE WAR. 

I. INTRODUCTORY. 

. 1. The prese_nt Repo_rt set_s out the fin:U conclusions of the Gold Delegation. It is arrangl·d 
m two parts, the first dealing with the practical problems that have arisen as a result of the recent 
abandonment of the gold standard by many countries ; the second with the more general problem 
of fluctuations in the purchasing pow~r of gold. 

2. When the Delegation began its work in the summer of 1929, the currencies of the great 
majority of countries in the world had been re-established on a gold basis after the immediate 
post-war period of inflation, the exchanges were being kept successfully within gold points and 
commodity prices in terms of gold had been relatively stable for a period of six or seven years. 
The task before it was to. study the functioning of this restored gold standard. The Delegation 
had barely been constituted, however, before the instability of the economic situation began 
to be revealed. As the subsequent economic depression has proceeded, it has not ml·rely afforded 
a sharp illustration of the importance of " fluctuations in the purchasing power of gold ", but 
has undermined the gold standard itself. At the moment of writing its final report the Gold 
Delegation is faced by a situation in which over the greater part of the globe the gold standard 
has ceased to function : the Argentine and Uruguay suspended gold payments in Decem her 1929, 
and their exchanges were allowed to depreciate ; Canada introduced temporary restrictions at 
the end of 1929, and in 1930 the exchanges of Brazil, Chile, Venezuela, Paraguay, Peru, Australia 
and New Zealand fell and remained below export gold point. In September 1931, the United 
Kingdom abandoned the gold standard. Before the end of October, all the British Dominions 
excepting South Mrica, the rest of the British Empire, and the three Scandinavian countries, 
as well as Portugal, Egypt, Bolivia and Finland had departed from gold. Japan followed in 
December 1931, Greece in April 1932, Siam and Peru in May 1932. • 

3. Meanwhile nearly all the countries of Central and Eastern Europe introduced restrictions 
on dealings in foreign exchange in the course of the summer and autumn of 1931 and the same 
course has been pursued by a number of countries in other continents. . 

4. In these circumstances the Delegation is faced at the outset of its final report with a· 
broader problem than that originally submitted to it. Instead of formulating its considered 
conclusions concerning the causes of fluctuations of the purchasing power of gold, upon the 
assumption that the great majority of important trading countries are operating with currencies 
based on the gold standard, it must consider a situation in which the gold standard is effectively 
maintained in some half-dozen countries only. . 

5. The most immediate and practical question which presents itself, therefore, concerns 
the policy to be followed in the near future, not only by the countries which still maintain the 
gold standard, but also by those countries now OI_I an inconvertible paper stan~ar~ and by those 
which have maintained the nominal value of their currency by exchange restrJCtJOns. 

II. THE FUNCTIONING OF THE GoLD STASDARD. 

6. The gold standard is not a fixed and. rigid ~echanism, bu_t a system of monetary: and 
credit policy which has graduallY: develop~d m the hght of experience and has adapted_ 1tself 
to the needs of changing economiC cond1bons. It may, perhaps, help to an understandmg of 
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its working in recent years if we trace very brie~y the major changes th~t it ha_s undergone since 
its general adoption in the second half of the nmeteenth century. But m tracm~ these changes 
or in describing the system as it ~xisted at any moll!-ent .of ti.me, the picture _wh1ch is _presented 
- unless given in Iab~ured detail - must necessanly SliJ!plify, and to that ~xtt;nt d1stort, the 
facts. For never in h1story has the gold standard been Simultaneously applied 10 exactly ~he 
same manner in all the countries which are roughly classified as adhering to it. In pract1ce, 
very different credit policies have been P~r:'~ed. A~ no time have all c'?untries .been prepared 
to accept to a like extent all the responsibilities Which devolve from an mternational moneta_ry 
system. The account we_ give, therefore, in the foll_owing paragraphs is ratht;r a~ abstract d~cnp
tion of leading tendencies than an exact reflection of the complex and mtrJCate evolution of· 
events. · . ~ -' 

7. The normal features of the gold standard in its simplest form would be the acceptance 
of gold without limit by Governments at a fixed price for minting into coin, the free circulation 
of gold coin as full legal tender and the unrestricted import and export of gold. 

8. Were gold the only medium of exchange, its mo~ement from one country to ·another, 
whether in the original stages of distribution from the mines, or later as redistribution becomes 
necessary between trading countries, would in itself produce local changes in the quantity of 
money in circulation and hence would have a direct effect upon prices. The influences of gold 
movements in such circumstances may perhaps best be described by means of an imaginary 
illustration. We may imagine a country the value of whose exports, owing to an unusually 
abundant harvest, appreciably exceeded that of her imports. The excess of exports, we may 
assume, was paid for by an import of gold. This gold would then pass into circulation in the 
country receiving it, and conditions would be created likely to result in an increase in the total 
money income of the population of that country, and, in consequence, in the demand for (and 
the prices of) the goods upon which this income was expended. This increase in domestic prices 
wou1d have made foreign goods, the prices of which had not risen proportionately, more attractive 
to buy, and the domestic goods less attractive to the foreigner. The commodity imports of the 
country would therefore tend to increase and its commodity exports to decrease. This process 
might continue until a new equilibrium between imports and exports was established. If it 
continued beyond that point, the excess of imports would have to be paid for (failing temporary 
loan accommodation) by an export of gold. The original gold influx would thus set in motion 
a train of events leading to a new equilibrium of values and to a reverse movement of gold. 
· 9. Meanwhile; in the country from which the gold had been received a contrary sequence 
of events would have !teen started ; money incomes and prices would have been reduced, exports 
have been stimulated and imports checked. The influence of gold movements in such circumstances 
would thus be, not only automatic, but also reciprocal. 

10. We give this illustration in the hope that it may help to an understanding of the funda
m~n~ forces at work. It is, ho~ever, as we have stated, imaginary and abstract. In fact, a 
pnm~tive gold standard, under which gold was the only form of currency in use, has never existed 
among m?re advaf!-ced nations as. an inte~national system. In all countries which adopted gold 
!15 the ba~1s for their currency dunng the mneteenth century, some system of banking was already 
10 _operation and some medium of payment other than metallic coin in use. But, although the 
eXIStence of other mea~s of payment and of an elaborate credit structure modifies the sequence 
of events and renders 1t at once more complex and more subject to deliberate control, it does 
not fundamentally alter the forces at work. ' 

11. Actually! in almost all the go~d-standard countries of the world before the war, payments 
could be effected e1ther by means of com or notes or cheques drawn against deposits in banks The 
proportion in which these different classes of means of payment were actually employed differed 
greatly from ~untry to country, but the amount of notes which could be issued was in almost 
~II cases, restncted by la_w i~ su~h a. wa'f as to ~in~ them, directly or indirectly, to th~ gold held 
m reserve by the note-1~sumg mst,Jtutions. Similarly, a ce~am relationship was established 
bet_ween the volume of s::i~t deposits and that of other media of exchan~e by the cash ratios 
which the commercial_ ba . were in the habit of maintaining - by cash bemg understood either 
fold or notes or depos1ts With the Central Bank. In these circumstances when gold was imported 

Y any country, part of that gold might go directly into circulation, 'part into the reserves of 
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commercial banks and part into the reserves of the Central Bank. The influence which any 
addition to the gold stock could exercise on the total monetary circulation would then depend. 
in the first instance, OJ} the manner in which it was divided between these various possible uses: 
If all the gold imported went straight into circulation and none into reserves, the addition to 
the circulation ~ould be equal to the amount of that gold and no more. II, on the other hand, 
the gold went !hrect to a Central Bank, which was empowered to issue notes up to three times 
the a~ou~t.of Its gold reserve, and commercial banks, employing notes as cash, were in the habit 

. of ~amtammg a ca~h reserve of, say, 15 per cent against their deposits, the maximum theoretical 
~t t~ the. e~pansion of purchasing power was obviously a very wide one. In practice, this 
;theoretical hmit would, of course, not be reached, because, first, the Central Bank would, in all 
leases, require to keep some surplus reserve in excess of its legal minimum; secondly, the commercial 
banks, so long as gold was the legal tender mainly employed, would be compelled to keep part 
of their cash in coin ; and, finally, the public would expand their individual holdings of coin 
as total currency increased, though not necessarily in exact proportion to that increase. 

12. ·The influence of any influx of gold on the available purchasing power of the community 
receiving it was thus not automatic and direct. It depended upon the amount which went 
into circulation, or into commercial or Central Bank reserves respectively, upon the law or custom 
which determined the cash ratios of commercial banks, the legal regulations determining the 
reserve systems of banks of issue, and, finally, the policy which these central institutions adopted 
at any moment in regard to the expansion or contraction of their reserves within the limits set by 
•Ia~ • 

13. · Secondly, the effect of an increase in money or bank credits (discounts, advances, etc.) 
on prices would not be automatic, but would depend upon the manner in which that credit 
was employed. · 

14. The effect of the introduction of additional purchasing power into any highly organised 
economic community will depend, therefore, not only on the action of the body responsible for 
its introduction, but also on the behaviour of the aggregate of individuals who go to make up. 
the community's power of spending, of saving and of investment. That behaviour, moreover, 
may modify the velocity of the circulation and hence the amount of purchases which a given 
quantity of money may effect in a defined period. . 

15. In such circumstances, it is clear that neither the effect of an influx or efflux of gold 
upon the total media of payment, nor the effect of changes in that total upon prices, is automatic 
or inevitable. An influence may be exerted directly on the first of these effects and indirectly 
on the second by banking policy, and more especially by central banking ptllicy. Before the war, 
the instrument of control generally employed by Central Banks - though some had others at 
their disposal - was their discount rate. By varying their rates, banks were able to exercise 
a potent influence, varying with circumstances, at once over the effects of inward and outward 
movements of golc;l on the domestic credit structure and on the volume of those movements 
themselves. 

16. In countries (to take a simple example) where commercial banks normally increase 
their cash reserve by rediscounting pa~er at the .central B~nk, a.~~ in bank ra_te would tend to 
increase market rates also, and thus raise the pnce of credit facilities and restrict demand. In 
this way, the total volume of loans and advances, and of the deposits in which those advances 
were duplicated, could be influenced. 

If, m such circumstances, prices tend _to fall, th~s is due to the .effect which the higher rates 
exercise on the domestic demand for credit and ultimately for capital. On the one hand, they 
render saving more attractive by increasing the interest earned on such savings ; on the other 
hand, they tend to check the demand .for capital and induce liquidation by increasing the c~st 
of borrowmg. Prices tend to fall, whiCh renders the country a favourable market for forergn 
purchases and the balance ~f .Pa~ents is affected in the manner described ~bove. At the sa~e 
time the higher rates obtammg m the market where the rate had been raised would render It 
adva'ntageous to lend in and thus attract short-term capital from abroad, and restrict loans. 
made by it to foreign countries. This change in ~he rel~tive attractivenes:' of .ho~e and foreign 
lending and borrowing _would, moreover, r~ult m an mflow of f!Ol~, wh!ch m Its turn w~uld 
increase the basis of credrt and promote conditions favourable to a nse m pnces. It was pos.~rhle, 
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therefore, for Central Banks by means of their discount. rate to. influence both. the balance of 
rommodity imports and exports and the balance of fore1gn lendmg and borrowmg. 

17. Before the war, there was a tendency for the changes in bank rate to be more or less 
automatically dependent on the changes which took place in gold reserves. The rate was raised 
when these reserves fell, through the export of gold, below a certain amount or certain percentage 
ratio to notes ; and the rate was lowered when they rose above a certain point. But, even so, 
this tendency towards automatic alterations of the bank rate was neither absolute nor universal ; 
nor did the majority of countries enforce the gold standard in such a way as to allow the free 
export of gold whenever their balance of commitments was such that it was che~er to export 
gold than to buy foreign ex~hange. By the reservation of the right which ~orne possessed to . 
offer silver instead of gold m exchange for notes, or by other means, certam Central Banks
frequently exercised a controlling influence over gold movements without ha;ving recourse to ' 
alterations in their rates. Others, again, kept reserves so large that they were able to suffer the 
loss of considerable quantities of gold before the necessity to change their discount rates arose. 
In such a case the effect of gold movements was largely one-sided. 

18. But the general result of the system as it was actually applied was to allow gold, by its 
direct influence and its indirect influence through the bank rate, to act as a corrective to any 
disturbance in the international equilibrium. · · 

19. Even in this simplest form, however, the gold standard was never in any country.a 
self-contained and self-acting mechanism, but rather an integral part of the monetary, and 
indeed the whole economic, organisation. The use of banknotes and other forms of paper money 
was well established before the gold standard was widely adopted as the principal mechanism 
of international payments and valuation. It has always functioned in this setting ; and, as the 
historical discussions concerning its working amply demonstrate, recognition has always been 
given to the interaction of the monetary mechanism and non-monetary factors such as the 
volume and nature of production and the balance of commodity trade. The nature, direction 
and extent of international trade, credit, investment and monetary policies, rates of interest, 
levels of prices and the gold market must be regarded as interdependent and interacting factors 
functioning \\ithin the general framework of particular economu:. systems. The importance of 
this basic conception was perhaps less obvious, and the need for emphasising it less striking, in 
earlier periods, when free competition played a greater part in economic life than it now does. 
Before large-scale organisation, both of capitalist enterprise and of labour, and an increasing 
degree of. governmental regulation and economic intervention rendered rigid Iar~e elements 
of the pnce structure; monetary forces could be relied upon to correct disequilibria either 
nationally_ or internationally .~ore. ~pi~ly and effectively than to-day .. It 11_1ight well be argl!-ed 
tbat a reg1me of free competition 1s md1spensable for the smoother and semi-automatic working 
of the gold standa~d in t~is si!flple form. Th~ gra~ual stif~ening of resistance to changes in certain 
ran!les of co~mod1ty pnces, m wage-rates, !n soc1al serv1ce costs and the increase in the c;harges 
on mdustry !lx~d by contract, place a st~m _upo~ the wo~king of the gold standard, especially 
when, as penod1cally haJ.lpens, ~he econom1~ SituatiOn reql!-lres d!astic measures of readjustment. 
On the other h~nd, the _mcreas!ng complextty of the ~r~d1t dev1ces. by means of which the gold 
standard functions,_ !'h1le addmg mu~h-nt;ed~d elastlc!ty and dehcacy to its operation, has 
call~~ for new quahtles of understandmg, ms!ght and JUdgment in those to whom important 
dec1s1ons, !JOt only of m~netary, but also of mvestment and economic policy are committed. 
In proportiOn as the workmg of the gold standard has been extended and refined for the purposes 
of the more complex modern problems, has it become more difficult to manage. 

Ill. -RECENT CHANGES IN .THE GOLD STANDARD. 

20. The. characteristic mechanism of the gold standard towards the end of the nineteenth 
century and m the earl_y years of the .twentieth century was one under which the aggregate 
m~ns of payment COJ!Sl_sted of _gold cmn, b_ankn<?tes, and sight deposits, to which were added 
v;~~nous. forms of sl!-bsldJary com. Gold dnfted mto and out of bank reserves from the free 
c1 •rc~latlon. In the1r reserves, a number of countries held also minor quantities of silver and 
ore•gn exchange. · 
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21. The more important changes which were effected before the recent breakdown of the 
system over large areas of the world may be enumerated as follows : 

(a) In most countries gold coin had been effectively withdrawn from circulation 
and monetary gold had been concentrated largely in the vaults of Central Banks. ' 

(b) for the obligation of Central Banks to convert their notes into gold coin, there 
was .. subsb.tuted in most countrie~_an.obligation to convert them into either (i) gold bullion, 
or (u) foreign gold exchange, or (m) either the one or the other at their option. 

(c) Ban~s empowered to convert their notes into sight claims on gold were allowed by 
the ne!" hankmg laws to keep the whole or a part of their reserve in the form of such claims. 
There IS no necessary connection between these two provisions. Some Central Banks which 
wer~ obliged to redeem their notes in gold have the right to keep part of their reserves in 
foreign excbange. 
. ('9 In consequence, banks enjoyi!lg. this al~ernative were in the habit of holding 
m the1r reserves gold exchange on certam mternabonal monetary centres, principally New 
York and London, which collectively have amounted to very considerable sums. 

(e) In most cases, whether such foreign gold exchange was allowed to constitute 
a part of the gold reserves or not, the total reserves required by the new legislation were 
expressed as a definite percentage of total notes outstanding or notes plus Central Bank 

, sight liabilities. Although this percentage reserve system is by no means new, it became, 
i~ .recent years, more generally adopted than before the war, and frequently in a more 
rigid form. . 

22. In addition to these changes, which resulted directly or indirectly from the new 
legislation introduced, the functioning of the gold standard was affected by certain changes 
in bank practice and in general financial conditions - such, for instance, as the development 
of open-market operations, more especially in London and New York, the growth of New York 
as a major lending centre and the narrowing of the gold points in certain cases. 

23. The result of the collection of gold in Central Bank reserves and the withdrawal of 
f!Old coin from circulation was at once to effect an economy in its use and to increase the potential 
mJiuences of any gold movement. Under this system, all accessions of gold may be made to 
exercise a maximum influence on the total volume of currency, for they inevitably accrue to 
the foundations of the whole credit structure - the reserves of banks of issue. At the same 
time, the power of Central Banks to influence the situation was enhanced, as they were no longer 
subject to the risk that gold might be absorbed into the internal circulation, though it has been 
withdrawn recently during periods of panic in the form of bullion for hoarding. 

24. The holding of foreign gold exchange instead of gold for reserve purposes likewise 
rendered possible an economy in the use of gold, though not to the extent which is sometimes 
believed. To the country holding such assets the economy was absolute. But the country on 
which such gold exchange constituted a claim might well consider it necessary to maintain a 
lar11er ~old reserve in order to meet possible demands resulting from the conversion of these 
claims mto gold, 

25. The generalisation of this so-called gold-exchange-standard system had other 
results of some importance. It somewhat complicated the mechanism of the international 
system by distorting, in certain cases, the reciprocal effect of the transference of Central Banking 
reserves. We have shown above that an export of gold from one country to another used to 
set in motion reverse sequences of events in the exporting and in the importing countries. If 
the reserve consists of foreign assets, however, such reciprocal changes need not necessarily 
take place at the same time. The exact effect of a transfer of the claim~ which such assets represent 
will depend on how those assets are held and between what countnes the transfer takes place. 

26. Thus, if a Central Bank keeps its foreign assets in the form of a sight deposit in a 
foreigii commercial bank in a gold centre and sells its claims on that bank to a trader who has 
obligations to meet in that market, conditions will be created tending to compel it to curtail 
credit at home. But no reciprocal conditions will be created in the country in which the com
mercial bank is situated. The commercial bank may find that the only change in its position 
is a substitution of a domestic for a foreign depositor. Moreover, the Central Bank in this country 
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may have remained unaware of the transaction and be deprived therefore of the .means. of 
obtaining immediately information which might prove important for the conduct o! Its pol~cy. 
U the deposit on the other hand, has been held in the Central Bank of the country ID q;uestion, 
the result might have been to change that Bank's foreign sight Iiabil!ty into a commerc1~l bank 
" cash " deposit with it and thus to create conditions tending to a partial-- though not eqUiyalent 
_ expansion of credit. In any case, it would have enabled that Central Bank to ascertam the 
facts on which its policy should be based. · 

Zl. The effects of such operations are again different if the transfer ts made by the country 
holding foreign assets to any country other than that in which those assets a~e beld. In such 
circumstances, if both parties hold assets in the same country and the transfer IS made between 
their respective accounts, the~e is reciprocity of effect be~ween them and no e~fect on the 
country m which those deposits are held. U the transfer IS made by the conversiOn of those 
assets mto gold and the shipment of that gold to the country to which payment is due, there 
is a triple influence which may bear no relationship to the actual balance of payments between 
the country in which the deposit is held and any other. -

28. As we have already pointed out, gold-exchange methods, as outlined in the preceding 
paragraphs, did secure an important economy in the use of gold ; but, at the same time, the 
functioning of the gold standard was rendered more complicated, and an important element 
on which Central Bank authorities had to base their policy did not come immediately under 
their control. · 

29. In the post-war period, many more countries than formerly "adopted the percentage 
reserve system in their Central Banking legislation. Moreover, in certain cases the gold reserve 
of the Central Bank has now to be calculated as a percentage, not merely of the note issue, but 
of other sight liabilities. In addition, there were a number of cases in which the legal minimum 
ratio was increased. 

30. Central Banks operating under such legislation naturally desired to maintain a surplus 
of gold reserves above the legal minimum, in order to have a " cushion " against possible drains 
of gold. Without such a " cushion ", they might be faced with a drain reducing their reserve 
below the legal minimum, in which case a multiple contraction of the note circulation by a 
restriction of bank credit would become necessary. In consequence, banks working''lmder this 
system have endeavoured to keep reserves substantially greater than the legal minimum 
which in many cases had, as we have pointed out in the preceding section, been raised. The 
demand for gold for Central Bank reserves was therefore considerably increased by the extension 
of this type of Central Banking legislation. 

When the legislation permitted a part or the whole of the reserves to be maintained in the 
form of foreign assets, the strain thus caused on the world's gold resources was alleviated; but 
the need for a large safety margin in gold or foreign assets was not reduced. 

31. Post-war legislative changes thus tended, in part, to economise gold and, in part, to 
enhance ~he demand fori~. Certain of the means by which economy was achieved were such as 
~o necessitate a m?re deliberate control on the part of Central Banks. Their powers had been. 
mc~sed by the Withdr~wal of gold from circulation and restricted by the practice of depositing 
fore1~n asset reserves '!Jth commercial banks. Their task had been rendered more difficult by 
certain of the changes m the monetary and banking situation not due to new legal stipulations. 
Thus, ~he narrowing, in certain cases, of the gold points rendered the monetary systems of the 
coun~es concerned more sensitive to international disequilibria, for a slighter change in the 
rel~tive valu~ _of _any two currencies than was formerly required (a smaller departure from inter
national eqUilibnum) rendered a purchase or sale of gold profitable to those who have commit-
ments abroad to meet. · · 

32. On the o~her hand, in certain countries during the last few years the independence and 
cower of commerCia! banks an~. other financial institutions tended to increase, so that control 7 ~he. Cent~al Bankin~ authon~1es wa~ rendered mo~e difficult. In recent year_s, the quantity 
0
1 

I_IqUid capital- t~at Is, of savmgs which have not by mvestment been converted mto permanent 
c a~ms o~ f1xed cap1~l go?ds - has been abnormally large. Owing to the feeling of uncertainty 
wh1ch eXIsted and still eXJsts, money has remained m the liquid capital market instead of being 
absorbed as long-term capital. · 
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. 33.. This post-war system, ml?r~ di~ect in some ways than that which functioned successfully 
~arhe~ ~n the century, more sens1tive 10 some ways, but complicated and partially rendered 
ms~ns1ti_ve by the gold-exc~ange standard, has broken. down. We trace the immediate causes 
of. 1ts failure m the ne~t ~ctu?n and we ret~rn to them 10 a later section of this Report dealing 
w1th the effe.cts of var1abons 10 the purchas10g power of gold, but some reference should be made· 
here to certam more specifically monetary causes related to the manner in which the gold standard 
has been operated in recent years. 

34. The successful operation of any banking system, whether Central or commercial banking, 
must depend. upon the acceptance of certain common principles and conventions by all its 
members. Thus, if an important commercial bank decides suddenly to modify its average cash 
reserve ratios, it may force on the whole system an inflation or deflation of deposit currency 
proportionate to the extent of that change and to its own importance in the banking community. 
In Central Banking, the greatest influence is exercised by the banks of those countries which are 
large exporters of capital, for they are able to influence both the flow of funds to or from, and 
the rates of interest in, other money markets. In recent years, this power has rested mainly with 
the United States of America, the United Kingdom and France. 

35. But the Central Banking institutions- although in many ways they have co-operated 
more closely than before the war, or, indeed, than was then possible - have enforced the gold 
standard on widely different principles. . 

36. Central Banking policy since the war may be divided into two main periods. In the first 
period, before the introduction of the German rentenmark in 1924-25 and the restoration, in 
1925, of the British currency to its former gold parity, the United States was the only important 
commercial country on the ~old standard. In this period, great quantities of gold were received 
by the United States which, 10 the early stages of the movement, were used largt>ly by the member 
banks to helf liquidate their indebtedness to the Reserve Banks, incurred in 1919-20. Thus, while 
the inflow o gold at this period did not result in an actual expansion of credit, it paved the way 
for later expansion by tJUtting the banks in a more favourable position for extending advances 
to their customers. Durmg the two years 1923 and 1924, the Federal Reserve Banks followed a 
policy of alternately minimising and enhancing the influence of gold imports, in keeping with 
the credit tl!lldencies of those years which, in 1923, called for a firm money policy to restrain 
incipient over-expansion, and in 1924 an easy money policy to check a tendency towards 
recession. ~ 

Restoration of the gold standard in many countries brought with it opportunities for clost>r 
co-operation between Central Banks. Notabfe instances of such co-operation occurred in 1924 
and 1927, when the cheap money policies adopted by the Federal Reserve Banks in those years 
were intended, not only to influence the domestic situation, but also to assist the European 
Central Banks first to restore and then to maintain the gold standard. 

37. Early in 1928, however, it became evident that there was difficulty in reconciling the 
national and international factors in monetary policy. Great Britain had returned to gold parity 
under conditions which necessitated a fall in domestic price-levels: In fact, however, certain 
groups of prices and wages in Great Britain proved to be particularly rigid, so that, as commodity 
prices slowly declined in world markets, the export trade fell off and unemployment increased. 
British banking policy therefore was constantly on the economic defe~si.v.e after 1925, ~nd, unless 
interest rates were kept low abroad, there was always the poss1bihty of a dram of gold 
depleting the ~~~paratively small gold reserves. of the Bank of England. . . . . 

This poss1b1hty was enhanced by the pohcy pursued by Great Bntam m lendmg freely 
abroad. 

In the United States, on the other hand, the cheap-money policy initiated in 1927, partly 
to relieve the depression which had developed in the preceding year, partly to check the 
threatened drain of gold from Europe, led to a credit expansion which caused the Federal 
Reserve Banks to raise their rediscount rates in an endeavour to check the growing speculation 
in the security and real estate markets. 

In France, the situation was different from that of the other two countries. For many 
reasons particularly the habit of saving which has always been strongly marked in that country, 
France' has always remained a creditor country. But, until the franc was stabilised, this 
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surplus on the balance of payments was allowed to accumulate abroad instead of being used for 
the importation of gold. Since stabilisation, however, the balances on .French accou~t held 
abroad have been partially repatriated in the form of gold imp~~s. whtch were pa~tcularly 
heavy in 1930 and. 1931; Moreo~er, since the franc ~as. stabthsed. at a .:om~arabv~ly low 
level and since secunty pnces rose 10 _France, .the repat~tabon of capttal.was rap!d dur10g the 
years following stabilisation, when foretgn lend10g was still hampered by ftscal pohcy. 

The Bank of France has endeavoured to limit imports of gold, which were disturbing the 
equilibrium of certain foreign markets. It did not, like the Federal Reserve Bank of New York, . 
have recourse to open-market operations which, owing to the sfecial structure of the French 
market, would have had no appreciable effect upon the volume o credit and the level of prices. 
The only method of preventing this influx of gold would have been to increase French investments 
abroad. Many steps have been taken in that direction. The.Bank of France ha~ m~intained its 
discount rate at a low level. It has taken other steps to favour short-term foretgn 10vestments 
-in particular, by encouraging the development of acceptance credits. The French Government, 
on the other hand, has considerably reduced taxation on foreign securities in order to encourage 
foreign issues in France. 

But these measures - whose efficacy cannot J>e denied - have not been able to produce 
their full effect because of the break in confidence which has occurred throughout the world and 
has, since 1930, been paralysing international movements of capital. On the contrary, France 
has become a refuge for foreign capital, which greatly contributed to the entry of gold into France 
in 1930-31. .. 

38. It is not our purpose in this Report, to criticise either the monetary policies pursued 
or the general functioning of the economic systems to which those policies were applied. But we 
wish to insist on the two fundamental facts which have emerged clearly from the history of recent 
years and recent months- namely, (i) that no international currency standard can work success
fully for any protracted period if the principles on which it is conducted vary widely from one 
country to another ; and (ii) that, whenever the general level of prices in any country important 
to the whole system is either out of gear with world values or insensitive to monetary influences, 
there is a danger of a strain being placed on the international monetary standard which it may 
prove unable to support.· 

39. It is necessary also to insist upon ;the fact that it has proved extremely difficult to 
administer an international monetary mechanism when international trade is so hampered and 
restricted as it has been in recent years. 

40. We would, indeed, go further and urge that a much greater degree of willingness to 
co-operate ~s essential in many other spheres o_f ac~ivity b~fore there can be a reasonable prospect 
of success 10 the effort to re-create an effective 10ternat1onal monetary mech~nism. 

IV.' THE BREAKDOWN OF THE INTERNATIONAL MONETARY SYSTEM. 

~.t. In ~ later section o~ this report we hav~ defined the expression " purchasing power of 
gold as bemg the purchasmg power of "not stmply the metal in its monetary use but the 
whole currency of. any countries employing the gold standard ".1 This interpretatio~ of our 
terms of refere~.~ ts fundamental to the whole of the discussion which follows. The " purchasing 
ro:~er of g_old _15 affected. by all ~he complex [actors which .11ct and interact upon the demand 

r Its u_se 10 vat:Ious ways, 10dustnal and monetary, and upon the conditions of its supply. Since 
~he vanous national cur_n:ncy systelll:s• under a gold-standard regime, fix their monetary units 
I_n term~ of stated quantities_ of gold, It follows that thf\ purchasing power of gold is conditioned, 
mle~ alia, by monetary pohcy. and_ practice .. Any an~lysis of the demand and supply of the 
prectous metal, tht;refor~, !e_ads 10~Vttably to wtder constderations of currency and credit policies, 
and of the economic actlvttles whtch affect them and are affected by them. 

42. This definition is importa~t, not only in an explanation of the normal working of the 
gold-standard system, but equally Ih a survey of the events which have led to the abandonment 

'See below, Section \"I, paragraph 85. 



-17-

of that system by so many countries at the present time. These events are ·traceable to causes 
which a.r~ partly monetary in the strict sen~e of the word, and partly of a financial, economic 
and political character. In the present section we draw attention to some of the major causes 
of econoii?lc maladjustment and mstability in the post-war world, in order to recall the fact that 
the working of the restored gold-standard currencies encountered difficulties of much greater 
novelty and magnitude than had been known in the pre-war period. 

43. Many of these difficulties are directly traceable to the economic consequences of the 
war of 1914-1918; others are of later origin. The war led to a serious inflation of many currencies, 
and to a reorganisation of economic life which left troublesome legacies of maladjustment 
throughout the economic system. The return to the gold standard after the war involved, in 
many countries, some measure of deflation, which failed, however, to affect certain classes of goods 
and services, and failed, therefore, to bring about a stable new equilibrium. . 

44. The first period of deflation after the close of the war was, moreover, succeeded by a 
renewed expansion of credit which culminated in a boom period of unusual strength and persis
tence. The breaking of this boom in October 1929 revealed the fact that the necessity for 
fundamental readjustments in the price-structure as well as in international financial commitments 
~oth public and private, had been not merely postponed but aggravated. An enormous strain 
was suddenly thrown upon the monetary mechanism at this time- a strain which in fact proved 
intolerable. Moreover, there remained (and remains) after the inflationary experiences of the 
war period a feeling of anxiety concerning monetary phenomena and monetary institutions. 
It was this widespread anxiety which was largely responsible both for many of the defects in 
the post-war system of industrial finance and for the nervousness which, at the threatened approach 
of a crisis, proved almost uncontrollable. No credit system could survive the wholesale sudden 
failure of confidence which the world has recently witnessed. . 

45. In the actual restoration of stable currencies, it had been extremely difficult to gauge 
accurately the level at which stabilisation should be effected. In considering this problem, many 
different and often conflicting factors had to be estimated. Any level which might have been 

· chosen in a particular case involved some measure of subsequent readjustment of dependent 
economic factors. The relation of internal to external/rices, the balance of commodity trade, 
the level of wages in relation to prices both retail an whol.esale, were never exactly right at 
any stabilisation level. The choice actually made, in this country or in that, involved, therefore, 
the necessity of readjustments which in some cases have proved more difficult than was anticipated. 

46. The war had, further, left almost all countries with a vastly increased accumulation 
of State debt. In certain cases this debt was greatly reduced as the result of inflation, though 
with offsetting losses in other directions. But there remained, when the inflationary period was 
over, a very much greater aggregate of debt in the world. In the subsequent reconstruction period 
further debt, both national and international, has been accumulated, the burden of which has 
inevitably and automatically increased as prices have fallen. 

The great increase of international indebtedness (in which reparations and inter-governmental 
debts are included) demanded the ultimate transference of wealth from one country to another 
on an unprecedented scale, and in practice this bas been one of the factors which have caused 
disturbing gold movements. · ~ 

47. The losses arising from inflation and the adjustments necessitat£d by stabilisation, 
together with all those ch~nges in the national distri~ution a.nd t:elative importance of .d!fferent 
classes of industry to which we allude below, led, In the first mstance, to an unwillingness 
in many countries to s~e, and in the second to an unwillingness to venture the savings finally 
accumulated in equities or even in long-term investments. This has resulted, on the one hand, . 
in an increase in the supplies of short-term money which could b~ mov~d - a'!d has ~een 

. moved - rapidly from co_untry to country, and, on t_he other hand, In. an mcre~se m the f1xed 
or quasi-fixed charges of mdustry, the burden of wb1ch became heaVIer as pnces fell. As a 
result, the system, which in certain parts of Europe w~s already dangerously prevalent ~efore 
the _war, of financing industry by means, not of the Issue of shares, but by the extens1on of 
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loans was greatly extended. One of the major defects in the economic organisation to-day is 
that debt has so largely taken the place of ownership. Further, the yery l~~k o! a sense ol 
security and understanding to which this system was largely due has mtensif1ed Its dang~rs. 
It has given rise to the rapid movement of funds - now .attracted by a. wave of speculative 
0 timism, now taking flight from some alleged danger- ~h1ch have necess1tat~d large trans~ers 
of gold ; and those gold tra!lsfers themsel':es have contributed to the fluctuations of the price-
level and the risk of the weight of debt bemg augmented. . 

48. Never before have such large and frequent but irregular movements of gold been necessary 
in order to keep the exchanges level. The mechanism has had to work, not by gradual and orderly 
small rhythmic changes, b~t b:y violent fits and starts as the ext~a weight of these unusual fact?rs 
has been thrown in one direction or another. In consequence, 1t has been necessary to provide 
as far as possible for wider ~argins of safety in the mechanism and, !n particular, central bankers 
have felt it desirable to build up larger reserves than would otherwise have been needed. There 
would in any case have been very considerable gold movements as the various countries which, 
during the inflation, had lost their gold stocks endeavoured to build them up again ; but this 
natural process has been rendered more difficult and its effects have been made more violent 
than might otherwise have been necessary. 

49. The situation has been further complicated by the changes which have taken place 
in the international demand for capital and the sources of capital supply. The volume of foreign 
investments has grown and its direction has changed. Very large sums have been invested, not 
only in the development of countries whose natural resources were largely untapl'ed, but also in 
European countries where financial reconstruction was necessary. Much of this mvestment was 
not carefully controlled. Debts both on short and on long term have been incurred which impose 
an undue burden, not only on the immediate debtors, but in their aggregate on the whole country 
in which those debtors reside. ' 

Insufficient care has been taken by lenders to ensure that the credits extended should be 
employed productively and in a manner to increase the capacity of the borrower to repay. In 
many cases the exammation preliminary to the granting of a credit has been too superficial to 
distinguish between the capacity of a borrower to repay in boom times, when prices and the 
demand for products are h1gh, and in ordinary times, when prices and the movement of goods 
are on a more moderate scale. A3 a result, debts have been contracted the service of which was 
dependent upon the maintenance of conditions essentially abnormal. When prices and the volume 
of trade fell off, the margin of safety in many cases proved to be too slender for the borrowers, 
and difficulties were inevitable. , 

50. On the other hand, tlie flow of capital for foreign investment has become more irregular 
than it was before the war. Many factors have contributed to this result. The smooth working 
of. forei!1Jl investment was greatly facilitated in pre-war days by the regularity and efficiency 
V."Ith which the London Money Market was able to work in a setting of free commodity trade, and 
by the confidence of French investors in certain types of long-term investment. In the post
w_ar y~rs, profoun~ disturba~ces have t~ken place. Violent {'rice changes have discouraged 
direct mvestments m productive enterprises of debtor countries ; accordingly, a larger pro
portion of the new investments has been in the form of long- or short-term debts, the service 
of whi~h ha~ implied an increased actual burden upon debtor countries in times when the prices 
of ~herr mam J?TOdu~ts h~ve been falling. Further, the instability of a number of currencies, 
wh!ch w_as a direct mhentance of the war, as well as their subsequent stabilisation at levels 
w!llch did no~ correspond to the domestic price-levels in the countries concerned, gave rise to 
Wide spec_ulatlve movements of. short-term ca_Pital which were not dirE!ftly connected with the 
~omparatlve.levels of cost and mterest rates m these countries. The sl\are of British investors 
In the total mternation.al movement of capi~l in post-war years has been greatly reduced an~. 
as the _result of los~es mcurred, the French mvestor has shown a marked weakening of confi
dence 1n long-term mvestments abroad ; the bulk of French capital exports in these years has 
therefore _been i~ th~ form _of short-term investment. The great amount of outstandmg short
term credits, whil_e_stlmul_atmg economic activity in the borrowing countries, has been responsible 
for a lack of stab1hty which has been felt particularly at critical moments. Foreign investments 
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by the United States haye become an import~nt fac~or in international financing, but so far 
they hav~ proved to be Irregular m volume ; m particular, they have been greatly influenced 
by variations in domestic business conditions in the United States. For some years, particularly 
after the Dawes settlement in 1924, a very considerable stream of American loans flowed to 
E':lropean and ~ther bon:owing countries ; but when the investment boom developed in the 
m1ddle of ~928.m the Uruted Stat.es, t.hat stream w~s much reduced, as may be illustrated by 
the followmg f1gures for new capital Issues for fore1gn account in the United States 1 : 

1927 : First half . 
Second half 

1928 : First half . 
Second half 

1929 : First half . 
Second half 

U. S. capital issues for the account of 
European Other foreign 
countries Canada countries 

244 
333 
449 
148 
101 
59 

I (OOO,OOO's) 

154 
78 

115 
70 

167 
124 

283 
244 
277 
191 
204 
135 

The issues for the account of countries uther than Canada, and particularly those for the 
account of European countries, fell off heavily from the middle of 1928- that is, at the same 
time as a heavy reduction took J?lace in French capital exports. 

The irregularity in internatwnal capital movements which has thus characterised post
war years has had profoundly disturbing effects, not only on the economic development of 
borrowing countries, but also on the settlement of international balances. • · 

51. To these and similar financial ifactors were added many other factors causing disequi
librium. AB examples we may cite the profound changes that have taken place in the structure 
and localisation of industries, both primary and manufacturing. 

52. Thus the recovery of Europe after the war and the restoration of world trade threw 
the greatly extended wheat areas of North and South America and Australia into sharp 
competition with the peasant production of that continent. Beet sugar once again competed 
actively with cane ; the newly established cotton industry of the Far East met the restored 
exportmg power of industrialised Europe ; the production of synthetic nitrates competed strongly 
with Chilian exports. Examples need not be multiplied in order to drive home the point that 
very considerable alterations in the geographical structure of industry were required if widespread 
and ruinous over-production of a large number of basic commodities was to be avoided. But 
these alterations were not easy to carry out, since they demanded drastic changes in national 
economy. Reluctance to face them, on the other hand, inevitably threw world trade and 
production out of balance, with results that are now only too apparent. 

53. The geographical changes, however, constitute only one group of the many structural 
changes that have rendered the post-war economic world so complex and difficult. The industrial 
organisation has become more elaborate and more rigid ; the processes of manufacture have 
become more complex ; the success of a few in large-scale production has tempted many to 

• Source : Handbook of American Underwriting of Foreign Stcurilito. The figures refer to the nominal value 
of the Issues ; refunding issues are excluded. 
--, The following figures, quoted from the forthcoming issue of the League of Nations publication on balances 

of payments (Balances of Payments, 1930), show the net balance of capital exports or Imports (capital Imports 
are marked with a minus sign) of the United Kingdom and the United States, calculated Indirectly from the 
trade in goods, services and gold. In the case of the United Kingdom, Government capital transaction• have 
been grouped with services, and the balances accordingly reflect private capital operations only : 

. 1922 1923 192. 1925 1926 1927 1928 1929 1930 1931 

United States. • • • • • • • • 
United Kingdom • • . • • • • 

• Fir'res not yet available. 

236 -to• 
682 700 

I (OIIO,OOO's) 
590 642 173 580 1,099 206 196 • 
380 261 - 127 385 569 5i. 112 -340 
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over-invest in the more highly mechanised in~ustries, and tha~ over-invest~ent has rendered 
reduction more difficult of adjustment to changmg dema~:~d .. This ~ell-recogm~e~ development fs the more noteworthy because of the opposite fact that, With mcre_asmg produ~t~VIty and we~lth, 

consumers • demand bas tended to be tran~f~rred to less essential commodities and services, 
so that demand tends to become more capnCious. 
1-11 54. But, in spite of the destruction and the maladjustm~nt of pr~ductive equipment 
caused by the war, the post-war period has been one of very ~apid econ~mic p~ogre_ss .. Part of 
that progress bas been caused by the recovery of Europe from Its war-stricken situation m 1919. 
In the years 1925 to 1929 there was a considerable credit inflation, which was superimposed 
upon the real measure of progress that had been achieved, and introduced many unsound elements 
into it. These structural problems of instability _therefore are ~roblems fl!nd~me':ltally. of 
progress, arising from failure to adap~ th~ me~hamsm of production and distribution With 
sufficient ease to the needs of a changmg situation. 

55. Industry itself has opposed obstacles to reorganisation .. ~e cartellisation of in~us~ry 
and various forms of price control, pools and control boards o_f primary produc~, yalonsation 
schemes and their like, have all tended to render the econonuc system unduly ngid. For the 
most part, in spite of temporary successes, they have struggled vainly against the tide of economic 
forces and have in the end been overwhelmed ; but not before they have encouraged the 
continuance, and even extension, of industries exposed to the risk of over-production. In so 
doing, they locked up large amounts of capital, much of which was ultimately lost. 

56. Simultaneously with the growth of large-scale production and concerted control of 
product and of price, the wages of labour have become less flexible and the semi-fixed charges. 
for unemployment benefits and for social services more costly. Thus the whole catena of prices 
has become more rigid and resistant. The charges contractually fixed have increased ; others 
lnlve passed up the scale from readily variable to rigid or barely flexible. With this increasing 
rigidity there has been a loss of tensile strength, and when forces have come into play which 
have tended to drive down this or that category of values, the whole mechanism has failed to 
adapt itself, and, because of this failure, has been strained to or beyond breaking-point. 

57. .Resistance to change has further been stiffened by the resort of threatened industries 
or other sectional interests to Government support and by economic nationalism. State aid 
and nationalistic isolation have resulted, perhaps inevitably, from the facts that, under the 
pressure of war necessity, industries grew up whose economic justification was later challenged, 
and that during the war industry served the State and depended upon Government support and · 
direction. There can be no doubt, however, that in a great variety of ways they have hindered 
the wholesome processes of readjustment, prolonged and even aggravated the disequilibrium 
inherited from the·war period, and in many cases operated directly as impediments to the free 
flow of world trade and investment. Tariffs, prohibitions, bounties, indirect measures of protection 
by official regulation, the control of foreign exchange dealings, subsidies -the whole apparatus 
of protectionism - have built up artificial barriers sufficiently comprehensive to· balk much 
of the economic reorganisation that was really ne£ded. 

58. Of the remaining_ unstable elements .of the post-war economy, it will suffice merely 
to select examples. We_nught follo1_¥' the cham of causation which led, by way of budget~ry 
tr~ubles and hi~~ taxation and of higher wa~es and costs of production in a period of falling 
pnces and capnc10us demand_. to the squeezmg down of busmess profits 'to the point where 
mvestment fell off and defress10n ensued. We might dwell on the changes of income distribution 
y;hich were the result o the growt~ of indebtedness .- changes that rendered vastly more 
Important ~he effects of th~ fluctua~10ns i~ the purchasing power of money which we trace in 
a later section ; or .o~ the d1screpanc1es Which_ ~eveloped between price movements of important 
groups of commodities and between commodities at different stages of .manufacture. 
. 5~.. It is •. however, not ou~ purpose in this section to- provide any complete analysis of the 
mstab1hty_ whic~ _was p~sent m the po~t-war period, but merely to illustrate our point that 
there was mstab1hty ar1si~g from many-sided maladjustments of economic factors and processes. 
!Jie wa~ thre:w the comphc_ated machinery of world production and trade out of gear, wrenching 
It from Its pnmary econonuc purposes to serve the purpose of maximising military power. When 

' 
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the attempt was made to revert to normal running, it was not surprising that it functioned less 
smoothly than before. · 

I . 

60. It is in this setting of an imperfectly restored world economy that we must consider 
the working of the post-war gold standard. The speedy restoration of that standard was part of 
the process by which it was expected that readjustment might be effected : but other parts of 
the process, notably those calling for freer world trade, were not carried through and readjustment 
has proved more difficult than was hoped. It is hardly surprising, therefore, that the gold 
~tandard, th~ugh as it had functioned adequately before the war, was not equal to the strain 
Imposed on 1t when the maladjustments of the economic system, prevented by artificial means 
from working out their own corrective remedies, imposed on it the strain of a financial crisis of 
unprecedented severity. . 

61. The events which led up to the final breakdown are sufficiently familiar and need 
only be recapitulated very briefly. The second period of post-war credit expansion, to which we 
have alluded above (paragraph 44), culminated in a great industrial and speculative boom, 
mainly, but not wholly, in the United States. Towards the end of that boom, especially in 1929, 
the su{lply of capital available for long-term investments, particularly in the raw-material
producmg countries, fell away very considerably. Even before the boom ended, the difficulty 
of raising new loans placed many countries, particularly those which had borrowed too 

. freely, in a precarious financial position, so that they endeavoured, by every means in their power, 
to mobilise an active export surplus with which to meet their international obligations. There 
was a marked increase in the production of raw materials and an accumulation of world stocks. 
The inevitable result was to create a heavy selling pressure which rendered the price-structure 
very unstable. Those Eirropean countries also which had borrowed heavily in the period of 
reconstruction after 1925 were affected adversely by the difficulty of raising fresh loans. Jn 
order to meet their greatly increased interest obligations, they endeavoured to cut down imports 
and consume their stocks, thus adding. to the price instability. 

62. The financial obligations referred to arose from three main sources. Reparation 
payments and war debts were important, for several reasons. The very large figures that were 
first discussed and the difficulty of arriving at any settlement led to great folitical and economic 
uncertainty. Attempts at settlement necessarily involved a succession o political conferences 
with all their attendant delays and difficulties : and in many cases the apparent impossibility 
of meeting such payments without increased economic productivity led to fresh capital 
borrowing. • 

Added to these inter-governmental debts there was, in the second place, a constantly 
increasing accumulation of long-term loans contracted by Governments and other public bodies 
through private banks and bankers. 

The third source consisted of commercial debts contracted during the boom period, the 
amount of which was also very considerable. 

The service of these various obligations was rendered possible for some years by the inflow 
of new capital into the borrowing countries. When these new investments fell off suddenly 
in the later stages of the boom period the commitments could be met only in three ways -
by the export of an increasing volume of goods, by the export of gold, or by obtaining short-term 
credits to tide over the emergency. 

63. The· financial stringency thus created in the borrowing countries was accentuated by 
the fact that in this period, and particularly after the stabilisation of the franc, there was a strong 
movement of short-term balances back to France. 1 

• Full Information concerning the movement of capital between France and other countries Ia not available; 
but the following data, quoted from the forthcoming issue of the League of Nations annual publication on balances 
of payments (Balanc., of Payrmnls, 19JO),_ reflect th~ trend of these movements ~ince 1927. The figures are 
based upon studies by M. P. Meynial, origmally published In the RtDUo d' Economre polrllque. Tbey represent 
the net balance of capital movements, calculated indirectly from the trade In goods, services and gold. Reparation 
receipts and the amortisation of war debts are treated as services and are thus not Included In the balances 
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64. The debtor countries in these circumstances used all three methods mentioned in 
paragraph 61. By dint of serious eff?rts and sacrif!ces, ~h~y cr~ated considerab,le export surpluses 
10 their commodity trade, thus addmg to the selling difficulties on the world s markets. 

65. At the same time the pressure on their foreign exchanges forced the!ll below the gol.d 
export point and there began a steady outflow of gold to France and the Umted States. ThiS 
flow of gold soon assumed such proportions that the currency systems of many countries were 
imperilled by the loss of their gold reserves. 

66. The third possible course of action was also pursued, particularly by the European 
debtor countries. As their situation became more difficult after the summer of 1929, they 
contracted large short-term loans to support the ircurrencies from depreciation. These short-term 
obligations later rendered them particularly vulnerable when the economic depression set in. · 

67. The collapse of the American stock-market boom in October 1929 greatly accentuated 
the fall in prices, which was particularly severe in the case of certain raw materials. Stocks had 
accumulated and in many cases controls had been established. When credit stringency and 
a marked drop in consummg power followed quickly on the collapse of the speculative boom, the 
pressure on the price-levels was too strong to be resisted. World markets were demoralised and 
controls collapsed. A fall of prices, unprecedented in its severity and its persistence, set in which 
completed the embarrassment of the borrowing countries; As will be seen from the list of 
countries quoted in paragraph 2 above, many raw-material-producing countries were forced 
off the effective gold standard as early as 1929 and 1930. 

68. The situation became worse when the difficulties of a great Austrian bank, the Credit
anstalt, were revealed in May 1931. In many Central and Eastern European countries, both 
agricultural and industrial developments had for some years been sulltained by over-extended 
credit advances, based largely upon a continuous supply of foreign capital. The stoppage of 
foreign loans and the heavy fall in agricultural prices from 1929 onwards placed the banking 
institutions of these countries in a very difficult position. The troubles of the Creditanstalt, 
which in 1930 had taken over the embarrassed Boden Creditanstalt, signalised the collapse of the 
over-extended credit structure. The effect of the collapse spread rapidly to other countries, and 
was reinforced by fear, amounting to panic, for the safety, not only of short-term advances, but also 
of deposits. The storm-centre shifted rapidly from one country to another. Certain Berlin banks 
were in difficulties within a few weeks, and it was not long before the international financial 
relations of all the Central and Eastern European countries were affected. 

69. By this time a large part of the world was in fact off the gold standard ; but the panic 
extended further in the following months. In August and September, doubts were raised of 
the financial position of Great Britain, which was known to be heavily involved in the short
term investments now locked up in Central Europe and to have serious budgetary difficulties. 
A heavy and increasing drain set in which rose to the dimensions of an international " run " 
on London. British securities were heavily sold and short-term balances held in London were 
drawn upon. Despite assistance from Paris and New York, Great Britain finally suspended 
the gold standard on September 21st. Almost immediately a large number of other countries 
also suspended the operation of the gold standard. 

70. The panic did not stop even at this point. There were heavy withdrawals of funds 
from New York in the latter months of the year which caused a large outflow of gold. 

shown. The territory considered Includes, besides France, her ovenea territories with the exception of Indo-
China: ' 

Net capital Net capital 
export import 

1927 . 504 
I(OOO,OOO's) 

1928 • 236 
1929 • 20 
1930 • • • . • 252 

No division between. long and short-term rapital operations Is made : but It Is known that the bulk 
olbfth

1
• capital exports dunng the yean preceding 1929, as well as of rapital Imports from that year bas been in 

e orm of abort-term operations. ' 
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. 71. Although Japan was the only important country to cease gold payments later, a very 
Important consequence of the shock to credit continued to be evident m the measures taken 
by many banking systems to liquidate a portion of their foreign balances and build up heavy 
gold reserves. 

7?. Outside the banking sphere ~!so, this preference for gold has been paralleled, by private 
hoarding both of currency notes believed to be of unquestioned value and of actual gold. 

. 7~.. Th~ r~cital of. th~se events by which the. gold standard has been unable to function 
IS sufficient m Itself to mdicate that the causes which provoked them lie deep in the economic, 
financial and monetary instability of the post-war penod. In a previous interim report 1 the 
Dele~ation has dealt with one phase of the process that has just been sketched - the uneven 
distnbution of gold reserves among the Central Banks of the world. This phenomenon has proved 
to be an intennediate stage in the development of the instability which had its roots m war 
and inflationary disturbances of the economic system, and which has finally caused the breakdown 
of the international monetary mechanism which the world had painfully constructed in the 
long period of relative peace before the world war. 

V ... RESTORATION OF THE GOLD STANDARD. 

74. In face of the situation which has just been outlined, it becomes necessary to consider 
the policies to be followed in the immediate future both by those countries which still maintain 
the gold standard and by those which have abandoned or restricted it. The present position 
is that, with only some six countries maintaining an unrestricted gold standard, the functioning 
of that standard as a~ international monetary mechanism has been greatly restricted. Side 
by side with it there now exists a variety of other currencies whose exchange relations with 
the gold countries and with each other are no longer kept in equilibrium by their common relation
ship to fold, but must be governed by other means. Some of these currenCies are on an independent 
basis o inconvertible paper, a large group of them being maintained at parity with sterling ; 
others are maintained at nominal gold parity by the control of foreign payments and foreign trade. 

75. The first effects of the abandonment of the gold standard were reflected in an alteration 
of the exchange parities. The results of such an alteration have still to work themselves out, 
but it is already clear that they involve important changes in the relative price-levels of the 
countries concerned, which, if maintained, will exert a far-reaching influence upon the course 
of international trade and international payments. 

76. The restrictive measures by which many countries are at present maintaining the 
nominal gold parity of their currencies involve a heavy cost, since the cumulative effect of such 
restrictions has been to sacrifice a large part of the foreign commerce of the world. This heavy 
cost should be weighed against the risks of exchange fluctuations and, in some cases, the possi-
bility of a breakdown of the currency system. · 

77. If a number of the most important commercial countries remain off the gold standard 
for a considerable period, the major problems of the functioning or that standard will present 
very different aspects f~om those which the Delegation was called. upo~ to study a~ t_he o~tset 
of its work. It is conceivable that the complete process of restoration, if and when It IS decided 
upon, will take a prolonged period to effect. 

78. The Delegation, however, records its belief that, at the present stage of world economic 
development, the gold standard remains the best available monetary mechanism. 

It is impressed by the practical difficulties and dangers of re~ulating currencies which are 
not on a common world basis, and by the very great desirability of agreement upon an 

• Document C.75,M.31.1931.1L 
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internationally accepted standard in order to facilitate the free flow of world trade. W~ate~er the 
theoretical advantages that may be urged in favour of other monetary systems, their uruversal 
adoption presents very grave, if not insuperable, practical difficulties at the present ~ime •. ~he 
Delegation is moreover, of the opinion that, granted the general acceptance of certam gwding 
principles, th~ gold standard is capable of functioning in such a way as to achieve most of the 
advanta~es of stability and justice claimed for alternative standards more broadly based on 
commodities other than gold. 

79. The alternative to the restoration of the gold standard would appear to be a state 
of affairs under which many currencies are maintained upon a basis of inconvertible paper 
money, and fluctuate independently or b~ groups. I~ addition ~o the difficu_lties of ?Jlanagement 
inherent in such a system, there would anse once aga~n the co.ntmu~lly varymg foreign e~change 
rates which the Genoa Conference regarded as so senous an Impediment to the restoration and 
extension of international trade. The virtual elimination of this exchange uncertainty was 
the main monetary achievement of the last decade. While some degree of exchange fluctuation, 
and possibly some e~tension o~ the are~ affected, may be !n~vitable in p~esent cir~umst!lnces, 
it would appear desirable to c1rcumscnbe that area and biDit the duration of this penod as 
much as possible, in order that steady progress towards exchange stability may be resumed 
at the earliest possible moment. 

80. Although it is obvious that the time and level - as well as the particular form of 
restoration of the gold standard, should that be decided upon - can be determined only by the 
proper authorities in the countries concerned, the Delegation considers the return, within the 
shortest possible time, to the international gold-standard system of such vital importance for 
economic and financial development that it feels its obligation to consider the policy that 
should, in its view, be followed in order to facilitate the achievement of that aim. That 
policy depends upon all those measures which can be taken by international co-operation and 
by national efforts to restore equilibrium in the economic and financial structure of the 
countries that, for the present, !have lost that equilibrium. _ . 

81. Among the measures of an international character we mention, in the first place, 
the restoration of a reasonable degree of freedom in the movement of goods and services. The 
fulfilment of this condition is essential for the restoration and the maintenance of the gold 
standard on an international scale. .M. long as the countries concerned suffer from the narrowing 
of world markets so that they cannot pay their debts in goods and services, they will be prevented 
from improving their economic situation sufficiently to enable them to return to the gold standard. 

A satisfactory solution for the problem of reparation payments and war debts forms the 
second desideratum. Although we are not of the opinion that this problem is the main cause 
of the difficulties with which the world is now faced, we consider its final solution, at the earliest 
possible moment, an ~sential factor for a return of the lost confidence in the sphere of interna
tional finance. The gradual and cautious resumption of international credit and capital 
movements, which seems to us of vital importance for the working of the gold standard, 
cannot be expected before this problem is solved. - · 

In the third place, certain guiding principles in respect of the working of the gold-standard 
system should be adopted by the Central Banks adhering to that system. The most important 
of these principles is that, as a joleneral rule, gold movements should not be prevented from 
making their influence felt both m the country losing gold and in the country receiving gold. 
Not ~nly should thes~ movements not be prevented from exercising their influence, but their 
working should be remforced by other means- especially by changes in the discount rates and 
by open-market operations- when the disequilibria of which the gold movements give evidence 
cannot be removed merely by the effects of those movements. · 

82. In addition to these measures of an international character we consider it essential 
tha~ .in .each. individual. country the necessary steps shall be taken tC: restore and to maintain 
eqw~bnu~ m the national economy. Thi~ '!leans that the budgets of the State and other 
public bodies must be ~alanced on sound pnnc1ples, and also that the national economic system 
~ a wh!>le, and e5Jll!Clally ~osts .of pr~d.uction and costs of living, should be adjusted to the 
mternat!'!na~ econ01~uc and fmanc!al position, so as to enable the country to restore or to maintain 
the eqwhbnum of Its balance of international payments. 
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83. It is for the Governments and the Central Banks, in national and international 
co-operation, to take these measures and to fulfil the requirements and conditions explained 
in the foregoing para~phs. The earlier they do so, the sooner the international sold standard 
will spread its beneficial working over a gradually extending area. and the sooner will be removed 
the monetary instability which bas been so deplorable an effect of the disequilibria we described 
set out in Section IV and which has now become one of the major causes of further 
.economic deterioration. · 
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PART II. - THE PURCHASING POWER OF GOLD. 

84 In the first part of this Report we have examined the situation created by the 
aband~nment of the gold standard on the part of so many countries during the ~epression. 
But after due consideration of this situation, we have concluded that the restoration of the 
gold standard is desirable. The second analytical part of our R~p?rt pr!lceeds, therefore, u~n 
the assumption that the gold standard will be restored and that 1t IS desirable now to ascertam 
the causes and effects of the variations in the purchasing power of gold, and the conditions under 
which this standard may be expected to function more adequately in the future than it has 
in the recent past. 

VI. IIIEANING oF " THE PuRCHASING PowER oF GoLD ". 

85. The Delegation was appointed to " examine into and report upon the causes of 
fluctuations in the purchasing power of gold and their effect upon the economic life of nations ". 

It is desirable therefore to define what is meant by the term purchasing power of gold. 
The word gold is employed in this context to embrace, not simply the metal in its monetary 
use, but the whole currency of any countries employing the gold standard. The importance 
of this definition has already been stressed in Section IV, paragraph 41, and the relationship 
between gold and the banking and credit structure based on 1t has been explained in Sections II 
and III. 

86. The reverse of the purchasing power of any currency is the price-level expressed in 
terms of that currency. The term variations in the J?Urchasing power of gold is therefore 
synonymous with the term variations in the levels of pnces in countries on the gold standard. 
The levels of prices referred to are national levels reflecting the purchasing power of the different 
national currencies. There is no precise meaning that can be attached to the term international 
level of prices ; but, under the gold standard, the various national levels, being each based 
on gold, are kept in equilibrium one with another. 

87. The commodity gold is used partly for industrial purposes, partly as a store of value in 
certain countries and partly as a foundation for elaborate monetary systems. The value of a 
unit of gold is, under the gold standard, fixed at a specific price in terms of the various national 
currencies, and these currencies are kept in close relationship with one another by the operations 
of foreign exchange. In order to discover the purchasing power of gold, therefore, we must 
first ascertain the purchasing power of these currencies in terms of actual commodities and 
services. In other words, the obverse, and only practical manifestation, of the purchasing 
power of gold is to be found in the prices of commodities and services. 

~· Round the-;various meanings that may be attributed to the conception. of the pur
chasmg power of gold much discussion has centred : we do not think it is necessary for us to 
enter into these controversies. For our purpose, it is sufficient to state that the term purchasing 
power of money is used in different senses, of which the principal are its purchasing power over : 

(a) All objects of purchase and sale ; 
(b) All goods and services ; 
(c) Intermediate goods at various stages of manufacture ; 
(d) Consumption goods and services. 

89. The term purchasing power of money is popularly regarded as meaning the 
purchasi~g power ~f m?ney.income.as finally expended- that 1s, its power to buy the goods 
and servtces on whtch fmal mcome 1s spent. For measuring changes in such purchasing power, 
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an in~ex of consumption· goods and services is required. But the particular sense in which the 
term IS employed must depend upon the particular problem that it is proposed to study,l 

90. After a careful consid!!ration of the various possible implications of our terms of 
reference, w~ have sel~cted certam aspects of the problem to which we have thought it desirable 
to pay special ~ttention. These aspects, as the subsequent discussion will indicate are not 
mutually exclusive but are rather cross-classifications. They are : ' 

. (a) The. rel!ltioi?ship between ~hang~s in purchasing power and the distribution of 
mcome, leadmg ID~VIta~ly to a consideratiOI! of the eff~ct of these changes on production ; 

(b). The relationship between changes m purchasmg power and economic booms and 
depressiOns ; · 

(c) The significance and importance of changes in the long-term trend of prices. 
91. Our reasons for selecting these particular problems for study are : 

. (a) .~at we consider thl!-t t~e ll!ost se~ous ill-effects of price changes arise in connection 
With their mfluence on the distnbut10n of mcome and consequently on production ; 

(b)' That the most violent movements are those that arise in connection with the 
recurrence of periods of economic boom and depression; 

(c) That the long-term trends of prices are dominantly influenced by factors which 
are laq~ely independent of those which lead immediately to these periods of boom and 
depressiOn. In this connection, we refer to the facts cited in Section VIII, which are 
important enough to deserve separate consideration even though it is impossible, except 
in theory, to separate such long-term tendencies from the shorter-term fluctuations out 
of which they emerge, while, on the other hand, the shorter-term fluctuations may be 
greatly influenced by the secular trend of the period in which they occur. 

92. In order to measure the influence of changes of purchasing power on the distribution 
of th~ national income it is necessary to consider the prices of those goods and services on which 

· the (!hares in that income are expended. · It is necessary, therefore, to employ an index of 
consumption goods and personal services. 

93. In a stable society in which the national (ncome and the relative contributions to that 
income by the different factors of production remain unchanged, alterations in the prices of 
goods and services caused by monetary disturbances involve automatically alterations in the 
monetary value of the national income and in the share of each factor of production in that 
income. Under these conditions, stabilisation of the monetary factors would result in stabilisation 
both of total income and of income distribution. When, however, the national income is 
increasing or decreasing, as a result of increased or decreased productivity of the factors of 
production, stabilisation of those prices will result in a change m the distribution of income. 
This is obvious for the following reason. Under increasing productivity the quantity of goods 
(and services) produced rises. U the prices of that greater quantity of goods are prevented 
from changing, the share of the factors of production in the national income is affected. In 
such circumstances, a given sum of money will continue to buy the same quantity of goods, 
but the total quantity of goods constituting the national income has increased. Therefore 
all persons with fixed incomes will obtain a smaller proportionate share of the total, and the 
portion falling to those having variable incomes will rise. 

94. U, therefore, the purchasing power of money over consumption goods and services 
is stable when the productivity of the factors of production is increasing, the price-level of 
goods must fall. If, on th.e other hai?d, th~ pric~ of goods are stable when prod_uct.ivit:y is incr_easing, 
variable incomes must nse, and, smce fixed mcomes are unchanged, the distnbution of mcome 
is affected. 

95. These fundamental facts make it evident that the effects of fluctuations in purchasing 
power will vary widely according to the conception of the term employed. 

• See the different meanings attached to the term as set out In a paper by Dr. Gottfried Haberler prepared 
for the Delegation: " Die Kaufkraft des Geldes uod die Stabilisierung der Wlrtschaft ", Schmoller'o Jahrbuch, 
55. Jahrgang, Heft 6, 1931, Seite 33-63. 
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\Ve propose in considering the international aspects of price movements, to employ the 
term as relatin~i to the purchasing power of .go~d-s~andard m_oney over good~ sol~ v:holesale 
(see below, SectiOn XIV). Th~ absence of .vanatio~ m. pu~chasm~ power so defmed Is, It should 
be remembered, compatible With changes m th~ distnbi!tion of mcome. 

It should be recognised also that such .an mdex fails to take .a~count of many eleme~ts 
of the national price-structurc;s .- such as .pnces ~f rea! ~state, secunti~s, and so fort~ - whi~h 
are of importance in deternurung domestic credit pohc1es and to which reference IS made m 
Section VII. 1 

96. Our reasons for adopting the definition given above are three : First, an index of 
wholesale prices measures those fluctuations of the purchasing power of. money which, 'Yhen 
there is a reasonable degree of freedom of trade, are common to all countnes and have a direct 
international influence. This influence is, in such conditions, exerted by the fact that all 
countries participate in international trade, and the prices of the commodities which enter 
international trade not only form a significant part of the domestic price-structures, but, through 
their effect upon the foreign exchange rates, exert a profound influence upon the volume of 
credit and therefore upon the level of domestic prices. The only index which measures 
the price-fluctuations of the commodities which enter into international trade is an index of 
commodity prices at wholesale. Secondly, the construction of an index of wholesale prices 
involves less serious technical difficulties than that of any other form of price-index. 

97. To the extent to which the problem of the meaning of the term " purchasing power of 
gold " is considered, not simpiJ' for purposes of economic analysis, but in connection with the 
objective of monetary policy, 1s there a third and determinant reason for employing it in the 
sense that we have chosen. Changes in the distribution of national income take place under 
conditions of stable wholesale prices, as we have already indicated, when the productivity of the 
factors of production changes. An attempt by any country to avoid such changes would be 
theoretically possible only if (a) the increase or decrease in the productivity of its factors coincided 
with those of other countries, or (b) it was prepared to abandon the international monetary 
standard to which .it belonged. This theoretical difficulty - we are not at the moment concerned 
with the practical issues - may perhaps best be explained by means of an illustration. 

98. If two gold standard countries, A and B, both attempted to stabilise, not the prices of 
goods, but the prices of the factors of production, which is the same as preventing a change in 
the distribution of income, and in A productivity rapidly diminished while in B it remained 
constant, then prices of goods in A would rise. This rise in prices in A would lead to an export 
of goods from B to A and an export of gold from A to B. Were A, in spite of this exodus of 
gold, to attempt to maintain unchanged the price of the factors of production (e.g., the level of 
wages), then the export of gold would be continued until ultimately she was forced off the gold 
standard. 

99. The international stability of the prices of goods, so long as those goods are, broadly 
speaking, such as enter into international trade, does not involve any such paradox. If, however, 
such stability is the object of monetary rolicy, a number of theoretical and practical problems 
in connection with the measurement o prices doearise. With certain of those problems we 
deal in Section XIV. Here we merely desire to repeat the main conclusions arising out of this 
preliminary discussion of the fundamental issues (a) that, for the measurement of purchasing 
power of gold in the popular conception, an index of consumption goods and services is required, 
but (b) .that, if any attempt is made to stabilise purchasing power internationally, efforts must 
be confmed to purchasing power, not over such goods, but over intermediate products, for which 
purpose a wholesale price-index is necessary, and (c) that by gold we mean the monetary systems 
based on gold. · 

VII. THE MEASUREMENT :oF FLUCTUATIONS IN PURCHASING POWER. 

100. The conception of a price-level, or general level of prices, usually conceived as an 
average. measured by some form of index-number, is the subject of much discussion among 
econoiDists at the present time. · 
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'.'file various instruments of measure now in use for ascertaining changes in the general level 
of pnces are all constructed on national rather than international bases. They are measures 
!>f the pul'ch:-'sing power of different national currenci~s .. The only conceivable international 
mdex that ~g~t be C?nstructed woul~ be a wholesale pnce mdex-number of those comparatively 
few commodities, mrunly raw matenals and foodstuffs, which enter largely and steadily into 
international trade. The technical difficulties of constructing such an index-number would 
be_ very gre~t. The commodities which enter into international trade vary from time to time as 
shifts m pnces enlarge or contract the market areas of the commodities concerned, bringing 
marginal commodities into or excluding them from international trade. Differences in price 
quotations in different areas are the reason for trading. Selection of SJ?ecific quotations and, 
still more, of appropriate weights would be difficult. If such an mdex were compiled, 
it would be difficult to know what exactly it measured, since the range of commodities 
included must be limited. Moreover, since any modification of price-levels can be achieved 
only through national monetary conditions, there is additional reason for concentrating upon 
the measurement of variations in national price-levels. Under the normal working of the gold 
standard, it could safely be assumed that foreign exchange operations would keep the national 
purchasing power of different countries, not indeed equal, but in equilibrium. 

Hit. The original purpose for which index-numbers of the wholesale prices of commodities 
were constructed was limited to illustrating, by approximate statistical measurements after 
the event, the long-term movements in the general level or average of prices. The first 
index-numbers, constructed in England, showed a fair degree of identity of movement in spite 
of considerable divergence in their methods of construction, and this fact contributed a good 
deal to the belief that there was a general level of prices, movements in which, however measured, 
showed great regularity, being due, in fact, to changes in monetary conditions and especially 
in the supply of gold. All of these index-numbers, however, were constructed by means of the 
same sort of wholesale commodity prices, and their identity was most marked when the correlation 
was between long series of yearly quotations. While such measurements undoubtedly indicate 
the -direction of lon~-term trends in the general purchasing power of mone~, they can hardly 
be taken as measurmg with any exactitude the magnitude of these changes, since there are 
many commodity frites and prices of important services which do not change as rapidly as the 
wholesale prices o the sort of commodities usually chosen • . 

. 102. In recent years, a good deal of attention has been directed by economic statisticians 
towards devising a measure for changes in general purchasing power. The ideal of such a 
measure, considered merely as a reflection of changes in the value of money, would obviously be 
an index of all transactions involving the use of money, including, not only the exchange of 
commodities, but also such factors as wage-payments, investment in capital goods or real estate. 
Such an ideal being obvi~m~Iy i~p?ssible, efforts have bee~~: made to build up a sa":Jple i~dex 
by combining already eXIsting mdices, such as those for different sorts of commodity pnces, 
for shipping and railroad freights, wages, etc. 

103. If wholesale price-indices. are applied to s~o.rter-term movemen~, technical dif~erences 
arising from such factors as the different l:ommodities selected, the weights, base penod and 
kind of average used in their construction cause considerable divergences from time to ti!fle· 
In other words, their usefulness in indicating broadly the long-term drifts in average pnces 
is much greater than their precision even in indicating. and still less in measuring, short-period 
fluctuations of purchasing power as a whole. 

104. As economic and statistical knowledge has increased and more abunda!it data have 
become available, there has been a notable tendency, not only towards the ~e!mement a~d 
broadening of the original instruments of measure, but also toward~ the deVIsm_g of. speCial 
sorts of index-numbers for special purposes. Not only wholesale pnces bu~ retail Pf!Ces are 
now measured and within these general categories there are ma~y specific groupmgs, so 
that, in many countries, information is a~ailable f_o~ the compaTISOD of such co~trasted 
groupings as imports and exports, raw matenals and fimshed manufactures, consu":lers goods 
and producers' goods. In addition, the method of index-numbers has been apphed to the 
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measurement of prices other than those of commodities, and to many other economic 
phenomena. There are index-numbers of freight rates an~ ~ar-loadings, of stock-mar~et 
prices, bank clearings, wages, employment, the cost of hvm~ and many other senes. 
A$. a result of this statistical activity, economists, bankers and busmess men in many countries 
now have at their disposal a large number of price- and business-indices, for the most part 
published at brief intervals and kept continuously up to date. One consequence of this rather 
confusing and often apparently contradictory mass of statistical information has been a clearer 
revelation of the intncacy of price-movements and relationships. 

VIII. THE SECULAR TREND OF PRICES. 

105. We define the secular trend of prices as those long-period upward or downward 
movements of prices over a relatively protracted period of years which persist in spite of briefer 
and more violent short-term fluctuations. As illustrated in the dia!lf8ms on the following page, 
which are extracted from the memoranda submitted to us by Professor Cassel and Mr. Kitchin 
and published as Annexes to our first interim report, the evidence of the later part of the 
nineteenth century and first decade of the twentieth, when the majority of the more important 
commercial countries of the world were employing some form of gold standard, shows that the 
curves of wholesale commodity prices and the curves representing the relative supply of gold, 
and particularly that of monetary gold, moved urward and downward in remarkably close 
confonnity. In so far as gold constituted the basis o money and credit, some such similarity of 
movement would be expected. The demand for money increases as national wealth grows and 
if for any reason the production of gold falls behind this rate of increase and is not sufficiently 
compensated by economies in the use of gold, conditions would be created which would tend to 
restrict the basiS and hence the pyramid of credit and so to depress prices. 

106. This period was one of rapid development in all fields of economic activity, and means 
for economising the use of gold by the development of banking, the use of cheques, the arrange
ment of clearing facilities, etc., were gradually being improved in one country after another. 
But, in spite of this, the importance of the gold supply as a monetary factor m the evolution 
of prices would appear to have predominated during this period,l . 

In view of these facts, it is in our opinion important to ascertain whether the supplies of 
gold in the future are likely to prove adequate. 

IX. THE SuPPLY OF MoNETARY GoLD. 

107. In our first interim report we attempted, on the basis of such statistical and other 
info~ation as was then available, to present a picture giving the more significant features of 
the Situation with regard to the supply of, and the demand for, gold, indicating the manner 
in which that situation seemed likely to develop in the near future. · 

108: We then reached the conclusion that, if prices were to be maintained at about the 
level ruling at the end of 1928, there was some danger of the supply of new gold proving inade
quate at a relatively early date unless measures were taken to economise the use of gold for 
monetary P.urpo.ses. Th~ evidence seemed to point to a decline in the output of f!Old in about 
1933, to a slight mcrease m the demand for non-monetary and a more rapid increase 1n the demand 
for monetary p_urposes. :rher~ w~re, ~oweve~, as we pointed out, certain surplus stocks of monetary 
gold then available wh1ch, if d1stnbuted 10 such a manner as to support a maximum credit 
structure, might postpone any shortage being felt in the immediate future. . 

1 
See Annex .. X and XI to our first Interim report: " Supply and Demand " by Professor Gustav Cassel ; 

and " T~e Sufply of Gold compared with the Prices of Commodities ", by Mr.' Joseph Kitchln ; and " The 
Functionmg o the Gold Standard", by Dr. Feliks Mlynarski (document F. 979(F. Gold 67(1))). 
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MOVEMENT IN WHOLESALE PRICES (ACCORDING TO THE SAUERBECK-STATIST INDEX) 

COMPARED WITH: 

A. RELATIVE ToTAL SupPLY OF GoLD (ACCORDING TO PROFEssoR CAssEL); 

B. RELATIVE SuPPLY OF MoNETARY GoLD (ACCORDING TO MR. KITCHIN). 

A ----- fLNERN. Ptt>l« ~ 
% --------- «tA~ fr:ITM. .SV/IIIt.tt' Dl"tifJUJ 4NI 
15o,r-----~----~,--~---.--------r----------,---------~•5o 

-----------
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B ----- (LN~IIM. PIIIC~ l~l 
""' ••••••••• ••••••••• «I.ATI~ ~ V, NONETAL/r 6l/ll.8 % 
150r---------~----------,----------,.----------r----------~--------~150 

~'L-------~--------~---------L--------~--------L-------~ ~ 1910 • 16.10 1860 1870 1880 1690 1900 

Note. - The curve for RelaliiH! Total Supply of Gold shows the changes In the percen!aRe ratio of the 
actual total stock of gold accumulating from year to year (as calculated by the German SlalialiacMI Rtlchsamt) 
to the " Normal Stock of Gold" calculated for each year by applying to the Initial stock In 1850 the averaRe 
annual rate of Increase over tho whole period 1850 to 1910. Similarily, the curve for RtlaliiH! Supply of Monetary 
Gold shows tho changes In the rercentage ratio of the actual world stock of gold money In each year (aa calculated 
by Mr. Kitchin) to the stock o gold money as It would have been If It had Increased at an even rate throuRbout 
the same period. (For further details see First Interim Report of the Gold Delegation, Annexes X and XI, 
League of Nations, Geneva, 1930.) 
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109. Before proceeding further in our analysis of the problem of the gold supply, we wish 
at this point to record our opinion that the world's total stock of monetary IJOld, ~part from any 
considerations as to its distribution among different countries, has at all times m recent years 
been adequate to supl!ort the credit structure legitimately required by world trade and that 
the rapid decline in pnces, which began in 1929, cannot be attributed to any deficiency in the 
gold supply considered in this sense. During the six years from the end of 1925 to the end of 
1931 the world's central gold reserves increased from about $9,150 million to about $11,350 
milli~n or at an average rate of 3 1/ 3 per cent per annum. 1 Since this rate is not lower than 
the gen'erally accepted normal rate of growth of production and trade in the gold-using countries 
as a whole, and smce, in addition, certain economies were made in the use of gold, at any rate 
in the earlier part of the period considered, there seems to be little ground for believing that 
the total supplies of gold available for monetary use have not been sufficient to meet all 
reasonable demands. 

110. In our first Interim Report we estimated that the gold production in 1930 would 
amount to just over $400 million. ]t was expected to rise slightly above that figure during the 
next three or four years to some $410 million, and then to decline comparatively rapidly. The 
actual increase in gold p~oduction in 1930~ a!ld more particularl:y in 1931, was considerably in 
excess of what was antiCipated. The prelinunary estunates available suggest that the output 
in the latter year may have amounted to something between $445 and $450 million. It is difficult 
to judge at present to what extent this increase has been due to the recent rapid fall in prices 
which has rendered gold-mining a more profitable industry.· Canada has contributed substantially 
to it, and the immediate effect of Canada having gone off the gold standard will be to wve a 
further stimulus to production. South Africa accounts for over one-half of the production of 
the world, and the output of that country has also increased beyond expectation mainly on 
account of an increased supply of native labour in the mines consequent upon the depression 
in agriculture. Even thougli the collapse in commodity prices may for a time act as a further 
stimulus to gold production, there can be no assurance that this increase will be maintained. 

111. The possibilities of new gold discoveries and of improvements in the technique of 
extraction from the known resources of relatively low-grade ores must not be overlooked, 
particularly in view of the inducement to such discoveries and improvements offered by the 
present appreciation in the value of gold. The evidence at present available suggests, however, 
that such additions to the world's gold output as may result therefrom are likely to prove 
insufficient in the long run to compensate the anticipated decline in the output of the sources 
actually exploited, as the most important of these are gradually exhausted. On the other hand, 
h~wever, the da~ at whic~ the a~ticipa~ed decline ·in the total gold production of the world 
will .actua~y set 10 may, m the ~ven crrcumstances, be postponed considerably beyond the 
turning-pomt suggested by us prev1ously. . 

112. While the f'!-ll in prices has led to an increase in gold output, the non-monetary demand 
for go!~ has been. senously affected by the general depres~i«;>n. From time immemorial, the 
population of India has {!Urchased very considerable quantities of gold. During the war and 
e:rrly post-war years, India was unable to satisfy her needs, and she consequently made excep
tionally ~eavy purchases about 1924-25. In tpe five years ending March 1930, her average 
~onsump~on for non-monetary purposes (net unports plus output from her own mines less 
mcreases tn her ce~tral gold reserve) dropped back to somewhat over $80 million per annum -
a ra~e of consumption rather less than that of the last pre-war quinquennium. In the four years 
endmg !"arch 19~0, it averaged somewhat less than $70 million per annum. As a result of the 
econOI~u~ depress•?n, her non-monetary consumption fell in the calendar year 1930 to about 
165 m~l~on, an~ m the calendar year 1931 her exports of !!old exceeded her imports by 
$96 million, while her central gold reserve increased by $34 million. As her domestic gold pro-

' Total monetary gold atocko (excluding gold hoards In all Asiatic countries and Egypt but Including the 
approximate amount ol monetary gold b~ld outside centJ:al gold reserves elsewhere) would appe;r to have increased 
In tthe oame penod from oome $10,250 rrullion to approltlmately $12,500 million or at an average rate ol 3 'Ia per 
ceo per annum. ' 
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du~i?n did not exceed $7 million, India therefore in that year not only failed to make any net 
addition to her non-moue~ _gold stocks, but actually surrendered almost $125 million of her 
old non-monetary gold pnmanly for monetary use.' . Most of the exports took place in the last 
three months of 1931, when the premium on gold consequent upon the suspension of the gold 
~tandard naturally acted as a stron11. incentive to expo_rt. ConcomitaQtly with· the appreciation 
m the exchange value of the rupee 10 terms of gold smce December 1931, a marked slackening 
of the outward gold movement from India has taken place in the first four months of 1932. U 
there is a further appreciation in the value of the rupee in terms of gold, the outflow of gold 
may well dry up, and the risk, furthermore, of India endeavouring to make good her recent 
losses, when the depression is past, must not be overlooked. 

113. In our first Interim Report we drew attention to the fact that the information available 
concerning the use of ~old for industrial purposes was far from complete. After a careful study 
of all the evidence which had been collected, we reached the conclusion that the total demand 
for non-monetary purposes, including that of India, China and certain other Oriental countries, 
and the amounts used for industrial purposes elsewhere, might be estimated at $180-200 million. 
Since we wrote, the Director of ·the United States Mint, who has endeavoured for a number of 
years to collect evidence on the subject, has revised and somewhat reduced his estimate of gross 
mdustrial consumption in recent years. More recent evidence we have received points to the 
conclusion that a rather greater proP.ortion of old gold than we had previously allowed for has 
probably been employed. It is possible, therefore, that the aggregate figure put forward by us 
for total non-monetary consumption for these years should be somewhat reduced. But, of the 
old gold used in recent years in the arts, a substantial proportion consisted of gold coin previously 
hoarded. It would appear that the supplies of such old coin were gradually running out before 
the present depression began, so that an increased demand by industry for new gold was to have 
been expected. During the depression there has been, as we will show, a very considerable 
transference of non-monetary gold and unrecorded hoarded coin to the reserves of Central Banks, 
and we may consequently anticipate that, when industry revives, the older hoards of gold coin 
will be found to have been very largely depleted and industry will have to rely to a considerably 
greater extent than heretofore on new gold from the mines.• On the other hand, the use of gold 
10 the arts has naturally fallen off rapidly during the recent exceptional economic depressiOn. 

114. The monetary requirements of new gold .are determined to-day by the amount of 
notes and other ~ight liabilities of Central Banks, by the laws regulating their cover requirements 
and by the average rate of economic development in gold-standard countries. We showed in 
our first Interim Report that the minimum legal requirements at the end of 1928 amounted to 
29-34 per cent of notes and other sight liabilities of Central Banks, and the actual reserves to 
40 per cent. As some margin above minimum requirements must normally be held, the actual 
stocks were at that date clearly far from excessive. 

115. It has been generally assumed that the very heavy fall in prices which has taken 
place since we. wrote has resulted in a large diminutio~ in. the mon~tary demand for gol~, and 
that in -consequence the d~ng~r of a go!~ shortage_ makmg_1tself felt Js no longer real .. It Js true 
that our object was ~o 10dicate certrun cond1~1ons Which. appeared to us essential to the 
maintenance of the price-level, and that the faliure to mamtam that level has _affected the 
hypothesis on which our arguments were based. But un~o~unately the assumption that the 
monetary requirements of gold have greatly contracted IS mcorrect. On the one hand, the 
sight liabilities of Central Banks have been less affected by the fall in prices than might have 
been expected ; on the other, as we shall show below, the demand for gold is likely to be 
materially increased by the influence of recent events on the gold-exchange standard. 

• By the end of March 1932 the amount of g.;ld thus surrendered by India had lne~eased to about uAo million. 
Part of this gold, however, seems In fact to have accrued to boards or to commerCial bank reserves In some of 
the countries to which It bas ultimately gone .. 

• The gold coin and bullion conWned In the recently constituted boards In certain Western countries wUI 
presumably In the first Instance find their way to central monetary reserves. 

3 
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116. We showed in our first Interim Report that the total of notes and other sight liab!li~es 
of Central Banks in gold-using countries at the end of 1928 aggregated some $~,600 milho~. 
Excluding the Union of Soviet Socialist Republics, which constitutes a self-contamed economic 
system practically divorced from the rest of the world, the aggregate amounted to some $22,800 
million. 

The detailed figures (excluding the U.S.S.R.) for that and subsequent years are : 

:.End of 

1928 
1929 
1930 
1931 

Notes'!! 
In circulation 

17,275 
17,078 
16,776 
16,456 (17,103)1 

I (OOO,OOO's) 
Other sight 

Jiabili ties 

5,493 
5,523 
5,669 
5,190 (5,4 76) 1 

Total sight 
liabilities] 

22,768 
22,601 
22,445 

Wholesale index of U. S. 
Bureau of Labor Statistics 

1926- 100 
95.8 
93.3 
79.6 

21,546 (22,579).1 68.6 

The wholesale price-index of the United States Bureau of Labor Statistics has been 
included above for purposes of comparison. While that index, which might to some extent 
be taken as representative of the general movement of prices in gold-standard countries, 
dropped by almost 30 per cent between the end of 1928 and the end of 1931, total sight liabilities 
of Central Banks and other note-issuing institutions (excluding those in the U.S.S.R.) as shown 
above only contracted by something between 1 and 5 per cent.• On the other hand, the total 
minimum legal gold requirements of the countries considered increased by somewhat more 
than 2 per cent in the same period. 1 This discrepancy is explained by the comparatively large 
legal gold requirements, not only for notes, but also for other sight liabilities in some of the 
countries where total sight liabilities increased most rapidly. 

117. The failure of the sight liabilities of Central Banks to contract to any appreciable 
extent in spite of the great drop in wholesale prices must be attributed in part to the fact that 
other values, retail prices, wages, etc., have not dropped in proportion, in part to the fact that 
the velocity of circulation has substantially decreased, in part, at later stages of the depression, 
to the hoarding of notes which has taken place on a large scale in some countries and the 
maintenance by commercial banks of larger reserves with the central institutions. · 

118. While up to the present, therefore, the depression has had little influence in reducing 
the monetary demand for gold, a continuance of a lower price-level than existed in 1928 would 
eventually have this effect, especially when there is a return of notes from hoarding. Unless 
prices should revert to the 1928-29 levels, it seems inevitable that the volume of sight liabilities 
of Central Banks will adjust itself downward, in which case there would be less demand for 
gold, which might postpone for some period the time when a shortage in available supplies of gold 
would need to be feared. 

119. The situation will be influenced also by the following factors: (a) the effect of the 
depression on the size of the monetary gold stocks (see paragraphs 120-122); (b) the new 
demand for gold that has arisen for the purpose of converting Central Banks' foreign exchange 
reserves into gold and, temporarily, for hoarding purposes in certain Western countries (see 
paragraphs 123-125); and (c) the distribution of gold (see Section X). 

1 In view of the fact that many countries were off gold at the ;nd of 1931, the significance of world figures 
for minimum gold requirements at that date Is, ol course, rather formal than real. 

' The apparent drop In the total expressed In terms of dollars at the current rate "of exchange between 
1930 and 1931 is In fact misleading, as it merely reflects the depreciation in the external value of the currencies 
of those eountrles which went off the gold standard in the autumn of 1931. Since the internal value of their 
curre!'cles had changed but little by the end of the year, while their Central Bank sight liabilities were almost 
identi<;alllt tho end of 1930 and the e!'d of 1931, it would appear preferable to convert the figures relating to these 
eountries at the former dollar panty m order to obtain a more satisfactory measure of the real volume of Central 
Bank currency. Tho world fiRures for the end of 1931 thus corrected are given in brackets in the statement 
above, and should be used for purposes of comparison tn preference to the uncorrt"Cted figures shown for 
the •:-me date. The increa5e In total •!g~t liabilities w~tch, according to the corrected figures, took place 
in 1931 wao mainly duo to France, the l:mted States, Switzerland, tho Netherlands and Belgium. 
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120. The growth of the world's monetary gold reserves and total stocks in recent years 
may be estimated as follows : 

MONETARY GOLD STOCKS 

Other 
S(OOO,OOO's) 

Reserves' Total I Increase In total 
End of stocks 1 stocks 

Excluding Including Excluding Excluding Including Excluding Including 
lU.S.S.R. U.S.S.R. U.S.S.R. U.S.S.R. U.S.S.R. U.S.S.R. U.S.S.R. 

1925 1 9,054 9,148 1,096 10,150 10,244 
1928 9,919 10,011 1,041 10,960 11,052 1925-1928 p. a. 270 269' 
1929 10,251 10,398 874 11,125 11,272 1929 165 220 
1930 10,798 11,047 709 11,507 11,756 1930 382 484 

·June 1931 11,122 11,383 695 11,817 12,078 6 months 1931 310 322 
Dec. 1931 . 11,021 11,349 

121. The above figures bring out three highly significant facts : 
(a) That in the four years 1926 to 1929 somewhat more than 1250 million of gold {ler 

annum were added to the visible monetary stocks (including those of the U.S.S.R.), which 
would suggest that rather less than 1150 million remained for non-monetary consumption. 
We know, however, that part of the increase in these stocks even during that period was 
due to supplies· of old com not included in our figures ; the non-monetary consumption 
of new gold may therefore have. somewhat exceeded 1150 million.• 

· (b) That in 1930 the addition to monetary stocks (including those of the U.S.S.R.) 
exceeded the total world production of new gold by about one-seventh and in the first half 
of 1931 by nearly 50 per cent. While the monetary demand for gold as measured by legal 
minimum cover requirements increased comparatively little between the end of 1928 and 
the middle of 1931, central gold reserves rose by about $1,200 million (including the U.S.S.H., 
by about 11,370 million). This rise was partly due to the absorption of some 1350 million 
from other monetary gold stocks. · 

(c) That in spite of the increase in the gold production and the large amounts of old 
non-monetary gold which became available for monetary use in the latter half of 1931 , 
the total of the world's central gold reserves was less at the end than in the middle of that 
year 1• 

122. Reference has. been made above to the fact' that the use of gold in the arts has fallen 
off rapidly on account of the exceptional economic depression since 1929. The available 
information does not as yet permit of any precise estimate of the magnitude of this decline. 
But, even if it be presumed that the industnal demand for gold in the eighteen months ending 
June 1931 was reduced by a-half, not less than 1300 million of old non-monetary gold must in 
that period have found its way into monetary gold stocks. The provenance of all this additions I 
~old 1s not definitely known ; but the available information suggests that a large proportion of 
1t was derived from China, where the collapse in silver ·prices led to an export of a part of the 

1 For details see Annex. The column " Other Stocks " Ia Incomplete, u It Ignores altogether the gold board• 
In Asia and Africa and certain boards also In other parts of the world for which no estimate can be made. It 
only includes stocks actually recorded and, in addition, such other amounts of gold in circulation or with commercia] 
banks in certain countries as may be estimated with a reasonable degree of accuracy. The figure• given do, 
however, reflect the gradual concentration of gold from these stocks Into central gold reserves which waa taking 
place up to the end of June 1931. Since that date, the tendency bas been revened, as fear of Investment 
losses bas lead to new hoarding on a very considerable acaleln certain countries. The amount of this new hoarding 
in the various countries is, however, unknown ; a comparison of lhe changes in total monetary gold atockl cannot 
therefore be extended beyond the end of June 1931. • 

•From the revised figures now available for the Industrial consumption of new gold In principal eountri01, 
It may be concluded that total non-monetary consumption, Including that of Jnd.Ja and other Eastern countries, 
during the period in question probably amounted, on an average to aomething between $150 and S160 million 
per annum. · 

• By the end of March 1932, bowever, aggregate gold reserves had again risen aomewhat above the figure 
for June 1931 (see paragraph 128, below). • 
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hoards slowly accumulated through centuries. While India still attracted gold for non-monetary 
use in 1930, it began in the first half of 1931 to surren~er hoarded gold for m_onetarr use, and Wild 
may have come forward from h~ar~s in other countnes as well. The. rap1d _fall m commod.Jty 
prices since 1929 and consequent nse m the mo~etaryvalue of gold, combmed With ~he destructu~n 
of private fortunes as a result of the depressiOn, must further have acted as an mducement m 
other parts of the world to return gold from non-monetary to monetary use. 

123. Were it not for other factors that have arisen, the threatened shortage of gold to 
v;hich we drew attention in our first Interim Report might have been averted for some years. 
When our first Interim Report was published two years ago, ~ considerable number of c~untries 
were operating under the gold-exchange standard under wh1ch they were legally entitled to 
keep a ,Part or the whole of their reserves, not in gold, but in liquid assets abroad. The Central 
Banks m other countries were also accustomed to maintain considerable foreign assets which 
in practice they employed to meet demands made on them for foreign currency. To what 
figure the aggregate of such floating foreig_n balances of Centra~ Banks amounte~ we d_o not 
know, as in many cases they were not published separately and m full. The pubhshed figures 
alone, which must have been substantially short of the real total, amounted to almost $3 milliard 
at the end of 1930. Not all this total was held by countries legally on the gold-exchange standard, 
but, since several of the other countries which have in the past used foreign assets as additional 
reserves have also converted a large proportion of these assets into gold in recent months, we 
quote that figure as an upper limit for the possible additional demand for gold that may 
ultimately arise from the distrust of foreign currency assets as a substitute for gold. As 
however the Central Banks, particularly in certain smaller countries, may be expected to 
continue in some measure to hold foreign exchange in addition to gold, we consider it unlikely 
that this upper limit will in fact be reached. 

124. Although this system was so widely and so lar~ely practised, it had in recent years 
caused certain misgivings for a number of reasons into which we need not enter here, but more 
especially because it was felt that it involved on the creditor bank a risk of exchange depreciation 
in the country where the assets were invested. This risk has proved to be a real one, and there 
has, as a result, been a rapid conversion of available assets into gold. Unless, when th~ gold 
standard is once more put into general and effective operation, some measures are adopted 
either substantially to lessen this risk or to devise a new system in place of the post-war gold
exchange standard, the additional demands for gold arising from the partial abandonment 
of the practice of maintaining reserves in foreign currencies may counterbalance the recent 
abnormal augmentation in the available stocks of monetary gold. 

125.- Although gold production in the latter half of 1931 may have reached $225 million, 
and India alone surrendered some $105 million of old non-monetary gold in that period, central 
gold reserves were about $35 million lower (excluding the U.S.S.R., about $100 million lower) 
at the .end. of December than they were at the end of June. Considering the fact that in other 
countnes Important amounts of old non-monetary gold have likewise become available for 
monetary use, the total sum hoarded in this period is likely to have exceeded $400 million. 

X. THE DISTRIBUTION. oP GOLD RESERVEs.): 

126. In our.sec!Jnd .Interim Report1 we dealt in some detail with the causes and consequences 
of the uneve~ distrib~tJon ~f m.ont;tary gold reserves. In the following paragraphs we add 
mor~ recent. mfonn.atJon which mdicates that the problem has been sharply accentuated in 
the mtervenmg penod. 

In considering .this question, it .is convenient to deal with the gold in the reserves of Central 
Ba~ and TrC!lsunes only, and to Ignore the estimated amounts of other gold in private hands 
or m commercJal banks. 

1 Document C.75.M.31.193t.ll. 
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127. At the end of June 1.931, over 60 per cent of th.e central gold reserves of the world 
apart from the U.S.S.R.). were m two countnes - the Umted States of America and France. 

CENTRAL GOLD RESERVES 

U.S. A. 
France ·. .• 

Total • . • . . . . • . . . • 
Rest of world (excluding U.S.S.R.) 

Grand total . . . . . . . .. . 

30/VI/31 

4,593 
2,211 

6,804 
4,318 

11,122 

Change since 31/Xll/28 
I(OOO,OOO's) % 
+ 847 + 22.3 
+ 964 + 77.4 

+ 1,811 + 36.3 
- 608 - 12.3 

+ 1,203 + 12.1 

Thus, in the two and a-half years ending June 1931, these two countries received most 
of the additional monetary gold becoming available either from the mines or from other 
sources, plus $608,000,000 from the reserves of other countries. 

128.. Sine~ June 1931 the situation has greatly changed as is' shown in the following 
statement relatmg to the end of December 1931 and the end of March 1932, respectively. 

CENTRAL GOLD RESERVES 

1(000,000'•) 
31/Xll/1931 Chant• since 31/111/1932 Chant• since 

30/ 1/31 % 30/ l/31 % 
France · •• • • • • 2,683 + 472 + 21.3 3,010 + 799 + 36.1 
Switzerland 453 + 291 + 179.6 471 + 309 + 190.7 
Netherlands 357 + 157 + 78.5. 353 + 153 + 76..S 
Belgium 354 +154 + 77.0 350 + 150 +. 75.0 

Total • • 3,847 + 1,074 + 38.7 4,184 + 1,411 + 60.9 
United. States . .. . . . 4,051 -542 11.8 3,985 608 13.2 
Rest of world (excluding 

U.S.S.R.) . . 3,123 -633 16.9 3,067 689 18.3 
Grand total . . . 11,021 -101 0.9 11,236 + 114 + 1.0 

By the end of March the United States had lost over $600 million 1, while France had received 
another $800 million, Switzerland over $300 million and the Netherlands and Belgium some 
$150 million each or, all together, more than $1,400 million. If the sums retained by commercial 
banks and private persons be included, the gold acquired by these four European countries 
probably exceeded $1,700 million. The rest of the world (apart from the Union of Soviet Socialist 
Republics) had suffered a further loss of almost $700 million, or more than 18 per cent of their 
centralJold reserves ; in spite of the greatly increased supply of gold for monetary purposes, 
the tot of these reserves was only one per cent greater at the end than at the beginning of the 
nineimonths' period considered. 

129. We quote these facts in order to show the magnitude of the disequilibrium, and to 
indicate how rapidly changes in the situation are effected. The growth in the gold reserves 
of France, Switzerland, the Netherlands and :'3elgium was in part due to that conversion of 

• Of the decrease- $608 million -shown In the table S41 mi!Uon In gold coin bad Down back Into domestic 
. circulation or boards. An amount of some 135 miiUon from domestic gold production accrued to the central 
gold reserves In the nine months ending March 1932. Actual net exports of gold In the same period amounted 
to $286 million, while a net balance of 1317 mi!Uon was placed under earmark for foreign account. . 
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foreign assets into gold to w~ch we hav~ alluded in paragrap~s 123-124 ab~ve and_also to ~he 
repatriation of capital by their c_ommerCJal banks and. to. the mflow of fore1gn cap1tal seeking 
temporary protection from the nsk of currency deprec1at1on elsewhere. · 

·130. We do not think it necessary at this point either to trace the history or to analyse 
the causes of the distribution of gold in the world to which we refer in Section II of this Report 1. 

Its importance! so far as the parti~ular probl~ms s~bmitted ~o us for considera~ion are co~cern~d, 
lies primarily m the above-mentioned considerations and m the fact that, 10 connection WJth 
a general and effective restoration of the gold standard, a modification of the present distribution 
will be required. It ~aY. b~ useful further to illustrate the ~eciproca! effects of the pres~nt 
depression and the distnbution of gold. We show therefore 10 the d1agram on the opposite 
page the changes that have taken place in the gold reserves of various groups· of countries 
since 1925, 

131. Certain of the causes that· contributed to the results shown in the diagram are 
indicated in other paragraphs of this report. We desire here to draw attention to the continuous 
strain on the monetary systems of the great majority of the countries of the world caused by 
the disequilibrium in the balance of payments of certain countries which those movements 
reflect- a disequilibrium which became more serious as prices declined. Since the end of 1928 
this strain has grown constantly more intense. 

132. We deal incidentally with the evolution of events in Section XII (b), and in the final 
section of our Rerort with the principles of monetary and economic policy which, in our opinion, 
are a condition o the nonnal working of the international ~old standard. 

Before these principles can take full effect, a change 10 the distribution of gold reserves 
must take place. . 

XI. SHORT-TERM FLUCTUATIONS OF THE PRICE-LEVEL. 

1~3. We have pointed out in Section VIII the connection over a long period between the 
supplies of new monetary gold and the long-tenn drift or secular trend of prices. In this section 
we draw attention to tht: complil:ati~n of shorter-tenn fluctuations in the price-l~vel which are 
o!ten referred. to as cyclical. · It JS disputed whether these shorter-tenn fluctuations have any 
direct connection with the monetary supply of gold ; but the available evidence seems to point to 
the co~clusion that the period of declining prices in a business cycle is likely to continue 
longer if the long-tenn trend of prices is downward, and, on the contrary, is likely to be arrested 
earlier if it is upward. 

1 See also" Second Interim Report of the' Gold Delegation of the Financial Committee" (document C.75. 
M.31.11131.11), and " Selected Documento on the Distribution of Gold, submitted to the Gold Delegation of 
the FID.aDCial Committee:· (document C.102.M.38.1931.11A). 
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CHANGES IN THE GoLD RESERVES OF CENTRAL BANKS I AND TREASURIES • 

. T~e followin~ countries are excluded throughout: Union of Soviet 
SoCialist Republics, Cuba, Mexico, Central American Republics 
Paraguay, the Philippines, Straits Settlements and Turkey. ' 
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• Including the" Banco de Ia Nael6n Argentina", which, although not a bank or Issue, acquired a considerable 
gold reserve In 1927 and 1928 in view or a proposed banking reform ; practleally the whole of thla reserve waa 
subseqlientiy exported. 
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134. We view the business cycle as a more or less rhythmical oscillation of a ':ery 
complex price-structure and business activity around a hypothetical norm of stab~e relation
ships. The normal position of equilibrium is never reached and never can be reahsed except 
upon the theoretical assumption of a static society. The economic arrangements ~f 11!-oder!l 
life are a moving process, always in disequilibrium to a greater or less degree. This dise<J,UI
Iibrium is the price of progress; it is the manner in which adjustments are constantly bemg 
made to new factors, both monetary and non-monetary, which change the pattern of production 
and trade and alter existing price-relations. The fon;es producing instabi~ty are inevi~ably 
complex, so that the resultant price-changes have defied any attempt at simple analysis or 
explanation. Some degree of cyclical oscillation is probably unavoidable, unless indeed economic 
society were to become ahnost static. Moreover, the risk must not be ignored that attempts to 
control fluctuations in the general or average level of prices may accumulate strains within the 
price-structure and therefore cause deferred and possibly more violent paroxysms of readjustment 
eventually. We are, indeed, convinced that the violence of the present crisis, for example, is due 
in large degree to the fact that readjustments of industry, trade and prices in the post-war period 
have been thwarted by various forms of control and manipulation. Even in a completely planned 
economy there would arise the necessity of constant readjustment which would be likely to take 
the familiar rhythmical form of the business cycle. 

135. It is important to recognise the fact that there is little regularity in the recurriiig 
cyclical movements, either in time or in much of the phenomena displayed. This fact in itself 
throws into relief the disparate nature of the disequilibria that must be considered. The short
term fluctuations of industrial activity are built u~ from shifting combinations of price
movements, which at irregular intervals appear to culmmate in situations of great instability. At 
this point an unwise functioning of the monetary system or a failure of confidence may precipitate 
a crisis, or, on the other hand, if the fundamental economic situation is strong, confidence is 
maintained and credit well handled, the strain may pass off with minor effects. 

136. It remains to be seen whether, as a result of further experience and further researches 
into the phenomena of the cycle, a definite and accepted explanation of the initial causes will 
be found. In the absence of such explanation we do not believe that the avoidance of cyclical 
movements in the future can be assured. We attach therefore the very greatest importance to 
the pursuit and organisation of studies on this subject. . 

137. But, while many issues remain obscure, we believe that much may be done to prevent 
disequilibria arising through credit policy, if action is taken in time. The primary causal dis
equilibria giving rise to a period of depression come into being during the preceding period of 
rising prices and active business conditions and it is while prices are thus rising that the necessary 
checks must be imposed. . . : 

138. Moreover, however deficient our knowledge of the initial causes may be, concerning 
t_he secondary and cumulative causes of price-movements and their effects there can be but 
little doubt. As we show in the following section, the interplay of cause and effect is so close 
and so constant that the one can in fact not be treated separately from the other. 

XII. THE EFFECTS OF FLUCTUATIONS IN THE PuRCHASING PowER ·oF GoLD. 

(a) The Main Types of Fluctuation. 

. . 139. Before entering upon a discussion of the problems set out in paragraph 90 above 
It. IS necessary to recog!lise that ~uctu~tions of purchasing ~ower may be generated in several 
d_1Uerent waY:s. There IS a sense m which all such fluctuations are monetary in their nature, 
smce they an.se from changes in the equation of which the supply of money is one side and the 
dem~nd for 1~ created by commodity and other transactions is the other. But there is a 
considerable ,difference bet"Yeen fluctuations which are produced primarily by alterations in the 
structure of mdustry affectmg the volume of monetary transactions necessary and those which 
are generated primarily by alterations in the supply of money. . ' . 
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140.. A further distinction ~hould be dra~ between the slow long-term drift induced by 
cha~ges m the.supply of gold available for monetary purposes or the use made of that gold in the 
~redit mechamsm, and, on the other hand, the more sudden and violent fluctuations which are 
mduced by currency inflation or deflation. 

14~. It is .obviously difficult. in. any particular situation, such as the present economic 
dep~esswn, t~ disentang!e the precise mfluence of the various factors contributing to a marked 
dech.ne o! pnc~. Certain of us regard the recent deflation as largely the inevitable sequel of 
p~e~ous .mflabonary movements. Others attribute great importance to the effect of the uneven 
~1stnbutu:~n of gol~ reseryes. !h~re is among economists generally a wide disagreement, both 
m emphasis of. detail and m. pnnc1ple, about these matters. But there is agreement, on the other 
hand, concermng the undesirable effects of such rapid and great fluctuations in the purchasing 
power of gold as the world has recently experienced. The following subsections are concerned 
with a general exposition of these effects. 

(b) The Effects of a Rapid Fall in Prices. 

142. It is convenient to consider first the sequence of events when prices fall, for the 
consequences of a raP.!d rise in .the purchasing power of money (fall in prices) have never been 
more clearly exemplified than m the course of the last two years. Moreover, the populations 
of many countries had scarcely had time to recover from the chaos and tragedy caused by the 
reverse movement, the war and post-war inflation of prices, when this new ill fell on them. The 
consequences have been so far-reaching and so disastrous that to describe them may seem 
superfluous. In spite of the experience of the past and of the present, however, the causal 
sequence of events is so frequently misunderstood that we believe a service may be rendered 
by setting out that sequence briefly as we see it. 

143. There are two main reasons why such violent fluctuations of the price level are so 
profoundly disturbing to the economic organisation. The first is the fact that a great part of 
the economic life of the modern world involves monetary contracts fixed for varying periods. 
The processes of production involving money commitments are spread over lengthy periods ; 
wage contracts may be weekly, monthly or yearly ; rents are likely to be fixed in many cases for 
terms of many years ; loan contracts remain valid during the whole period of the loan and in the 
case of Government loans this period may be virtually perpetual ; life insurance premiums and 
benefits similarly involve contracts of long duration. These are only some of the innumerable 
ways in which contractual relationships must be entered into if the modern economic system 
is to function at all. Moreover, even where the period of contract is not long, there may be great 
difficulty (as in the case of wage-rates) in altering the scale of payments. 

144. In the present depression the fall of prices has been so sudden and so severe that there 
is· the utmost difficulty in maintaining contracts entered into when the level of prices was higher. 
In particular, the real burden of debt has been so seriously increased that great numhc111 of 
debtors, including individuals, companies, local authorities and Governments, cannot meet 
their obligations. The r~djustment of money y;ages which will be !lecessary if. the present 
level of prices should contmue. (or fall further) wii! have to be so ~rasbc as to. be h~ely to lc~d 
to industrial disputes with thetr attendant econonuc waste and to mvolve a senous nsk of soctal 
disturbances. 

145. The 5econd reason why a violent fall in the general price-level is profoundly disturbing 
to economic life lies in its psychological effect .. Once~ decline inlrices sets !n, a furth.er decl~ne 
is expected. The incentive both to spend and mvest IS weakene . Uncertamty !!nd msecunty 
ensue, leading q_uickly to the under~ining of co~fide.nce. Potential purchasers aw:ut the expected 
fall and, by wruting, help to cause 1t. ProductiOn IS paralysed, unemployment m~reases, and a 
vicious spiral is set in motion. 

146. There is little need for us to emphasise the way in which this failure of business 
confidence has developed with alarming rapidity in the present depressio~. As the prices of 
individual commodities have fallen, whole trades, and even whole countnes dependent l_lpon 
particular trades, and with them the public finan<;es of th~ countries co~ceme~. have dr1fted 
towards insolvency. This has been the case p~cularly m the countnes which are engaged 
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in the production of primary products. . But. the difficulties which are «:reate~ by falling 
prices are by no means con~ined to such eount~es. Indeed the whole world lS afflicted by the 
fact that the weight of eomnutments has become mtolerable for traders, bankers and Governments 
alike. The result has been a growing feeling of insecurity. Perhaps the best indication !Jf the 
extent to which this feeling of insecu~ity. ~as developed is the marked tendency, ':ven m the 
countries still on the gold stan~ard, for mdiVI~uals to hoard .gold r~th~r than leave ~heir resources 
to fructify in the hands of their bankers. This lack of confidence lS likely to eontmue as long as 
prices continue to fall. 

147. It is desirable here to indicate the actual process by which_ the fall in prices has 
produced the present difficulties. The immediate effect _of falling pnees. is t~ change the 
distribution of the national income. Those who possess elrums upon the national meome, stated 
in terms of monetary units whose purchasing power has appreciated, become entitled to a greater 
share of the goods and services constituting that national income. On the other hand, this 
greater proportion of the national income (or internationally, of world production) can be 
provided only by a corresponding diminution of the shares accruing to other groups of the 
community whose incomes are not fixed in terms of the appreciating currency. In practice the 
first loss falls upon industry the profits of which are curtailed. When the fall in prices is 
both sudden and severe as in the present' crisis, profits may be wiped out entirely or indeed 
turned into losses, since debt charges remain fixed and such customary payments as wages and 
salaries are difficult to reduce quickly. 

148. The effect of such a situation is seriously to increase unemployment, the social and 
economic consequences of which are among the most serious destructive effects of rapidly falling 
prices. The burden imposed by the price decline, which in the initial stage fell mainly on 
mdustrial and business profits, now falls heavily also on those wage-earners and others whose 
services industry can no longer use. To the extent that the loss of income suffered by the members 
of the latter group is not compensated from insurance or relief funds, their standards of living 
are reduced and, if the reduction persists, their industrial efficiency is likely to be seriously 
affected. Increased unemployment, with its consequent ill effects, has m fact been a characteristic 
feature of periods of falling prices. The experience both of pre-war years and of the post-war 
period indicates a general tendency for unemplo:yment to be high when the price-level Is falling 
and to be relatively low when the price-level IS nsing. 1 

149. As unemployment has become general, pressure has been exercised to protect the 
home markets of almost every country. Indeed, protection in all its forms has gone far towards 
destroying international trade. A whole new series of devices for excluding foreign goods has 
been invented and applied. In addition to tariff increases, there 11re such devices as the rationing 
of imports, exchange restrictions and special import duties on goods from countries with 
depreciated currencies. These measures are claimed to be justified by the perilous state of 
home industries and the prevailing unemployment, but, when applied by many countries, their 
total effect is to make these conditions very much worse, 
. 1~. It will be obvious from what has been said in the rreceding paragraphs that the 
Imme~Iate effect of such sudden changes in the distribution o income (the burden of which 
falls firs~ upon the profits of industry) is a curtailment of the volume of production. The 
expectation of further price-falls and the contraction of consumers' demand in periods of wide-

. spread unemployment would in any ease make such a curtailment of production inevitable. 
. 151. .No~ is thi~ contraction of con~umers' demand fully compensated by the larger real 
mcome .which IS ob~amed by th!'se whose 1~comes are fixed in terms of money. For such persons 
do not mcrease the1~ consu~pbon pr?portionately to the benefit they derive from falling prices, 
and wh~n the fall 1~ especmlly rap1d and practically all classes of business are in financial 
difficulties, they hesitate to venture upon new investments. They keep their savings on short
term account or even go to the length of hoarding banknotes or gold bullion . 

. 1.52.. A further wa.y ~n which the abnormally severe fall of prices has crippled economic 
actiVIty IS to be found m 1ts effects upon the public finances of most countries. It is difficult 

S.ri 
1 ~ ~ Unempl,~yment and Monetary Fluctuations" In the International Labour Office: Sludi•• and R•pOI'Is 
es · o. 16. Unemployment Problema In 19V ", Geneva, 1931, pageo 97·118. · 
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to make sudden. reductions in. public expenditure, much of which is fixed in monetary terms 
- f!Jr exa~ple, lD debt comnutments - and much of which also is for the provision ef social 
~erv1ces Which are very_ reluctantly curtailed. Pending reductions of expenditure, Governments, 
lD order to balance the1r budgets, have no option but to increase taxation and that at a time 
when the national incoiii;e is ~hrinking, w~ile profits have disapp_~red and there is a large volume 
of unemployment. The IDeVItable result IS a further heavy addition to the burdens, particularly 
of the entrepreneurs, and a further crippling of business enterprise. . 

153. While no country ha~ escaped these consequences, tl~eir incidence has been particularly 
severe upon the debtor countnes of the world, the more so smce so many of them are mainly 
!lependent upon the production of primary commodities. The fall in the prices of these products 
lD the world mar~et has been especially severe. Agriculture is a slower process than most other 
forms of production, and ~up~Iy cannot therefore be adapted so readily to changed conditions 
of demand. But ~daptation IS very much slower than the length of the productive process 
alone would necessitate. Farms cannot be temporarily closed down as can factories ; curtailment 
of production may necessitate reductions of stock or degeneration of culture, which would 
involve more serious losses than those incurred by temporary sales at unremunerative rrices. 
The supply of agricultural products is difficult to adjust to price-changes, and the prices o those 
products are in consequence exceptionally sensitive to any pronounced price-movement. On 
the other hand, the demand, at any rate for foodstuffs, is likewise inelastic. When rrices fall 
therefore, demand is not greatly increased and the agriculturist suffers from his dua inability 
to reduce his output or to expand demand by lower prices. 

154. It is precisely the countries producmg primary commodities that have the largest 
foreign debt proportionately to their wealth. A sharp fall in prices puts a severe strain on their 
capacity to meet the service of this debt and prevents them from borrowing the further capital 
which is necessary for their development. At the same time, the necessity of setting aside a 
larger proportion of their reduced national incomes for debt service reduces their capacity to 
purchase imports, which are drastically curtailed. If this process is long continued, a break
down is sooner or later inevitable. It may be averted for a time by allowing the currency to 
depreciate or by a rigorous control of imports and the artificial creation o' an export surplus. 
But the first of these methods involves the danger of currency inflation, and the second, if 
widely practised, leads quickly to the drying-up of international trade. 

155. The most startling feature of the recent depression has been, not so much the violent 
readjustments imposed upon the world by the falling price-level, severe and important as they 
have been, but the far-reaching breakdown of business confidence which they have entailed. 
One further consequence of this failure of confidence may be added. The widespread reluctance 
to employ savings in long-term investments bas increased the accumulation of short-term funds 
which are liable to be shifted from country to country at any moment. Any fresh shock to 
confidence starts a sudden transfer of funds which imposes a strain upon the banking system 
against which no protective measures can be effective and which has in fact forced many coun
tries off the gold standard. In so far as commercial banks endeavour to accumula~e large cash 
reserves with their Central Banks, or Central Banks to accumulate large reserves m gold, they 
further depress prices and increase the dangers against which they are trying to guard the~
selves. There can be no solution of this difficulty until the exce~s of shol1:-ten_n money Js 
reduced by a renewal of investment on the part of the general pubhc ; but this Will not come 
till a measure of confidence is restored. 

· 156. This disinclination to invest is in itself a further contributory cause of f~lling ~rices. 
The result is that national incomes decline, profits disappear, the entrepreneur'• mcentJve to 
take risks is weakened, and the world as a whole is_poore_r i!l real wealth produced. Resources 
remain unutilised, workmen are unemployed, machmery Js Idle, stocks accumulate, and enter-
prise fails. . 

The effects of a fall in prices are thus cumulative. At each stage new _forces are broug~t 
into pla;r which tend towards a further fall. At what stage these forces WI!l be _arrested will 
depend 1n part on the monetary policy pursued, but the S';I~cess Of that roh~y WJIJ depend On 
a variety of other factors, partly economic and partly poht1cal, many o wh1ch are discussed 
elsewhere in this Report. 
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157. A corrective to such a situation is the rate of interest. The decline in pric':s :Ufects, 
not only the willingness to invest, but the demand for capital, and above all the willingness 
to borrow · for the borrower, so long as that decline continues, will be faced by the necessity 
of repaying in a constantly increasing quantity of goods and services. Hence interest rates fall 
and a new set of f?rces is put in_ to _motion. On the one han~ these l_ow~r ra~es ma_y render po~ible 
conversion operations which WIIIm part offset the effects m the distnbution of mcome descnbed 
above. The long-term loan contracts are terminated by repayment in full of the sums borrowed, 
and new contracts are entered into at cheaper rates. The receipts of the rentiers as a class are 
reduced and the income of others increased. On the other hand, this reduction in the cost of 
capital may induce those to borrow who had previously hesitated, and thus lead to a revival 
of demand for capital goods. Through the employment of those engaged upon the preparation 
of these goods the demand for consumption goods will in its turn be stimulated. 

158. But when the fall in prices is severe, and when the economic disequilibrium which 
has contributed to that fall is senous, or enterprise is checked by political or other non-economic 
influences, these corrective forces may prove too weak to resist the impetus of the general 
movement. They have proved too weak during the course of the present depression, and the 
consequences of falling prices are now unfolding themselves before us. 

159. These consequences arise largely from the earlier effects of the general movement 
upon the dispersion of prices. To such a general movement different classes of commodities · 
respond with varying rapidity and in varying degrees. The prices of agricultural products 
generally tend to fall more rapidly and to a greater extent than do those of other classes of goods, 
and (largely in consequence) the prices of raw materials more rapidly than those of manufactured 
goods. 

160. This fact leads to a reduction in the demand of the agriculturist for articles of 
consumption other than his own produce. As in the vast majority ot countries of the world more 
than half the population is engaged directly or indirectly upon agricultural pursuits, the influence 
of this factor on other forms of production is very great. But its most significant effect is that 
y.-hic~ we have already alluded to in connection with ithe international repercussions of a ,fall 
m pnces (paragraph 154). · 

161. At this point we desire to emphasise further the harmful effects of falling prices 
upon international trade. 

The extent to which artificial methods of restricting imports by debtor States may ulti
mately curtail trade and thus defeat their own end must depend on the influence of such measures 
on the countries to which their debts are owed. The cessation of lending by creditor countries 
must affect the balance of payments and almost inevitably their balance of trade. The value 
of ~heir export surplus must be diminished (or import surplus increased) to the extent to which 
their lending has been reduced. A fall in the prices of the products of their debtors must reduce 
the quantity of the goods they can export and increase relatively the quantity of the goods they 
purchase to the extent that that fall exceeds the decline in the goods they sell abroad themselves. 
1f these tendencies are resisted and measures are adopted to stop imports, then world trade must 
contract and in the end the debtor must fail. . · 

. 162. Quite apart from such artificial measures for restricting imports, however, falling 
pnces und~r present-day condition~ automatically tend to restrict trade by raising import duties. 
In the maJonty of States such duties are expressed as sums of money per unit of goods. When 
therefore th~ market price of the goods falls and the duties remain unchanged, the percentage 
of the ~tal i~port price which t~e~e duties represent - that is, their ad valorem inc4!ence -
a_utomabcally mcr~ses and trade iS impeded. The greater the fall in price the greater the obstruc
~on to sale, and m consequence the less the possibility of the price-decline being arrested by 
mcreased demand. The impediment is automatic and undesigned. 

16~. B~t _almost inevitably, as experience proves, there are added to it, when prices and 
~nonuc actiVity are contracting, additional deliberate obstructions to trade in the form of 
!ncreased_rates of duty, qu?tas and exchange restrictions. Each country endeavours to protect 
Itself agamst the rcpercuss10ns of the depression, and in so doing intensifies them. 

164. The world is experiencinl! to-day exactly this sequence of events that we have 
endeavoured to trace. A number of States. have abandoned the gold standard ; others have 
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imposed restri~tions on the pu~cha~ an~ sale ofcoreign exchange designed to restrict imports; 
others ha~e fatled to meet theJr obligations. The natural cheeks to the fall in prices have 
not co.~e mto play _because the fall in the rate of interest which did take place failed to revive 
the spmt of enterpnse or the confidence exhausted, not only by the direct effects of the fall in 
prices, but by pohtical uncertainty and social unrest. 

(c) The Effects of a Rapid Rise in Prices. 

. 165.. In the foregoing paragraphs we have attem~,>ted to trace the influence of a rapid 
mcrease m the purchasmg power of gold- or a fall of pnces. The broad effects of rising prict's 
are the reverse of those described. The distribution of wealth is changed in such a way as to 
give those with fixed incomes a smaller share in the national dividend. The first and most 
obvious benefits accrue to the entrepreneurs who gain increased profits during the period when 
the prices of their products are rising, while many of their costs of production, particularly interest 
and wage-rates, lag for a time. The wage-earners also gain, at first by an increase and greater 
regularity of employment and later (if the rise in wages exceeds the rise in the cost of living) 
by higher wage-rates. The growth of profits acts as an mcentive to industry and boom conditions 
of trade are sooner or later reached if the upward movement persists. Such conditions may 
in the end tend to upset the balance of production. Security speculation sets in as a result of 
the increasing profits of industry and this speculation encourages the undue expansion of existing 
enterprises and the promotion of new enterprises which later prove unsound. Security 
speculation may also encourage higher levels of consumption, particularly of luxury goods, 
as paper profits are spent. The demands to finance increased consumption, speculation and 
industrial expansion outrun the available savings. In the end monetary stringency develops, 
the progress of the boom is ended and prices decline sharply. , 

· 166. So long as the gold standard is maintained, a rise in the general level of prices generally 
takes place through the issue of credit to an amount greater than is needed for the expansion 
of industry and trade caused by the growth of population and the improvement of industrial 
efficiency. Such an over-expansion of credit tends to lead to a carelessness in enterprise, over
investment in certain lines of business, the granting of unproductive loans, and advances in 
the standard of living greater than those warranted by increased productivity and, in the end, 
to the sequence of. events trac~d in t~e preceding paragraph. . . . 

It is not easy, m the complicated cJicumstances of modern economic life, to esllmate exactly 
the amount of credit needed for healthy industrial growth, and since, as we have said, profits 
tend to increase in the first stages of a rise in the price-level, there are always strong influences 
working for cheap and expanding cr_edit policie~. Butt~~ seeds of !~e ills ~fa busin~ss _depression 
are sown during the. preceding penods of busmess acllv1ty ~nd nsmg pnces, and 1t IS m those 
periods that corrective checks can be most effectually apphed. 

(d) Influence of the Long-Term Trend. 

167. Concerning the disturbing results of violent short-term price-movements, there is 
but little division of opinion, though more importance may be attached to one phenomenon 
than to another. But on the other hand, opinion is by no means united concerning the influence 
of those long-term 11pward and downward movements called price-trends. 

168~ :I'he change in the monetary equation which ~he trend ref_leets may be due on t~e 
commodities' side to a change in the volume of production eaused e1ther ~y a hke chan~e _m 
the quantity of the factors of production Qabour, capital, etc.) or by a change tn th~ prod':'ct1v1ty 
of those factors. If it is due to the latter cause alone, _the~ the movement of pnces ":ill have 
00 influence at all on the distribution of wealth. Thus, if pnces fall by an amo~n! that IS eq':'al 
to the increase in the volume of production so that the vatu~ of the nat10nal ~vtde!'d rema1!'s 
unchanged and there is no change in the factors of production, then th': nati?nal mc_ome will 
be divided as heretofore ; wages will be unch_anged : but _all classes of soc1ety_ will obtam rather 
more goods and services in ex~hange f~r. t_heJI mone~ry l!'come. In such circumstances there 
will be no significant change 10 the diVISIOn of national mcome. 
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169. When the decline of prices is due to iJ?pr~vements in industry a~~ agricul~u~e .whic_h 
have lowered production costs, the decline in pnces IS, on the whole, ben~ficial, for It _Is In this 
way that the fruits of industrial and agricultural {lrogress are made available to society as a 
whole. It is true that such lowering of prices may mvolve difficulties to those producers which 
for one reason or another do not improve their production methods, but this is inevitable and 
will not involve serious disequilibria, if prices are {lermitted to reflect the lowered production 
costs. It is only when the attempt is made to sustam prices in the face of decreasing production 
c£'sts that disequilibria occur, for this encourages over-production and causes an accumulation 
of goods which results ultimately in a breakdown.· · 

170. A long-term upward movement of prices tends to lighten the burden of debt and 
increase the share of the product of industry which goes to profits and wages. Since rising prices 
stimulate profits and are accompanied by active business conditions, they lead immediately 
to greater productivity. While they reduce the real value of fixed monetary claims and therefore 
affect the rentier adversely, restricting his savings and lowering the value of past investments
the total volume of production being greater and that part of it going to profits being increased 
even more than the total- the replacement of industrial capital is facilitated for a time. Never
theless, it is an observed fact that the rate of interest, while lagging somewhat behind, follows 
changes in the price-level, whether they are long and gradual or relatively short and rapid. 
There comes a time when the savings of the community fall behind and the price necessary to 
hire them for investment rises to a point where further industrial expansion is checked and 
prices fall. If the forces causing the long-term upward trend - such for example as increased 
gold production- continue to operate, the trend may be resumed after such a temporary fall. 

171. There is one further aspect of the phenomena of the long-term trends of prices to 
which we wish to refer. Although the primary effects of such trends may he slight and indeed 
almost imperceptible, the available evidence seems to point to the conclusion that a declining 
trend accentuates and prolongs any similar short-period movements that may happen to occur 
during the period of the trend. The cyclical fall in such circumstances is steeper and more 
prolonged, and recovery is slower and less complete. When the trend of prices IS upward, on 
the other hand, the cyclical fall in prices is less marked and shorter, while recovery takes place 
quickly and the periods of active business and rising prices are longer. In other words, when 
the depression period of the cycle coincides with a downward trend, it is intensified ; when it 
occurs in a rising trend, it is minimised. 

XIII. THE PRESENT LEVEL OF PRICES. 

172. In the foregoing sections we have endeavoured to set out in analytical form the 
proble~ whic~ we were ~ppointed to consi~er ; but we feel it incumbent upon us, in the 
concludmg sections of our fmal Report, to reVIew some of the practical proposals that have been 
made for future monetary policy. 

~ 73. The first problem that P.resen~s itself concerns the implications of the present level 
of pnces, or o~ the lower levels which will be rea~hed if the deflation of gold prices continues 
as It has done m recent months. The extent of this deflation may be judged from the following 
table: 

INDEX NUMBERS OF WHOLESALE PRICES 
(Average for 1928 = 100.) 

Oct. Dec. Dec. Dec. Mar. 
1928 1929 1929 1930 1931 1932 

France 100 95 93 79 65 67 
Germany 100 98 96 84 74 71 
Italy • • 100 96 93 75 66 66 
Japan •. 100 95 91 71 67 1 
Switzerland . 100 98 96 81 71 68 
United States 100 98 96 82 71 68 

1 Japan abandoned the gold standard In December 1931. 
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174. Our an~lysis of the ef~ects of such a rapi~ fall in commodity prices (Section XII, b) 
has drawn attention. to two mam con~equences 1Yhich w~ desire to re-emphasise here. It is 
ch;ar that such a faiii~volves the necessity o_f dras~Ic and Widespread readjustments of the v.·hole 
pnce-structure, affecting not only commodity pnces, but also the distribution of income and 
the ~earrangement 1_1f pr~duction. These readjustments have been proceeding in different ways ; 
but It would be optimistic to assume that they have been completed even in the countries which 
have tak~n the most drastic measure~ of retrenchment and adjustment, and there have been 
marked differences between the countnes of the world in this respect. Moreover the continuance 
of the decline in prices involves fresh readjustments to each new level reachel 

175. From the international point of view, the most serious aspect of this situation is the 
cu~ula.tive inc.rease caused by a rapi~ly declining level of prices in the real burden of financial 
obhgatwns which have been mcurred ID terms of gold at a time when the price-level was much 
higher. than it is now. Both private and public debts are affected in this way. If prices remain 
at their present low levels, or fall to still lower levels, the burden of debt will in many cases 
become unbearable. 

176. On the other hand, a rise from the present level of prices would make the payment 
of fixed charges considerably easier. The real burden of debts and other fixed money charges 
would be lessened. We regard such a rise of prices as desirable. We do not look, however, to 
monetary policy alone to adjust the price-level, which is influenced by many factors of a non
monetary character. But we recognise that monetary policy, expressed through the volume of 
credit, may, if the general situation permits, play a large part in determining the level of prices. 
Hence we feel that, where credit contraction for one reason or another has been earned to 
extremes, it is proper and, indeed, imperative for the Central Bank to take such action, as may 
be within its power, to check excessive contraction, and in some cases to take the initiative in 
encouraginfi! a freer use of credit. 

There 1s, of course, a danger that measures taken to expand credit may be undertaken 
prematurely, thus encouraging the belief that it is unnecessary to seek further correction of 
fundamental economic maladjustments. They may in some cases even lay the basis for a new 
expansion of credit which it may prove difficult to control. 

That a rise in the price-level will take place when business confidence returns and industry 
revives is scarcely to be doubted. Meantime, it cannot be too strongly emphasised that, whatever 
remedial action is undertaken in the monetary sphere needs to be supplemented b~ evidence of 
progress in the settlement of such perplexing and disturbing problems as reparations, mternational 
debts, disarmament aad trade restnctions. Until there 1s some clearing of the atmosphere of 
international distrust and a modification of the obstructions to international trade, it will be 
difficult for that restoration of confidence and improvement in business to take place which is 
necessary to restore prices and standards of living to more satisfactory levels. 

XIV. THE DESIRABILITY OF STABILISATION. 

177. Wben we pass from the problems of mo!l~tary policy in the immedia~e future to the 
more general problem of securing a measure of stability 10 the future course of pnces, we enter.a 
highly controversial field. There is a general agreement among almost aU schools of economic 
thought as to the desirability of avoiding such violent flu~tuations in prices as were experienced 
during the war and post-war inflation and ~uring the deflation which set in S!J sharply aft_er 1929. 
There is, however, disagreement concermng the causes of these fluctuations, an.d still more 
concerning the possibility of their control by mone~ry means. The. whole problem IS .s? ci~_Juded 
by lack of clear definition of what is meant by stability of pu~chasmg ~ower,, or stabJ!J~atJon. of 
prices, that we have thoug~t it necess.aryto preface our conclusions on this subJect by a discussion 
of the main elements of this conception. 

178. In this connection we refer again, in .the first place, to .the distinctions drawn briefly 
in Section XII between the different types of pnce-movements wh1ch may occur. In ~he second 
place, our whole study leads us to emphasise the compli~tion. of the price-structure m mo~ern 
countries. Thirdly, the effects of the recent drastic .fall m pnc~s hav~ rendered ~ore obVIo'!s 
than ever ;the fact that violent price-movements mvolve senous disturbances m economic 
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relationships. It follows that any attempt to control.or s~bilise pr;ices _affects economic r~la
tionships and on the contrary, changes in these relationships must mev1tably affect the pnce-
system a~d a~y controls which are set up to stabilise it. · 

179. In the concludi~g sections o~ this .R~p?rt we return to a considera~on of the third ?f 
these factors of price-stability. Meantun~, 1~ IS unportant to rep~at here w1th .some emphas1s 
that, in endeavouring to lay· down the pnnc1ple~ of !f~Onetary _pohcy and to defme ~e~sures of 
action calculated to cope with disturbing fluctuatiOnS 10 purchas10g power, much more IS 10volved 
than constructive suggestions for monetary reform, dif~icult as they are. As.we have endeav~ured 
to emphasise throughout this Report, we hold t~e VIew th~t the correcbo~ and _p~evention of 
fluctuations in purchasing power must be sought 10 more enlightened econonnc poliCies generally 
as well as in the monetary sphere. 

180. There is little need to prove in any detailed way the importance of the second consi
deration advanced in paragraph ,178 regarding the comp_licat~on of the modern price-~tructures. 
For instance, as we have shown 10 Section XII, fluctuations 10 the general level of pnces have a 
very direct effect upon the distribution of income and, through it, upon production. 

181. This consideration becomes more important when it is remembered that the produc
tivity of the factors of production varies from time to time. We have examined the bearing of 
this fact upon proposals to stabilise the purchasing power of gold in paragraph 93 above. 

182. We have commented above (Section VII) upon the difficulty of devising any single 
index-number which will measure the fluctuations of purchasing power as a whole. The measure 
which we have proposed to employ (paragraph 95) is an index-number of wholesale commodity 
prices in the country concerned. It is evident, however, that monetary measures which are 
successful in stabilising such an index will not necessarily stabilise either the distribution of 
income, the important series of prices which are not included in the calculation of the index-
number, or the relative prices of those commodities which are included. . 

183. These illustrations serve to raise immediately a fundamental question upon which 
there is much disagreement. Changes in the purchasing power of gold may originate on either 
side of the price-equation, from changes in the demand for money or in 1ts supply. There is 
general agreement that price-disturbances due to monetary factors should be avoided. There are 
some who would go farther and use monetary policy as an instrument to correct fluctuations in 
the !leneral level of prices, however they arise. But there are others who consider it neither 
poss1ble nor desirable, by the application of ,!POnetary policy, to correct fluctuations in the price
level due to non-monetary causes. The maJority of the Delegation holds the latter view. 

184. This consideration leads us back to the first problem raised in paragraph 178 -the 
distinction between different types of price-movement. In this connection we desire to emphasise 
mainly the distinction between the long-term trend and the shorter-term cyclical fluctuations. 
We consider it highly desirable that monetary policy should be directed to an avoidance of violent 
fluctuations in purchasing power. We devote the next section (XV) to a consideration of certain 
aspects of the long-term trend ; but we desire first to examine the desirability of measures being 
taken to reduce the range of the shorter-term cyclical fluctuations of prices. · 

. 185. ~bile we attach the utmost importance to every effort being made to attain this 
object.; while we ar~ firmly c~nvinced. that the wide fluctuations in prices and the recurrence 
of penods of ~ononuc depress1on constitute the greatest threat to the whole economic organism 
to-day. we des1re at the same time to emphasise (1) that we do not consider it possible to avoid 
all osci!l~tions ~n the general level. of prices and (2) that we are fully aware that even that measure 
of stability! wh1ch we wou~d ~II w1sh to achieve •. c.annot be secured by monetary policy alone. We 
do J_JOt en!lsag~. as an objective •. complete stab1hty of any group of aggregate prices ; we do not 
enVIsage Jdent1cal mov~ments 10 all countries or in all groups of commodities. Identity of 
move~en~ betwee'!• for J~stance, the prices of intermediate products and those of consumption 
goods JS 10compatible WJth the growth of efficiency. Complete stabilisation and identity of 
group movements are, indeed, impossible in a dynamic society, and society must either develop 
or decay. 

~86. The stability of the pric~-!evel which we envisage as being practically possible 'is a 
relative, but not an absolute, stab1)1ty of wholesale commodity prices as measured by their 
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movem~nt over a long_ series of years. We _do not conceive it as possible to eliminate short-term 
fluctu~~;t10ns of the/~1ce-leve~, b~t we believe that these shorter-term fluctuations would be 
appre~1ably reduce m seventy if the longer-term trend were relatively stable. Nor do we 
conce1v~ the possible measure of stability as inconsistent with slow movements of the long-term 
t~end e1th~r upward ~r downward. What it is desirable to avoid, as far as possible, are such 
VIOlent pnce-fl!lctuab~ns as the world _has recently witnessed. Such a measure of stability, 
however, can, m o~ )U~gment! be ach1eved only by the development of a flexible monetary 
and general economic pohc:y which would allow the play of economic forces to bring about minor 
short-term ~uctuations in tndividual prices and the average level of prices. 

. 187. We consider that monetary policy designed to avoid violent fluctuations of purchasing 
power should be bas~d upon a variety of considerations which we mention later (parab'l"aph 1 96), 
mterpreted by the JUdgment of central bankers and expressed in national pohcies arrived at 
after due considera.tion and co-operative consultation concerning their international repercussions. 
M?ve!Uents ~f the 1_ndex-n~mbers of wholesale prices should be used, not as a single determinant 
cntenon of 1mmed1ate pohcy, but as one among many factors to be taken into consideration. 

The relative stability of these index-numbers of wholesale commodity prices over a term of 
years will, however, provide a test of the success of the policies that have been pursued. 

For this purpose, we consider that the price-quotations to be employed should relate to 
wholesale transactions in primary or intermediate products. There is a further r.ractical 
consideration which reinforces our conclusion. We are dealing with an internationa, not a 
national, problem. We have to consider the changes in the purchasing power, not of this or that 
national currency, but of the aggregate of the currencies based on gold. Purchasing dower so 
considered can in practice be correlated only to goods which have a world market, an further, 
for obvious technical reasons, to goods which are easily defined and identified. 

188. This final consideration goes far also to determine the instrument of measure. There 
are in fact - given existing conditions - only two alternatives : the one is to employ an 
international index, the other to employ one (or more) national indices relating to the country 
(or countries) which naturally exercise a determinant influence on world prict•s. In both cases 
the indices would require to relate to a carefully selected but adequate list of primary or inter
mediate products with a world market, and the price-quotations to be taken free of import duty. 

189. Were an international index to be employed, it would have to be composed of an 
· adequate list of crude products - such, for instance, as that used by the League of Nations 
for its index of production - and weighted in a'*'rdance with the approximate relative impor
tance of each commodity in international trade. Prices would be quoted either at port of 
shipment or at the main world market for each staple. In either case, adjustments on account 
of changes in freight rates might be required. . 

190. Such an index would, of course, measure accurately the purchasing power of no 
single currency ; it. would reflect. in a haphaz~rd fashion .changes in movements of cur:endea 
within the gold pomts, though, 1f the quotatiOns ~ere ~1dell· enough sp~ead, such vanabons 
might be expected to cancel each other out. But, m sp1te o 1ts conventiOnal t:haracter, such 
an index would, it.is believed, in practice reflect adequately the general tendencses both of the . 
trend and of cyclical movements in prices. 

191. Were national indices to be employed as tests of international pol!cy, they. sh~uld 
be confined to the two or three most important capital markets, should be complied on prmcsplea 
and comrosed of elements as identical as po~sib!e, though the weights (if wei_ghts are employed) 
should o course be determined by the relative Importance of each commodsty to the economy 
of the country in question. 

192. None of these indices that we suggest are free from objet:tion .. N~ne o~ them will 
prove to be perfectly reliable or nice instruments of measure. The nationaltndices w!ll be found 
to vary within fairly wide limits one from another, ~nd all or anr ~f ~hem may fall to rerlect 
the working of the underlying forces of the economic system unt1l 1t 11 too late for adequate 
action to be taken. Thus the Bureau of Labour Statistics index of wholesale prices in the United 
States of America actually rose slightly betw~n ~anuary or June 1929, and Se~tember, ~nd 
afforded no evidence of the collapse that was 1mmment .. It has been shown that, 10 the penod 
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1903 to 1914, ten other· economic indices reflected the gener~l tendenci~ of business bcl<;>re 
the index of wholesale prices was influenced. Further, the eVIdence available seems to pomt 
to the conclusion that the prices of relatively few co~odi~es conform closely to the real changes 
in business activity. To these facts we attach particular Importance. 

193. We have suggested that the criterion of monetary and economic policies ~hould 
be their success over !! period of years In maintaining the average level of wholesale prices of 
important international commodities relatively stable. But t.hi.s does not ~ean that wholesale 
price index-numbers should be used as a sole means of determmmg when action should be taken 
to correct economic and monetary maladjustments. On the contrary, we show below t~at other 
and more sensitive indicators should be used. As we have already suggested, _fo~ action t_o be 
effective it must be taken in time. To check a fall in prices after that fall has set m IS, we believe, 
very much more difficult than to prevent it developing. It is obvious therefore that, to be effec
tive, monetary policy must rely upon other guides than those which, after the event, may be 
used as a test of its success. 

194. We are concerned, as we have said, with an internationai problem and international 
phenomena. But those international phe!Jo~ena are ~he outc_ome of. a compl~x of ~~ti?nal 
phenomena. It is necessary not only to mamtam the var1ou~ national.pri~e-lev:els m equ•!•brmm 
with one another, but also to take account of the domestic economic situations affectmg the 
various national price-levels. Any policy designed to maintain the world price-structure in 
equilibrium, therefore, must necessarily be of a dual character. Those responsible for monetary 
policy in each country must take account both of domestic and of international considerations, 
and these may not be easily reconcilable. It is for this reason that we attach particular importance 
to the development of methods of continuous consultation and co-operative effort to maintain 
the international equilibrium without sacrificing national interests. 

195. In considering monetary policy from the national point of view, the primary index 
should, in our opinion, be the historic index of the gold reserve. We consider that in recent years 
too little attention has been paid by monetary authorities to changes in their reserves - to 
the net imports apd exports of gold. There has been, on the one hand, an endeavour to offset 
gold movements, on the other a belief that, whatever the circumstances, gold movements will 
produce automatically the necessary effects. Measures to counteract the influence of the move
ments of gold, though, as we pointed out in our second Interim Report, they may be desirable 
in exceptional circumstances, are and should be recognised to be fundamentally in contradiction 
with the gold-standard system. On the other,hand, while it may be true that gold movements, 
if not counteracted, always create their own correctives sooner or later, the rapidity with which 
the natural reactions take place may vary so widely from country to country as to render some 
stimulus (not check) to them indispensable. · · . 
. The first indicator for national policy should therefore, in our opinion, be the gold reserves 
and the gold movements, and policy should, apart from quite exceptional circumstances, be 
directed to accelerating the effects which such movements create. 

196. With reference to the other indices which should be taken as a guide to monetary 
policy, varying opinions, in our present state of knowledge, are likely to be held. They are all 
those indices which reflect business activity - the market rates of discount; the yield of bonds, 
the p~ces of different classes of shares, the value of building permits, the debits to individual 
deposit accounts, the production of various primary products, the international movements 
of capital, etc. The significance of these will vary from country to country and from epoch to 
epoch. No set rules for their interpretation can be laid down . 

. 197. The problem of maintaining international equilibrium between the various national 
pnce-systems is more difficult. Day-to-day policy is primarily a national problem ; but it must 
be fitted to the general lines of policy desi~P~ed to check the violent fluctuations of purchasing 
power by approp~ate action taken after mternational consultation. In the present state of 
kno~ledge .concernmg ~~e causes. of cyclical price-movements, it. is not easy to discern the early 
manifes~tlons of co!iditions leading e1th.er to ~oom or to depression. Action must be based on a 
common Interpretation of all those mamfold signs of the times to which we have referred in 
the prec~din~ paragraph. Obviously, this joint act of judgment presents, and will present, very 
real difficulties. On the other hand, major booms and depressiOns never recur at very close 
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inte~als. When busi!less has been ~ctiV\l without serious interruption for two or three years, 
special car!l and attention .shonld be paid to a.ll siWts of di~equilibrium arising. As we have already 
stated, action, to be effective, must be taken m time, and It must be action based on international 
understanding and co-operation. ' 

~ 98. The normal action will be. by alteration of the official discount rate supplemented, in 
eertaii!- cases, by.ope~-marke~ operations. We have already {paragraph 16) traced the processes 
by which alterations m the discount rate tend to influence market rates of interest and therefore 
the volume of credit and ultimately the movement of prices. ' 

199. Such action, however, demands the most carefully planned and closest co-operation 
_between Central Banks. It is necessary for each -to consider tl1e object of the whole concerted 
policy and the relationship of the domestic situation of each country to the world tendencies. 

. 200. I!!- certain countries it is th~ practice o~ centra~ banking authorities to supplement 
discount policy by open-market operations. By this term 18 understood the direct purchase or 
sale of bills or securities on the market by the Central Bank with a view to increasing or decreasing 
the volume of credit. The essential difference between this system and that of raising and lowering 
the discount rate is, therefore, that in the one case a direct influence on supply is exercised, in the 
other an indirect influence via price. In both cases the tendency will be to modify the ultimate 
price of credit to industry and commerce- namely, the market rates. 

201. Open-mnrket O{lerations may render a real aid to central banking authorities when, for 
one reason or another, difficulties arise in making the official discount rate effective. They 
should, in our opinion, be looked upon as a supplementary, not alternative, lever. They should 
be employed rather to intensify than to deaden the semi-automatic influence of gold movements. 

202. While we attach considerable importance to the last point, we are aware that special 
circumstances may occur in which counteracting open-market operations may be advisable. 
Temporary disequilibria may arise through causes over which the country mainly affected has 
itself no direct control, such, for instance, as a failure of crods or financial difficulties in one of 
its main export markets. They can be met by temporary gol movements or by the provision of 
short-term credits. In such cases, if equilibrium existed before-these temporary causes made 
themselves felt and the movement of gold is allowed to affect the general level of values in either 
the losing or the recipient country, it may be found, after these special causes have ceased to 
operate, that owing to that change in values a more permanent and serious form of disequilibrium 
has been caused and that a complete reversal of }iolicy is required. 

203. Action taken to influence the volume of credit is facilitated by the fact that great 
power is vested in the relatively few large exporters of eapital. As in each national banking 
system power is largely C!Jncentrated in the .Central Bank, so in the international system it li~ 
with those who can fUrDlsh the funds reqmred by others. In consequence, Central Banks 10 
dependent money markets may be urable to make their rates really effective. The credit 
furnished to domestic industry in such markets may be less influenced by the official rate at 
home than by market rates abroad. 

A special responsibility rests therefo~ upon the monetary auth~rities of the 11reat credit;or 
countries. It may beco~e necessary at times ~or the Centfa:l B~nks m sue~ countries t? exercise 
a direct pressure and suasion upon the commercial banks. and lSSWng houses, m order to discournge 
excessive or injudicious loan transactions. The expeoence of recent years has shown but too 
clearly how real is the danger of ill-considered international credit operations. 
· 204. But, if Central Banks are to bring direct pressure to bear, the:r must be enabled~ follow 

closely the operations of the market. We have already drawn attention (paragraph 26) to the 
fact that in recent years many Central Banks were no~ in possession of full i_nformation concerning 
the v.ossible demands that might be made upon their reserves. The m~tena_nce of currency 
stability is the chief responsibility of these institutions ; but the ef~ective d~harge of that 
responsibility necessitates power to obtain from the market all. the I~formabon nee~sary. to 
enable them to take timely decisions as to policy. We a~tach particula~ Importance to this P?mt. 
The powers of action entrusted to the Central Banks m most countries are adequate. proVIded 
they can obtain the necessary information on which to act. Where they are not adequate, they 
should be strengthened ; but in· any rase the Central Banks should be enabled, by the voluntary . . 
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co-ilperation of the market, or, if necessary, empowered by legislation, to secure all the_i~1formation 
deemed necessary for the discharge of their responsibility in respect of currency stab1hty. 

205. While borrowing countries must thus watch and control th~ volume of ~he~r 
borrowings and assure that the funds obtained are devoted to productive purposes, 1t IS 
necessary for lending count_ries to assure that forei_gn lending _does not e~ceed or fall short of 
their net active balance on IIIcome account. For tlus purpose, III normal Circumstances, the use 
of the discount rate, reinforced if need be by open-market operations, should prove adequa_te. 
But the willingness of the public to invest abroad may be affected by even_t~ wholly outs1de 
the control of monetary authorities, such, for instance, as the threat of poht1cal trouble. _In 
certain countries, also, the machinery for foreign lending is insufficiently developed .. Lendiiig 
must not be impeded by artificial restrictions, such as discriminatory rates of taxa~wn. We 
believe that any measures designed to improve the mechanism for the issue of fore1gn loans, 
or to promote international transactions in existing securities, would contribute to the smooth 
workino of the gold standard, granted the powers of Central Banks to control temporary 
disequilibria are adequate. We have in mind such measures as the improvement of facilities 
for foreign investments, the quotation of foreign securities on national Stock Exchanges, the 
equalisation of taxes on domestic and foreign investments. We also attach particular importance 
to the discussions now taking place with a view to the solution of the problem of double taxation. 
The high rates of taxation in certain countries constitute an insuperable barrier to capital 
movements in cases when, owing to the absence of any international understandings, the owner 
of foreign securities is liable to be taxed twice on his holdings. We realise, however, that all 
these various measures designed to facilitate long-term lending and the international purchase 
and sale of securities will require time for their perfection. 

206. Whatever the system finally evolved or created may be, the closest co-operation 
between central banking authorities will prove to be necessary for any concerted effort to lessen 
price-fluctuations. A condition of the success of such co-operation is the simultaneous application 
by Governments of commercial policies compatible with an international monetary system . 

• 
XV. THE UsE oF GoLD IN THE MoNETARY SYSTEM. 

20i. For the reasons given in Sections VIII-X, we believe that, when recovery from the 
present depression sets in and a substantial rise of prices occurs, an intensified demand for gold 
1s a possibility to be reckoned with. · 

208. We therefore co_n~ider, in the following paragraphs, a variety of measures which have 
been s!lggested for econom1smg the use _of monetar:y: gold. We do so, not only because we consider 
~ poss1b_le future shortage of gold-~upphes as a contmgency to be reckoned with, but also because, 
III our Judgment, the general dnft of thes~ l!leasures is to render the monetary system more 
fleXIble, and therefore more capable of ach1evmg that measure of monetary stability which we 
have defined in Section XIV. 

(a) The Maintenance of Gold Re.~erves. 

209. In our firs~ Interim Report we dre~ attention to a number of means by which the 
u~ of ~old could :w•th adv~n.tage be econom1sed, . and suggested, inter alia, that the legal 
st1pulatw_ns concermng the l!l•mmu~ gold cover requ1re~ for notes and sight liabilities of Central 
Ba!l~s nught be reduced w_1tho~t m any way weakemng the general credit structure. Since 
wntmg that Report the Situation has change~ ; ~ .number ?f countries have provisionally 
abandon~d the. go!~ standard ; o~hers are e_nforcmg It III a restricted and partial manner only ; 
subs~nt~al leg.slatlve changes will be requ1red before it is once more revived as an active and 
effective system . 

. 21~. yYe ~aye already d_rawn atte~ti.on (paragraph 29) to the effect of recent banking 
l';!llslation m ra1smg and making_ more ng.d the reserve requirements of many Central Banks. 
Under_the system ~ost gen~rally m force t~~ay, man;,: of them are compelled, either absolutely 
or subJect to certam penalties, to keep a nummum ratio between their reserves in gold (or gold 
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and foreign assets) and .their obligations at sight. In practice such banks must always, even in 
normal times, keep more gold than the minimum ratio demands, for they are under an obligation 
to sell gold. or foreign exchange to any person offering notes (to a certain minimum amount) 
in exchange. H they kept no margin above the minimum ratio, they would be forced to break 
the law (or suffer its penalties) on the first occasion that such an offer was made. 

The introduction of a so-called elastic clause into the law renders it permissible for the 
Central Bank to let the reserve fall below the defined ratio, on condition that a tax is paid to 
the Government and, in many cases, the official rate of discount is raised. 

The effect of this whole system in recent years has, in our opinion, been to impose too rigid 
restrictions upon Central Bank policy. Even when an elastic clause exists (and we consider such 
clauses desirable), in practice the effect on public confidence of allowing the reserve ratio to 
drop below the legal (elastic) minimum is liable to be so grave as to defeat the object of the law. 

211. In our opinion, this whole system of defined ratios has proved itself in the light of 
the special circumstances of post-war years to be too rigid and inadaptable. Now that gold 
coin is in circulation only in a very few countries and an internal drain cannot take place (except 
in moments of violent panic for hoarding as bullion), the reserves are primarily reqmred to 
meet possible deficits in the balance of payments, Each country in determming the gold reserve 
required should therefore consider in the first instance what the range of movement in its balance 
of payments is likely to be. 

In this consideration regard should be had to the circumstances likely in each case to cause 
sudden and large alterations in the balance of payments. Agricultural countries must provide 
against the risk of crop failure or a fall in the pnces of their products. Those countries where 
foreign banks are in the habit of keeping large liquid assets, or where there exists the possibility 
of large withdrawals of capital or sales of bonds and other securities, will require and should 
maintain a reserve adequate to meet an eventual withdrawal of these assets. Debtor countries 
will normally require larger relative reserves than creditor countries which, by calling in their 
short-term loans or merely by a cessation of lending, can improve their balance of payments. 
On the other hand, countries which, while creditors on balance, may temporarily be placed 
in the position of debtors on short term should provide against this contingency. 

212. We are of opinion that it would be advantageous, as we argued in our first Interim 
Report, to reduce the reserve ratios from their present high levels. If this were done, the 
immediate effect would be to free the hands of the Central Banks by enlarging the free margin 
of their gold reserves which they can use for international payments without endangering the 
legal minimum ratio. The total of the notes and other sight liabilities of Central Banks and 
similar institutions (apart from those in the Union of Soviet Socialist Republics) amounted 
at the end of 1930 to about 822,450 million, their gold reserves to $10,780 million and their 
legal minimum gold requirements to $7,760 million 1, or some 35 per cent of their sight 
obligations. The amount of free gold above the legal minimum requirements thus aggregated 
over $3,000 million 1• H, however, these minimum gold requirements were lowered so as to 
correspond to an average ratio of, say, 25 per cent of total sight obligations, the amount of 
free gold available for international payments would have aggregated about S5,170 million 
at the end of 1930 or about &5,350 million at the end of 1931. If the average ratio had been 
20 per cent, the corresponding figures would have been about S6,310 million at the end of 1930 
or about $6,480 million at the end of 1931. 

In our opinion, the lowering of the minimum reser.we ratio could and should be accomplished 
in such a way as not to endanger the liquidity of the Central Banks. 

213. We have considered the suggestion that the system of legal minimum reserve ratios 
should be wholly abolished; but we do not consider it either practical or advisable. We consider 
that the reduction which we advocate in the preceding paragraph would give the Central Banks 
adequate freedom and flexibility in their conduct of credit policy. As we pointed out above, 

' 
M 1 In the case of the Central Banks which may, under the terms of their national currency leldslation, hold 
\he whole of their minimum cover reserve In the fonn of assets other than gold, It has been assumed ln calculating 
the above fiJ!Ure that the amount of gold actually held by them corresponded to their legal gold requirements. 

• About $2,600 million (at the end of 1931, almost $2,800 million), If legal minimum reserves were to be 
held exclusively in the fonn of gold. · . . . . · . .. . 
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in paragraph 209, substantial legislative changes will now be require~ in any case before the gold 
standard is once more restored as an effective system, and we cons1~er that _advantage should 
be taken of this opportunity to reduce the legal minimum reserve ratios reqm~ed of the Central 
Banks. Such a reduction should, however, be accomplished mor~ or less simultaneously by 
prior international agreement among at least the principal countries concerned. 

214. Our main reason for rejecting the proposal to abolis_h the ~ystem. altogether is t~1at 
it would, in our opinion, have an undesirable effect upon pubhc c~n~1dence m many .countnes. 
Moreover we feel that it would leave both the Central Bank authorities and the pubhc w1thout 
any guid~nce as to the conduct of reserve policy. The responsibility that would thus be placed 
upon the Central Banks is heavy and it is probable that the effect would be to lead thdse banks 
to accumulate larger rather than smaller re;;erves and to use them with less rather than greater 
freedom. The possibility of governmental or popular pressure upon the Central B!~~ks "':ould 
also be greatly increased if the latter were not able to rely upon the statutory proVIsiOns f1xmg 
a minimum ratio below, which they should not allow their reserves to fall. 

(b) The Future of /he Gold Exchange Standard. 

215. The essential principle of the gold-exchange standard is, and always has been, that 
the domestic currency, whether notes or coins, is convertible not - or not only - into gold 
but into a foreign gold-standard currency (or currencies). · It has undergone considerable changes 
since the war, certain of which were discussed in our second Interim Report. In the period 
immediately preceding the stabilisation of currencies and the return to the gold standard, 
especially at the Genoa Conference (1922) the use of methods- similar to those which had been 
worked out in the gold-exchange standard countries was strongly advocated as a measure of 
economy in the use of gold. The distribution of the world's gold reserves was very uneven 
and a shortage of gold for monetary purposes resulting in a disturbing scramble for gold reserves 
was anticipated. 

216. The adoption of these new methods took the form in certain countries of new legislation 
permitting a proportion of the legal reserves of some Central Banks to be held in foreign exchange 
assets. In addition, there has in recent years been a remarkable extension of the practice by 
countries not actually on the gold-exchange standard of holding short-term balances in foreign 
countries. These liquid funds were held by Central and commercial banks and treasuries in 
such a form that they could readily be shifted from country to country. The existence of such 
large balances held on foreign account, and liable to be shifted quickly, has been a prime factor 
in the monetary instability of the post-war period. It is apparent that the world is here 
confronted with a phenomenon that is new at least in the scale of its operation. 

217. It is important to observe that such foreign assets, whether held by countries on 
the gold-exchange standard, or by countries on the gold standard, were deposited either in 
Central Banks or in commercial banks forming !?art of another national currency system. There 
was no internati?nal <:O:Ordinati_on of .the p~actJ~e. . There was indeed, as we have pointed out 
(paragraph 204) msuff1c1ent national co-ordinatiOn m many cases, so that a Central Bank might 
not be aware of the full extent of its obligation to furnish gold for export. 

218. There were many criticisms of these developments even before Great Britain 
abandoned the gold standard. Attention' was drawn to the danger of making the convertibility 
of one national currency dependent on the stability of another in which the Central Bank held 
large foreign assets. From the opposite point of view the vulnerability of certain currencies 
was_increased by the fact that large foreign balances might be withdrawn at any moment. The 
real1ty of both these dangers became fully apparent when Great Britain abandoned the gold 
standard in September 1931. 

. _219. ~not~er serious c~iticism of the gold-exchange stai_Jdard methods has been that they 
facilitated mflatlon by allowmg more than one country to bmld a superstructure of credit upon. 
the sam~ gold reserve. To the e.xtent that the C?untry in which foreign balances were accumulated 
kept a h1gher gold reserve than 1t would otherWise have done on account of the risk of withdrawal 
such inflation was of course avoided. ' 
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220. The real point of criticism, in our judgment, is not that the gold-exchange standard 
(and practices based upon it) achieved in some measure the economy in the use of monetary gold 
which was one of their avowed purposes, but that in recent experience they have hampered 
the working of the gold standard. In addition to the inflationary tendencies previously mentioned. 
such large amounts of short-term foreign balances as were actually built up just before the 
recent depression created a situation of dangerous currency, instability, since these balances 
were transferred rapidly from one financial centre to another. 

221. We do not, however, regard this development as inherent in the gold-exchange 
standard, as it was practised, for example, by many countries before the war. We regard the 

· gold-exchange standard in this form as a useful system for many countries, for whom it still 
remains the most economical and efficient monetary mechanism available. 

It is obvious that recent events and particularly the depreciation of sterling upon .vhich 
so many gold-exchange standard systems were based have entailed heavy losses upon many 
countries. Such of those countries as are in a position to do so will make every effort to avoid further 
losses and it is probable that the gold-exchange standard will in the future be· much more restricted 
than it was in the years before -1931. But it still offers the cheapest, and in some cases almost 
the only, method by which countries which are unable themselves to afford the heavy expense 
of a gold-standard system, may yet participate in the advantages of stable exchanges which such 
a system will again offer, if and when it is restored. It is inevitable that those countries which 
choose, or are forced by circumstances, to retain, or readopt a gold-exchange standard for the 
regulation of their currency will endeavour so to organise it as to minimise the possibility of 
once again being faced with heavy losses. · 

·Two possibilities have been suggested. The first is that such countries will choose carefully 
among the principal financial centres those which offer the greatest promise of future stability. 
The other is that an endeavour should be made to spread the risks of losses by utilising such an 
international institution as the Bank for International Settlements as the agency through which 
the system shall be administered. In the latter case, the reserve ass?ts of the gold-exchange 
standard country would be deposited with the International Bank which would in turn spread 
its deposits among its constituent Central Banks. . · . 

(c) Other Methods of economising Gold. 

222. The reduction of the percentage reserve ratios which we have recommended above 
may or may not suffice alone as a means for economising the use of gold. Its adequacy will 
depend on the magnitude of the absolute reserves which countries will consider it necessary to 
keep, upon the conditions under which certain countries return to the gold standard, and upon 
the readiness which those that have de facto ceased to operate the gold-exchange standard show 
to revive it in its old form. . . · 

223. There are a number of other methods of economising gold to which we made reference 
in our first Interim Report. They may be summarised as follows : . · 

(a) That in all countries where gold is in active circulation or kept in the vaults of 
commercial banks, it could be withdrawn into the reserves of the Central Banks and replaced 

· by notes. . - · . 
(b) That in all countries in which banknotes of small denominations are in circulation, 

these small notes should be withdrawn and replaced by subsidiary coin. The employment 
of such notes is in the main the accidental result of inflation in certain countries. Notes 
which were originally of relatively high value have been allowed to continue in circulation 
after their value diminished. The result has been to increase the strain on gold reserves 
and, since a gold backing to such notes is required, the cost of subsidiary currency to the 
community as a whole. · 

(c) That in countries in which notes are largely used for payments of taxes and salaries, 
large retail transactions, the transference of money from place to place, etc., the use of 
cheques, lost office banking facilities, transfers, mechanism for clearings, etc., should be 
develope . Much could be done directly by Governments and municipal authorities in this 
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connection without legislative action, were they t~ set t~e example .of accepting cheques 
whether drawn on commercial banks or on post office savmgs banks m payment for taxes, 
public utility services, etc. 
224. We consider that the measures enumera~ed in the. preceding parajlraph .223 are 

in themselves desirable. They are not, however, hkely to bnng. about a.ny 1m.med1ate and 
considerable economy in the use of gold. For that purpose the solution mentioned m paragraph 
212 would be required. We do not consider that this s?lution co~ld be successful!~ applied unless 
it was agreed upon by at least a considerable proportmn of the mterested countries. 

XVI. THE NEcESsiTY FOR INTERNATIONAL EcoNOMic Co-oPERATION. 

225. In the preceding paragraphs we have been concerned with the objectives of monetary 
policy as we see them, with the guides to that policy that may be employed and with the powers 
with which those responsible for policy are or may be endowed. But the extent to which the 
measures adopted are likely to prove effective will depend, not only on their appropriateness, but 
on a large number of factors of a non-monetary order. Cheap money policies pursued by powerful 
financial countries may, in certain circumstances, increase both the volume and the velocity 
of circulation of money and therefore raise the price-level. They may further, by stimulating 
the issue of foreign loans, as well as by the influence on their own domestic price-level, transfer 
credit resources from one country to another and so raise price-levels throughout the world. 
But money is employed in the exchange of goods and services and, if either the flow of those 
goods and services is itself impeded or if prices of some special classes of goods are artificially 
controlled, then the best conceived and most strongly supported monetary policy may fail. Thus, 
if countries with large claims on others place obstructions to the payment of those claims in 
f!oods, and, on the other hand, make further loans to their debtors to enable them to pay their 
mterest obligations, and even to expand their consumption of imports from the creditor countries, 
they will in the long rnn create such a condition of instability that a breakdown of the price
structure becomes inevitable ; for the borrowing countries use the new loans only partly to 
increase industrial productivity (for which, however, it is difficult to find markets). Some part 
of the loans goes into wasteful and unproductive uses and some into maintaining relatively high 
standards of living. Meantime, the interest burden mounts cumulatively and faster than either 
the productivity of the borrowers or their capacity to transfer payment by means of an export 
surplus. Thus inevitably a disequilibrium is created which may prove too persistent for any 
monetary policy to resist. Moreover, the search for means of payment may lead to an export 
of gold from the debtor countries which cripples their banking structure and nullifies international 
effort to avert depression . 

. 226. Similarly, if in an;r country one set of prict>s, such for instance as wages, proves 
resistant to those changes which are an indispensable condition of all progress, monetary policy 
~y be stultified. If again in any country the burden of fixed charges is so great that small 
pnce-changes involve very considerable changes in the distribution of the national income, 
forces may be loosened which monetary policy is unable to check. 

227. . If measures are to be sought in the domain of monetary policy designed to lessen 
the am~htude of the periodic fluctuations in business activity, they must be accompanied by 
appropnate measures of general economic policy. The trade cycle is to-day an international 
pheno~enon. Countries cannot hope to escape its effects by: self-isolation. They can only hope 
collectivelY: to lessen them. To this end they must perrmt an adequate· freedom in the flow, 
not. ~f credit alone, but of goods. In our opinion it is imperative that the restrictive commercial 
poh.Cies adopted by Governments to-day should be radically changed. Adherence to an inter
nations! monetary standard at once implies and necessitates adherence to an international 
econormc system. To impose artificial restrictions on the movement of goods is the negation 
of such a system. · . 

. ~· The e~ficacy of monetary policy will depend, however, not only on Government 
acbon In other fields of economic activity, but also on the varying sentiment of the general 
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public. Thus, to take a single example, the even flow of capital exports cannot be guaranteed 
by monetary policy alone. Conditions may and do arise under which the willingness of the 
public to venture their savings abroad undergo sudden - frequently inconsequent - changes. 
The public estimate of the risk element may be such that it cannot be influenced by the relatively 
narrow variations in rates that may be enforced by banking policy. 

229. We are impressed by both the responsibilities and the difficulties of those in control 
of monetary policy. The guides to policy at their disposal are uncertain and inadequate. The 
assessment of the relative importance of the various factors at play demands exceptional powers 
of insight and judgment. The most accurate forecast may be nullified by accidental, physical 
or political events. The measure of purchasing power is a rough and insensitive mechanism 
which can be relied upon neither to function with precision nor to function at all without repair. 
Action appropriate for the more important issues demands the closest co-operation, goodwill 
and mutual understanding, and it often seems to demand some measure of immediate national 
sacrifice for a common ultimate benefit. 

230. TfVe em.Phasise thes~ facts, because we ~o~sid~r that measur_es should be adopted, 
not ·only With a VIew to lessenmg the degree of variation m the purchasmg power of gold, but 
to makmg the whole economic and financial system more adaptable to such fluctuations, if and 
when they recur. As we have pointed out in Section XII, one of the main causes of the disastrous 
effects of falling prices lies in the automatic increase in the burden of debt. A weakness of the 
financial system m many countries to-day is to be found in the excess of debts at fixed interest 
- whether governmental or private, short or long. The difficulties imposed upon industry 
are increased during periods of falling prices, if industry has been financed by the incurrence 
of debt rather than by the placing of shares. 

231. We conclude our survey of monetary problems, therefore, by emphasising once 
more the dependence of monetary upon general economic policy. It is evident that there is 
need for measures, both monetary and non-monetary, which will render the economic organisation 
more flexible. We attach the greatest importance to the consideration, not only of steps to 
solve the present crisis, but also of more permanent measures to improve the banking and 
currency organisation of the world, and equally its trading and productive systems. 
~ 232. We are deeply conscious, however, that such improvements depend largely upon 
the restoration of international confidence and goodwill. There can never be any hope of 
establishing a monetary system that will function smoothly and efficiently in the promotion 
of economic co-operation between the nations until the nations are prepared to co-operate. 
The fundamental necessity for the creation of a more effective international monetary system 
is the re-establishment, not so much of the technical processes of monetary interchange, as 
of the willingness to use these processes. The working of an international monetary system 
such as the gold standard presupposes the interdependence of nations. If, however, political 
conditions are such that nations hesitate to commit themselves to too great interdependence 
one upon the other, but impose rigid restrictions upon international trade in their effort to 
attain economic self-sufficiency, there will be little scope for any international monetary 
mechanism. We do not desire to enter into the political aspects of this problem; but we do 
desire to record our conviction that, without some measure of political settlement leading to 
renewed confidence in international economic and financial relations, there can be no secure 
basis for the restoration and improvement of world trade and finance. 
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Addendum I. 

NOTE. 

By Professor M. J. BoNN. 

The presentation of a quasi-unanimous report by the Delegation, the members of which 
disagree on some fundamental questions necessarily, involves a certain amount of verbal 
concessions, which may lead to misunderstandings, as did some statements in our First Interim 
Report. For that reason, I should have preferred separate reports expressing the views of the 
majority and of the minority. 

As I have stated mr opmions in a memorandum on " The Effect of the Fluctuations in 
the Purchasing Power o Gold on the Economic Life of Nations ", written for the Delegation 
by Dr. Tismer and myself, I need not safeguard myself by the enumeration of such points where 
I would have preferred greater outspokenness to avoid possible misunderstandings. 

I desire, however, to dissociate myself from the conclusions drawn from the reproduction 
of the diagram in Section 105. The parallelism between gold supply and price movements 
which it suggests might furnish an interesting starting-point for a detailed enquiry into the 
causes which have brought it about. In the absence of such an enquiry, a mere formal juxta-
position cannot be taken as an explanation. . 

There is, moreover, one point on which I must express a definite dissociation here. In 
paragraph 81 of the Report, the phrase occurs " Although we are not of the opinion that this 
problem [the problem of reparation payments and war debts] is the main cause of the difficulties 
with which the world is now faced . . . " ; I could only subscribe to this phrase if the word 
" main " were altered to " only ". 
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Add•ndum II. 

NOTE. 

By M. G. B. RoBERTs. 

I am in general agreement with the discussion and conclusions set forth in the report. 
I have, however, several observations to make : · 
Notwithstanding the qualifications given in the text, there is still, in my opinion, a certain 

degree of over-emphasis upon the importance of wholesale commodity prices used as either 
(1) a measure of the purchasing power of gold, or (2) as a test of the success of monetary policy. 
it will be admitted that, in considering the price structure, particularly for purposes of inter
national comparisons, a wholesale commodity price index will probably prove most useful, 
but it should not be overlooked that the price structure is composed also of many elements 
not included in such an index. This is brought out in various paragraphs of the report, but 
it has to be borne constantly in mind, else there is danger that the conception of prices will . 
prove to be unreal and lead to errors of monetary policy. Clearly in 1928 and 1929, for example, 
the Federal Reserve Banks had to give consideration to security price movements and the 
condition of inflation existing in real estate in the United States, and any moneta~ policy 
directed solely to the maintenance of the stability of prices of wholesale goods during this period 
would have failed ·to meet the requirements of the situation. 

My acceptance of the proposition stated in paragraph 200 that " the relative stability 
of these index numbers .of wholesale commodity prices over a term of years will, however, 
provide a test of the success of the policies that have been pursued " would depend upon the 
meaning of the words " term of years ". The fact that there was relative stability in wholesale 
prices in the period 1925 to 1929 would hardly justify the claim that monetary policy during 
that period was free from criticism. The success of that policy must be judged also in the light 
of what happened after 1929. 

In paragraph 125, I question the use of the figure $3 milliards as suggesting possible 
maximum demands in additional gold resulting from the abandonment of the gold-exchange 
standard. Of this total, the amount of foreign balances held by countries on the gold-exchange 
standard is calculated at approximately U Yz milliards. It is only with these latter countries, 
where the foreign exchange has been counted part of their necessary basic reserves (thus enabling 
the same gold to serve as a basis of credit in two countries), that the abandonment of the gold
exchange standard necessarily leads to additional demand for gold. It is true that withdrawal 
and conversion of foreign assets into gold by countries not on the gold-exchange standard may 
involve large and disturbing movements of gold, but, since this gold has not done double duty 
as a basis of credit, the problem is quite different and involves rather the question of the 
maldistribution of existing gold stocks than that of providing for a sudden shrinkage in the 
credit base such as. is involved in the reversion from the gold-exchange standard to the pure 
gold standard. 
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Addl'ndum III. 

NOTE. 

By Mr. Guido JuNG. 

I wish to emphasise that with a view to arriving at a unanimous report a certain amount 
of mutual concessions has been necessary. 

I must point out that neither the first nor the second interim reports have been signed 
by my predecessor in the Gold delegation, Professor Alberto Beneduce, who resigned after the 
first session of the Delegation. 

I participated for the first time in the work of the Delegation in January 1932 and my 
line of thought is summarized in my letter dated 8th of January to the Chairman of the Gold 
Delegation, in which I wrote : 

" I consider that present conditions are quite different from those specifically 
mentioned in the report of the Financial Committee of May 1928, on the basis of which 
'VI'e were given our terms of reference, and I do believe that conditions then existing were 
the pre-requisites of such terms of reference. Whilst therefore even at that stage political 
and economic factors had in my opinion a predominant importance, still the monetary 
problems which were specifically referred to us could appear of immediate interest, whilst 
they may seem purely academic in the light of the present situation. 

" I do believe that it was not the intention of the Financial Committee that.we should 
report on the political and economic causes of a crisis which broke out long after we were 
given our terms of reference. But on the other hand, in my opinion, it would be disastrous 
to the reconstruction of the world if in a report of ours we were to give to the people at 
large the impression that there exists a monetary witchcraft, which can, by its own force, 
work miracles and avoid the necessity of facing firmly and solving the political and economic 
problems, which have brought the world to its present conditions." 

If we are to discuss on a political and economic plan and not confine ourselves to monetary 
policy which my colleagues of the minority have considered as all powerful all through the 
discussions in which I participated, I would like, as my own opinion, to state the pre requisites 
of a restoration of the world's economic well being in a much more definite form. 

I would say that : 
in order .to. overcome the world crisis, which by now has more political and ethical than economic 
aspects 1t 1s necessary : · 

(1) To solve the reparations and interallied debts problems by wiping out reparations 
and cancelling debts ; 

(2) To suppress restrictions upon international trade exchanges before such restric
tions strangle the trade of all countries. 



-61-

NOTE OF DISSENT. 

By M. Albert JANSSEN, Sir Reginald MANT and Sir Henry STRAKoscH. 

While signing this report, we desire to make it clear that there are certain fundamental 
issues on which we are unable to accept the views of our colleagues as expressed in the report. 

I. CAUSES OF THE BREAKDOWN OF THE GOLD STANDARD. 

In the first place, we must dissociate ourselves entirely from Section IV of the report, headed 
" The Breakdown of the International Money System ", in which an analysis is given of the 
causes which led to the recent abandonment of the gold standard by so many countries. This 
analysis suggests that the crisis was the direct result of various economic maladjustments arising 
from the war and from war and post-war inflation. In support of this view our collea~ues refer 
to profound changes in the structure and localisation of industry, to its elaborate and r1gid orga
nisation, to cartelisation, attempts at price control, pools, valorisation schemes and the like, 
and to tariffs, prohibitions and bounties. It is claimed that these conditions caused maladjust
ments in economic factors and processes and that there resulted a general instability which the 
international gold standard was not able to withstand. Hence its breakdown. 

No concrete evidence of any kind - statistical or otherwise - is adduced in support of this 
analysis ; in particular, no evidence is adduced to show that these factors were of so exceptionally 
intense a character as not to be amenable to the self-righting forces of economic life and 
particularly to the potent forces of adjustment which the operation of the gold standard of 
necessity imposes upon the countries adhering to it. Nor does the report attempt to describe 
the process by which these disequilibria brought about the violent rise in the value of gold in 
recent times. Many of the factors enumerated existed and were strongly developing in the 
quarter of a century preceding the war - a period of great economic progress - yet in that 

. period the international gold standard functioned with complete smoothness and efficiency. 
Indeed, such disequilibria are continually arising in every progressive society and may be regarded 
as a necessary condition of economic progress. 

We recognise, however, that the war and the developments immediately following it 
accentuated some of these disequilibria and created others of a special character, but we cannot 
accept the view that they were the major cause of the catastrophic fall in the general level of 
prices and, consequently, of the breakdown of the international gold standard. 

Our reasons for rejecting this view can be briefly stated : 
One of the most remarkable features of the monetary developments of the post-war period 

was the ra~idity with which practically the whole of the civilised world re-established the gold 
standard within the year and a half following the return to that standard by Great Britain in the 
early part of 1925. The restoration of the gold standard involved, as a condition precedent to it, 
a substantial adjustment of major disequilibria - economic, financial and monetary. In fact, 
a return to the gold standard without such prior adjustment of major disequilibria would not 
have been possible, and, a fortiori, without such adjustment it would not have been possible to 
maintain it in the years that followed. In point of fact, the gold standard, as an international 
monetary system over the greater part of the world, was successfully maintained until the early 
part of 1930. Its maintenance during these four years over so Wide an area must inevitably 
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have tended to reduce and not to accentuate, such disequilibria as remained to be adjusted. 
For it is in the very nature of the gold standard to compel the countries adhering to it to adjust, 
through the operation o~ th~r exchan8es, th.e!r price structure to tha~ of other gold~standard 
countries and so to mamtain economic eqwhbnum. Indeed, there 1s abundant eVIdence to 
show that the period from 1925 to the latter part of .1929 'Yas one of remarkably steady .ecoJ!omic 
progress. That progress could not have been achieved if there· had been accumulatmg m an 
mtensified form all the maladjustments which pur colleagues claim to have finally caused the 
rapid rise in the value of gold at the end of that period. · · _ 

The volume of the world's production of primary commodities (foodstuffs and raw materials) 
and that of the world's international trade are reliable indices of economic progress. 

During the period in question, the volume of the world's production of foodstuffs and raw 
materials increased at almost precisely the same rate as it did in the quarter of a century 
immediately preceding the war - that is, at a rate of about 3 per cent per annum - as the 
following table (compiled from Lt>ague of Nations figures) shows : 

1925 
1926 
1927 
1928 
1929 
1930 

Vnlumt at 1925 prices 
$000,000 l!l25 =)100 

61,851 100 
62,582 101 
64,829 . 105 
67,333 109 
68,650 111 
66,181 107 

The volume of the world's international trade (imports plus exports of merchandise) increased 
during that period at a remarkably steady rate of nearly 5 per cent per annum, as will be seen 
from the subjoined table (which again reproduces statistics compiled by the League of Nations ) : 

Value of world trade Volume of world trade 
(imports and exports of Value 

merchandisl') Gold prit;es = gold prices 
'l"ear $000,000 1925= 100 1925 = 100 1925= 100 

1925 64,702 100 100 100 
1926 61,887 96 93.5 103 
1927 65,142 101 91 111 
1928 67,380 104 90.5 115 
1929 68,460 105.5 88 120 
1930 55,365 86 (77) 1 (111) 1 

S~rikin~ as thes~ figure:s are, their significance becomes even more apparent when presented 
graphically m a settmg which portrays some of the other relevant developments of the period. 
In the cha.rt on the following p~ge are grouped together lines showing the monetary gold reserves : 
(a) of Umted States of Amenca and France; (b) of the world as a whole (excluding U.S.S.R.); 
(c) of the world (excluding United States of America, France and U.S.S.R.); (d) the average 
bank rat~ of th~ seven princip.al money cen~res of the world ; (e) and (f) the movement of wholesale 
commodtty pnces ((e) compiled from Umted States of America Bureau of Labor index, and 
(f) from the League of Natioi_~S index for world trade) ; (g) the volume of the world's production 
o.f foodstuffs and raw matenals ; and finally (h) the volume of the world's international trade 
(Imports .Plus exports of. merchandise). · · 

It Will be seen from hne (b) that the monetary gold reserves of the world as a whole increased 
steadtly over the whole period at a rate of about 3 per cent. But when these gold reserves are 

1 The figures in brackets are provisional. 



.Monetaey Gold Reaervu. 
End-year figures to 1927, June 30th, 

1928, and thereafter end-month figures. 

(A) 
(B) 
(C) 

U.S.A. and France. 
World excl. U.S.S.R. (half-scale). 
World excl. U.S.A., France and 

U.S.S.R. 

(D) Average Bank Rat• (7 eountrles). 
Monthly Averages. 

(E) Wholesale Commodltlee Prlee Jndn. 
Annual Averages. 

U.S.A. Bureau of Labor. 

(F) League of Natlone Gold Prleeo lor 
World Trode. 

(G) Volume of World Produetlon of 
Foodstuffs and Raw Materials. 

By Years. 

(H) Volume of World'e International 
Trade (lmporta plus Expor"'). 

By Years. 

Sourcu: 

-63-

CHART. 

On Ratio Scale • 

(A), (B) and (C)J Federal Reserve Bulletin. 
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(D) League of Nations Monthly Bulletin, Bank rates of the following countries averaged U.K., France, 
Germany, lteiy, Japan, Netherlands and U.S.A. 

(E) U.S. Bureau of Labor. 

(F), (G) and (H) League of. Nations Memorandu~ on Production and Trad•. 
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segregated into the two groups- viz., (a) United States of America and France.on ~he one h~nd 
and (c) the rest of the world on the other, it becomes at once apparent t~at while, m the penod 
from 1925 to the end of 1928, the rest of the world absorbed gold at a slightly greater rate than 
the rate at which gold was added to the gold reserves of the world as a whole, the rev~rs~ 'Yas 
the case in a very marked degree in the perio~ from t~e early part of 1929 to 1931. Con~c1dmg 
with this latter movement we find -~what In the Circumstances was to be exrected, mdeed 
was inevitable - a sharp rise of the average bank rate. T.he Central B.anks o the " rest. of 
the world ", finding their gold reserves being drawn upon ~eavily by the .Umted ~tates of Amenca 
and France, applied the orthodox measures of protection. They raised their bank rates to 
make credit dear, and so to compel debtors to hasten the repayment of loans by the sale of 
commodities and securities. This process of liq.uidation nat~ral.ly. reac~ed at O!lce on the level 
of wholesale commodity prices and, indeed, we fmd cl?sely comc1~mg With ~he nse of ba~k ~a.tes 
the beginning of the steep fall of prices which has persisted ever smce .. Agam, closely ~omc1dmg 
with the fall of prices, a sharp deviation from the trend of economic .Progress sets m. Both 
the volume of the world's production of primary products and that of mternational trade not 
only cease to increase steadily as they did in the previous years, but are reduced at a growing 
rate as the process of deflation develops. 

In the face of these and other relevant facts, we are quite unable to associate ourselves with 
the view that the sharp fall in the level of commodity prices and the consequent breakdown 
of the international gold standard are primarily due to the various economic maladjustments 
enumerated by our colleagues. The do1n1nant cause in our view is the maldistribution of monetary 
flOid reserves which began in the early part of 1929. We dealt with the causes of this maldistribution 
m a report which we and Professor Gustav Cassel felt it our duty to present to our Chairman 
in January last and from which we quote the following 1 : 

" While there are still some half-dozen countries endeavouring to maintain the gold 
standard, the int•rnational gold-standard system has broken down. In such circumstances, 
we feel bound to concentrate our attention upon the remarkable alteration in the value of 
gold during the last two years. We therefore propose first to trace the main causes of the 
recent violent fall in prices and the consequences which this fall has produced. 

" We desire to point out that in this report we do not attempt to deal with all the 
problems involved in the terms of reference of the Gold Delegation which were reserved 
for the final report of the delegation. We confine this document to the matters that we 
regard as of urgent importance in the present emergency. 

" We further desire to make clear that we do not consider it our task to make a complete 
analysis of all the factors which have contributed to the present economic depression. This 
would go beyond our terms of reference, which were directed to the causes and effects of 
fluctuations in the purchasin8 power of gold to the exclusion of other factors which may 
also affect the general situatiOn. Accordingly, our analysis is limited to the question of 
the causes and effects of the violent appreciation in the purchasing power of gold which 
has taken place since the third quarter of 1929. It will be clear, however, from the course 
of our argument that we have come to the conclusion that this appreciation in the value 
of gold is the fundamental cause of the present depression • 

. " The immediate. cause <?f this appreciation is the shortage of gold for monetary purposes 
whic~ has been e~penenced m the great majority of the countries of the world. The extent 
of this s.hortage 1S made apparent by the figures relating to the distribution of monetary 
gold which we set out below . 

. " Although the production of gold in the post-war period has only been sufficient 
to mcrease the .world s total st~ck of gold by a little more than 2 per cent per annum, a 
greater. proportion of the world s gold has been devoted to monetary purposes, so that, in 
~he penod b.etwee~ the end. of 1925 and the middle of 1931, the monetary gold stocks have 
mc~e~sed Wit~ farr regulanty at a rate of somewhat more than 3 per cent per annum. 
This Increase m th~ stock of mo'!etary gold corresponded approximately to the normal pre
war rate of economic progress w~ch was resumed from 1925. This stock, therefore, if properly 

• Certain of lhe ligures in lhal report have b I' 111 d'l' · 1 the facto The 1. een 5 tg 1 Y mo I led as a result of reculculutton of some o n. new 1gures are embodied In our quotation. 
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distributed, should have sufficed to suppo~ a volume o~ credit ad~quate to. maintain the 
existing level of prices. In fact, the gold .Pnce level was fa1rly stable lD the penod 1925-1929. 
After 1928, however, a situation arose m which bY. far the greater part of the new gold 
available became concentrated in two countries, while the remaining countries of the world, 
apart from U.S.S.R.,1 so far from increasing their stocks of monetary gold, lost DO Jess than 
16 per cent of their monetary gold between January 1st, 1929, and June 30th, 1931. 
· " The table below shows the sudden and rad1cal change which the distribution of 
the world's monetary gold underwent after the beginning of 1929. 

France . . . . 
United States . 

" Distribution of the World's Monetary Gold Stocks. 
(In millions of dollars.) 

1.1.29 30.6.31 Change 

. . . . . . • • 1,271 2,211 + 940 

. . . . . . . • • • • 4,141 4,956 + 815 
Rest of world (excl. U.S.S.R.) about • • 5,550 4,650 -900 

Total • • . . . . • • • • • 10,962 11,817 + 855 

Percentage 

+ 74 
+ 19Yz 
-16 

8 

. " The world's total monetary gold stocks (excluding those of U.S.S.R.) increased in the 
period covered by the above table by 8 per cent. The holdings of France increased by no 
less than 74 per cent, and those of the United States by 19 Yz per cent, or, if the stocks of 
those two countries are combined, their increase is 32 Yz per cent. The stocks of the rest 
.of the world, on the other hand, decreased by 16 per cent. These stocks should normally 
have increased by roughly 3 per cent per annum, so that the real deficiency at the end of 
the period considered amounted to about 23 per cent. The loss of free gold reserves in excess 
of legal minimum requirements was, of course, relatively much greater. Thus the countries 
concerned found it impossible to maintain the level of prices obtaining at the end of 1928. 
In order to defend their gold reserves, their Central Banks had to apply the normal measures 
of deflation. The process of deflation thus set in motion gathered momentum when it 
became apparent that contraction of credit and falling prices in the gold-losing countries 
failed to re-attract gold to their depleted monetary reserves, but that, on the contrary, 
the flow of gold to France and the United States continued unabated. The result was a 
further pressure upon commodity prices in the gold-losing countries, increased competition 
in world markets, and, in consequence, a world-wide . fall in prices. 

" As a further consequence of this disastrous and continuous fall in the price level, 
most of the gold-losing countries were, in the end, forced to abandon the gold standard. 
They found it practically impossible to adjust their internal levels of prices and wages, 
and particularly the burden of debt which they all carried, to the lower international 
price level, and they had no alternative but to abandon the gold standard and so to sever 
the link between their internal prices and gold prices. 

" It is clear from the figures given above that the recent drastic fall in prices has 
been caused by a maldistribution of monetary gold rather than by any shortage of the 
world's monetary stocks of gold as a whole. When we examine the causes of this maldis
tribution, we find it obvious that the power of the United States and France to attract 
the abnormally large proportions of the world's gold which they have absorbed is due 
to the fact that they have had a surplus in their balance of payments. Up till 1928, this 
surplus, which is, of course, not a new phenomenon, had been adjusted by a corresponding 
export of capital by the United States mainly in the form of long-term investments and 
by France mainly on short term, but from that year onward this export of capital began 
to dwindle. At the same time, both these countries placed new obstacles in the way of 
the inflow of commodities. The result has been that the only way in which the debtor 
countries could meet this gap in the balance of payments was by sending gold to the creditor 
countries. · · 

' U.S.S.R. constitutes a self-contained economic system practically divorced from the rest of the world. 
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" The surplus in the balance of payments by means of which so mu~h gold has been 
attracted to these two great creditor coun_tries is intimately ~ound up w1th _the fact that 
the two countries in question have rece1ved very substantml paymen~s m respect of 
reparations and war debts. The following table will show the connectiOn betwe~n the 
pa~-:nt of int~r-governmental indebtedness and the increase of gold reserves m the 
rece1vmg countnes : 

" Gold Movements and Inter-Governmental Payments. 
(In millions of dollars.) 

January 1925 to December 31st, 
1928: 

France ... 
United States 

January 1st, 1929, to June 30th, 
1931 : 
France 
United States . 

Total, January 1925 to 
June 1931 

Reparations 
and war debt 

receipts 

557 
807 

1,364 

343 
555 

898 

2,262 

Increase 
of gold 

reserves 1 

+ 

+ 
+ 
+ 
+ 

294 
457 

163 

940 
743 

1,683 

1,520 

Increase of gold 
reserves less than(-) or 

in excess of ( +) 
reparations and war 

debt receipts 

+ 
+ 
+ 

263 
1,264 

1,527 

597 
188 

785 

742 

" In the first period, one of stability and ordered progress, the United States, as already 
indicated, lent abroad, mainly to Germany, sums more than sufficient to make gold move
ments in settlement of reparation and war debt payments unnecessary, while France 
accumulated large short-term balances abroad. In the second period, one of profound 
disturbance on the other hand, France and the United States together not only collected. 
the whole of the reparation and war debt payments in gold, but also converted balances 
accumulated abroad during the earlier period into gold and withdrew them. As the table 
shows, it may be said with truth that reparation and war debt payments collected from 
January 1925 till 1931 (amounting to about 2,262 million dollars) have, over the whole 
period, been received in gold, with the exception of about 7 42 million dollars, since the 
mcrease in the total gold stocks of these two countries derived from foreign supplies of 
gold during the period amounted to somewhat more than 1,500 million dollars. Had 
these two countries not received reparation and war debt payments, they would obviously 
not have been in a position to draw these sums of gold to themselves. No doubt a country's 
balance of payments is the combined result of all the factors entering into this balance. 
But if factors of an extraordinary character enter into the balance and if, in consequence, 
a surplus result, which must be settled in gold, then it is reasonable to conclude that these 
extraordinary factors are the cause of th1s result. Thus, it may truly be said that the 
payment of reparations and war debts has been the basic cause of this one-sided distribution 
of gold. In the normal course of international trade and in the absence of these abnormal 
influences, such a surplus in the balance of payments could never have arisen. 

" Reparation and war debt payments had, in fact, laid such an enormous burden on 
the gold-standard system of the world that it was impossible for this system to carry it, 
and therefore the system had to break down. 
. " It. may be aske~ why the strain did not prove intolerable until 1929. The answer 
11 that m the precedmg years Germany had been enabled to pay reparations, mainly 
because of the steady receipt of large loans from the United States. After 1928, there 

• Excluding gold delivered to the Central Banks from domestic hoards and from domestic gold production. 
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was a notable shrinkage in these loans, partly because the development of a stock-exchange 
boom within the United States itself kept resources in that country and even attracted 
them from other countries, and partly because Germany had practically exhausted her 
borrowing power and doubts were begmning to be felt concerning the safety of the loans 
previously made. With the falling away of these loans, reparation and war debt payments 
had to be made in gold. . . 

" Of course this abnormal movement could have been prevented if the countries 
ultimately receiving the reparations and war debt payments had been prepared to receive 
them in goods and services. But this they were not willing to do. In order to prevent a 
great invt>.sion of German goods, they· raised their Customs duties and took a number of 
other protectionist measures, not only against Germany, but against the rest of the world, 
thus preventing payments in goods even by way of triangular trade. 

" The breakdown of the gold standard must therefore be regarded as the combined 
result of the obligation to pay reparations and war debts on the one side, and the unwilling
ness of the receiving countries to receive payment in the form of goods and services on 
the other. 

" It remains to be explained why this huge accumulation of gold did not produce 
an increase in the supply of means of payment and therefore a rise in internal prices in 

· the receiving countries. According to the classical doctrine of the functioning of the gold 
standard, such a rise in prices would have been the automatic effect of the inflow of gold, 
and this effect would have checked the inflow and eventually caused a reversal of the 
movement. However, both in France and the United States, the gold was not used for 
any such purpose, but was simply buried in the vaults of the Central Banks. Not only 
was the level of prices of these countries not raised but was actually lowered as the price 
level fell in the rest of the world. 

" It is a widespread belief that the present crisis is merely a phase of a cyclic movement 
of business activity - a crisis, therefore, which has to be regarded as the inevitable result 
of the forces of instability assumed to be inherent in the present organisation of the world's 
economy. This belief stands in the way of a true analysis of the development that has 
led to the catastrophe in which the world is now involved. It prevents those who hold 
it from appreciating the real causes of these disastrous developments. We think it is of 
the highest importance to discard such vague conceptions and thus to clear the ground 
for an objective investigation of the present situation in the light of distinct and clearly 
traceable facts." • 

To put the matter very briefly, we hold that the fall in the general level of prices has been 
the fundamental cause of the present depression, and that that fall was the result of the 
obligation to pay reparations and war debts combined with the unwillingness of the receiving 
countries to accept payment in goods and services, so that payment had to be made in gold. 

II. THE OBJECTIVE OF MoNETARY Poucv. 

The second important issue on which we differ from our colleagues is the objective of 
monetary policy, They define this objective (paragraph 186) as " a relative, but not an absolute, 
stability of wholesale commodity prices as measured by their movement over a long series of 
years ", and they add that the measure of stability which they envisage is not inconsistent with 
slow movements of the long-term trend either upward or downward. We are not clear what is 
intended by the reference to relativity, but we understand that our colleagues would aim merely 
at restricting the range of short-term fluctuations of prices, and would not attempt to influence 
the long-term movement by monetary policy, though this seems hardly consistent with other 
parts o.f the repo.ri? which stress the desirability of economising the use of gold, the most potent 
factor m determmmg the course of long-term movements. But whatever may be the meaning of 
our colleagues' recommendation, we think it desirable to make it perfectly clear that, in our view, 
the pri~e obj~ctive o~ monetary policy should be stability in the general level of wholesale 
commodity pnces. It IS stated m paragraph 169 of the report that~· when the decline in prices 
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is due to im rovements in industry and agriculture which have lowered p~oduc~ion cos_ts, the 
decline in prkes is, on the whole, beneficial, for it is in this wax that the fr? .. ~s !If mdustnal and 
agricultural progress are made available to society as a ~hole ; an~ that 1t IS only wh~~ t~e 
attempt is made to sustai'l prices i'l th_e face of decreasmg productJ_on costs that d•~qu1hbna 
occur, for this encourages over-production and causes an accumulatiOn of goods, wh1ch results 
ultimately in a breakdown ". · . 

There appears to be some confusion in this argu~~~:e!It between the_general pr1ce level and !he 
prices of particular commodities or groups of commodities. No one Will deny that t~e lowermg 
of the costs of production of a particular com.modity shou!d tend to low~r the pnce .o~ ~hat 
commodity or that the maintenance of the pr1ce of a part1cular commod1ty at an artifiCially 
high level may lead. to _its over-product.ion. But t~is ~Ofi:Sideration ~oes not _apply. to the 
maintenance of stabihty m the general pnce level, wh1ch IS 1D no way mcompatJble w1th the 
fall or rise in the prices of individual commodities. 

We are aware that some economists would regard a gradual fall in prices as· beneficial if 
it is commensurate with an increase in the efficiency of the factors of production. But it seems 
to us that the arguments in support of this view, if valid at all, would apply only to a self-contained 
economy, which does not exist under modern conditions. We are concerned with world 
movements in prices which affect all countries on the same monetary standard, and the rate of 
growth of the efficiency of the factors of production varies widely from country to country. Under 
such conditions, the practical question is whether it is better for the world at large to keep 
commodity prices stable and let producing classes in the more rapidly progressing countries 
reap the benefit of their increased efficiency or to let prices fall fari passu with that increase in 
efficiency and thus to force a dislocation m the distribution o income in the less progressive 
countries. Our study of the economic effects of a fall in prices, in regard to which we are in full 
agreement with our colleagues, leaves us in no doubt that the former is the preferable alternative. 

The third main point of difference is the extent to which it is possible for monetary policy 
to achieve its objective, The difference here is to some extent one of emphasis and degree, for we 
are all agreed that monetary policy is not all-powerful and can be thwarted by political and fiscal 
policies. But the degree of potency that is attributed to the monetary factor is none the less 
Important. Our colleagues express the view (paragraph 183) that " it is neither possible nor 
desirable by the application of monetary policy to correct fluctuations in the price level due to 
non-monetary causes ". To take first the question of tossibility : it is clear from the context in 
which this passage occurs that it refers only to the Ieve of prices in terms of gold. In the case of 
a country which is on a paper standard, it is obviously possible by expansion of currency and 
credit to raise national prices to any extent, as so many countries in Europe have learned by 
bitter experience. To take a recent instance, the United Kingdom, since it went off gold, has 
maintained its wholesale price level considerably above gold prices and, in fact, at a much more 
stable level than the purchasing power of gold. In the case of countries on the gold standard, the 
factors at ~ork are es~ntially ~he same, though_more limited in their scope. Broadly speaking, the 
general pnce level IS determmed by the ratio between the supply of money (i.e., means of 
paY~fi:ent) and the demand. So long as supply keeps pace with demand, the price level will 
remam stable. The level may be dis~urbed by an alteration on etther side of the equation- i.e, 
~•ther (a) on the supply or monetary s1de or (b) on the demand or non-monetary side. The latter 
~s what we un_derstand our colleagues to mean by non-monetary causes. Now, so far as the ratio 
IS con~rned, 1t makes no d•~ference from which side of the equation the disturbance comes and, 
assummg that ~o~etar:y pohcy can control the supply, it is clear that it is possible, theoretically 
~t least, to ma_m?m pnces sta_ble. Th~ pow~r of any individual country to influence gold prices 
1s, of course, !•m•ted by_ practical c~nsJder~~:tiOns. It could not keep on the gold standard if its 
monetary pohcy were w1~ely at vanance With that of !he other gold-standard countries, but this 
only ~~~:eans that gold prices cannot b~ kept sta_ble Without co-operation between the principal 
c_ou_ntr•_es ~n _the gold standard, a desideratum m regard to which we are all agreed. Another 
hm1tahon IS 1m posed by the amount of gold available for monetary purposes but our colleagues 
do not base their argument on this limitation; in fact, it is expressly stated i~ paragraph 109 of 
~he report th~t the rapid decline in prices, which began in_ 1 ~29, ca~not be attributed to a deficiency 
~n the v.:orld s total sto_ck o~ l!lonetary gold .. When th1s IS ~dm1tted, i~ seems clear that, given 
mterna~10nal co-operation, 1t. 1s ~oth theoretically and practically possible to restore gold prices 
to a suitable level and to mamtam them stable at that level. 
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When we turn to the desirability of correcting fluctuations in the price level by the application 
of monetary policy, we find an equally profound divergence between our view and that of our 
colleagues. We have defined the objective of monetary policy as stability in the general level of 
wholesale commodity prices, we have tried to show that it is possible to attain that objective, 
and it follows that we hold it to be desirable to direct monetary policy to that end. We cannot 
endorse the view expressed in raragraph 134 of the report that .. attempts to control fluctuations 
in the general or average !eve of prices may accumulate strains within the price structure, and 
therefore cause deferred and possibly more violent paroxysms of readjustment eventually ". 
We believe, on the contrary, that a readjustment of industry, trade and of relative prices is likely 
to proceed with far less strain if fluctuations in the general level of prices are avoided, for such 
fluctuations necessarily superimpose upon the price structure the additional strain which arises 
from the consequent redistribution of incomes and from all the reactions which such redistribution 
has on production, trade and finance. 

We feel, moreover, that our colleagues are both unduly apprehensive of injurious effects 
from credit expansion and unduly mistrustful of the power of monetary authorities to control that 
expansion. We wish to dissociate ourselves from the implications of paragraph 176 of the report 
in which it is said, inter alia, that "measures taken to expand credit ••• may in some cases even lay 
the basis for a new expansion of credit which it may prove difficult to control". We can hardly 
believe that our colleagues intended to imply irt this part of the report that it may be impossible to 
control expansion of credit by appropriate monetary and budgetary policy. Such a conclusion 
would indeed come strangely from a delegation of the Financial Committee, seeing that, on the 
advice of that Committee, so many European currencies have been stabilised under the regis of the 
League, and the results have amply demonstrated that it is possible to get inflation under control 
even at an advanced stage. We lay stress on this point because we consider that it would be most 
undesirable for the monetary authorities to be deterred by the bogey of inflation from taking the 
steps necessary to check and reverse the disastrous fall in gold prices. In our view, the prime need 
of the world to-day is a concerted policy of expansion of credit by the principal gold-standard 
countries, and we see no reason whatever to fear that such a movement may be incapable of 
control. In particular, we wish to record our opinion that the attempts at present being made to 
expand credit in the United States are a move in the right direction. 

Ill. REMEDIES FOR THE PRESENT CRISIS. 

The fourth main point of difference between ourselves and our colleagues is in regard to the 
possible remedies for the present economic crisis. Seeing that we differ as to (a) the tauses of the 
crisis, (b) the objective of monetary policy, and (c) the possibility and desirability of stabilising 
prices by means of monetary policy, it was only to be expected that we should disagree regarding 
remedies. In this vital matter, the report offers very little guidance to a hard-pressed world. The 
general impression which it will give is that our disorders are the inevitable result of the war 
and of war and post-war inflation, possibly aggravated by the malignant infuence of some 
"business cycle ' , the nature of which is said to be not fully understood, and that it is useless 
and even dangerous to attempt to put matters right by the instrument of monetary policy. 

Our own recommendations are given in detail in our January report, from which we quote 
the ~ollowing : . · 

"We feel that this report would be incomplete if we did not summarise the salient 
conclusions that naturally follow from our analysis of the causes and effects of the recent 
aypreejation of gold. · We are the more impelled to to so because the very phenomena 
o the present depression, which we have reVIewed, convincingly demonstrate now urgently 
necessary it is that a concerted and well-thought-out plan should be prepared at the earliest 
possible moment for the restoration of the world's monetary affairs. 

" The gold standard, as an international monetary system, may be regarded as destroyed, 
owing to the inordinate appreciation of the purchasmg power of gold. There are still half 

· a dozen countries who mamtain the convertibility of their currencies into gold and may 
therefore be regarded as still being on the gold standard, but the functioning of that system 
is restricted to a comparatively small area of world trade. It is clear that the gold standard 
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in this restricted sphere is something quite differe~t from the gold standard ~s it existed 
before the war, when the general adheren~~ to this s~andar~ and a C<!mpara~ve freedom 
of trade gave it a certain measure of stability: The 1mJ.le~1ments to m~ernatlonal trade, 
which the abandonment of the gold standard m the m~Jonty of co_untn~ ~as produc~d, 
subjects the value of gold to ~he pos~ibility of ev~n Wider fluctuations I~ 1t~ J?Urcha~mg 
power. The truth is that an mternational economic system, as we knew It, IS 1mpo~sible 
without a tolerably stable international monetary system and, conyersely,. that an mte~
national monetary system is impossible without a tolerably stable mterna.tlonal eco!lom1c 
system. The absence of either must inevitably lead to a very substantial re~uctlon of 
production and trade which will make it imposs~ble for the wor~d. ~o s~pport 1ts present 
population and may even threaten the very e~stence of our C_I~satlon. 

" It must therefore be the aim of statesmanship to restore stability to both the monetary 
and economic systems of the world at the earliest possible time. 

" This postulates international agreement. No international ~onetary system is 
likely to command such wi~e support as the gold standard ; the restoration of that stand~!-rd 
therefore is probably more likely to be acceptable to the nations as a whole than the adoption 
of any other srstem. But to restore confidence in the gold-standard system, certain 
conditions are mdispensable. 

" The world catastrophe is due to the steep fall of commodity prices which it has 
experienced during the last ~wo years- that ~s to say, to th~ appreciation of money, whi_ch 
in a gold-standard system IS synonymous With the appreciation of gold. The countnes 
which have abandoned the gold standard were forced to do so, because the burden of debt 
had become unbearable, and a serious and increasing disequilibrium had developed between 
the level of wholesale commodity prices and other groups of prices, including wages. Those 
countries that still adhere to the gold standard, while for the time being able to stand the 
strain, are also undergoing a severe crisis for precisely the same reasons. The strain is 
increased in cumulative fashion by the progressive decline of international trade and, 
latterly also, by the almost universal breakdown of credit. 

" U the gold standard is once more to be restored as an international standard, the 
real difficulties of such a task must be clearly faced. 

" The first requisite for the restoration of the gold standard must obviously be the 
removal of the forces which have caused it to break down, and with which we have dealt 
in the earlier part of this report. . 

" But the removal of these forces will not in itself suffice. For re-establishing the 
gold ~tandard as a common standard of the world's trading nations, some essential conditions, 
relatmg both to the economic and the monetary side of the problem, have to be fulfilled. 
There is, ind~d, a great danger in premature restoration of the gold standard in one country 
or another Without sufficient safeguards for the stability of that standard. 

" The most important conditions are the following : 

" First : Some rel!-Sonable settlement of the reparations and war-debts questions 
must be effected, _and this settlement must be of such a character as to make it quite clear 
th~t (a) reparatlo~s and ~ar debts.can _be paid and the payments received, and (b) how 
this can be accomplished Without senous mterference with the working of the gold standard. 

" ~tcond : In internatio';Ial trade, conditions niust be restored to some degree of 
normality, at least so far that_1t may truly be said that foreign debts can be paid as a rule 
by ~n export of goods and serv1ces and that such export is not unduly hampered by increased 
tariffs or other protectionist measures. ·· 

" Third : There must be adequate assurance that what is sometimes called the 
~rules of the game' of the gold s~ndard will be observed - that is to say, that gold will 
be. allowed to move fr~ely_ and will not be unduly accumulated in any country without 
u':mg allowed t~ exercise Its no~al influence in raising the level of prices. No doubt 
of eU: rulfd re;1mde ~ thorough-gm!lg examina~ion, but it 1s already clear that a restoration 
the at:~rm \ ~ ~r tas a y;or!dWide system IS impossible if it is going to be subjected to 

a s ram o which 1t has been exposed in recent years. 
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" Fourth : The world must come to some agreement with regard to a gold-economising 
policy, involving a deliberate restriction of all monetary demands for gold, with the aim 
of preventing an unnecessary and indeed disastrous rise in the value of gold. 

" Unless these conditions are fulfilled, a general return to the gold standard is not 
possible, and, even if it were temporarily possible, it would be undesirable and dangerous. 
There would be a risk of further deflation and of a consequent aggravation of the present 
economic depression. It is pretty certain that countries which had returned to the gold 
standard without the necessary safeguards for its stability would soon be driven off it 
again. Thus the international ~old standard would not offer that security for international 
trade, the establishment of which is the very purpose of that standard. 

" The most effective measure that could be taken at the present moment in order 
to pave the way for a restoration of the gold standard as an international monetary system 
would be to raiSe the general price level in the gold-standard countries. If, as we believe, 
the recent fall in prices is the essential cause of the breakdown of the gold standard, a reversal 
of this disastrous movement is clearly desirable. Thus the objective should be the 
restoration of the price-level of 1928 or at least the raising of commodity prices to a level 
that would be in closer harmony with wages and debt-charges and the maintenance of 
stability at that level. Such a ra1sing of the price-level would not be open to the objections 
which attach to inflation in ordinary circumstances, because it would merely amount to 
a reversal of a previous process of P.ernicious deflation. If such a rise in gold prices were 
brought about by the countries still on the gold standard, a situation would be created 
in which it would be easier for the paper-standard countries to return to the gold standard. 
But, as has already been explained, such a step should clearly not be taken without sufficient 
safeguards for a rational treatment of the gold standard in the future. 

" At present, the monetary gold stocks of the world amount to a total of about 12 
milliard dollars. Of this sum, about 8 milliards represent the legal minimum reserves. 
Thus there is a surplus of 4 milliard dollars. Some peoyle point to the total of these reserves 
and say that such reserves disprove the existence o any scarcity of gold. It must be 
remembered, however, that the so-called surplus reserves are in fact the only reserves that 
really are at the free disposal of the Central Banks, the lel!al minimum reserves being 
immobilised and buried in the cellars of the Central Banks w1thout being of any practical 
use. The active gold reserves of the world can at the present moment 1>est be increased . 
. by abolishing all legal stipulations with regard to minimum gold reserves of the Central 
Banks. 

" In both the interim reports of the Gold Delegation it was suggested that these 
stipulations might be modified without in any way weakening the general credit structure. 
Since these reports were written, the situation has changed in many respects. The system 
of keeping a part of the reserves of the Central Banks in foreign exchange has become 
discreditea, and consequently there is likely to be a larger demand for gold for reserve 
purposes in the future. This makes it all the more necessary to economise the use of gold 
as far as possible. Moreover, it is an anachronism to maintain a gold reserve against 
notes under the conditions prevailinl! in most countries - i.e., when notes are not redeemable 
in gold coin and when therefore an mternal drain cannot take place (except in moments of 
panic, for the purpose of hoarding of bullion). The reserves in these altered conditions 
are primarily required to meet possible deficits in the balance of payments. The criterion 
determining the size of these reserves should rather be the amounts that are likely to be 
required for meeting demands on the Central Banks for foreign payments. 

" In view of these considerations we are of opinion that the legal regulations of 
percentage reserves should be abolished and that it should be left to each Central Bank 
to consider what amount of gold it thinks appropriate to meet the demands which are likely 

·to arise. · 
" If all nations, or at any rate the leading nations, could agree at once to take this 

step, the active gold reserves of the world would have been trebled and would therefore 
be amply sufficient to support prices at the level we have suggested. 

" If in this way the necessary freedom of movement is given to the Central Banks, 
it ought no longer to be beyond their power to accomplish a more reasonable distribution 
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of the world's monetary gold supplies, provided, of course, that the present politi~al causes 
of maldistribution are removed. Thus the way would be paved for the restoration of an 
international gold standard. · 

" Meanwhile we suggest that the _highly deyeloped countri~~ that. have been for~ed 
off the gold standard should aim at secunng a certam degree of stability of mternal purchasmg 
power for the paper currencies in which a great part of the world's trade has now to be 
carried on. U restoration of.the gold standard is to be the ultimate aim, this involves tasks 
the accomplishment of whic~ will require grea~ ~ffo~s and much time. An indispensable 
preliminary will be a certam degree of stabilisatiOn of the paper standards m terms 
of commodities. Without waiting for a solution of the gold question, therefore, those 
countries which are now on a paper standard must try to make the best of their situation. 
For this .Purpose, a collaboration between paper-standard countries is at present urgently 
to be deSITed. Each of the countries should make it its aim to give a certain stability to the 
internal purchasing power of its own currency. The fact that a country, under present 
conditions, has abandoned the gold standard should not be regarded as involving uncontrolled 
inflation. It simply means that the particular country found itself unable to submit to 
the deflation that had already taken place and still less to the further deflation that the 
gold-standard countries may have to experience as a consequence of their continued 
struggle for gold. A common declaration by the paper-standard countries that the objective 
of their policy is the stabilisation of their commodity price levels would be of great value 
and go a long way towards restoring confidence. 

" However, before adopting a policy of stabilisation, the paper-standard countries will 
find it necessary to raise their general level of wholesale commodity prices in order to 
re-establish a reasonable equilibrium between prices, wages and debt-charges. It will then 
be desirable to determine m advance what the final level of stabilisation is to be, and to 
make it clear that monetary and financial policy will be steadily directed to that end. 

" Assuming that a series of paper-standard countries had agreed on such a stabilisation 
scheme, the problem arises how they could attain mutual stability between their respective 
currencies. This problem can obviously only be solved if Great Britain takes the lead by 
a definite stabilisation of the internal purchasing power of the pound sterling. If this were 
done, the other countries could make it their programme to keep the rates of exchange on 
London stable. Their monetary policy would then practically be the same as it used to be in 
the pre-war history of the gold standard, when a gold-standard country only had to look to 
the stability of its sterling exchange. This programme would not therefore involve these 
countries in any new or experimental task. Assuming Great Britain to take the responsibility 
for the stability of the purchasing power of the pound sterling, we could reasonably expect 
the new paper-standard system to work well. · 

" For the success of this plan it is essential to restore freedom in foreign exchange 
dealings. This should also apply to dealings in exchanges for· forward delivery, and such 
dealings should be actively supported by the Central Banks. 

" By co-operating in the plan outlined above, the paper-standard countries would 
doub~less be able to create an international monetary system based on principles so sound 
that It would soon acquire the necessary confidence and thus furnish the basis for the 
development of a new prosperity. This is probably the best way of preparing the ground 
for a general return to the gold standard." 

It will be seen from the above that the immediate measures which we consider necessary 
to restore the world's economic well-being fall under four main heads : 

1. An early settlement of the question of war debts and reparations ; 
2. The removal, as far as possible, of restraints on international trade ; 
3. .A con.certed attempt by the principal gold-standard countries to restore wholesale 

commodity pnces, as measured in gold, to the level prevailing in 1928 ; and 
4. A similar attempt by the paper-standard countries, under the leadership of sterling 

to stabilise their internal price levels. ' 
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The third of these measures is largely dependent on the first two, and may therefore take 
longer to accomplish, but events are moving quickly, and, if the Governments concerned cannot 
agree on a solution of the reparations and war-debts problems, they will soon be driven to yield 
to the inevitable logic of economic forces. The countries which have claims to reparations and 
war debts will be forced either to remit them or to accept payment in goods or services, because 
their debtors will be unable to obtain the gold required to discharge their debts. Already the 
receiving countries have accumulated most of the available monetary gold in the world, and, 
when they have got it all, if they still demand payment in gold, their debtors will have to buy 
gold from them to pay their debts, and will only have goods and services to offer in exchange 
for the gold. But long before this point is reached, the resultant deflation will have produced 
a still further fall in gold prices, and the strain on the world's economy, which is already hardly 
tolerable, will have reached breaking-point, not only in the debtor countries, but also in the 
receiving countries. We again urge therefore the vital necessity of an early settlement of this 
question. 

· Meanwhile the paper-standard countries might do much to restore more stable conditions 
to a large part of the world. Having cut themselves free from a degenerating gold standard, they 
have regained a large measure of freedom and need no longer allow their internal price levels to 
be dragged down by the continued fall in gold prices. As we pointed out in· January, mutual 
stability between their respective currencies can only be secured by a common policy of internal 
price stabilisation. If Great Britain will give a lead, as we have suggested, by a clear declaration 
of its policy, including the level of commodity prices at which it proposes eventually to stabilise 
the value of sterling, we may expect to see a growing measure of stabilisation among the countries 
whose currencies are at present more or less closely linked to sterling, and probably the accession 
of a number of other countries to the sterling area. The parts of the world on a sterling standard 
would comprise a larger area and population and a greater volume of trade than the countries 
remaining on the gold standard. In this large sterling group there would be mutual stability 
of exchange and conseguently greater freedom of trade, and to that extent it could afford to 
disregard fluctuations m its exchanges with the gold-standard countries. · 

In this connection we think it desirable to add that we do not endorse without qualification 
the statement in paragraph 45 of the report that " at the present stage of world economic 
development the gold standard remains the best available monetary mechanism". We would 
only go so far as to say that the gold standard is the best mechanism if properly managed. As 
indicated in our January Report, we only advocate a general return to the gold standard if and 
when there is adequate assurance that the " rules of the game " will be observed. 
· In conclusion, we desire once more to emphasise the extreme urgency of remedial measures 
in the present world crisis. When the Delegation met in January last, we were so strongly 
convinced of this urgency that we felt constrained, contrary to the views of our colleagues, to 
submit a report to the Chairman and to ask that it should be made public at the earliest possible 
moment. Since that report was written, the process of deflation has continued at an accelerated 
rate and in consequence the economic situation of the world has still further deteriorated with 
alarming rapidity. The wholesale gold prices of commodities have fallen by 7% per cent and there 
has been a further drastic curtailment of world production and of international trade. The 
continued fall in prices has stimulated protectionist measures and given rise to various devices 
for controlling the foreign exchanges. All these restraints on the international movement of 
goods tend to force payment in gold, and thereby to produce further deflationary effects, which 
are only aggravating the evil. It may truly be said that international trade is being gradually 
strangled to death ; if the rrocess continues, millions of people in this economically interlocked 

. world must inevitably die o starvation, and it is indeed doubtful whether our present civilisation 
can survive. 
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MEMORANDUM OF DISSENT 

By Professor Gustav CASSEL. 

After having carefully st!ldied the final report. of the qol? J?elegation, I !ind !t impossible 
for me to sign this report. Right and wrong are ~Ixed up m. It m such a beWildermg way that 
it is extremely difficult to state all the reservations to which an endorsement of the report 
would be subject. Important work has hindered me from taking part in the last meeting of the 
Gold Delegation, and I have therefore ~een u~able to enter upon a detailed criticis~ of the 
final report. Some of my colleagues, Sir Regmald Mant, M. Albert Janssen and Sir Henry 
Strakosch have undertaken such a criticism in a note which I think to be of great value. With 
the gener~l views of these members of the Delegation, I am in complete accord. 

Although I very much appreciate much of the research work of the delegation, I strongly 
feel that the whole matter ought to have been presented to a world in the utmost distress in 
such a way as to let the essential features of the gold problem stand out in full clearness. Since 
the appointment of the Gold Delegation, actual developments have brought two questions into 
the foreground : the first is the cause of the breakdown of the world"s gold-standard system ; 
the second is the possibility of a restoration of an international monetary system. It is necessary 
now to concentrate upon these two questions. 

The way in which the Gold Delegation presents the causes of the breakdown of the gold 
standard seems to me entirely unacceptable. What we have to explain is essentially a monetary 
phenomenon, and the explanation must therefore essentially be of a monetary character. An 
enumeration of a series of economic disturbances and maladjustments which existed before 
1929 is no explanation of the breakdown of the gold standard. In fact, in spite of existing 
economic difficulties, the world enjoyed up to 1929 a remarkable progress. What has to be 
cleared up is why the progress was suddenly interrupted. A minority of the Gold Delegation, 
including myself, presented in January of this year an analysis of this question, which gave 
a clear exposition of the principal lines of causation of the breakdown of the gold standard. 
I still think that this exposition ought to have formed the basis for the report of the Delegation. 

It may be desirable that I should, on this occasion, very briefly summarise my views. 
It had been made clear during the course of the last decade that the gold standard could 

be maintained only by the aid of a systematic gold-economising policy aiming at such a 
restriction of the monetary demand for gold as would prevent a rise in the value of that metal. 
To a certain extent, this programme had been carried out with the most beneficent result. 
From 1928 onwards, however, this policy was completely frustrated by extraordinary demands 
for gold which brought about a rise in the value of gold of unparalleled violence. The funda
mental ~a'!se was th~ claim of .reparations a~d war debts, combined with the unwillingness ~f 
the receiVIng countnes to receive payment m the natural form of goods and services. This 
underlying cause became effective when France, in 1928, entered the gold-standard system 
and began to draw gold to herself on a large scale, and when, at the same time, America ceased 
that export of capital which previously had served to maintain equilibrium in her balance of 
payments. The consequence was such a drain on the gold reserves of other countries as to cause 
the breakdown of the international gold-standard system. The sudden increase in the value 
of gold meant a ~orresponding fai_I ~f the gene~allevel of_com'!lodity prices, the effect of which 
y;as a ~eneral distrust and .unwillingness ~o mvest saVIngs m production and a widespread 
mcapaci~Y of debt<_>rs - pnvate and pubhc - t_o me~t their obligations, causing a further 
destruction. of confidence. ~~ the fall m comiJ!Odity pnces was felt in the different trades as 
a result. <_>f Increased competition, a general desire to pro~ect o~eself against this extraordinary 
co~petJtio~ arose and led to a wave of ultra-protectwmsm, with the most destructive effects 
on mternatJonal trade. 
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This, in a few words, is the true exposition of what has happened and of what, in a period 
of some years, has brought the world's economy to a crisis threatening to develop into a complete 
catastrophe. In such a situation, it is of the utmost importance that the world should see 
clearly what are the essential causes of a development leadmg to such disastrous effects. This 
is, of course, particularly important if we want to find a way out of the muddle. The analysis 
here given proves that reconstruction work must begin with a restoration of sound monetary 
conditions. 

Turning our attention to this problem of the future, we have first to observe that the value 
of gold has become exposed to so many incalculable influences that it is impossible now in any 
true sense to speak of gold as a fixed standard of value. The destruction of the old gold-standard 
system has, in fact, gone much further than a temporary abandomnent of the gold standard by 
some few countries would denote. We are faced actually with the complete destruction of the 
essential quality that made gold an acceptable standard of value for an international system of 
money. It is necessary to keep this fact in mind, if we want to form a clear judgment on the 
possibility of a restoration of an international gold standard system. Such a restoration would, 
at any rate, require the fulfilment of a number of essential conditions, among which the following 
should be mentioned here : a great reduction in the value of gold, a radical redistribution of the 
world's gold reserves, the resumption of a systematic gold economising policy, cancellation of all 
claims on reparation and war-debt payments, definite guarantees against the repetition of such 
extraordinary demands for !!old as have occurred during the last few years and, finally, restoration 
of a reasonable freedom of mternational trade and of international capital movements. 

Whatever the prospects of such reforms may be, it seems quite clear, at the very best, several 
years must elapse before a restoration of an international gold-standard system can be seriously 
contemplated. Any premature attempt to use an occasional opportunity for a formal restoration 
of the gold standard, without the necessary safeguards for its stability, would be extremely 
dangerous and must be expected to lead to new disasters. If we want to construct a new gold
standard system, we inust take care that the foundations are laid with sufficient solidity. 

In the meantime, we have to make the best of our existing currencies. The countries off the 
gold standard have to secure the greatest vossible stability for the internal purchasing power of 
their paper currencies. Before doing th1s, however. they must first raise their price level at 
least some half-way up to the price level of 1929. Thereafter, the stabilisation should be carried 
out. In order to secure the greatest possible stability to the exchanges between the paper 
currencies, it seems necessary that Great Britain should take the lead with the aim of creating a 
" Sterling Group ". The different currencies of this sroup should be regulated so as to remain in 
a certain parity with sterling. Within such a " Sterling Group", it would be possible to develop 
a sound international trade of some stability. · · 

For the countries remaining on the gold standard, the most urgent aim is to force down the 
value of gold. They could do this themselves by reducing their monetary demands for gold, and 
the paper-standard countries could contribute to that end by selling gold which they have no 
longer any reason to keep. 

It is an open question whether it will be possible in the future to restore the gold standard as 
an international monetary system. It is quite possible that the difficulties will prove insuperable, 
and that the pa.Per-standard system will attain such a stability as to become generally acceptable. 
Even if we beheve in the restoration of the gold standard, and are prepared to make the most 
serious efforts and sacrifices to this end, the creation of a group of paper standards of the highest 
possible stability is a preliminary stage which cannot be omitted. For the moment. the paper 
countries must concentrate their attention entirely upon this aim. Their agreement on such a 
policy would at once open possibilities for a new development of trade and production and should 
therefore be the most Immediate concern of the economic policy of these countries. 

From this analysis, it is clear that the problem of monetary reconstruction has now taken an 
aspect which places it far beyond the domain of the questions which the Gold Delegation was 
called upon to examine. The world's monetary problem will henceforth have to be discussed on far 
broader lines. 
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Anoexe. STOCKS liO:'IODIAUX D'OR liO:\'ETAIIlE, exprim~s en millions de dollars. 
Pour observations generales et renvois, voir pages 35-37 et 62-65 • 
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.. -'- XU.WJe %D. 19!17 :m,, ... 

... _ : I ::-1 - 1"-...,. - - I . --- .... ...... -- .... ...... - .,_ ToW ~I d'OI' --· """' -- """' ·- -- """' Oold .... .... ..... - ...... ...... ...... 
------ I 

I I I I t 
APRIQUB, I I 

Congo bclgt" . . 1 - 1 1 - 1 I 1 - ! 
1 1 - 1 

Egypte 17 - 17 18 - : 18 . 19 - 19 18 - 18 . . . I Maroc • . . - - - - - - - - : - s - 3 
l'nion Sud-Africaine . . 48. • 12 60 47. • 18 65 50. 0 16 66 48' •sa 81 

Total .. 66 •u 78 66 • 18 84 70 • 18 86 70 • 83 101 

JQUE nu NoRD. 

Canada 1 • ...... . 226 - 226 230 - 230 229 - 229 191 - 191 
£tat5-Uois d'Amertque . . 3,985 I 414 4,399 4,083. 409 4,492 3,977 1 402 4,379 3,746 I 395 4,141 

Total . . . . 4,111 414 4,626 4,318 409 4,721 4,100 402 4,608 8,937 396 4,831 

ERIQUE nu Sun. 

Af'liCtntine . . . . . . . 436. 23 459 436. 23 459 481. 79 540 473. 146 619 
Bolivie. . . . . 8 - 8 9 - 9 9 - 9 8 - 8 
HrkU . . . . . . . 54 - 54 56 - 56 101 - 101 149 - 149 
ChiU. . . . . 34 2 36 10 2 12 7 2 9 7 2 9 
Colombie: . . . 15 2 17 18 3 21 20 3 23 24 3 27 
Equateur . . 5 - 5 5 - 5 2 - 2 1 - 1 
Paraguay . . . . . . 3 - 3 3 - 3 3 - 3 1 - 1 
Pforou •• . . . . . 21 1 22 21 1 22 23 1 24 21 1 22 
l.'rui(Uay . . . 57 1 58 57 1 58 68 1 69 72 1 73 
\'cnczuela . . . . . . 16 - 16 15 - 15 16 - 16 18 - 18 

Total . 849 19 678 630 30 680 710 86 796 774 163 917 

ERJQUB CE.NT1LU.E, )fExJQUB 
ET ANTu.I.Es , . . . . 29 • 122 I 151 18 e 136 I 154 17 • 154. 171 14 e 166 I 180 

Total de I' Am~rlque . 4,889 • 616 6,464 4,961 • 676 6,636 4,938 • 642 1,676 4,726 • 714 8,439 

A SIB, 

Etabll1wment des ~troits . 2 - 2 2 - 2 2 - 2 2 - 2 
lnde (brltannique) • . . 109 - 109 109 - 109 119 - 119 124 - 124 
lndrs neerJandaises . . . . . 74 - 74 75 - 75 72 - 72 68 - 68 Japoo • •• . . . . . 576 - 576 562 - 562 542 - 542 541 - 541 Philippines . . . . 3 - 3 3 - 3 3 - 3 3 - 3 
Turquie • . . . . . - - - - - - - - - - - -

Total . . . . . 784 - 764 761 - 761 738 - 738 738 - 738 

'.II. s. s .• . . . . . . . . 94 - 94 84 - 84 97 - 97 92 - 92 

E caon (sans U. R. s. S.). 

Albanle . . . . . . . - • 5 5 •5 5 • 5 5 •s 5 Allrmagn~ •: - - -. . . 303 • 13 316 452 • 12 464 480 •n 471 666 • 10 676 Autriebe •• . . . 2 - 2 7 - 7 12 12 24 - 24 liriKtque • -
BulK&rie • 

. . . . . . . 53 - 53 86 - 86 100 - 100 126 - 126 
naorrnark 

. 8 - 8 8 - 8 9 - 9 10 - 10 . . . 56 - 56 56 56 49 49 48 - 46 I>antzlK • - -
E•P.Kne • 

. . . . . - - - - - - - - - - - -
1".-.tonie • 

. . . 490 - 490 493 - 493 502 - 502 494 - 494 . . . . . 3 - s 3 3 3 3 2 2 }inlaade - - -. ... . . . 8 - 8 8 - 8 8 8 8 - 8 '"\ 
• . 

F..atinbtloa ou ch.Jffre provt.ol.re. 
• Estimate or provisional figur\t 
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AnneL MONETARY GOLD STOCKS OF THE WORLD, I (OOO,OOO's omitted}. · 
For general observations and detailed notes, see pages 35-37 et 62-65. 

lUI. 1100 lUI. liJit ........ xu. 1111 I .. _ I - - ....... 
-.::- i - -- _ .. _ -· - -·-- - --·- ....... - ....... -..... _ -- I --i I 

AFRICA. 

- 1 1 - 1 1 - 1 2 &lglan Couao. - 111 20 - 20 21 - 21 :.I Egypt. - 3 3 - 3 3 - 3 4 Morocco. 
• 32 78 41' •34 75 36' •M 70 43' Uulou of South Africa, ... 101 t6 ... .. 81 . .. •• 70 Total • 

Noam AIIBRICA. 

- 151 194 - 194 157 - 157 144 Canada'· 
334 4.28' 4,225• 368 4,593 4,593. 863 4,956 4,0S1 • u. s. A. 

1M 4,DI 4,UI 868 4,787 4,760 ••• . 1,111 4,195 Total • 

SoUTH AluuuCA. 

40 445 411• 9 420 349' 8 358 252. Argentine. 
- 5 2 - 2 2 - :.1 :.1 Bolivia. - 150 11 - 11 - - - - BrazU. 

1 9 8 1 9 8 1 II 8 Chile. 
2 24 17 2 19 10 2 12 II Colombia. - 1 1 - 1 1 - 1 1 Ecuador. 

- 1 1 - 1 1 - 1 1 Paraguay. 
1 22 18 1 19 18 1 17 12 Peru. 
1 69 61 - 61 58 - 58 53 Uruguay, 
- 18 15 - 15 15 - 15 15 Venezuela. 

46 744 646 18 168 460 II 478 168 Total. 

··162 1 179 11 •tss • 166 10 •tso• 160 10 MExiCO AND C..UUSBBANo 

• 691 6,168 4,171 •las 1,611 1,110 • 611 1,746 4,668 Total America. 

. AsiA • 

- 2 2 - 2 2 - 2 2 Straits SetUemeuto. 
- 128 128 - 128 151 - 151 162 India 
- 56 56 - 56 46 - 46 45 Duteb. Eaat IDdlel. - 542 413 - 412 424 - 424 234 Japan •. - 8 8 - 8 8 - 8 8 Pblllppillel. 
- - - - - - - - 4' Turkey. 

- 711 801 - 801 818 - Ill 460 Total, 

- 147 249 - 249 261 - 261 328 U.S.S.R. • 

Eu:aora (.,...l, U.S.S.R.). 

•5 5 - •5 5 - •s 5 1 Albania. 
"II 569 544 •8 552 854 •s 359 251 Germany•. 
- 24 so - 30 so - 30 27 Austria. 
- 163 191 - 191 200 - 200 854 Belgium. 
- 10 11 - 11 11 - 11 11 Bulgaria. - 46 46 - 46 46 - 46 39 Denmark. - - - - - - - - 4 Danzillo 
- 495 471 - 471 468 - 468 434 Spalu. - 2 2 - 2 2 - 2 2 Estonia. - 8 ~8 - 8 8 - 8 8 Fiulaud. 

1 Esttmallnn m11 ,.,..,.,_ ---~·-•- e Rdltn•f• I'll' Dl'ftwi•lnlllll lhrtiN. • 
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Aonexe (suile). Stocks mondlaux d'or monetalre, exprimes en millions de dollars. 

xu. Jill XD.IIOO xu. 11117 XII.lt'.ll . 
.. - .. _ .._ .. _ - --.... - -- .... -- .... ...... .... -- .... ...... ...... ...... .,.,.. ToW ...... ...... ...... ...... .,.,.. ...... ...... 

Gold ..... ..... Gold ...... ...... ...... ...... 

EUROPB (sam U. R. S. S.) (1ullt). . 
800" 178" 978 soo•• 178" 978 799 t7s•• 977 1,247 24" 1,271 France. . . . . . . . . . 13 15 15 7 - 7 IS - 13 13 - -Grke • . . . . . . . . 

10 10 30 - so 34 - 34 35 - 35 Hongrie • . . . . - 239 239 266 266 . . 
221 221 223 - 223 - -Ita lie . . - 5 5 5 

. . . . . 
5 5 5 5 - -Uottonie . 5 - -. . . . . . 

3 3 s - 3 s - 3 s - 3 UthuanJe . . . . . - 39 39 39 39 . . 
39 39 39 - 39 - -Norvfoge. . . . . . - 180 161 •15 176 175 • 15 190 Pays-lias. . . . 178 •tt 189 166 • 14 

70 70 
. . . . 

26 26 27 - 27 58 - 58 -Pologne • -. . . . . . . . 
11 9 - 9 9 - 9 9 - 9 Portugal . 11 -. . . . . 

46" 46 4711 - 47 48" - 48 49" - 49 Rourwmie -
R'1:_ume-U~. et . itai llbr~ 

814 735 • ltOS• 845 742 •1oou 842 746 • 9()11 836 "lrlaode ••• 704 •ttou . . 
62 60 60 62 - 62 63 - 63 SuMe. 62 - -. . . . . .. 

• 3911 139 103 • 36" 139 90 • 5111 141 91 • St•• 142 100 Suisse . . . . . . 
27 30 30 34 - 34 TchkosJo"vl;~e· 27 - 27 27 - -. . . . . 

15 15 17 17 17 - 17 18 - 18 Yougoslavte . . . - -
; 

Total . . . . . . . 1,171 • 888 1,641 1,406 • 170 8,776 8,604 • 848 1,861 4,146 • 180 4,426 . 

O<:UNm. 

Australle ••. . 128 151 279 107 . . . . 
Nouvdle-Z~~d~ •i 34 - 34 34 . . . . . 

Total . . . . . . . . . 189 161 811 141 

Total g~Ual. . . . . . . 1,148 lo 1,001 10,144 8,408 

• Estimation ou chltfre provtsolre. 

NoTB ofmERALB. 

Les sommes lndiquees sons Ia rubrique Reserves 
representent, en principe, tout !'or que possedent 
efiectivement les Banques d't'mission et les 1 reso
reries, y compris, le cas t'cheant, les montants de 
faible importance, qui ne servent pas le!!alement 
de couverture dPs billets et autres exigibilites A 
vue. L'or 1 earmarked • A l'etranger est toujours 
compris dans le chifire du pays pour le compte 
duquel eel or est ainsi reserve, et exclus du chiiire 
lndique pour le pays ou il est depose. 

En regie generale Ia nature des aulres stocks d'or, 
dont les chiflres sont donnes pour certains pays, 
est indiquee dans les notes detaillees ci-apres. Dans 
le cas des pays au sujet desquels II n'y a pas de 
note speciale, les sommes indiquees sous cette 
rubrique representent l'or en circulation, y compris 
l'or detenu par les banques commerciales. Sauf 
dans le cas des pays de I' Amerique du Sud et de 
I' Australie, pour lesquels les 1 autres stocks • se 
rapportent exclusivement aux stocks d'or enre
Ristn's des banques commerciales et autres insti
tutions simllaires,les montants indiques constituent 
plutOt des evaluations·. Les totaux sont d'ailleurs 
evidemment lncompleta car l'or thesaurise en Asie 

125 232 105 115 220 109 114 223 
- 34 34 - 34 32 - 32 

126 208 138 116 264 141 1U 208 

1,088 10,401 t,481 1,111 10,101 10,011 1,041' 11,061 

• Estimate or provisional figure, 

GENERAL NOTE. 

The sums shown under the heading Reserves 
represent in principle all the gold in the actual 
possession of Banks of Issue and Treasuries, in
cluding such minor amounts, if any, as do not 
legally serve as cover for notes or other sig\'t 
liabilities. Gold held under earmark abroad is m 
all cases Included in the figure for the country for 
whose account it is earmarked and excluded from 
the figure for the country where it is deposited. 

The character of the Other Gold Stocks shown for 
certain countries is In most cases indicated in the 
detailed notes below. In the case of those countries 
for which special notes are not given, the sums 
shown under this heading represent gold in circu
lation Including gold holdings of commercial banks. 
Except in the case of South American countries 
and Australia where other stocks relate exclu
sively to recorded gold holdings of commercial 
banks and similar institutions, the sums shown are 
rather of the nature of estimates. The totals are 
admittedly incomplete, ~ gold hoards in Asia and 
Africa are left entirely out of account and hoards 
not accounted for are known to exist, or to have 

• 
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Anner (continued). Monetary Gold Stocks ol tbe World, 1 (OOO,OOO's omilt~d). 

' lUI.- lUI.·- VI. lNJ :1.0. JNl 

-

. 

..... ·- ...... ......, 
It- lll.oGbd'• ToW -- ......... 

ToW -- ....... 
ToW ---· .,.... -- ...... -- .,_ --Gold- ........... GoldiKoUI 

EUROPB 
(e:r.cl. U.S.S.R.) (cont.). 

1,631 10 .. 1,641 2,0119 - 2,0119 2,211 - 2,2tt 2,683 Franee. 
8 - 8 7 - 7 8 - 8 u Greece. 

29 - 29 29 - 29 20 - 20 18 Hungary. 
273 - 273 279 - 279 283 - 283 296 Italy. 

5 - 5 5 - 5 5 - 5 8 Latvia. 
4 - 4 4 - 4 4 - 4 5 Lithuania. 

39 - . 39 39 - 39 39 - 39 41 Norwa1. 
180 • 15 195 171 0 14 185 200 • 15 215 357 Nether aDds • 
79 - 79 63 - 63 64 - 64 67 Poland. 
9 - 9 9 - 9 9 - II 13 Port uRal. 

55 - 55 55 - 55 63 - 53 58 Roumanla. 

7U • so•• 791 722 •7()11 792 800 • 65" 865 590 
United Kingdom and 

Irish Free Stale. 
66 - 66 65 - 85 64 - 64 55 Sweden. 

tt5 • 36" 151 133 • o&211 180 162 • 45" 207 453 Switzerland • 
37 - 37 46 - 46 46 - 46 49 Czt>ehoalovakta. 
18 - 18 19 - 19 27 - 27 31 Yugoolavla. 

f,687 • 161 4,711 11,061 • 189 1,191 1,111 • 181 1,1n 6,864 Total, 

0c•ANJA. 

89 96 185 75 - • 75 74 - 74 51 Australia 11• 

28 - 28 29 - 29 29 .- 29 28 New Zealand "· 

117 •• Ill 104 - 104 101 - 101 79 Total. 

10,898 • sa 11,171 11,047 • 709 11,768 11,881 • 896 11,078 11,641 Grand Total. 

• EatlmatloD ou chlffre provlsolre. 

et en Afrique est entierement laisse en debors des 
evaluations, et on sait egalement qu'il y a, ou qu'il y 
avail, de l'or amasse par le public dans d'autres par
ties du monde et dont on n'a pas tenu compte. C'est 
qu'il est impossible d'evaluer avec une precision 
raisonnable ]'importance de cette thesaurisation. 

Jusqu'au milieu de 1931, on a asslste lt une 
concentration graduelle d'or provenant des • autres 
stocks • (y compris certains de ceux dont il n'est 
pas tenu compte dans Ie tableau) dans Ies reserves 
centrales d'or. Toutefois, une tendance contraire 
s'est manifestee au cours du second semestre de 
l'annee, Ia crainte de pertes sur les placements 
ayant entralne, dans certains pays, une nouvelle 
thesaurisation dans de tres grandes proportions. 
Malgre un certain declin dans Ia consommation 
industrielle d'or nouveau et une augmentation con
siderable de Ia production mondiale de I'or, t>t 
egalement en depit du fait que des quantites tres 
importantes d'or en provenance de stocks th~sau
rises dans l'Inde et d'autres sources non monetaires 
sont devenues disponibles pour l'usage monetaire, 
le montant total des reserves centrales d'or a. 
ellectivement baisse entre Ia fin de juin et Ia fin 
de decembre 1931. Comm~Am Ignore le montant des 
nouvelles thesaurlsatiolft · dans les divers pays, 
aucun chilJre pour lei • a.utres stocks • n'est donne 
pour Ia fin de 1931; 

• Estimate or provloloaal fit!Ure. 

existed, also In other parts of the world. These 
hoards, however, cannot be estimated with any 
reasonable degree of accuracy. 

A gradual concentration of gold from other 
stocks (including some of those not accounted for 
In the table) Into central gold reserves was taking 
place up to the middle of 1931. This tendency 
was, however, reversed In the second half of that 
year, as fear of Investment losses has led to new 
hoarding on a very conslrl.erable scale In certain 
countries. In spite of a decline In the Industrial 
consumption of new gold and a considerable in
crease In world gold production, and although very 
important amounts of gold from Indian hoards and 
·other non-monetary sources became available for 
monetary use, total central gold reserves actually 
dropped between the end of June and the end of 
December 1931. As the amount of the new hoard
Ing in the various countries Is unknown, no figures 
for other stocks are given for the end of 1931. 
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• r 'nion ~'iud.afrlminf'. - Y comprls l'or dftt>nu en Rhod~le 
•t danl 1~ Sud·OuHl africain par les suceur~alel del banquet 
df' I' Afrique du Sud. Dam lea statlstiquea officlelles, on ne fait 
pas df' dtstlnctlon eontrr l'or et les pikes dlvlsionnalres en ee qui 
conc:rmf' lf'l rMrrves d~tenues en dehon de l'Union. Toutefois, 
aux. fins du "PMtenl tableau, on a "'alut~ eet or sur Ia base 
dr Ia pro]JOrtlon qui exlste entre l'or et les pikes divisionnaires 
dana let reserves detenues 8 l'intaieur de !'Union.. 

I Canada. - y eomprls )'or d~tenu a 1'6tranger pa~ les 
• Chartered Banks • (qui sont des institutions 'mettant dH 
blllrh de banque), abut qu'une foible proportion de monnales 
divbdonnaJres qui ne sonl pas lndlquOOs ~parernent des r~rvea 
det•nurs par ces banques 8. I'Jnt~rieur du pays. 

• .f:tats-Uni• tr Ambique,- Y compris l'or d6tenu en eontre
partte des eertifieatJ"'()r. 

• Argrnllnt. - Y eomJ)ris t'or eonserv6 dans Ieos Mgations 
al'J(PntJnes a l'~tranger, mals non eomprls l'or d~teonu ttar la 
• Banco de Ia Nacl6n ., qui n'est pas une banque d'~m1sslon. 
L'or de eette banque figure sous Ia rubrique • autres stocks •· 

• Me:riqut, Amlrique Cmlrale et Antilles. - Evaluation de 
Ia circulation d'or (Y compris l'or dans les banques commerclales) 
prlncipaJement au Mexique et a Cuba. 

• Japon. - Stocks d'or d~tenut 8 l"int6rieur du pays par Ia 
Ranque du Japon et le Gouvernement. On crott que les stocks 
d'or jRponais detenus 8 1"6tranger 6taient as!IPZ Important& au 
coun df'l pnmi~res annM de Ia pt!lriode envtsagee, mail lf'l 
atatistiques existantes ne lei teparent pas des autres avoin · 
ftrangen. 

' Tfll'qult. - R~rve-or de Ia nouvelle Banque centrale 
de Ia Rlpubllque, qui a eommenc6 1e1 ol*'ationa en octobre 
1931. 

• linion du Rtpubliquu IOVitlisle$ aodalfsla. - Au eoun 
de- Ia ~lode en\'isagee, dt"S tJUantit~ tmportantes d'or rus"e 
ont et6 eKportflea ou mises en gage a l'etranger. On ne peut pas 
eonciUI'f' des renselgnel])(>nb dont on dispose st, et dans quelle 
mesun, cet or s'6t incorpor6 aux reserves des autres pays tout 
en continuant a Ogurer d.anJ lea chUJrea des reserves russes. 

• .Allunagnf!, - Les • ftserves • eomprennrnt, en plus de 
l'or de Ia Reichsbank, l"or detenu par lea banques dites Priual
ntlknbank~n. Les chiflres tndiqu#!s sous 1 autres stocks d'or • 
eon 1925 reprewntent le montant total d'or achete au public 
par Ia Re-lch111bank ~ndunt Ia phlode 1925-1931. Ces achats 
flgurent dans les rapports de Ia Banque en plus des importatiom 
d'or en AIIPmagne. Etant donn6 que Ia 8anque n'a proc6d6 
pendant cette pertodP a aucune ve-nte d'or a l'lnt~rlenr du pays, 
sl u n'eo!lt pour des buts lndustrieh, on JN"ut admettre que tout 
l"or aJD.II acbet~ eoxistalt en AllemnfUle en drhon des banques 
d'fm.l:nlon en 1925. PPndant Ia seule ann~ 1931, Ia Reichsbank 
a achete plus de 8 millions de dollan d'or provenant des stocks 
nationaux, on a admis que Ia plupart de ces achata avaient 6t6 
•n~tues au coun de Ia aeconde moiti6 de l'ann~. Les chillres 
indiquH excluent pour toute Ia ~riode de l'or Qld peut encore 
avoir exlste en debon des banques d'Wi.qion a Ia flo de 1931, 
et peuvent par eoo.Hquent Atre trop bas. 

11 Franu. - En 1925 et 1926, le chiflre lndiqu' pour Ia 
r6serve comprenalt une somme de 89 millions de dollars d'or mis 
f'D gage a l'fltranger. Cet or, bien qu'U n'etalt pas inclu dans 
Jn stocks d'or des autres pays, ne constituait pas une 
rkrrve 1 libre • de Ia Banque de France. II a ete liber6 en 1927. 
La somme lndiquM pour les • autres stoc-ks d'or • en 1925 
rrp~nte le montant apJ)roximatU des anciennes pi~es d'or 
ach('tfles au public. en France, par Ia Banque centrale, au coun 
dr Ia J*rlode 1926-1930. On admet que Ia totalit6 de eet or 
n:i,.talt en France en 1925,. La diminution aubs~uente dPS 
cb•n.-. lndiquf:s reflete ainsl une concentration de l'or de Ia 
1 cireulation • dans Ia reserve centrale. L'or ellectivement reUHI 
au eoun de 19".l6 et ur.n n'a 616 lncorpori dans Ia reserve 
onlclf'lle qu"en 1928. Jusqu'a ladite annee, 11 est done malntenu 
MJut Ia rubrlque 1Autrea stocks •. Durant toute Ia p~lod.e envi
sagfle, lea ehiflrea tndiquls ne tlennent pas eompto des pi~es 
d' or qui pouvatent encore se trouwr th65auria~ par des parU
culien en France a Ia On de 1930 (dont une partie a pu etre 
achetee par Ia suite au public) et .ont, pat eons6quent, proba .. 
blement trop bu. 

11 Roumanfeo. - Y eomprla l'or d~poa6 a Londres pour un 
montant cl'envtron 19 millions do dollan.. 

" .Rouaume-Vnf Ill Elallfbre d' Jrlande. - Lei ehlfJres lndi'l 
quf:s sou• Ia rubrlque 1 Aut reA 1tocks d'or • npre.entenl des 6va'" 

. 11~uoru Poulkes du montant d"or monetatre dont on admet 
I!Jlistrnce f'D dehon de Ia Banque d'Angleterre c'est1wdire 

ou bir..o dans d'autres banques (y comprisles banqu;. d'6mission 
kouaises !t lrlandal~) ou bien tbkaurtlll par le!!o partlculten. 
On sail qu une concentration gradu~Ue de cet or duns Ia ,.erve 
et:-ntrale a eu liru df"pul• 1926. Les 6valuattons falles aux fins 
du prftent tableau ont 6t6 basets sur Ia pr~ompUon que le taux 
de concentration .a 6-tfl unlfurme, mais, en fait, dE-S variations 
consida-ablet ont pu se produJre d'une annfle a l"autre. Une 
partie dea • autres stocks d'or • lndlquM pour Ia fin Juln 1931 
• et6 lransf6r6 a 1a reserve centrale pendant Ia aeeonde partie 
de Jadlte an.n6e.. Quelque 40 milllom de dollars de l'or qul H 

1 Union of South AfriCil. - Includln~ gold held In Rhodesia 
and South West Africa by tbe branches of South African joint
stock banks. This gold Ia not shown separately from subsidiary 
coins in the official statistics, but has bet>n estimated for the 
purpose of the present table on the basis of the ratio of the 
JOint-stock banks• gold reserve in the Union to their holdings 
of subsidiary coin ln the Union. 

• Canada. - Including gold held abroad by the chartered 
hanks (which are note-issuing institutions) and a small propor
tion of subsidiary eoin not shown separately from their domestic 
gold reserves. -

1 United Stat••· - lncludln~ gold held against gol(i certi
ficates. 

• Argentine. - Including gold held at Argentine legations 
abroad. but excluding the gold held by the Banco de Ia Naci6n, 
which ls not a bank of Issue. The gold of this bank Is included 
under " other stocks ". 

• Muieo and Ctll'ibbMn. - Estimated gold circulation 
(jncluding gold in commercial banks) mainly In Mexico and Cuba. 

• Japan. - Domestic gold holdin(e!. of the Bank of Japan 
and the Government. Japanese gold holdings abroad were 
believed to be of some Importance in the first years of the 
period considered, but were not shown separately from other 
foreign assets In available llatistiC!. . 

1 -Tnrkrg. - Gold reserve of the new Central Bank of the 
Republic, which began operations In October 1931. 

• Union of Sooiet Socialbt Rrpublics. - In the eourse of the 
period comidered, important amounts of Russian gold have 
been exported or pledged abroad. It does not emerge from 
available information to what extent, If any, such gold has 
become Incorporated ln the reserves of other countriea while 
aWl being lncludeclln the Russian reserve figures. 

• Gumang. - Reserves Include the gold held by the 
. so-ea.lled Prlvatnotenbanken in addition to that held by the 

Rrichsbank. The figures shown for other gold stocks ln 
1925 reJ)resent the aggrE>gate amount of old monetary gold 
bougbt by the Reichsbank from the public In Germany in the 
yean 1925 to 1931. In thr reports of the Bank. these purchases 
are indicated in addition to the annual gold Imports Into Germany. 
As no domestic sales of gold, except for industrial use, were 
made by the Bank in this period. It may be assumrd that all 
the gold thus purchaSf'd existed in Germany outside the banks 
of Issue In 1925. In 1931 alone, the Reichsbank bought over 
$8 million from domestic stocks ; it bas been assumed that 
the greater part of this gold was bought in the second half-year. 
The figures shown Ignore throughout the gold that may have 
still eXisted outside the banks of inue at the end of 1931 and 
may there lore be too low. 

• Franu. - In t 925 and 19261 tbe reserve figure Includes 
an ammmt of $89 million of gold pledg""d abroad which, 
althoul(h not eomprlsed In the recorded gold 1tocks of other 
eountrin, did not constitute a free reserve of the Bank of 
France. This gold was released in 1927. The sum shown as 
oth~r gold stocks In 1925 represents the approximate amount 
of old gold coins bought from the public in France by the 
Central Bank In the period 1926 to 1930. All of tllis gold 
presumably exlstrd in France In 1925. The subsequent decline 
tn jts amount reflects the withdrawal of gold from circulation 
intb the crntral reserve. The gold actually withdrawn In the 
course of 1926 and 1927 was not incorporated in the recorded 
reserve until 1928 and ls therefore maintained under other 
stocks up to that year. Throughout the period considered, 
the figures shown do not take account of the amount of gold 
coins which may have still remained in private hoards in France. 
at the end of 1930 (part of which may have subsequently 
been bought from the public). aod are therefore probably 
too low. 

u Roumani«. - Including 
amountiDI to about 119 million. 

gold deposited in London 

1' Unikd Kingdom and Irish Free Stale. - The figures 
shown for other gold stocks represent rough approximations 
to the amount of monetary gold believed to exist outside the 
Bank of England - i. e., either with other banks (including 
the note-issuing Scottish and Irish banks) or In private hoards. 
A gradual concentration of such gold toto the central reserve 
Ia known to have taken place &lnce 1926. The estimates made 
for the purpose of the prHent table assume an even rate of 
concentration, but considrrable year-to-year variations may 
in fact have occurred. A ~In proportion of the other 
gold stocks shown for the rn of June 1931 acerued to the 
central l't"serve In the latter bu of thnt year. Of the gold 
remaining tnJ'rtvate hoards at the end of 1931 some UO million 
wau collecte and exported ln t.bQ. lint quarter of 193:1.1 
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trouvait encore ehez des particulfprs a Ia lin de 1931 ont M.' 
retires et export~ pendant le premier trlmestre de 1932. En 
admettant que l'esthnatioo des • autre. 1tocks d'or • n'ait pa• 
~te trop ba!lse pour toute Ia p~riode, U ne serait par coos6quent 
rest~ dans Je pays, au debut du teeond bimestre de 1932, que, 
relaUvement peu d'or thMauri.M par lea partlcullen. 

,.. Sui&st. - La elreulation de .. or il Ia ftn de 1925 et de 
1926 a etl! ~valuM, en ajoutant au total des monnales d'or 
suisses en dehon de Ia Ba.nque nationale, en 1927 (ealcul6 ~r 
Ia Banque nationale),le montant des autres pi~ d'or de l'Umon 
Ia tine vers6es ll Ia Banque depuis le 8 f6vrier 1927, date de leur 
d6mon6tisation. Pour les annMs ult&'leure8, le montant dee 
nouvelles pikes d'or frappee& par Ia Monnale suisse et d~enut"S 
en dehors de la Banque nationale, ainsl que le montant appro
xlmatif de l"or monetatre (monnay6 ou en Ungots) lmport6 de 
1'6tranger et d~tenu en dehors de Ia Banque natlonale, ont ~t6 
ajoutM au chiflre pour 1927. Une partie des pikes sulsses non 
detenues par Ia Banque natlonale, et phu particuli~rement de 
celles: qui ont 6t6 frappM avant 1927, pcut a voir ete fondue pour 
des fins industrlelles ou autres, et une autre partie peut avolr 
eM detenue 8 1"6tranger. Toutefols, Ia surestimaUon de Ia circu
lation d"or a rtnt&-ieur du pays qui en rbiulte, peut te trouver 
plus que compenslle par Ia sous-6valuation r&.ullant dn fait que 
des quantile& consid6rablea de pikes d"or d"autres P8YI de 
J"Union latine 6talent encore, au milieu de 1931, entre les mains 
du public et de certaines banques priv6es. Par cons6quent, on 
peut eomtderer que les ebiflrea foumis Jusqu•a cette date con.
tituent des 6valuatlons approxlmatives du montant total des 
pi~s d"or, auisses et lllrangeres, et de l'or en HngoU eonserv~ 
en Suisse, ·en dehors de Ia Banque nattonale. On a tout lieu de 
eroire que, par Ia suite, les stocka d"or th6sauris61 en Suisse se 
sont eonsid~rablement acerua. · · 

11 Australfe. - Lea sommes tndlquhs soUl Ia n1brique 
• Autres stocks d"or • reprMentent l"or detenu par les banques 
commerciales, ainsi que par le Departement bancaire gen6ral 
de Ia Banque du Commonwealth. (Gelles qui figurent sous Ia 
rubrique • R6serves • representent uniquement l"or dans le 
D6partement d'~mission.) Les banques eommerciales ne distln
guent pas les pikes dtvisionnaires de ror dans les ehiftres de 
leurs reserves, tels qu"ila soot publi61. Toutefois, aux ftns dn 
present tableau, on a estim6 que leun atoeks de ees pi~es dtvi
sionnalres repr~entaient Ia m&ne proportion, par rapport au 
montant total de leun riserves que dana le cas des banquea 
de Nouvelle-Zelande (dont la plupart soot des auccursales de . 
banques australiennes) et on lea a ealeulM par deduction des . 
chillreo d'eoaemhle publih. · 

"• Nour~elle-Z~lande. - Les banques commerciaJes t6mettent 
des billets. Leurs stocks de pieces divblonnatres, qui ne sont pas 
separ6es de l'or dans les chiflres publ16s de leun reserves. ont 
'te 6valuM sur la base de renseignemenll officiels fournJs spb:ia
lement et se rapportant 8 des dates ~~~ement difl6rentes. 
Lea montants ainsi 6valut!ll ont 6t6 d6duits des cbitlrea des 
riserves mtltalllqueo non opl>clflMa publU. par leo ballquoo 
ellH-memes. 

The estimate of other gold stocks Is not too low throughout 
the petriod considered. comparatively little @:old would thus 
have remained to J)rlvate hoards in the country at the 
beglnninl( of the second quarter of 19.'l2. 

" Switurland. - The gold circulation at the end of 1925 
and 1926 has been estimated by adding to the aum of Swiss 
gold coins oublde the National Bank In 1927 (as calculated by 
the National Bank), the amount ol other Latln-Unlon gold 
coins paid Into the Bank since February 8th, 1927, the date of 
their dt"lllOnetisatlon. For aubsequent yean, the amount ol 
new gold eoins struck by the Swiss ltllnt and retained outside 
the National Bank as well as the approximate amount of 
monetary gold (either In coin or bullion) imported from abroad 
and retained outside the National Bank have tweon added to 
the llgure for 1927. Part ol the SwlSI coin• not held by the 
National Bank, and particularly of those struck before 1927, 
may have been melted down lor industrial or other purposea 
and part may have been retained abroad. But the consequent 
overestimate of the domestic gold circulation may be more than 
ofTSf!t by the underestimate resulting from the fad that cowt
derable amount. of .cold coins of other LaUn-Unlon eountrle• 
were still, by the middle of 1U31, held by the public and certuln 
private bankl. The figures given up to that date may therefore 
be ta.kt'n as rough approximatlom to the total amount of Swiss 
and foreii(D gold coins and gold bullion held In Switzerland 
outside the National Bank. Subsequently the private gold 
holdings are believed to have been comiderably increased. 

u Au.slralitl. -The sums shown under u other gold atocks " 
represent gold In commercial banks and In the General Bnnk 
Department of the Commonwealth Bank (those shown under 
•• Reserves .. rerreM!nt gold with the bsue Department only). 
The commercia banks do not aeparate subsidiary eolns from 
gold lo their publlobed reserve ftgureo. For the purpose of the 
present table, however, their holdings of such eolns have been 
estimated to bear the same proportion to total boldlnMJ as In 
the case of the banks of New Zealand (most of wbtch are bl-ancbt'll 
of A111trallao baokl) and have h«n deducted from tho joint 
ftguretl publlohed. 

u NerD Zealand. - The eommerelal banks Issue notes. 
Their holdings of subsidiary eoln, which are not shown separately 
from their published gold reserves, have been estimated on the 
basit or specially furnished omclal lnformatlon referring to 
allgbtly dilterent dates. The amounts thua estimated have been 
deducted from the uospeciDed metallic: rnene figures •• 
published by tbt baokl tbe~~~~elveo, 


