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PREFACE TO THE THIRD EDITION

As a result of the War, Economics has come into its
own. Its reputation of a generation ago as the dismal
science had for many years before the War been gradually
giving place to a fuller appreciation of its value as the
science of everyday life; but its practical importance
never came home to the man in the street. and esveciallv

ADDENDUM

An inset has been added 1o the last chapter,
dealing with the Currency and Bank Notes
Act, 1928

our bustness and manutacturing interests were so wide-
spread that every onc was affected, even although he
never touched foreign business at all. Qur internal
monetary and financial system was involved in the break-
down of the foreign exchanges, so that the trouble was
brought home to every one in the most direct way—
through his pocket. The natural result was a striking
revival of interest in econemic problems; and questions
of currency, banking, and trade naturally attracted the
greatest attention, because they were the first to be
affected by the convulsion. Business men of all kinds,
finding their business paralysed by the breakdown of the



PREFACE TO THE THIRD EDITION

AS a result of the War, Economics has come into its
own. Its reputation of a generation ago as the dismal
science had for many years before the War heen gradually
giving place to a fuller appreciation of its value as the
science of everyday life; but its practical importance
never came home to the man in the street, and especially
the business man, as it did during the War. The reason
is very simple. The War struck at the very roots of our
whole business and financial system by its devastating
effects on our foreign trade, and therefore upon all the
complicated financial machinery which has grown up
round international trade. Even before the actual declara-
tion of war that system had, for the time being, almost
completely broken down ; and the disturbing effects upon
our business and manufacturing interests were so wide-
spread that every one was affected, even although he
never touched foreign business at all. Our internal
monetary and financial system was involved in the break-
down of the foreign exchanges, so that the trouble was
brought home to every one in the most direct way—
through his pocket. The natural result was a striking
revival of interest in economic problems; and questions
of currency, banking, and trade naturally attracted the
greatest attention, because they were the first to be
affected by the convulsion. Business men of all kinds,
finding their business paralysed by the Lreakdown of the
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usual monetary and financial facilities, wanted to know
why, and they found that the answer lay with the
economists,

This newly realized importance of their subject is
naturally gratifying to economists who have always
believed in their science, but it imposes a corresponding
obligation upon them. The teaching of the subject must
now be brought up to date, by showing how the experi-
ence of the War has confirmed or modified the accepted
doctrines of Economics, or affected the form of their
presentation. It is of course impossible to do so with
any hope of finality. Even after eight years of ‘ peace’
we are hardly within sight of the time when the whole
position of our monetary systemn may be re-stated in terms
of what has happened to it during and still more since
the War. It is not yet possible to regard the system as
having reached a static condition of affairs, or to describe
it in less than three tenses. Thisx book must therefore
still describe at least two entirely different things: (a) the
pre-war system of currency and credit, and (5) what
happened to that system during and after the War, As
to the first, the book remains pretty well as it was
written, The second part was bcgun in the second
cdition by an additional chapter on the further eftects of
the War ; but in this edition that with other new matter
has been as far as possible fitted into its proper place in
the original text. To this has been added a description
of what happened after the War, up to the resumption of
the Gold Standard. This has of necessity been very
severely condensed, but it is so essential that some
account of these momentous years should be included
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that the writer has preferred to risk the dangers of undue
compression.

The real difhculty still remains, namely, to imagine
what is going to be the final state of affairs to which we
shall ultimately return. That is of course a matter of
acute controversy in many respects, and all that can be
done is to suggest certain possible lines of development.
It is certain that the old pre-war system will never be
restored in its entirety. But in the mecantime we must
have something to go on with, and it seems to the writer
that the time has come when an attempt must be made
to gather up the threads of our experience during these
dreadful years, and see if possible whither they are
leading us.

In preparing this book, as in 7/e Science of Prices, the
writer has attempted to carry out his long-cherished
ideas of how Economics ought to be studied by the
elementary student, or by the business man who wants
to understand how economic problems affect him in his
business. Economics is the science of everyday life, and
its study must be a constant application of theories to
actual conditions. It must above all things be a living
science, enabling the student to see his own everyday
life through economic spectacles, to realize that he is
“living’ economics all the time. To do so he must be
taught not only the accepted theories on the subject, but
also how and where to get the facts, how to handle
these facts, and how to appreciate them rightly. With
this view a certain amount of statistical information on
the problems dealt with in the book has been collected
in an Appendix, with in every case the source of the
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information. In this edition the Statistical Appendix
has been brought down to date as far as possible, and in
most cases this has involved cutting out a great many of
the figures for intermediate dates.  Statistics which were
given weeckly in the original edition can now only be
given monthly or quarterly, owing to lack of space.

The first two diagrams given in previous editions have
now grown so large that it is impossible to reduce them
to the size of a text-book page. A new diagram of
price movements and banking and credit statistics since
1914 has been substituted for that given in former
editions which covered the history of these movements
back to the earliest dates available.

At the end of each chapter references are given to the
particular chapters of any book which the writer has used,
or to other bocks which the student should find useful
for further reading in conjunction with the chapter. In
this way it has been hoped to avoid the necessity of
frequent references throuzhout the text, which are worse
than useless to the class of readers the writer has in
view.

JOHN A. TODD.

CITY ScHOOL oF COMMERCE, LIVERPOOL
May, 1921.
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CHAPTER I

INTRODUCTORY

The meaning of exchange valuc.—Money the means of exchange.—
Prices and value.—Possible effect of the mechanism of exchange upon
values,

THE various economic problems dealt with in this book are
comprised under one general heading, the Mechanism of
Exchange. Economics may be defined (somewhat elliptically )
as the Science of Exchange Values or the science of prices, which
are exchange values expressed in terms of money. Money in
the widest sense of the word, including metallic money, paper
money, bankers’ money, and the credit system, is the means of
exchange, The essential purpose of exchange is the determina-
tion of the relative values of different commodities to each
other, and these values are for convenience expressed in terms
of money as prices. The use of money, however, as a means
of exchange must not be allowed to obscure the fact that the
real value of any commodity is not the amount of money for
which 1t is exchanged, that is to say its price, but the amount
of other commodities which can be obtained now or later on in
exchange for that money. Price is only a means of expressing
the relative value of two commodities by comparing them, not
directly with each other, but indirectly through the universal
third commodity, money. For instance, it is more convenient
in discussing the relative value of a pound of tea and a pound of
sugar to say that the one is worth 25 64. and the other worth
6d. than to say that the one is worth five of the other.

! The full definition, founded on Marshall's, should be ¢ the science of
the motives or poticns of value which actuate men in the acquisition and
use of wealth’, See Saence of FPrices, chap. i, p. 2.

TODD B

The object
of Exchange.

Meaning of
rice.



2 THE MECHANISM OF EXCHANGE

Money is therefore the standard of value, the means by which
the value of different things is measured against each other,
just in the same way as the relative height or weight or age of
things is measured, not by comparing them with each other,
but by describing each of them in terms of certain accepted
standards known as feet, pounds, or years.

But the use of such standards of measurement involves
a scrious responsibility; the standards must be accurate and
especially they must be as nearly as possible invariable, and
uniform, It does not matter in the least what the exact
standard is, but it must be always and everywhere the same.

Meaning of Thus it does not matter at all what is the exact length of the
standard of measurement called one foot, or how many fect
it is decided to call one yard. Bat it is absolutely essential
that all foot rules and yard measures should be of exactly the
same length and that they should always remain the same
length. One draper cannot be allowed to keep a shorter
yard stick than his neighhours, because that would be
cheating his customers. The whole point about a standard
measure is that it must be publicly known, and certain,
so that when that standard is used in any bargain the buyer
knows exactly what he is receiving, and the seller what he is
giving.

The application of these requirements to the standard of
value, that is to say to money as the measure of values, is not
so obvious, but it is just as necessary as in the case of
any other standard, In the first place, all ceoins of the
same denomination must be of the same value; we cannot
have different sovereigns in circulation some of which contain
more gold than others, otherwise it would never be possible to
measure the price paid for an article without knowing which
kind of coin was tendered in payment. This is an obvious

The value of necessity, but there is another much more difficult test to be
oney. applied to the efficiency of money as a measure of value.
The value of a perfect money must be the same everywhere
and always, and that is a very difficult thing to secure. The
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real value of money is its purchasing power, the quantity of
goods for which a certain quantity of money can be exchanged,
and as a matter of fact it is almost impossible to prevent that
purchasing power of money varying from one place to another,
and especially from one peried to another, But such variation
is fatal to the perfection of money as a standard of value. It A variable
.. . . . . standard.
is just as if a draper kept an elastic yard stick which was
longer at one time than at another ; or, to take a more practical
illustration, as if the builder of a huge bridge vsed a steel
measuring chain which expanded and contracted with the
variation of temperature from day to day. Both stone and
metal vary greatly with changes of temperature, especially in
a climate with extremes of heat and cold such as Egypt or
India, and it is necessary in the construction of large engineer-
ing works to make the most elaborate calculations to prevent
the accuracy of the work being thrown out by these variations.

The difficulty in the case of money is perhaps greater than
with any other standard, because it is now known that its value
does vary greatly from time to time,! and these variations are
inevitable under any monetary system which has yet been
invented. From 1873 to rgrg4 the value of money had first
risen and then fallen again ; during the War and post-war period
the cycle was reversed and on a much larger scale; and the
results of these movements have been sometimes disastrous and
always very inconvenient. For these variations in the general
level of prices result in an actual disturbance of the relative
values of commodities to each other. Suppose for example
that a man sells certain goods to-day for money and lays
the money by; but later on he finds it necessary to sell
this money again, or in other words to use it in the purchase
of other goods. In the meantime the value of money has
fallen, that is to say the price of commodities in general has
risen, and he cannot now buy so many commodities of any
kind with his money as he could have done at the time when
he sold his original goods. The effect is to alter the relative

1 Sec Table Vin the Appendix,
B2

Effect on
values.
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4 THE MECHANISM OF EXCHANGE

value of the goods he sold and the goods he now wishes to
buy, for he finds that he gets fewer of the latter for lus own
than he expected. The relative value of the goods he sold and
those he now wishes to buy has been altered by the change in
the value or purchasing power of the moncy which was used
as the means of exchange. It is as if his yard stick had
contracted.

Knowing then that such changes in the standard of value
may take place, it is necessary that the character of money
and its work should be carefully studied so as to find out the
nature of money, how it does its work, why these changes.
in its value take place, and if possible how to modify or -
prevent them, and that is the underlying object of this book.
The mechanism of exchange must be studied in all its forms,
for the comparatively simple expedient of using metallic money
as the means of exchange has developed into a marvellous
and most complicated system of using all kinds of different
things as money, including even pieces of worthless paper,
which yet under certain conditions seem 1o serve the purpose
of money extraordinarily well. Finally, a system of credit and
banking has been developed which may be described as a
system of doing moncy’s work without the use of any form
of actual money at all. All this complicated machinery must"
be carefully examined to see how it works, and what are its
effects on the main purpose of it all, which is the exchange
of goods against goods; and this is to be the connecting
thread which will run through the whole argument of the
book. It is an attempt to sce how all the different forms of
money or money substitutes have come into existence, how
they are used, and whether they fulfil satisfactorily their main
function as the means of exchange, a means of expressing
the relative value of commodities, for money is only a means
to that end. Econemics is not the science of wealth in the
sense that it teaches men only how to make or spend money ;
it is the science of values, the study of the reiative values of
all the different commodities and services which men spend
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their lives in producing and consuming, in rendering and
receiving. These and not the money are the real subject-
matter of its study. This branch of the science is therefore,
1n a sense, subsidiary, but 1t is of the greatest importance and
interest. It is the side of economics which deals most directly
and exclusively with the problems of the business world, and
which therefore appeals most directly and forcibly to the com-
mercial man. Economics was described by Marshall as the
science of everyday life, and in this branch of the subject the
fitness of the description is peculiarly apparent.

Drr Mar, The Science of Money,
LenreLpT, Moncy, secs, 5-6.
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CHAPTER 1I

THE HISTORY OF EXCHANGE

The place of exchange in production.—The development of exchange.—
Its advantages.—The essentials of exchange.—The trader class.—
Means of transport.—Money breaks up barter into sale and purchase.

IT was customary among the older economists to treat
exchange as a separate branch of Economics from production,
dividing up the subject into Production, Exchange, and Dis-
tribution, and later on Consumption was added as a separate
branch of the subject. This method of trealment had its
advantages in clearness and convenience of arrangement, but
it must not be allowed to conceal the fact that in reality
exchange is a part of the process of production. Preduction
means the creation not of things but of utilities. Man cannot
create matter, any more than he can destroy it. He cannot
make anything except out of something else; he cannot make
a piece of wood, but he can make a table out of a piece of
wood. This idea is expressed in the definition of preduction
as the creation of utilities. Man cannot make things, but he
can make things useful, and it is clear that the process of
making a thing useful is not complete until some person is
found who can make use of the thing. In other words, the
process of production is not complete till a purchaser is found
for the article. This is very clearly seen in the case of perish-
able articles, such as fruit grown at a distance from any market.
Tbus it may be said that the complete process of production
invalves three stages: (1) change of form or production in the
narrowest sense of the term, as the farmer produces wheat or
the carpenter produces the table ; {2) change of place or trans.
port, as the miner digs the coal or iron out of the mine and
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brings it to the smith, or the ship brings Canadian wheat to
Liverpool to be made into flour and bread in England; and
{3) change of ownership, as the merchant finds purchasers for
the goods offered by all the producers. Under modern con-
ditions every one of these parts of the process is equally
essential, for all the nations of the world are dependent upon
cach other for their food and clothing, and in every civilized
community each individual is dependent upon all his fellows for
the necessities as well as the comforts and even luxuries of life,

In the early forms of civilization, however, when the family
or the tribe was the unit of society, and these units were small
and self-contained and mainly nomadic, there was practically no
exchange because there was no need for it. Lvery member
of each tribe was engaged in the same occupation, and there-
fore produced the same commodities as his neighbours. There Primitive.
was a certain amount of division of labour, especially between b
the sexes, and in the primitive form of the tribal craftsmen who
performed certain work for all the members of the tribe in
consideration of a share of their produce. But when a chance
encounter brought the tribe into contact with a friendly tribe
from another country, real opportunities arose for something
like exchange in the modern sense of the word, because these
other tribes, coming perhaps from a different district or country,
would possess things which the others had not, and would
greatly desire those things which to the first tribe were common-
place and therefore of little value. Exchange under these
conditions was natural, being equally advantageous to both
parties. Thus exchange was in the first place inter-tribal orv
international rather than local. It probably arose from the
custom of making conciliatory gifts to a possibly hostile tribe
met by the way, and it came to be regarded as a matter of
course that the gifts must be mutual : each tribe expected to
receive a gift of at least equal value to what it had given.
Gradually journeys came to be undertaken purposely with
a view to the possibility of such meciings and the resulting
exchanges.
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With the settling down of nomadic tribes in fixed localities
which marked the development of agriculture, and the growth
in size of the settled communities, the division of labour
became more necessary. As the size of the community in-
creased there was enough work of a particalar kind, such as
the smith’s or the shoemaker’s, to employ one man’s whole
time in making such things for the community. There were
also the hunters and the fighting men who went abroad, while
the husbandmen remained at home to cultivate the crops,

Division of  Under these conditions exchange of the different products was
essential, and as the village developed into the town and the
town into the nation, exchange became wider and more uni-
versal. Nowadays in Western countrics no one ever makes any
complete thing for himself, and with the development of the
factory system of production by machinery hardly anybody
makes a complete article with his own tools or machinery out
of his own materials. Every one makcs for exchange, and the
complexities of exchange have increased as fast as the develop-
ment of specialization and the growth of division of labour.

While many features of this wonderful modern system may
be deplored, it bas certainly enormous advantages. The great
wealth of which the modern world disposes, meaning not merely
the wealth in money of certain individuals, but the widespread
distribution among all classes of socicty of the comforts of
civilization, would have been utterly impossible in any other

gfd::acr;]t;rflzgn; way. For the advantages of exchange are just those of the
division of labour. Lxchange is indispensable to the modern
system of organization of production to which the enormous
production of wealth i1s due. But in this vast system there
are many producers who seem to take no active share in the
production, those who merely pass things from hand to hand,
middlemen as they are called slightingly, whose right to a share
in the produce is sometimes questioned. It must be made
clear, however, that there is no ground for this distinction,
Every person who 1is really necessary to the process of exchange,
including the finding of a consumer for the goods produced, is
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justly entitled to a share of the produce. The middleman is
just as much a producer as the farmer, as long as he is necessary.
Of course, a supetfluous middleman is as useless as a second
farmer would be ploughing up ground already sown, and grow-
ing another crop on top of the first. A middleman who has Middlemen,
somehow contrived to insinuate himself between the producer
and the consumer without serving any necessary purpose in
bringing them together is altogether indefensible, and there are
doubtless many such people in certain countries or cerlain
trades, but they are probably the exception rather than the rule,
The utility of the genuine middleman who facilitates exchange v
is as undeniable as the advantages of exchange itself. By
exchange every man is able to barter his own surplus produce
for things which form the surplus of others, but which are of
great value to him. The mutual gain of subjective utility to
both parties underlies every act of exchange, and this applies
just as much to exchanges between individuals of one country
as to exchanges between different countries. Exchange leads
to the full utilization of the productive capacity of every man
or of every nation, thus securing the maximum total production
for the nation and the world,

The development of exchange and the growth of the modern
trading system with its elaborate mechanism of exchange
involves three essentials : (1) the formation of a class of mer-
chants or traders to act as middlemen between the producers
and the consumers; (2) the development of the means of
transport, both for long and short distances, including the
carriage of commeodities, like wheat or raw cotton, across half
the world, as well as the door-to-door delivery of daily house-
hold supplies by a retail shop; and {3) the invention of money
as a means of exchange.

As already suggested, trade was at first not local but inter- The trader
tribal or international, that is to say it was carried on with clas.
foreigners, and as in those days foreigners meant enemies,
trade was at first characterized by all the methods of war rather
than of peace, each party doing his best to cheat or rob the
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other, either in the course of bargaining or by more flagrant
violence, The merchant of the early days carried his life as
well as his goods in his hands. The risks of trade were great,
and the profits had to be correspondingly high.

Another interesting feature of the evolution of trade is the
change from the early trader seeking his customer to the
modern system of retail shopkeeping where the customer secks
the trader. This had its effect on the character of the goods
which were the objects of trade. In the early days these were
naturally confined to goods of considerable value in proportion
to their weight or bulk, and not of a fragile or perishable nature,
so that they were capable of being carried long distances, such
as brick tea carried mostly on camel-back from China by the
overland route through Siberia into Persia, India, and latierly
all Europe.

The advantages of the modern trader class may be illustrated
by considering the extent to which townspeople nowadays are
dependent upon the system of wholesale and retail traders

Their for the supply of their ordinary daily food. .The shopkeeper
and the wholesale warchouseman form the link between the
producer, perhaps in a distant country, who has neither time,
opportunity, nor knowledge to seek retail customers, and the
consumer who cannot seek the different producers, spread all
over the world, from whom he would buy what he wants. In
fact, new wants have been created by the extraordinary develop--
ment of the system of supply, which brings all the products of
every country in the world and puts them down almost at our
doors to tempt us to buy. Taking the contents of an ordinary
grocer's shop for example, it would exceed the limits of the
average customer’s knowledge of geography even to know
where the places are from which the different goods come,
Again, these wholesale traders deal in large quantities, so that
they are able to buy much more cheaply than the ordinary
retail customer could possibly do, because it is easier and more
economical for the producer to deal with one large consumer
than to scek many small buyers. In some trades, as, for
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example, the Indian tea trade, attempts have been made to
sell straipht from the gardens to the home consumer, but the
volume of trade which has resulted is comparatively small,
Lastly, the wholesale trader and the shopkeeper maintain large
and varied stocks, enabling the customer to select whatever he
wants and at whatever time he likes. The ordinary house-
holder does not require to lay in a large stock beforchand,
because whenever he runs out of anything he can buy at once
from the shop near at hand. The shopkecper undertakes the
duty and runs all the risks of keeping stock, which in the case
of perishable goods is considerable, and may involve heavy loss
at times.

The considerations which affect the development of the Transport,
means of transport are (1) the great distances to be traversed,
leading to cost of carriage, which may be heavier than the value
of the goods will justify; (z)the nature of the goods themselves;
fragile goods, for example, may sulfer heavy loss by breakage in
transit, which must be covered by a correspondingly higher
price for those which survive the journey; (3) the development
of the available methods of transport. This in most Western
countries has followed a fairly regular routine, viz. first the sea
or large rivers, then roads and canals, then railways. In the
LFast, however, long-distance transit was by overland routes
probably for many centuries before the sea was ever attempted,
even in the case of countries like India, which had a large sea-
board. The Nile in Egypt is probably the most striking case
of the main line of transit of a country being from the earliest
days chiefly by water, and Egypt made no attempt to develop
land transport to any great extent for many centuries, nor sca
transport for still greater ages.

The last stage in the development of exchange is the inven-
ticn of money and the breaking up of barter into sale and
purchase. DBarter means the direct exchange of goods for other Money o.

. . Barter.
goods, and seems to offer the simplest and most direct method
of arriving at the relative value of the goods which are compared
directly with each other. But even in the most primitive
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socicties this method of exchange involves great difficultics in
practice. It may be easy enough to determine the relative
value of the commodities to be exchanged, but this is only
half the difficulty. For before any exchange can take place
three conditions must be fulfilled, In the first place, there
must be two people each of whom wishes to dispose of the
very thing that the other wants, which is a very unlikely
coincidence. In the second place, the things which they desire
to exchange must be of equal value ; and finally, both must be
desirous of making the exchange at the same time. As the
result of the practical impossibility of securing this tnple
coincidence, it is often found that even where the custom
of barter is general it has to be made trilateral instead of
bilateral to make it possible at all. 4 exchanges his goods
with B for something which 4 himself does not want but C
does. Thus A gets what he wants from C by giving him 5%
goods in exchange. But all these difficulties are solved by the
introduction of a universal third commodity called money as
the means of exchange. Every man, instead of exchanging his
goods directly for those of others, sells his goods for money
with which he buys other goods of whatever kind from what-
ever person in whatever quantities and at whatever time he
likes. Thus money breaks up the single act of barter into two
separate acts of barter, one of goods for money, called sale,
and the other, which may be far apart in time and place from
the first, of the same money for other goods, called purchase,
But although these two processes are now separated, the
relation between them must not be forgotten. Every purchase
implies a prior sale, and every sale points to a future purchase,
The cssential fact is that every man lives by exchanging his
products or services for the products and services of others.
Double The ultimate object of production is not sale, but exchange of
Barter, the product for other commoditics, and the ultimale consump-
tion of these others. Hence the point emphasized in the
previous chapter, that the real value of any commodity is not
the amount of money for which it can be sold, but the amount
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of other eommodities for which through the medium of moncy
it can be exchanged. DTrice is simply a means of expressing
the exchange value of things. The real exchange value of
goods is the amount of all other commodities in general for
which they can be exchanged through the medium of money.

Grpr, Polifical Econonty, Book 11, chaps, i-iii (Archibald's translation,

1914).
Jevons, Money, chap. i
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CHAPTER III

MARKETS

Markets and markct price.—Meaning of a market.—Law of markets.—
Local v. world-wide markets,—Short #. long markets, —The Stock and
Produce Exchangces.

IN the previous chapters it has been explained that the
subject-matter of this book is the mechanism of exchange,
the means by which the prices of commodities are paid. It
daoes not come within its scope to explain in detail how these
prices are fixed. For that reference may be made to the writer’s
companion volume Z%e Scence of Prices which deals with the
theory of value. Here it must suffice merely to state the result of
that theory in the most general terms, namely, that the price
of any commedity is fixed by the opposing forces of supply and
demand working upon each other in a more or less competitive
market. The market price of any commodity is the price which,
under the existing conditions of supply and demand, either for
the time being or over longer periods, balances or equates
supply and demand, the price at which the amount offered for
sale is just equal to the amount demanded; in other words,
the price at which the buyers will be willing to buy just as
much as the sellers are willing to sell. It is obvious that the
quantity which the buyers are willing to take and the quantity
which the sellers are willing to give both depend upon the
price asked or offered; that indeed is the essence of the
economic laws of supply and demand, which may be very
briefly indicated in the two statements that the higher the
price the smaller will be the demand and the greater the
supply, while, conversely, the lower the price the smaller will
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be the supply and the greater the demand. The fixing of
market price by the balancing of these two opposing forces is
like a man bearing two weights (which may be unequal and
may vary) on a pole slung across his shoulder; to make the
weights balance he must move the pole back or forward on
his shoulder till he finds the one peint at which owing to the
principle of leverage they will be exactly equal for the time
being. In practice this market price or equilibrium price is
arrived at more or less blindly by competition of buyers and
sellers in the market, and the point at which the price is fixed
depends largely on the conditions and character of the market.

In order to understand the mechanism of exchange it is
therefore necessary to discuss more fully the idea underlying
the word ‘market’, for the market is as it were the arena in Meaning of
which the forces of supply and demand carry on their continual market.
struggle over prices. The organization and methods of opera-
tion of the world’s markets are therefore an essential part of
the mechanism of exchange.

The popular idea of a market is a place or a building where
the buyers and sellers of a particular commodity meet to carry
on their trade. But among business men the word is used in
a much wider sense which is nearer to its economic meaning.
They speak of the market for cotton, for example, as meaning
something quite different from the actual building of the cotton
market or exchange. A market in the economic sense of the~
term means the whole area over which the consumers and
producers of a commodity are spread. The essential feature of
a market is that within the area of the market there is free
communication between the producers and the consumers,
both in the sense that buyers and sellers alike are well in-
formed as to what the others are doing, and also in the sense
that the commedity itself can be moved easily from one part of
the market area to another, in response to the varying conditions
of supply and demanq in different parts of the area. Thus it g;vxﬁcc;:;n
means that if prices are cheaper in one part of the area than in '
another, the buyers can go to the cheap place to buy, while on
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the other hand the sellers can remove their supply to the
district where better prices are obtainable. The result of this
free communication in the double sense is to prevent any
variation of prices in any part of the market area; in other
words, in a really perfect market, in the economic sense of the
term, the price of the commodity must be the same all over
the arca of the market. In Western markets the spirit of
public competition makes the seller advertise his prices in
order to tempt customers to buy from him rather than from
some one else. This publication of prices is the essence of the
Western methods of competition; by it the consumers can
compare the prices of all the different merchants and select
the cheapest. The natural and inevitable result of this system
is to preserve the uniformity of price throughout the whole
area of the market. No one will buy goods from one dealer
knowing that annther is willing to sell the same kind of goods
at a cheaper price ; just as no dealer would be so foolish as to
charge a high price knowing that his neighbour was offering
to scll the same goods at a lower price.  Thus competition in
the market produces uniformity of price ; hence Jevons's Law
of Markets or Law of Indifference says, Jn the same market there
cannot be two prices for the same commodity.  But this does not
go to the root of the matter so well as Marshall’s definition of
amarket as any area in whick the buyers and sellers are in such free
communication that prices tend to equate easily. The root of the
malter is free communication, publication and comparison of
prices, and easy transference of supply or demand.

Sa far for the theory of a market. It has next to be explained
that markets differ very greatly in twao respects, which may be
described as space and time. A market may be small or large,
it may be short or long, and the nature of prices in the market
will depend largely on these different conditions of the market,
It is necessary therefore to discuss the considerations which
affect the extent of a market in thcse two senses of space
and time.

(1) Space. A market may be so small as to include only the
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dwellers in one small village or town, or even in one district of Extent of
a large town, or it may be so large as to include the whole @ warket
world, such as the market for cotton goods, which is as

neatly world-wide as that of any commodity in the world. The
difference depends mainly on the nature of the commodity.

To command a wide market a commodity must be (a) an V|
object of universal demand, like wheat or cotton. The market

for commodities which are only thought desirable by a com-
paratively small number of people or by certain races must be
confined to the area in which they live. It would not be easy,

for example, to dispose of a stock of betel-nut in England or of

heavy furs in Southern India.

(#) It must be easily described, sampled, or graded, so that N?
a man proposing to buy a certain lot of the commodity may have
it described to him exactly hy letter or telegram, or by word of
mouth in a way which he can understand readily and without
any doubt as to what the seller is offering. "This makes it possible
to buy and sell without actually seeing the goods in bulk, so that
it becomes possible to deal in such goods across half the world
by post or cable. Thus wheat can be sold by sample, and cotton
is continually sold by description on certain standard bases;
but one could hardly buy a horse without actually seeing it.

(¢) It must be portable; its value must be fairly high in Porwabitity,
proportion to its bulk or weight, so that the cost of transpart is
not excessive.  Thus wood for building purposes is very expen-
sive in Egypt, yet in the backwoods of New Zealand it costs
a great deal of money to destroy good weod so as to clear the
land for cultivation. The cost of transport makes it absolutely
impossible to transfer the wood from one part of the world
where it is worth less than nothing because there is no ¢ market’
for it, to another where it would be of great value.

{#} Tt must be durable, that i5 to say ncither fragile nor Darability,
perishable, so that transport over long distances, which involves
considerable time, and perhaps rough handling, may be possible.

The English meat trade, for example, has been absolutely

revolutionized by the development of cold storage in ships,
00D Q
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which makes it possible to carry fresh mutton from Australia
or meat from the Argentine to England, with the result that
the whole world is now almost one market for meat, and the
wholesale prices of meat in these distant parts are approximately
the same as in London, allowing for the cost of carriage.

(2) Time. A market may be very short in the sense that
the supply and demand which are taken into account in fixing
the price are necessarily only the quantity immediately avail-
able for sale, or the quantity which can be consumed to-day;
or it may be very long in the sense that the consumers can
either buy to-day or wait till to-morrow, or they can buy enough
to-day to satisfy their requirements for the next six months,
because the commodity will keep perfectly well.  On the other
hand, the sellers in a *long-period ’ market, as Marshall calls it,
are not dependent on the immediate supply because they know
that further supplies are coming, nor are they forced to sell
to-day because again the commodity can be kept for a better
market in the future if prices now are not satisfactory. These
considerations as to the duration of a market also depend
largely upon the nature of the commodity. Thus (a) it
depends upon whether the commodity is perishable or
not. In the case of fish, for example, the seller must
obviously take what price he can get to-day because the fish
will be bad to-morrow; while on the other hand the housewife
cannot purchase any more than her household can consume in
a day, no matter how cheap the price at which the fish is
offered, because the surplus would not keep beyond to-morrow.

(&) The length of the market depends on the probable
duration of the demand for the commodity. Is it a thing
which is likely to remain in constant demand, like wheat or
other food products, or is it something for which the public
have merely a temporary need, something which has become
the fashion for the time being, ¢r for which they have taken
a passing fancy ?

(¢} Is the supply limited to the existing stock, like some
unique curiosity or work of art, or is it a regular crop, capable of
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being estimated in advance and relied upon as a regular periodic
supply (though the exact amount may vary from year to year),
like the world’s wheat or wool crops ; or again, is it a case of
manufactured goods of which the supply can be increased to
any extent required, like the increased supply of munitions in
the world during the war ?

These, then, are the conditions which have led to the Worlds

development of the world's great markets in such commodities
as wheat, wool, cotton, iron, steel and copper, and other
necessaries of life, the demand for which is practically univer-
sal, while their production extends over very large parts of the
whole globe. It is necessary next to consider the lines upon
which these great markets carry out their world-wide operations,
for their methods are all very much alike and are all more or
less framed upon one model, that of the most world-wide
market of all, the market for money. The methods of trading
in the world’s great staples, both in actual purchases and sales
and in the speciul branch of trading for future requirements
which is called speculation, have all grown up round the

methods of the Stack Exchange, which is the centre of the ¥

markets.

world’s market for capital. The primary function of the Stock The Stock

Exchange is to create a market for capital, to find capital for the
formation of new companies, to buy and sell stocks and shares
of existing companies, and to float and deal in government loans
and stocks.

The main fact about the whole of the regulations and
methods of the Stock Exchange is that they are all directed to
one end, viz. to make it possible to do the largest amount of
business in the shortest time. All kinds of special arrange-
ments have been invented or gradually perfected, the primary
object of which is to expedite and facilitate business, and as
the result of this development of expeditious methods the
amount of business which can be put through in a short time
is almost inconceivably large.  On a busy day in a large stock
or produce exchange millions of pounds’ worth of shares or
goods may change hands in a few minutes. The mainspring

cz

ixchange
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of the whole system therefore is the necessity of deing business
quickly and at the same time safely, that is to say without
uncertainty as to the business done, which would lead to
disputes and litigation.

Thebroker's  In the first place, then, it is part of this policy that the

posttion privilege of trading on the Stock Exchange is confined to cer-
tain members who are carefully chosen because they are
believed to be reliable men, and who are required to lod:e
securities for large sums against the possibility of their being
unable to meet their obligations to their fellow members,  For
it is the essence of the stockbroker's position that while he is
rcally acting for some one else, by whom he is merely paid
a commission, in dealing on the Exchange for his clients he is
personally responsible to his fellow brekers for the due fulfil-
ment of the contracts of sale or purchase made by him on
behalf of his clients, Under no other system could the
business of the Lxchange possibly be carried on with the
desired speed. It would be impossible to carry on business
with the necessary rapidity if on every sale the seller had to be
furnished with the buyer’s name, and then had to consider
whethier the proposed purchaser would be good for the price.
The market might be up or down several points before he had
time to make up his mind, and then it would be too late to
reject the bargain. If the bargain is to be closed immediately
by the mere calling cut of a price and a wave of the hand as
acceptance, the seller must have a guarantee that the pur-
chaser is good, and such a guarantee can only be given by impli-
cation by the buying broker. Thus every broker is dealing on
the Exchange practically as a principal, and takes upon himself
the whole responsibility for all his clients’ obligations.

The Settle.  Again, the same necessity for rapid operation and the enor-

ment mous turnover of the Exchange is partly responsible for the
system of periodic settlements. Shares may be changing hands
at various prices from hour to hour and from day to day on the
Exchange, and it was therefore found necessary, instead of
carrying out and settling each transaction separately, executing
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a formal transfer of the shares and paying over the price, to

have one day every month, or oftener, upon which all the
transactions during the previous month would be seltled
simultaneously, the shares being transferred direct from the

first seller to the last buyer. An elaborate system has grown

up on the lines of the Bankers' Clearing House for entering See p. o4.
up the credits and debits of each broker and settling the
accounts between them at each of these periodical °*settle-
ments’, as they are called,

Punctual payment on the fixed settlement days is absolutely
essential. If a broker does not meet his obligations, he is
posted as a defaulter. These periodical settlements have
therefore the further advantage of keeping the brokers advised
(to a certain extent) of the position of their fellows with whom
they are dealing. If there is anything wrong with a broker’s
financial position, it should be at once revealed by his failure
to meet his contracts at the next settlement.

But it is not always possible for brokers or their clients to Borrowing
take up their purchases promptly on the settlement day. tea
A system has therefore been developed under which those
who require to borrow money in order to pay for their pur-
chases can do so. Thus banks grant loans to their own clients,
whether brokers cr private persons, on the security of shares
deposited with the bank. The customer must find a certain
amount of cover, that is to say, he must pay part of the price
of the shares himself, borrowing only part from the bank, so
that the value of the shares lodged as security exceeds the
amount of the loan. If the shares fall in the market, the
bank will call on the borrower to provide more cover, in other
words, to pay in a sum to reduce the loan, or lodge further
securities, thus prescrving the margin between the value of the
shares and the amount of the loan. But as the banks can Contangn
only do a limited amount of this business, a special class of
brokers has grown up on purpose to do it. They are called
contango brokers, and are practically pawnbrokers of shares.

If a stockbroker cannot pay for his shares, he borrows money
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from a contango broker, who takes up the shares, or carries
them over, as it is called, for the actual purchaser till next
settlement. The charge made for doing so is really interest
on a loan, but it is called the contange rate, or carry-over
rate.

Unfortunately, the facilities thus provided for genuine in-
vestment business have led to the development of an entirely
different class of business which is less desirable. This is
speculation, buying and selling shares, not with the intention
of holding them as an investment, but simply in hope of
turning them over again at a profit. The contango system
has enabled people to enter into this kind of business on
a large scale, because, as they can borrow the greater part
of the price, they are tempted to buy a larger number of
shares than they could possibly pay for. This has given rise to
the system known as speculating on differences, which means
buying shares which one docs not want to hold, and cannot
possibly pay for, in the hope of being able to re-sell them soon
at a profit, or sclling shares which one does not possess in the
hope of being able to buy in again later on at a lower price.
The former is what is called a ‘bull’ transaction, the object
being to force up the price of shares, the latter a ‘bear’, which
has the reverse object. Were this process confined to one
settlement it would not do very much harm, but when, owing
to the carry-over system, brokers are enabled to carry on open
speculative accounts from month to month, it leads to consider-
able mischief and artificial movements in the prices of shares
which are due to manipulation by interested speculators.
Many of the brokers themselves make a business of speculating
in this way on their own account, as well as for clients, and it
is in this kind of business that fortunes are made—and lost—
on the Stock Exchange.

It is difficult to sce any real economic advantage to the com-
munity in this kind of transaction, but, unfortunately, it is
hardly possible to restrict or prevent it without interfering too
much with the necessary liberty of genuine investment business.
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The principles upon which the business of a highly de- A Prodece
. . Exchanpe,—
veloped produce exchange is conducted are practically the Corca.”
same as those of the Stock Exchange. The Liverpool Cotton
Lxchange may be taken as an example.
The first step in the development of a wide market for any
commodity is the adoption of a system of grading so that the
goods sold may be easily described and recognized with
certainty, without the actual inspection of the goods them-
sclves, or even of samples.  Thus different kinds of cotton are Grading
described by well-known trade names and graded according *¥*“™
to quality, so that if one wishes to buy or sell, the particular
goods offered can he described to a nicety and the price fixed
accordingly. In the event of any dispute arising as to whether
the cotton supplicd is of the quality described, experts acting as
arbitrators between the parties examineitand give a final decision,
This system enables transactions to be put through by letter
or cable between parties far apart and in the shortest possible
time, so that the volume of husiness done is enormous, and
the identity of price, which is the essence of a market, is
sccured and maintained.
Cotton may be bought and sold either for actual delivery, Spot salea o,
. futurcs.
known as “spot’ or * forward’ sales, or in the form of * futures’,
that is to say, contracts or sales ahead, which may be intended
to cover actual future requirements or merely speculative pur-
chases. The economic position of such speculative dealings
in actual commeodities is more defensible than in the case of
stocks and shares. Under modern conditions, anticipation
of future necds is the essence of business enterprise, Every
manufacturer must make goods for a future demand, which
it 15 his business to estimate accurately. It follows that, as
he is dependent on the future selling price of his goods, he
must consider the probable future price of his raw materials,
The considerations upon which the future price of cotton Advantage
depends are very complicated, involving both the future sup- anticipation.
piies and the amount of the future demand, and the increasing

specialization of modern business has led to the development
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of a class of experts who devote themselves cntirely to the
study of these conditions. The intelligent anticipations of
these experts serve a useful purpose, because by raising or
lowering the present price in view of the future conditions
which their experience enables them to foresee, they can
actually medify the present market conditions so as to mitigate
the future fiuctuations. Thus a cotton broker or importer,
foresceing a short supply from the next crop, raises his price,
thus tending to check the present demand and spin out the
supply as far as possible to meet the expected shortage, With-
out such skilled anticipation the present demand at a low price
might exhaust the supply, causing a sharp rise in price later
on when the deficiency of the erop manifvsted itself in a short
supply. Thus, anticipation tends to check the fluctuations of
price, which are bad for trade.

Unfortunately, the theoretical advantages of the system are
considerably diminished by the entrance into the market of
outsiders who, not having the expert knowledge of the real
dealer, merely gamble in futures. The fixing of price there-
fore becomes more or less of a contest between these two
classes, in which needless to say the skilled expert gencrally
scores.

MarsuaLr, Econoniics of Indusivy, Book V, chap. i.
Jevons, Theory of Political Economy, chap, iv.
‘WITHERS, Stucks and Shaies.

Smitn, Organized Produce Markets,



CHAPTER IV

THE FUNCTIONS OF MONLEY

The functions of money.—Its evoluticn.—How the precious metals came
to be chosen as money.—Their advantages.—Development of the
modern form of coinage.

So far money has been rcferred to in broad terms as the
means or medium of exchange. It is necessary now to analyse
its functions more carefully and in fuller detail. These func-
tions may be described as threefold, thus:

(1) Money is the means or medium of exchange. It breaks Medium of
up barter into sale and purchase, Goods instead of being exchange.
exchanged directly for other goods, are exchanged for money,
which again is exchanged for other goods. Money thus
becomes the universal third commodity for which all goods
are exchanged.

{2} As everything is exchanged for money, money becomes Common
the common measure or common denominator of value. Fame
Thus exchange value becomes price, which is simply exchange
value expressed in terms of money.

In order to fulfil these two functions properly, the essential
quality of money is that it must be universally acceptable,
because its value depends on common consent to accept it in
payment for goods, that is to say, to give goods in exchange
forit. Every oneis willing to take money in exchange for his
goods because he knows that others will in turn be willing to
take the money in exchange for their goods. Hence Walker's' Universal
definition of money as ‘that which passes freely from hand to ﬁfﬁ:}“
hand in full payment for goods, in final discharge of indebted-
ness, being accepted equally without reference to the character
or credit of the person tendering it, and without the intention
on the part of the person recelving it, bimself to consume or

U Duet. Pol. Econ.  * Money.?
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enjoy or otherwise use it than by passing it on sconer or later
in exchange’,

{3) Money is also the standard of deferred payment or
register of debt, All contracts or obligations implying an
undertaking to be fulfilled at a future time are usually
expressed in money values though in reality they relate to
goods or things of value. Thus if a manufacturer horrows
raw materials to make into goods, and is unable te pay for
them until later on, his obligation is nct to return an equal
quantity of raw materials at the period fixed, but is expressed
in terms of an obligation to pay a certain sum of money, based
on the present money value of the raw materials borrowed.

The one quality essential to enable money to fulfil this
function properly is stability of value, If the value of the
meney changes in any way during the period of the loan, it is
obvious that either the creditor or the debtor will be prejudiced
by the change.

The process of evolution by which men have gradually come
to choose what are known as the precious metals to fulfil these
funclions of money is most interesting, not only as a piece of
the history of the development of civilization, but also as
showing how the character and functions of money itself have
been devéloped. Thus the use of money as merely a means
of exchange is comparatively a late development. At first the
thing accepted in exchange was necessarily some commaodity
which possessed intrinsic value, though it might happen that
it was something for which the receiver had no personal use at
the time. But he knew that he would want it later on, or that
when he wanted somcthing efse he would easily be able 1o
exchange it for the things he wanted, because this particular
commodity which he had received in the first exchange was
generally desired by other people. Thus one can imagine
a total abstainer being willing to accept payment of his goods
in bottles of whiskey, for which he has no use himself, because
he knows that when he comes to require other goods, the
whiskey commands a certain value in the eyes of most men
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which will make them accept it in exchange. But one could
hardly imagine the use of such a means of exchange in a com-
munity of total abstainers. The idea of regarding the medium W
of exchange as only a2 means to an end, and therefore not
requiring any intrinsic value in itself, as long as people even
by mere convention are willing to accept it because every one
else is willing to do so, is the highest development of the The highest
modern use of money, and is the basis of the theory of the mest®
value of paper money and other forms of mcney which are in
themselves entirely worthless.

At first, then, men naturally chose for the means of exchange
something familiar and generally recognized as useful or
desirable in itself. Thus among primitive savages shells
would naturally appeal to them as money, because if they did
not require to re-exchange them at once, they could in the
meantime employ them as ornaments by hanging them round
their necks, and so get some use out of them. A similar idea
lies at the root of the practice in India of investing spare funds
in the purchase of silver bangles and ornaments for the women Value o use,
folk. The same idea may be recognized in the purchase of
diamonds in the west. The money is put to a good use in the
meantime, and it is there immediately convertible into other
forms of goods when necessity arises. Instead of getting
interest on it from the bank, one gets the use of it in the form
of ornaments to be admired in daily use.

Among early nomadic tribes cattle, sheep, and other animals
were a natural form of means of exchange because they were
universally desirable, and also for another reason because they
were self-portable as it were; when the tribe moved from
place to place the ‘living money’ moved with them, and even
served to carry their other forms of movable wealth, their
various goods and chattels. Many other things have been Early forms

. . of money.

recorded as the accepted means of exchange, such as rice in
parts of India, cacac among the aboriginal Mexicans, oil in the
Ionian Islands, rock salt in Abyssinia, wampum money in the
early days in New England, tobacco in Virginia and Maryland,
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tea blocks at the old Russian fairs, dates among the tribes of
Northern Africa, beaver and scalskins in Arctic regions, and so
on, all of them being articles which in the first place possessed
intrinsic value. It was for the same reason that metals were
first employed as the means of exchange, for metals were at
first among the most precious things available to semi-civilized
races. The early use of copper in Egypt, for example, which
it is said was indeed the very mainspring of the rise of the
carliest Egyptian civilization, would naturally suggest the use
of copper articles or ingots as a most convenient medium of
exchange, a commodity always desirable and of great use in
itself.  From these early days the choice of metals as money
has become universal, the only change being that as the baser
metals, so called, became more common, the choice has
gradually risen to those metals of higher value which have
come to be known exclusively as the *precious’ metals,
namely, gold and silver. It must be remembered, however,
that these are not by any means the most precious metals, and
it is therefore necessary to consider why they should have come
to be so universally adopted as the best material for coinage.
Their first advantage lies in the fact of their universal desira-
bility, which is due to their intrinsic beauty, and the multiplicity
of their possible uses as ornaments and otherwise, But another
reason for their value is their comparative scareity, and an inter-
esting way of realizing this is suggested by considering whether,
sctting aside their modern relative value, geld is really any more
Leautiful or more desirable in any way than silver, As a matter
of fact it is doubtful whether gold always was more valuable in
men’s eyes than silver, and it is easy to imagine that in a country
like Southern India, where in the old days gold was compara-
tively plentiful but there was no native supply of silver, a travetler
arriving with a stock of silver for sale would easily have been
able to obtain more than an equal quantity of gold in exchange
for it. But in modern times the world's supply of silver is so
much greater than that of gold,’ and the cost of production of
1 Sce Table I in the Appendix.
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silver is so much less than that of gold, that gold has without
any difficulty achieved the higher position, and is likely to retain
it. But another aspect of the question is shown by the fact that
other metals still more precious than gold have been tried as
the basis of metallic money, especially platinum in Russia during
the nineteenth century, but without success. What then are
the peculiar qualities of gold and silver which have made them
so outstandingly desirable as the raw material of the world’s
money supply ? They may be tabulated as follows :

(1) Facility of transport or portability, because they possess
large value in proportion to their bulk and weight, hence their
value differs little from one place to another, because the cost
of carriage is comparatively small. The price of gold therefore
is roughly the same all the world over, because if its supply were
excessive in one country and deficient in another it would very
quickly be carried from the one country to the other. Thus
the value of gold at the mine in South Africa is only a com-
paratively small fraction less than the value of refined gold in
London, because the cost of refining it and forwarding it to
London is only a trifle compared with its total value, which is
nearly £4 per ounce. Even silver of course compares very
unfavourably with gold in this respect, so much so for example
that in many of the United States silver dollars are not in use
at all, though they are the principal coin of the country, but
are replaced in actual currency by paper doliars. It would be
intolerable to have to carry about any large sum in silver.

{2) Durability. Hence the value of gold varies very little
from time to time. Gold does not depreciate e.g. by rusting,
though kept for an infinite time. It is therefore very desir-
able for use as ornaments, and ancient Egyptian ornaments
made of gold are in existence to-day which are six thousand
years old, and are in almost as perfect condition as the day
they were first worn. For the same reason gold and silver are
the most desirable forms in which to keep treasure from one
age to another, especially gold, which under proper conditions
docs not even tarnish with keeping.

Portability,

Durability,
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Durability is very important for another reason. Gold, once
it is found is not consumed, like wheat for instance. It remains
more or less permanently in existence, though in the case of
omaments and coinage a certain proportion of its weight is
gradually lost by wear in use. DBut on the whole, goid once
brought into the world remains available for permancnt use,
with the result that each new supply is added to the existing
stock, and the sum-total is constantly increasing. This has
been expressed by saying that the world’s supply of gold is
a stock not a crop, and this is of the greatest importance in
reducing the tendency to fluctuation in value which would
result from variations in the supply if that were dependent
upen the annual prodoction.  If wheat, for example, were used
as mongey its value would vary enormously from year to year,

World'sgold according to the amount of each year’s crop.  But with gold it

supply.

Uniformity.

is not so; the annual output though now very large is small
comparced with the accumulated total which remains from all
the world’s production throughout past ages. The annual pro-
duction of all the goldfields in the world was before the War about
twenty-three million ounces (troy) of fine gold, worth nearly a
hundred million pounds sterling.? Probably from one-half to
two-thirds of this went into coinage every year.® EBut the total
amount of gold in existence in the world as coin and bullion was
estimated at over two thousand millions sterling,! so that the
annual addition to the stock was less than five per cent. of the
total. If the annual crop of gold were doubled it would only
make a difference of four and a half per cent. per annum in the
waorld’s stock, which is of course considerable, but nothing at all
compared with what the effect would be if the world were depen-
dent on its annual supply of gold for its whole requirements.

- {3) Idcntity of quality. ‘There is no necessity for sampling,
grading, or description of the quality of particular lots of gold,
as in the case of wheat, cotton, or other goods. All pure gold
is the same, and it is only necessary to ascertain the standard
of the metal, in other words the proportion of alloy to pure

! See Table 1. 7 Sce Table I1.
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gold {for gold is scarcely ever handled in the absolutely pure
state), in order to be able to state its exact value. There is no
difference of quality between different samples of gold from
different countries. All pure gold is the same.

{4) Difficulty of counterfeiting. Imitations of gold are easily Difficuley of
detected by a very simple and infallible test, and the exacthp o
ascertainment of its standard by assaying is comparatively easy.

{5} Gold and silver are very easily handled from the. point of
view of the mechanical difficulties of producing a good coin.
They are easily melted down, beaten, rolled, or drawn out into
thick or thin sheets, pieces, or wires. In technical terms they Mechanical
possess great fusibility, ductility, and malleability. They are advanages.
also almost infinitely divisible. A piece of gold can be beaten
out into a layer so thin that it would be blown away by a breath,
and this foil may be cut up into the most minute pieces, yet the
whole thing can be brought together again and melted down
into an ingot of the original weight. Compare this with a Divisbility.
diamond, for cxample, the value of which disappears completely
when it is cut up, or with the difficulty of handling harder
metals such as platinum. These were found so difficult as
coinage material that they finally bad to be abandoned even
by Russia, which had the advantage of producing the metal
in her own country, and made great attempts to introduce
their use.

{6) Stability of value. In this respect it will be found that Stabilicy of
the precious metals are far from perfect as a means of exchange, vale
yet they are probably much better than anything else yet
discovered. The comparative scarcity of gold prevents its
value being completely demoralized by great discoveries, and
even if such were made, it is doubtful whether the cost of
production would be very much lower than at present. Of
course, if some chemical process of making artificial gold could
be discovered ‘which would produce tons of gold out of some
inferior substance it would completely destroy the value of the
invention by depreciating the value of gold through its super-
abundance ; but it is a striking fact that though nothing in the
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world's history has led to greater effort from the earlicst times
than just this search for the philosopher's stone, not the slightest
success has rewarded all these efforts. The world is still depen-
dent for its gold supplies upon the hard won product of the
miners in countries which are all distant from civilization and
mostly very inhospitable, and the cost of getting it out is
high in human life and sacrifice, as well as in mere labour and
machinery. The cost of production of gold is therefore likely
to remain fairly high; and by one of the peculiar compensations
of economics the very fact of an excessive supply of gold serves
to some extent to increase the cost of production of further
gold, and so tends to check the increase of the supply. To
explain this fully involves anmticipating the argument of the
next chapter, so that it must suffice at the present stage to say
that the gencral effect of an increased supply of gold is to raise
the prices of all kinds of commoditics throughout the world ;
this inevitably affects the prices of machinery and human
labour and all the other essentials which go to make up the
cost of production of more gold and makes it less profitable
to produce geld.! Thus the increased supply of gold tends to
check itsell; but this influence is not normally of any great
importance, because it ouly affects the supply of gold and
that very slightly. The other influences which affect the value
of gold are of much greater weight than its cost of production.

It is again a matter of great historical and social interest to
trace the gradual development of the modern form of coined
morney which is so generally adopted throughout the world, for
there is really astonishingly little difference between the chief
types of coins in use in all the different countries of the world,
Most of them are round and flat, covered with designs or
lettering, and with milled edges, except in the case of coins of
inferior metal,  What is the explanation cf the universal adop-
tion of one common form ?

At first the precious metals were used in the form of ingots
or small pieces of the metal, which had to be assayed and
weighed in order to ascertain their value, a very cumbersome

} See Chapter XVI, p. 230
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process. Then the practice grew, probably among merchants
travelling about the then known world from fair to fair, of
making their ingots of a fixed standard of fineness, and putting
private marks upon them. Those who knew the merchant’s
mark and had confidence in him, only required to weigh the
ingot ; they could take its standard for granted. It is interest-
ing to note that in many cases these primitive coins bore a
distinct resemblance to certain articles or commeodities which
had formerly been In customary use as means of exchange,
Thus we find traces of small images of oxen in gold apparently
in use as means of exchange in Egypt, and in China there
were knife coins, which recalled the previous use of knives as
the medium of exchange. It is hardly possible to draw any
hard-and-fast line between these primitive ancestors of the
idea of coinage and thc first of what would be called coins in
the modern sense of the word, for the process was not one of
invention so much as of evolution. The small bean-shaped
ingots, bearing one or more punch marks in the side, which
were in use among the Lydian kings as early as 700 B.C. and
probably also in China about the same time, are just the last
stage before the emergence of the real coin. The first coins
in the modern sense of the word were probably the early
Greek coins such as those used by the Greek merchants in
Naukratis in Egypt in the seventh century B.C. These were
round and flat, and bore representations or symbols of the
gods in high relief upon both sides. The later Greek coins in
Egypt, especially those which Lore the head of Alexander the
Great, though these were not issued till after his death, were
of extraordinary beauty, and the whole coinage of the Greek
and Roman periods in Egypt provides an epitome of the
history of the various rulers of the country in those days, Greek
and Roman. Gradually they were working up to the modern
form of the coin, and indeed the only thing they did not use in
their coinage, which may fairly be claimed as 2 modern inven-
- tion, was the milled edge. Their coins had a bevelled edge
which served the same purpose ; it enabled any one handling
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the coin to see at a glance whether it had been much worn,
or had been clipped or interfered with in any way. For that
is the whole secret of the modern coinj; its object is to
make it impossible to subtract anything from the metal
content of the coin without the fact being immediately patent
That is why the coin is covered with designs over almost the
entire surface of both sides, and the edge milled ; the least
attempt to scrape or rub off any of the metal must interfere
with the design or the milling and be shown up at once.

The final stage in the history of coinage is its adoption by
the government as its exclusive business, for coinage has from
very early times been regarded as the privilege of the govern-
ment.  Thus the government steps in and takes over the
making of the coins, marks them with its own mark, generally
the portrait or superscription of the sovereign, and fixes the
weight and standard of fineness of the gold contained in the
coin, at the same time fixing the value of the coin accordingly,
and making it legal tender, that is to say, making its acceptance
compulsory.

Hence Jevons's definition of a coin is An ingot of which the
welght and fineness are guaranteed by the government, and certi-
Jied by the indcgrity of designs impressed upon the surface of the
metal.  Tts universal acceptability is now based upon the order
of the government, not upon the mere consent of the people
to accept it, though that was originally based upon the intrinsic
valuc of the coin. But the government has merely set its scal
upon the convention already cstablished by custom, and it
remains to be scen later on whether the sanction of the govern-
ment has in any way altered the real value or authority of the
coin.

Gipg, chap. iv. 1.
Jevons, Money, chaps. iii-vii.



CHAPTER V

THE QUANTITY THEORY OF MONEY

The value of inoney is its purchasing power.—Quantity theory of money.—
Variations of its purchasing power or general level of prices.—Index
Nutnbers.— The meaning of Money,—Metallic money with full intrinsie
value, Token money, Paper money, Bankers’ money, and the Credit
system.

Berore going on to deal more fully with the qualities and
requiremcnts of metallic coinage, and how it fulfils the functions
of money, it is nececssary to consider certain general questions
affecting the position of money as the result of these different
functions, especially the second, the common measure or
common denominator of values. If, as already explained in
previous chapters, all goods are, under a ‘ money economy’
as it s called, exchanged not directly for each other but in the
first place for money, it is natural to expect that some relation
will be set up between the total amount of goods in existence
at any given time which must be exchanged for money, and
the total amount of that money which is available at the time
to carry cut the necessary exchanges. If there is a certain
quantity of goods which must be scld for moncy, and there
is only a certain amount of money available to buy them with,
then obviously the price of the goods, that is to say the amount
of money obtainable for each commodity, will depend on the
relation between the amount of money and the quantity of
commodities. If there is plenty of money and not very many
of the goods, each commodity will exchange for a large quantity
of money, in other words it will fetch a high price ; but if there
is little money and a great many goods the price of the goods

Da
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will be very low. This is no new theory, but simply anothcr
application of the cordinary theory of value, namely, that the
value of anything depends on the quantity of other things one
can get in exchange for it, which depends as a rule on the
relative quantity of the two commeodities awaiting exchange.
Obviously the same rule ought to apply to the case of exchange
between commodities in general and the one cammedity for
which they are all exchanged, namely money. The value of
moncy then, like that of everything else, should depend on the
amocunt of it, or on supply and demand.

In the first place, however, it is necessary to make clear
what is meant by the value of money. The value of any other
commodity is expressed by its price, which is its exchange value
in terms of money. That of course is not its real value, but
merely 2 method of expressing its value in terms easily under-
stoed and comparable with those of other commodities. Dut
obviously the value of money cannot be so expressed. One
cannot express the exchange value of anything in terms of
itself. The price of money-—its exchange value expressed in
terms of money—is an absurdity, which conveys nothing at all.
To find out the value of money one must therefore do as in
the case of other commodities, go behind the price which is
merely the expression of their value, to the real value behind
that price. The real value of any commodity is the quantity
of other goods for which it can be exchanged. So it is with
money: the value of money is the quantity of other com-
modities for which it can be exchanged, but as all other
commodities can be exchanged for money, it is more con-

Now the purchasing power of money cbviously depends upon
the general level of prices; if prices of all commodities are
high it means that a certain amount of money will not go so
far in the market as it would if prices were lower, What then
is it that regulates the gencral level of prices, and so controls
the purchasing power of money ?

As already stated, the value of money is like everything else
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in that it depends on the supply and demand. The supply of
money consists in the first place of the quantity of metallic
coinage which is in circulation as the medium of exchange.
It will be seen shortly that that is by no means a complete
definition of the money supply, but it may scrve the purpose
in the meantime. On the other hand, the demand for money
is only measurable by the number and value of the exchanges v
which have to be made of goods for their prices.  Obviously
this depends primarily on the quantity of the gouds concerned,
and so it may be generally stated in the meantime that the
demand for money depends on the quantity of commodities
produced which require to be exchanged for money. Putting
these two together we arrive at the definite statement of what
is known as the Quantity Theory of Money that the generas

uantity
heory uf

level of prices depends on the amount of money in effective use; Money.

i wartes with the relation or proportion between the lotal amount
of money (of every kind) and the total amount of goods and
services whick must be exchanged for that money.

Notice next that theoretically it does not make any difference
to any one whether the general level of prices is high or low,
Money is only a means to an end, the exchange of goods for
each other, and theoretically it does not matter how much of
the money is used in the double exchange; what really matters
is the amount of each commodity exchanged, that is to say, the
relative value of the two commodities compared with each
other, regardless of the standurd of comparison used. Thus
if it is necessary to know which of two men is the heavier,
it does not matter whether their weights are mecasured in terms
of pounds or kilograms. The unit of weight used will not
affcct the relative weights of the two men. In the same way
it may be said that the general level of prices is of no impor-

tance to any one, because it makes no difference in the real <

values of commodities, A general rise or fall in prices theo-
retically makes no difference.

It may be well to point out here a very common confusion
of terms. It is customary to speak of a general rise in values,
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when people say that the value of everything is rising. DBut
a rise in the value of everything is a contradiction in terms,
because value is only relative, it means that cne thing is worth
so much more or less of another. If then the value of one
thing rises it must mean that the value of something else in
respect of that first commodity has fallen. Both cannot rise
at the same time. The confusion arises from the fact that the
2Prices of two things may both rise; but that does not affect
their values in relation to each other, which remain the same.
If the one was worth two of the other before, and the prices of
both are doubled, the one will still be worth two of the other,
What Ts really meant by those who speak of a general rise in
values is only a general rise in prices, which is not the same
thing at all. A general rise in prices means that the value of
everything excep? one has risen. That one is gold or money.
It means that the value of gold, which is its purchasing power,
has fallen, while the value of all other commoditics in terms of
gold, which is their price, has risen. A general rise in prices
means that the amount of gold for which other commoditics
can be exchanged has risen. One gets fewer commadities now
for the same amount of gold : in other words, the value of gold
has fallen.

Theorctically therefore the value of gold makes no diffcrence
to any one, because it does not matter to the world whether the
general level of prices is high or low; but what does matter is

" the process of rising or falling of the general level of prices,

that is to say, the change from one general level of prices to
another. Theoretically again even this should not matter if
all prices rose or fell simultaneously and proportionately all
round, because no one would be any the worse or the better.
But that is just what they never do. Owing to various causes,
which may be summed up in the term economic friction, there
are always some people who suffer in a period of transition
because they are less able to defend their economic position.
It takes time to make changes, existing contracts must be
carried out till they expire, customary prices and rates of
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wages are very slow to change, even when it is clear that other
things are changing, and the result is that there are always
certain classes who tend either to gain or lose by a change in
the general level of prices. For example, such a change affects Effects of
the relative positions of debtor and creditor, because it means |:»ncr:ng
a change in the value of money during the period which elapses
between the granting of the loan and its repayment. If 2 manu-
facturer borrows £1,000 to put into his business to be repaid
ten years later, the only thing he can do with the money is to
buy with it something which he requires for his business, szy
raw materials, and these are in due course manufactured and
sold as finished goods, for which he receives a certain price,
At the end of the ten years all prices have risen, including
those of the manufacturer’'s commodities. As the time for
repayment approaches he must sell £ 1,000 worth of his goods
to pay his debt, but owing to the rise of prices he will not
require to sell so many goods now as he would have sold for
£1,000 ten years ago. Fewer goods will therefore pay his
debt now than he was able to make out of the original sum
borrowed. e has gained by the rise of prices, because the
value of the money repaid is lower than the value borrowed,
though the sum is the same. The value of money has fallen.
When prices fall the position, of course, is just reversed. Thus Debtors and
creditors.
tising prices are good for debtors, and bad for creditors, and
wice versa. In the same way the change in the purchasing -
power of money obvicusly affects all people with fixed incomes,
or those whose rate of remuneration is fixed by custom and
is slow to change. Thus the wages of the workers and the
salaries of the middle and professional classes are very slow to
move in times of changing values, and these classes gain
greatly by faliing general prices and lose by rising prices.
Their real income moves in proportion to the rise or fall of
prices in general, but in the opposite direction. This, for ex- Fixed
ample, was very seriously felt by all classes owing to the rapid ee=es-
rise of prices during and after the War, In England in March,
120, a sovereign would only buy as much as could have been



Index
Numbers.

History of
prices

40 THE MECHANISM OF EXCHANGE

bought for about 6s. 24. in July, 1914, the wholesale Index
Number being 325 against 100 at the former date {see Table VI).

What matters, then, is not the actual position of prices, but
the movement up or down of the general level of prices, and
in modern times great attention has been paid to evolving
methods of calculating the rise or fall in the general level of
prices. For obviously it is not easy to say how the general
level of prices is moving when many items are going up, but
some are steady, or perhaps even going down. The method
now in use is known as that of Index Numbers. A large
number of commodities in general use being selected, the
price of a certain quantity of a particular quality of each com-
modity is ascertained. Later on, say at intervals of a month
or a year, the price of the same guantity of the same quality of
each of the commodities is again taken, and the new figure in
each case is compared with that formerly recorded. The
difference is calculated as a percentage, and the total of
these percentages indicales the movement of the gencral
level of prices. There are of course many different methods
of calculating Index Numbers, and many intricate points of
detail to be considered,—for these, reference must be made
to a special text-book,’—but the general method is the same
and the results are always very similar. There are three
main Index Numbers much used in England, namely Sauer-
beck’s, published in the Sfa#is¢; that of the Economist, pub-
lished monthly ; and the Government Index Number, which
is prepared by the Board of Trade. It is interesting to note
the general effect indicated by them all, as shown by Table V in
the Appendix. Since 1873, for example, they provide illustra-
tions of both a great fall and a great rise in the general level
of prices.  From 1873 onwards prices fell very rapidly, and on
the whole steadily, till about 1896, when a change began which
had become very marked even before the War. Thus the Board
of Trade Index Number which was 151-9 in 1873 fell to 8§8-2
in 1896, and then rose again, till in 1913 (the last complete
year before the war) it was 116-5. After rgr4the rise of prices

' e.g. Layton's Iniroduction fo the Siudy of Prices, Appendix A,
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was very much greater, but for reasons which form a very
special case of the Quantity Theory and will be more fully
discussed in a later chapter.

Of the two evils of falling and rising prices the former used
to be considered the worse, because a general fall of prices causes
great depression of trade, and introduces an undesirable element
of uncertainty into the calculations of the manufacturer. On
the other hand, a rise of prices while it encourages trade is
apt to lead to over-activity, inflation of prices, and speculation
which generally ends in a ccllapse and a financial crisis,
Further, the effect of a rise of prices upon the wage-earning
classes and generally upon those whose economic position is
weak, may be disastrous by cutting down their standard of
living. Thus the years before the War were marked by a wave
of industrial unrest due to the fall of real wages through rising
prices, while during the War and especially in the post-war boom
the evils of rising prices were very sharply impressed on every
country.

What is wanted above all things is neither rising nor falling
prices, but steadiness of the general level of prices, that is to say
stability of the value of money, and that is just where the world’s
monetary system fell short of perfection even before the War.
Herein lies the answer to the question propounded in the first
chapter as the main thesis of this bock ; the system of money
prices does, in times of transition from high to low prices or
oice persa, produce an actual distortion of values through
inequality of the rate of movement of prices of different com-
modities. If one class of prices (and it must be remembered
that prices include wages or incomes) is rising rapidly, while
another remains steady or rises slowly, then the relative value
of these commodities or services is being altered by the changes
of our monetary system. The quantity theory of money is
therefore the essence of the whole question round which this
book revolves, viz. the mechanism of exchange and its effect
upon values. It becomes necessary then to inquire more fully
into the quantity theory and the line of this further inquiry

Falling and
Tising prices

Distartion
of values.
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may be indicated as follows: According to the theory the
general level of prices depends on the quantity of ‘money’ in
circulation. But there are many different kinds of money in use
in the world, and metallic money, especially gold, is only a very
smali proportion of the total. It must not be assumed there-
fore that the quantity of mefallic cosnage in circulation, still less
the quantity of one particular coinage, say gold, has any direct
and proportionate effect on prices. In the first place we have
no definite knowledge of the amount of gold coinage in exis-
tence in the world, All we can do is to take the totals of
certain known stores of gold e.g. in certain banks and State
treasuries, and estimate the rest. Again our information as to
the world's annual supply of gold is fairly accurate, but we have
no very definite information as to how much of that is used for
coinage purposes and how much for other uses, such as gold
watches and crnaments; that side of the demand for gold can
only be estimated.

But even if we had exact information as to the quantity of
all the different metallic coinages in circulation in the world we
should still be very far from being able to apply the quantity
theory with any approach to definiteness, because there are so
many other things to be taken into account. Suppose for
example that in one place or country, owing to the devclopment
of the conveniences of exchange, the concentration of markets,
and the habits of the people, the turnover of trade is very much
quicker than in another district, so that the same piece of
money performs many acts of exchange in the course of a day
passing rapidly from hand to hand. Obviously from the point
of view of the quantity theory that will have just the same effect
as if there were many pieces of money each of which merely
passed from one hand to another and remained in the possession
of its second owner all day. This then points to the question of
‘rapidity of circulation’, which is a factor of great impartance in
the effective amount of moeney. Again, there are many different
kinds of money, all of which require to be taken into account
in discussing the quantity of money. First of all there is the
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standard coinage of the country, usually gold nowadays in most
countrics, which possesses full intrinsic value, that is to say it
would be worth as much at a goldsmith’s shop as a piece of
bullion as it would be in any other shop in exchange for goods.
But there are also many other kinds of money which are called
generically ‘ token money’ which possess much less intrinsic
value than their face value, such as silver, nickel {in every
country except England), and copper. These as most people Token
know are not worth, as metal, nearly their full legal value as money:
coins, yet they pass current every day at their full face value
without question. In other words, it has gradually been realized v
that full intrinsic value is not essential to the utility of a coin as
a means of exchange, if certain other requirements are complied
with, and it will be necessary to consider carefully what these
requirements are and how far token moncy can thus take the
place of its more intrinsically valuable companions. Still more
startling when the truth is realized is the fact that in modern
civilized communities certain slips of paper which are called
paper ‘money’, though they possess no intrinsic value whatever,
do as a matter of fact pass current from hand to hand in exchange
for valuable goods. They are currency in fact, or money of a Paper
sort, and the question of how they perform this apparent miracle onek:
and the conditions of their issue, especially as to their amount,
must be carefully studied, for obviously if money can be made
out of paper to an unlimited extent it is waste of time and
trouble to use gold as money, and the amount of gold brought
to light in the world every year does not matter at all.  Further,
bankers and other financial men have gradually brought into'
use certain ingenious methods of doing money’s work without
the use of any actual money at all, e.g. by the use of cheques,
bank drafts, bills of exchange, and so on, which are all included
in the general term ‘bankers’ money’, and these carry us into
the mysterious realm of ‘credit’ which in the modern financial
organization of the world means paying our debts by a system
of set-off or contra account, without using any currency.

But from the point of view of the quantity theory of money
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all these different kinds of money or expedients for doing
without money must be taken into account as money of one
sort or another, and the question comes to be whether, in view
of this enormous mass of *money’ other than gold, it really
matters much what quantity of go/d money is in existence at
all. What are all these different kinds of *money’; how do
they come to fulfil the requirements of money as the means of
exchange, and what is their relation to real money, that is to
say, to the full intrinsic value money which in most countrics
nowadays is gold only ? First, then, it is necessary to consider
the essential qualities of a standard coinage, for that is the
name given to the full intrinsic value money of any country.

Gipe, Book I, chap. iv, secs. 2-3.
IrvinG FisueR, The Purchasing Power of Money,
Layrox, Infioductios to the Study of Prices.

Note —The following is suggested as a Classification of * Moncy’ for
future use throughout the text:

Gold standurd money possessing full intrinsic value,
J Token money (silver,! nickei, or copper) possessing only
partial intrinsic value.

Paper money
Bank Notes

1. Currency

i possessing no intrinsic value at all.

Cheques, Bank drafts, Letters of Credit, Bills of
II.  Credit <11’.:(ch:u-1ge, Promissory Notes, Deposit Reccipts, and
all other forms of * Bankers' money’ or Credit Papers.

1 Silver may be ‘standaid money s



CHAPTER VI

THE QUALITIES OF GOOD COINAGE

Intrinsic value and legal tender value.— Right, weak, and strong money.—
Free mint and mint price.—Gratuitous coinage,—Brassage and
seigniorage,~—Gresham's Law,—Token money.

It has been seen in Chapter IV that the adoption of money
as the universal means of exchange is the result of custom ; it
requires the gradual development of a general agreement to
accept the coins in payment of debts, Then the government
steps in, puarantees the weight and standard of the metal con-
tained in the coins, and compels the public to accept them in
payment of debt at a certain value, that is to say, it makes the
coins legal tender. This raises a new difficulty, The coin
has now two values, (1) its intrinsic value as a piece of bullion,
which depends on the market value of the bullion, and {2) its
legal tender value, which is fixed by the government.

These two must always be the same, because if the bullion
value is greater than the legal tender value, that is to say, if
the coin is strong, it will be melted down or sold by weight as
bullion, and the coinage will disappear. 1If, on the other hand,
the coin is weak, that is to say, if its bullion value is less than
its legal tender value, then the government is defrauding its
subjects by trying to make them accept the coin at a value
greater than its real value. The terms * strong’ and ‘ weak ’ are
preferable to those formerly used, ‘heavy’and ‘light’, because
it may happen that the heavier of two coins is actually the
weaker on account of the greater proportion of alloy which it
contains. The government then must see to it that the coins
are kept ‘right’, that is to say, that their bullion values
are always equal to their legal tender values, no more and no
less. But it {s very dithcult to do this. For while the weight

Legal
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of a new coinage may be carcfully calculated at the time of
issue, so that it may be exactly right, yet the bullion value of
the mectal it contains may change, because the bullien is
a commodity which has its market price. This price depends
on other considerations besides the demand for coinage, for
example, on its use in trade or thearts. Thus the government
must either be constantly re-coining and altering the weight of
the coinage to suit the changing value of the bullion, which 1s not
practicable; or else some means must be discovered of preventing
the fluctuations of the market value of the bullion. This is
done by what is called the open or free mint. The govern-
ment fixes a certain price which it is willing to pay for gold of
a certain standard, that is to say, it undertakes to coin any
quantity of bullion that the public may bring to the mint into
comns at a certain fixed number for a specified weight of gold.
For example, the English mint will coin any number of ounces
(troy) of gold of twenty-two carats standard, that is to say
eleven-twelfths fine, into sovereigns at the rate of 18G9
sovereigns for 480 ounces of gold. In other words, the mint
price of Lnglish standard geld is £3 175 ro}d. per ounce
(troy).

It is interesting to notice how this peculiar figure was
adopted as the basis of the world’s price of gold, for such it
has become. The explanation goes back to the very beginnings
of the modem history of coinage in the seventeenth century in
England. At that time a great change was coming over the
opinicns of business men and foreign merchants as to the
policy to be adopted in regard to the precious metals. In the
days before the discovery of America by Columbus the precious
metals were becoming increasingly scarce throughout Europe.
The supplies had originally come from the East in the times of
the Greck and Roman conquests, and these had been gradu-
ally depleted by wear and loss until in the period between say
the thirteenth and fifteenth centuries every nation in Europe
was struggling to obtain and retain for itself a sufficient supply
of the coveted bullion, The result was the existence in every
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country of a mass of legislation prohibiting under the most
stringent penalties the export of any of the precious metals;
but the frequency of these enactments in itself shows how in-
efficient they were to prevent the trade. The discovery of the
New World, however, with its enormous supplies of silver and
gold changed the whole situation, and gradually men’s views
on the proper method of regulating the movement of bullion
between different countries began also to change. When the
East India Company received its Charter on 3ist December,
1599, a clause was inserted conferring upon the Company the
right te export bullion, and this became one of the chief
charges made against the Company in later controversies.

Early in the seventeenth century a strong school arose of
men who came to be known as the Mercantilists and who The Mercaa-
advocated an entirely new view of trade, namely, that the only it
way to protect the nation’s supplies of bullion was to regulate
trade in such a way that there would always be a favourable *
balance of trade, which to them meant an excess of exports.
This was looked upon as desirable because it meant that other
countries would require to pay for the excess in gold or silver.
Thus the Mercantilists, whose views to this day colour the
terminology of the foreign exchanges, were in reality not
reactionists but advanced reformers who stood for the
economic principles of free trade rather than the traditional
policy of protection which came later on to be associated with
their name. One effect of their arguments was seen in 1663 The 1663
when England, first of all the world, passed an Act allowing Act
within certain easy limits the free movement of bullion out of
the country, and to this, as will be seen later on, was largely
due the early supremacy of England in the world’s financial
affairs.  This Act was immediately followed by an entire
reconstruction of England’s own coinage, which was then in
a very bad state, At that time the standard coinage of Eng-
land, like that of every other country in Europe, was silver;
a pound Troy of standard silver contained 11 oz 2 dwts. of pure
silver and 18 dwts. of alloy and was coined into 62 shillings,
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or 1n other words the price of English standard silver was
55 2d. per ounce or 62 shillings per pound troy, which con-
tains only twelve ounces.  Under an Act of 1663 gold coins
were introduced which were officially known as * Unites’ or
*broad’ pieces, but soon came to be popularly known as
Guincas, because they were made from gold brought from the
territory of the Guinea Company in West Alrica.  Fony-four
and a half of these new pieces, which were declared to be
worth twenty shillings each, were to be made out of & pound
troy or twelve ounces of standard or ‘ Crown’ gold, which was
to conlain twenty-two carats of gold to two of alloy, that is 1o say
it was the modern standard of eleven-twellths fine. Accord-
ing to this the standard gold would be warth K44 105
£3 145 2d. per oz This fixed price, however, turned out to be
much less than the real bullion value of the new coins in com-
parison with the silver coins, which to make matters worse
were very much clipped and worn, and the new coins quickly
showed a tendency to disappear from circulation, being melted
down or sold for export at their bullion value. To meet this
difficulty the price of the guinea was gradually raised until it
finally touched 3o shillings.

In 16¢6, England, under the advice of the philosophers,
John Locke and Isaac Newton, enlered upon a great re-coin-
age scheme which for a time righted matters again, and the
price of the guinea fell to 215, 64, at which it was officially
fixed, thus marking the first step on the part of England
{though it was probably unintentional) towards establishing
a fixed ratio between the values of gold and silver bullion.
But still the price was too high, and in 1717, Sir Isaac Newton
being then Master of the Mint, the guinea was reduced to its
well-known value of twenty-one shillings, at which it remained
as long as it continued to be a part of the English coinage.
Incidentally this fixed the modemn price of English gold,
because if twelve ounces of standard gold were still coined into

1 Sce Dana Horton, The Silver Pownd, p. 239,
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44% of these coins, which were now officially declared to be
worth £1 1s each, then obviously one ounce was worth
a twelfth part of 44} guineas, namely £3 175, 10%d. The
modern English sovereign, it may be mentioned in passing, was
not introduced till 1816, when the guinea disappeared.

There has then been a free mint in England for gold coinage Free s
since 1666, but a free mint does not necessarily mean that the Ko
government does the work of coinage without any charge.

This is calted gratuitous coinage, and England is the only country

that does so. Most countries charge the cost of coinage, called
brassage, and somctimes an extra profit called seigniorage.? Brassage
The latter, however, is very often used to include both the ;’};nimage,
actual cost of coinage and any extra profit that may be made.

The result of the English system of gratuitous coinage is that
the English sovereign is the only coin in the world which is
absolutely right. A very little consideration will serve to show
how the free mint keeps the coinage right. It is obvious that
if the government is prepared to buy any quantity of gold at
the price of £3 175, 10}d. per ounce, no one will sell gold for
less than that price. On the other hand, if any outside Efect of
merchant were to offer more than the mint price he would have ® Wit
such a quantity offered him, sovereigns being melted down
and sold to him at a profit, that he would soon cut down his
price again. Besides, why should any one offer more than
£3 175, 104d. for gold when he can get it at that price by
simply melting down new sovereigns? T'hus the mint price of
gold, which is the same, considering the differences of
standard, in all countries, has practically fixed the value of
gold bullion all over the world, so that the price never varics
mare than a small fraction per ounce.

Incidentally it must be explained that as a matter of fact
the actual price of standard gold in the London Bullion
Market fluctuates round £3 17s. 92, not £3 175 10id. as
already stated. The reason for this is as follows: As a The Bank
matter of fact it is not the custom in England for any one price:

1 Ibid., p. 230. % See Table IV.
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to take his gold to the Mint itself and have it coined on his own
account. Though any one is entitled to do that, in practice
it has been found more convenient that the Bank of England,
which is in reality though not in name the Government Bank,
should act as agents for the Mint in receiving bullion for
coinage. Any one who has bullion for sale, therefore, instead
of taking it to the Mint and leaving it to be coined at their
convenience, which would mean a considerable delay, takes
it to the Bank instcad and receives the corresponding amount
of sovercigns at once, or at least as soon as the gold has becn
weighed and assayed to prove its standard.  This is not only
a convenience to the owners of the bullion, but it also saves
them the delay of coinage, and time means money, because
the value of the gold would be just so much uninvested capital
while it lay at the Mint waiting to be coined. Though this
sounds a very small matter yet it is rcally quite an important
consideration, and the owners of bullion are quite willing to
pay for it. The Bank therefore by arrangement pays only
£3 17s. 9d. per ounce or 144. per ounce less than tHe statutory
price, and this forms at once the remuneration of the Bank
for its trouble in the matter and some recompense to the
Government as owners of the Mint for their loss of interest
on capital. Thus as a matter of fuct the Bank has become
in a sense an agency of the Mint and the bulk of the bullion
lies in the Bank safes uncoined until coinage is required, when
it is taken out and forwarded to the Mint.

So far then for the gold coinage of England, but the matter
becomes much more complicated when it is remembered that
every country requires more than one coinage; for example,
they must have silver and copper coins as well as gold. Now
to fix a mint price for silver is essentially a different operation
from that of fixing a mint price for gold, which only means
fixing arbitrarily the weight of the standard coin, or the
number of coins to be made out of a certain weight of standard
bullion. As alrcady pointed out, it was mainly the result of
an accident that the present price of gold was fixed, or in
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other words that 46-725 sovereigns are made out of a pound
troy of standard gold. Had we to begin over again with a
new coinage it is probable that an even number, say fifty, would
be selected, which would mean that the grice of gold would
be raised to £4 35 44, per oz, but it would not make the
slightest difference in the valwe of gold, that is to say its
purchasing power. For it cannot be too often repeated that
the mint price of gold is not its real value, but merely its
price or exchange value in terms of itsclf, which of course is
not an exchange value at all. The real value of gold is its Valueof
purchasing power, its value in exchange against all other Kver?
commodities, and that varies frequently, quite rcgardless of
the price of gold which, being purely arbitrary, remains fixed.
It is just the same as if for some reason it were decided that
in future there should be only ten inches in a foot instead of
twelve; this change of the standard of measurement by in-
creasing the size of an inch would not make the slightest
difference in the length of anything, but mercly in the terms
used to express that measurement. The mint price of gold .
therefore is merely the result of an arbitrary decision which(
means nothing and has no effect whatever upen its value.

The mint price of silver, on the contrary, is a real value, its Mint price

- . . for silver.
value in exchange against gold, and through gold against all
other commodities. But this exchange value of silver is
already fixed by the market according to the forces of supply
and demand. To fix an arbitrary mint price for silver is
therefore impossibles it must be in accordance with the actual
market value. This could be done well encugh; but the
difficulty is to maintain the price, once fizxed, in accordance
with the market value, because that market value fluctnates
frequently and considerably, and, unlike those of the value
of gold, the fluctuations in the value of silver are clearly seen,
because they are shown by its price in terms of gold. The
price of silver is a real price, its price in terms of another
commodity, Thus the fact that the price of gold does not
vary, disguises the fact that its value varies, because the
E2
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variation is shown in an inverse way by the variation of prices
(ﬁlﬂﬁ".‘:}fi"" of other commodities. When the value of silver varies, the
variation is shown at once by its price in terms of gold, that
is to say by the amount of gold which must be paid for an
ounce of silver. This bas varied for example from 624%d.
per ounce in 1859 down to as low as 21iid. per ounce in
1903, and in February 1gz20 it rose again to 8gid, per ounce.'
These fluctuations in the value of silver are even larger and
more frequent than those of gold because, in the first place,
the supplies of silver are much larger and more variable than
those of gold, and, second, because the uses of silver in trade
and for industrial purposes form a much larger proportion
of the total requirements than in the case of gold. A very
large part of the total annual production of gold, say one-half
to two-thirds, is bought up by governments for use as coinage
or gold reserves; but the proportion in the case of silver is
very much less. In the case of copper and nickel a mint
price is for similar reasons altopether impossible. The price
of these metals is fixed entirely by their value for industiial

purposes, and the demand for coinage purposes is negligible.
This, however, leads to a new difficulty.  If silver coins are
to be legal tender, then they must come under the same rule
as gold; their value must be kept right.  If not, a still worse
complication is introduced: if the silver is allowed to depre-
ciate or become weak, it will cause the gold coinage to dis-
appear out of circulation, and the same would happen in the
reverse way if the silver were to become strong, the gold
coinage would be relatively weak and the silver being appre-
Gresham's  ciated would disappear., This is called Gresham’s Law, viz.:
™ that of fwe coinages both arculating freely as legal tender in
any country, the weaker always tends fo drive out the stronger,

or to put it more crudely, that bad money drives out good.
This is at frst sight a very hard saying, but a little con-
sideration will show that it is only natural. The chief purpose
for which coins are employed is the payment of debt. If
1 See Table IV and Chapter XVI, p. 232,
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both coinages are invested by law with the power of fulfiiling
that function, and that is what is meant by saying that both
are legal tender, then naturally people will choose the worse
of the two for that purpose, in other words, they will give
away the inferlor and keep the better coin. For the other
i1s better in this respect, that while the two ate by law equally
good for paying debts, there is another market in which they
are not equally good, namely the bullion market or the gold-
smith's shop. There the value of the gold is slightly better
than that of the silver; in technical terms there is a premium
on gold. Obviously then the thing to do is to use the gold
coins as bullion and keep the silver for use in those other cases
where it i5 just as good as the gold. The mystery therefore
disappears when it is remembered that the disappearance of
gold from circulation only means that people are keeping the
good coinage and giving away the bad. It is only natural to
keep the best. Every one therefore uses the depreciated or
weak money for paying debts, and keeps the good money for
other purposes where its superior value is realized,

A few illustrations of the circumstances under which
Gresham’s Law may come into force will make the matter
clearer. A very common case is where an old or worn
coinage is in circulation and the government decides to re-
place it by a fresh issue of new coins. Although the new
coins are no better than the old as regards purchasing power,
yet instinctively every one who receives the new coins tries
to keep them. Suppose for example a man takes out a hand-
ful of coins to pay an account, he will inevitably and almost
without realizing what he is doing, pick out the old worn
coins and leave the bright new coins—he prefers to keep
them. The result when such a new issue takes place is at
first sight paradoxical. Immediately the new issue is made
it disappears, but the old worn coins are more in evidence
than before, and unless the government calls in the old
coinage as fast as it issues the new, the ald coins would
remain in circulation alone for a long time. This points to
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one essential condition of the operation of Gresham's Law ;
there must be enough of the weaker coinage to supply the
currency requiremcnts of the country or the good coinage
will not disappear. A certain amount of coinage is required
to carry on the daily business of the market, and if there is
not encugh of one ceinage to do that work another will be
employed to make it up. Thus as a rule it is only when
there is a free mint for the depreciated coinage that Gresham's
Law operates strongly, because then the mere fact of the
depreciation tends to increase the supply of the weak coinage.
As long as the mint is open it pays to coin the depreciated
bullien into coins. This points to the second illustration of
Gresham’s Law where a depreciated coinage of say silver is
in circulation as legal tender along with gold, Here the very
fact of the depreciation and the free mint causes further de-
preciation, because with a free mint it pays to take silver to
the munt, have it minted into coins and use thuse coins n the
market to exchange into goods and then into gold which will
finally be turned into more siiver builion at its depreciated
market value and again coined into legal tender coins at
its full face value. Thus the depreciation is cumulative.

A very peculiar illustration of the operation of Gresham’s
Law was seen in Egypt after the reconstruction of the coinage
system in 1885, Under the old system which was prescrved
with only slight alterations there were in addition to the
nominal standard unit of the coinage, the Egyptian pound,
three foreign gold coins which circulated freely in the country
as legal tender at certain fixed tariff rates, namely the Turkish
pound, the French Napoleon, and the English sovereign.
But when the tariff rates of these coins were fixed in the time
of Mobammed Aly, the government, probably not understanding
the theory of coinage, fixed the tariffl value of them all too
low, and they graded the tariff in a peculiar way so that the
Turkish coin was the most undertariffed of the three, the
French next, and the English least of all.  Mark the effect of
this peculiar discrimination. For many years it did not matter
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much because there was no material quantity of gold of any
kind in the country, and whatever did come in was eagerly
sought after. But after 1885, owing to a variety of circum-
stances, a large quantity of gold began to flow into the country,
and immediately Gresham's Law came into play, but in a
peculiar way. To begin with, there never had been any
quantity of the Egyptian pound issued, nor was there now,
so that the comparison lay between the three foreign coins.
Of these, all were strong, as compared with the nominal
standard coin of the country, the Egyptian pound, but the
English was least strong, the French next, and the Turkish
most of all. The result was that the English was weak as
compared with the French and that as compared with the
Turkish. In effect then the Enplish sovereign was a weak
coin as against two strong and it promptly drove the others
out of circulation. Ifa parcel of French gold coins came
into the country it immediately disappeared either back to
France again or down to the Goldsmiths’ bazaar, where it
fetched its full bullion value or at least something nearer it
than the fixed tariff or face walue, which was all that could
be got for it in ordinary shopping. This case again illustrates
the necessity for an ample supply of the weaker money to
displace the stronger and so do all the wark.

The most common case in which Gresham’s Law can be
scen to operate strongly is perhaps that of depreciated paper
money circulating as legal tender alongside of metzallic money
especially gold. As will be seen later on; the War has pro-
vided a number of illustrations of this problem which has for
so long been one to which most European nations at least were
complete strangers.

It remains to consider one mere point in the working of
Gresham’s Law, narcely, where does the good money go?
In the first place it simply remains in possession of whoever 1s
tucky enough to possess it, and rich enough to be able to keep
it, that is to say it is saved up or hoarded. If a2 man wishes to
lay up a store of money he will naturally choose the newest
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and best coins he can find. Egypt frequently offered a striking
llustration of this habit, for when hard times came on and the
fellaheen were forced to go to their hoards, it was remarkable
how many gold coins turned up in circulation of old dates but
in very good preservation.  But in countries where people put
their money in the bank instead of hiding it in a hole in the
ground, the thing works cut in a different way. Gold finds its
way to the bank, and when the banks require to send money
abroad, as they do frequently in payment of a temporary
indebtedness of their customets to others in foreign countries,
they naturally send the gold, because if they sent silver they
would only receive credit for its bullion value, and its face
value at home is more than that. Thus silver is kept for use
at home and the gold 15 used to pay foreign debts, and so the
good money goes abroad,

Again, it pays to sell the good money as bullion, and this
transaction can be combined with the former in a most
ingenious way. As long as there is a free mint for silver in
one country the bullion value of silver in that country cannot
depreciate to any material extent, and the local value of silver
bullion is artificially maintained there. But there is nothing
of this sort abroad, with the result that silver is much cheaper
there than it is in the country where it can be freely coined
into legal tender money.  What merchants do, therefore, is to
turn all their silver into gold at home at the locally inflated
value of the former, send the gold abroad and buy silver
bullion with it at its true value, then have this silver coined at
the home mint into silver coins at a considerable profit and
change these again into gold in the course of trade. The
effect is that rapidly all the gold disappears and there is
nothing left in the country but silver.

But it may be asked, why does this never occur in those
countries such as England which do as a matter of fact use
silver coinage as part of their currency. The answer is very
simple. In such countries there is no free mint for silver.
The government retains the coinage of silver entirely in its
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own hands, and no one else can issue silver currency nor get
silver minted into coins by the government. The government
thus makes a considerable revenue ! out of the seigniorage on its
silver coinage but not without incurring a serious responsi-
bility : it must see that it does not issue too much silver or
the silver would at once begin to fall in value or, asit is called,
to depreciate, To preserve the right balance between excess
and defect in this way is no easy matter, for either extreme
is almost equally disastrous. An insufficient supply of silver
coinage causes great inconvenicnce and loss to every one who
wants change for gold. Naturally the government would not
have too little intentionally, because to do so is simply throwing
away the oppertunity of making the seigniorage out of a further
issue. But the consequences of overdissue are so serious that
the government must be censtantly on its guard against it, and
must be ready at any moment to withdraw the surplus if signs
of over-issue appear.  Yet with all the care possible, mistakes
or miscalculations of this kind will inevitably occur even
without a free mint for silver, and the risk of over-issue
with a free mint would be so scrious that the govern-
ment must take other steps to guard against it. The
great danger is that if silver were legal tender with a free
mint any depreciation of its market value would tend to drive
the gold out of circulation and in a short time out of the

No Ffree
mint ftor
silver.

country. To guard against this the obvious remedy is that Teken

silver must not be legal tender, and that its issue must be
retained in the hands of the government ; and this, as a matter
of fact, is the policy adopted by most Western countries. The
silver coinage, and of course the same applies to the nickel and
copper coinages, is only token money as it is called, its bullion
value is less than its face value and it has only a very limited
legal tender, which is from the point of view of economics no
legal tender at all. In England, for example, payment in silver
can only be legally enforced to the extent of £2, and copper
to the extent of one shilling. It follows from the character
! Sce Table IV,

moucy
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of token moncy that the mint is closed to the coinage of
silver.

This scems quite an easy way of solving the difficulty, but
unfortunately it is not so easy as it scems, and in fact it is the
cause of onc of the greatest economic controversies that has
ever raged throughout the world, namely that between the rival
systems known as Monometallism and Bimetallism, which will
be explained in the next chapter.

Gioe, chap. iii, §§ 4 and 5.
Jevons, Money, chaps, viii-xi



CHAPTER VII
BIMETALLISM

The meaning of the question and ils importance.—Insufliciency of gold
alone for the world's currency requirements.—Instability of the value
of gold.—Difficulties of national bimetallism, —The Latin Union and
its history.—The position of India and America.—Possibilities of
Internaticnal Bimetallism,

It is difficult now to realize that the bimetallic controversy
once occupied the foremost place among economic contro-
versies throughout the world, so completely has the question
apparently fallen asleep in these days. Yet the question still
has its interest and its importance not merely as a part of the
modern history of currency questions, but because it is almost
certain to be revived again some day if the conditions of the
world’s supply of the precious metals and their use as currency
return to anything like their former position,

On the face of it the guestion does not seem of any great
practical importance. Why should the whole civilized world
have been divided into two bitterly hostile camps, over the
apparently unimportant question of whether silver coinage
should be legal tender or merely token money? But though The con-
that is all that the controversy amounted to on the surface, its rovessy.
real meaning is something deeper and of much greater practical
importance. It involves the fundamental principles of currency ~
and is based on the Quantity Theory of Money and the whole
question of the world’s currency requirements and how these
are to be met. The pivot of the controversy is whether gold
alone should be legal tender, or whether buth gold and silver
should be made equally available for the payment of debt
without limit. IFf the double standard be adopted it follows
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that some fixed ratio must be set up and maintained
between the value of the two metals as bullion, this ratio of
value corresponding with the relative weight of the standard
coins of the two metals and the market value of gold and
silver. For it is obvious that if twenty shillings are to be
really worth a sovereign, then the weight of gold and silver in
the two coins respectively must be so adjusted that the value
of the silver bullion in twenty shillings will be worth in the
market exactly the same amount as the value of the gold
bullion in one sovereign. To secure this permanent rightness
of both coins there is only one possible method. The weight
and value of the two coins must be fixed upon some assumed
ratio of value between the bullion of the two metals, and
effective steps must be taken to enforce this ratic permanently
upon the actusl market values of the two metals. As we have
seen, the only practical method of doing so is to establish and
maintain a free mint for the coinage of both metals into the
standard money at the fixed ratio. Thus the famous Classical
Ratio of 151 to 1, which was finally adopted by France in 1803
and maintained by the Latin Union till 1873, meant that the
weight of pure silver contained in 2o silver francs or four
five-franc pieces was exactly the same as that of the pure gold
contained in 310 francs gold or 153 Napoleons of twenty francs
each, for the standard in France is the same for gold and
silver-—f;ths fine. TIor seventy years the countries of the
Latin Unicn maintained this ratio against the gradual adop-
tion of monometallism by the rest of Europe ; and it was their
acknowledged defeat in 1873, when they were finally forced to
give up the struggle and close their mints to the free coinage
of silver by the public, that produced the conditions which led
to the controversy. The maintenance of a free mint for silver
is the crux of the whole bimetallist position.

The opposite view is that gold coihs alone should be legal
tender, silver being merely token money like nickel or copper,
and that the coining of the silver should be retained entirely in
the hands of the government. This is called Monometallism
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or the Single Standard and is the system adopted by England,
Germany, Japan, &c., and in effect now also by France and the
Latin Union and by India. To understand the importance of
the question it is necessary to study the history of the currency
conditions which gave rise to it, and to see how the various
countries adopted the alternative systems between which the
controversy arose.

It has been explained in the previous chapter how England
was the first country in the world to allow the free export of
the precious metals in 1663, and how the subsequent history
of the guinea led England almost unintentionally to fix a tariff
or ratio between gold and silver when in 1777 the value of the
puinea was fixed at zrs, at which rate it was made legal
tender. This was equivalent to a ratio of about 15% to 1.
From this point England gradually and almost unconsciously
drifted into the adoption of gold as its chief currency in
place of silver. The first definite step was taken in 1774
when it was enacted, owing to the very bad conditicn of the
silver currency at the time, that silver coinage should only be
compulsorily acceptable by tale or count up to a limit of £23,
this being the first limitation ever placed upon the full legal
tender value of silver coins. In 1798, during the Napoleonic
Wars which had rendered necessary the suspension of pgold
payments by the Bank of England, the free coinage of silver
at the English mints was suspended. Incidentally the result
was that the silver coinage rapidly sank into a very bad state
and became so deficient in amount that all sorts of token
money were issued by banks and even private individuals, and
large quantities of French silver coin were actually brought
into the country to supply the deficiency, a very strange
expedient considering that it was with France that England
was then at war. It was prcbably the very bad state of the
silver coinage and the appreciation of gold, due to this and the
suspension of payments, which led men gradually to think of
gold as the better coinage. At the same time the increasing
wealth of England due to the development of her young

History in
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industries was making it necessary to handle a great deal mors
money in the course of business, and the inconvenience of
silver with its low value and heavy weight was being increasingly
felt. At any rate the fact is that when, alter the war was over,
the question of the reform of the currency came up in 1816,
it was almost unanimously agreed that gold was the better

* currency for Tngland in the future, and the Act of that vear
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adopted this view, Under it the gold sovereign became the
standard unit of the English coinage ; silver was reduced per-
manently to the subsidiary position of token coinage, its legal
tender being limited to £2, and the Mint was not reopened for
its coinage. At the same time the bullion value of the silver
coins was slightly reduced, for the Act provided that in future
sixty-six shillings should be coined out of a pound of silver
instead of the old rate of sixty-two. Thus England definitely
and finally adopted monometallism.

The adoption of the Classical Ratio of 152 to 1 by France
is usually given as having occurred in 1803, but as a matter of
fact the measure of that year was only the ratification of a
previous decision made in 1785 on the advice of Calonne,
Comptroller-Generat of the Finances. From 1803 onwards
the history of bimetallism lies mainly with France and her
continental neighbours.  After the carly part of the nineteenth
century, especially from 1820 onwards, gold was mainly appre-
ciated, that 15 to say its bullion value was really higher than
the fixed ratio of the French mints. The inevitable effect was
that there was a very considerable coinage of silver at the
French mints and a good deal of gold was exported, but its
disappearance was comparatively little felt, as the large silver
five-franc coins served the purpose fairly well.

The great discoveries of gold in California and Australia in
1848-49 changed the whole situation. The world’s output
of gold increased enormously,’ but the real meaning and effect
of the increascd supply were not realized for a considerable
time even by experts. In Irance the gold Napoleons were

1 See Table L.
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hailed with delight as the visible sign of the new Golden Age,
and the Great Exhibition at the Crystal Palace in London was
regarded as the celebration of the dawn of an unprecedented
era of peace and prosperity throughout the earth. Gold was
everywhere, to an extent which had certainly never been known
before in_gnodern history, and it was not for some time that
suspicion was aroused as to the trze meaning of this abundance
of gold. What first made pcople realize it was the gradual
dawning upon the people in France that their silver was
disappearing. Then at last economists and financiers woke
up to the real meaning of things. Gold was depreciating and Gold depre.
was driving out silver under Gresham's Law. Rut it was not
until 1865 that the continental countries fully realized not only
what had bhappened but what was to be done to meet this
unprecedented situation, In the meantime the Latin Union The Latin
had been established by the formal decision of France, Italy,
Switzerland, and Belgium in 1865 to arrange their currency
systems definitely on the basis of a standard coin of equal
value in every country, which would therefore circulate freely
between the different countries. The frane became the model
of all their coins, though Italy preferred naturally to retain its
old name ‘lira’ for the new coin, and of course each nation
retained its own designs and inscriplions on its own coins,
Greece also joined the Union in 1868.

The problem which faced the Latin Union was one of great
difficulty. Being entirely committed to their policy of bi-
metallism they could not entertain the idea of abandoning legal
tender and a free mint for silver, yet they could not possibly
go on supplying coined silver for all the world to use as silver
bullion, as India, for example, was doing then, at their expense,
An ingenious compromise was conceived—it was first adopted
independently by Switzerland in 186o—that they should reduce
all their silver coins to mere token money, except the five-franc
piece, and of course close the mint to these degraded coins.
The effect was that the drain of the five-franc pieces abroad 365
continued till the supply was exhausted, but the smaller coins
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remained in the country and served every purpose of a silver
coinage quite well; in other words, they provided the necessary
change which is the chief lunction of silver currency nowadays,
large amounts being generally paid in gold.
The prottem  4IMost before this remedy was put in force, however, the whole
teeised.  conditions of the problem began to change again in the reverse
direction.  New discoveries of silver in America in the early
’sixties resulted in an increased cutput of silver,! which rapidly
reduced the relative value of silver to a point below the
ratio. Now silver was depreciated relatively to gold, and the
action of Gresham’s Law was reversed. The gold began to
disappear, and Europe was flooded with silver. This was even
more serious than the first difficulty. France could do without
five-franc picces but she could not do without gold, for in
those days the modern use of paper money or bank-notes for
the payment of large sums had not been fully developed.
Things went on in this way for some time till the action of
Germany after the Franco-German War precipitated the crisis.
Germany had long been watching England's industrial and
financial supremacy, and, rightly or wrongly, had come to the
conclusion that her position was partly due to her adoption of
gold coinage ; and Germany had evidently made up her mind
Germany's 10 follow that example at the first opportunity. The indemnity
hetion. of £200,000,000 which Germany extorted from France proved
the opportunity.  Germany stipulated for its payment in gold,
and forthwith procecded to throw upon the market huge
quantities of her heavy silver ‘thalers’, which were of about
the same size and value as the five-franc pieces.

The result onght to have been a foregone conclusion. The
addition of this enormous weight of silver to the world’s avail-
able supplies, already so much inflated by the new stocks from
America, and the withdrawal of Germany from the market as
a consumer of large quantities of silver {or currency, produced
an absolute slump in the value of silver, and prices began to
fall in a most alarming way.

! See Table L.
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The Latin Union were in despair. No sooner had they
managed to circumvent one difficulty than they were forced to
face round to the opposite extreme and devise some other new
expedient, The double experience convinced them that it
was absolutely impossible to maintain the double standard
and their fixed ratio against such a combination of forces ; but Closing the
their difficulty was to discover a remedy which would meet the iver.
situation without formally abandoning their bimetallic policy,
for that had become a matter of national pride, and they were
now especially reluctant to abandon it, because to do so would
practically mean following the example of Germany. What
they did finally decide upon was another ingenious expedient.
They refused to abandon the five-franc piece, that being the
only silver coin which retained its legal tender, but they closed
the mint to its coinage. Thus in effect they ceased to be really
bimetalli¢ at all, because they have only one silver coin which is
legal tender, and the mint is closed to its coinage by the public.
Since then the system of the Latin Union has come to be known
as the Limping Standard because it is neither the double
nor the single, but something half.way between. In effect it
is practically monometallism, but in theory the currency is
bimetallic because both gold and silver are legal tender.

But the action of the Latin Union was the last straw which
broke the price of silver, and from 1873 onwards its fall, as
will be seen from Table IV in the Appendix, was greatly
accelerated. It was not for some time, however, that the world
began to realize that the currency question was more than
merely a question for the producers of silver who were suffering
by its fall. The price of silver was obviously falling to un-
heard-of levels, but so was the price of everything else, and it
was not for some time that it began to be realized even by
economists that there was a connexion between the two facts.
The Quantity Theory of Money is of course as old as the Too litle
Greeks, but it was entirely new to the man in the street, and money.
for many years it was received with nothing but ridicule by
business men of every country, especially in England, where

Trobp F
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the great financiers of the London Money Market simply
refused to listen to it as a practical question. Gradually,
however, conviction grew in thoughtful quarters, and the
evidence became more and more convincing. The world’s
production of wealth of all kinds was increasing with unprece-
dented rapidity, and more and more money was required to
Fall of carry on the world’s business of exchange.  But the gold supply
prices: remained practically stationary (sce Table I and Diagram C),
and silver was no longer available for the larger part of the
world’s monetary requirements, because in nearly all Euro-
pean countries it had been in effect demonetized. The result was
that there was not enocugh money in the world to do the increased
amount of money's work required, and the effect was inevit-
able ; what money there was had to be spread out thinner and
made to go further. In other words, prices fell because
money was scarce and less of it had to serve. Goods had
increased faster than meney, and the quantity of money
obtainable in exchange Ffor a certain quantity of goods was
reduced. Gold had appreciated again, and the general level
of prices was falling. It will be seen from the Index Numbers
in Table V in the Appendix how very far prices did fall from
1873 onwards.
;l;lhlenm:blcm In the me?mti:pe, hc')wever-, the prgblem was becoming
" specially pressing in India, which was directly affected by the
fall in the value of silveg, as a country possessing an entirely
silver currency was bound to be. The value of the rupee at
the original price of silver, 624, per ounce, was two shillings ;
but its exchange value outside of India was being steadily
dragged downwards by the full in the world’s market value of
silver. The inertia due to India’s enormous population, with
its huge silver demand both for coinage and industrial purpose,
and the existence of a free mint for silver, combined to main-
tain silver artificially at a higher price in India itself. But the
effect of the fall of the external value of the rupee upon India’s
foreign trade and her position in relation to other countries,
especially England, was disastrous. All her revenues were
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received In India in silver, but when her debts had to be paid
abroad the silver fetched only its market value, which by 1893
had fallen to about 354., and this meant that the value of the
rupee for foreign exchange purposes was only about 1s. 24, The
effect upon the financial position of the Indian Government
especially as regards its foreign remittances was intolerable, for
the loss on the exchange must in the long run fall upon the
Indian tax-payer, who had to make up the annual deficits by
taxation, [Further, the position of the exchanges had a very
serious effect upon the position of India as an importing
country, though it is only fair to recall that the corresponding
effect on the export side was entirely in India’s favour. For
the depreciation of the rupee meant that every importer had to
pay more for his goods than their face value in rupees, while
every exporter received a bonus on his trade, because he pro-
duced his goods in India for rupees and sold them in London
for gold, which when brought back to India exchanged for
much more than its face value in rupees. DBut what did the
greatest harm to India’s foreign trade was the constant risk
and uncertainty introduced by the fluctuations of the exchange,
dependent upon the varying value of silver. There is nothing
so bad for trade as such unsteadiness of prices, for merchants
cannot afford to take risks unless they see their way to make
a sufficient profit on the whole to cover their losses, and a little
over to compensate them for the risk, and the public must in
the long run pay higher prices to cover these risks.

The position was rapidly becoming intolerable, and finally, in
189z, the government appointed a Committee to inquire into the
wholeposition. Theremedysuggestedbythe Committee’s Report
in 1893 was a heroic but most controversial measure. The only
way to stop the fluctuation of the exchange value of the rupee
was to regulate the supplies of coined rupees, but they could not
do that with a free mint at which any merchant in the bazaar
could demand to have unlimited quantities of silver coined at
the face value. They therefore decided to recommend the
closing of the mints to free coinage, an apparently simple and
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harmless measure, which, however, involved the most scrious
consequences. For the fact of the existence of the open mint
in India had always helped to maintain not only the world’s
price of silver but especially the actual price of silver in the
Indian bazaars, and in India silver in the form of ornaments
is practically the only available investinent for spare capital.
But the closing of the mints meant an immediate fall in the
Indian price of silver to something more like the world's price,
and, further, 2 severe fall of the world’s price owing to the
withdrawal of India’s enormous demand for silver both for
coinage and for use in industry,

The result was that the government found themselves in
2 dilemma between two classes. If they let things alone
the whole country through its government and its merchant
system would be ruined. If they closed the mints, the country
would be saved at the expense of the holders of silver whose
store of invested capital would be reduced in value by at least
one-third. Faced with the choice between two alternatives,
which inevitably meant serious loss to one class or another,
they finally decided that those who would Jose by the fall of
silver were less to be considered, or were better able to bear
the loss, than the others who would benefit by the closing of
the mints. The measure was bitterly criticized at the time and
for many years afterwards ; but the opposition had completely
died down before the War. It was very clearly brought out by
the Indian Currency Commission of 191 3-14 that whatever may
have been the depth and extent of the feeling against the
closing of the mints in 18g3, the measure had in effect been
justiied by subsequent events, and hardly any one suggested
itsrepeal. After 1893, then, the rupee was artificially maintained
at its new value of 15, 44., or fifteen to the £, which is equiva-
lent to a silver value of about 424. per ounce.?

The effect of the closing of the Indian mints upon the price
of silver was, as had been antcipated, to produce a further
fall, much worse than anything that had gone before® To

1 Sce Chapter XVI, p. 233. ? Sce Table IV.



BIMETALLISM 69

this, however, another cause contributed. In America, which v.sa,
. . . . . Legislation.
Is a great silver-using as well as silver-producing country, the
silver question had also given rise to great controversy. Before
1873 the general use of paper money in the United States had
practically displaced silver as the actual means of currency in
many parts of the country; but the steady reduction in the
demand for silver for coinage purposes throughout the world
had greatly alarmed the silver producers of the West, and in
1878 they succeeded in getting through a measure known as
the Bland Act, which was intended to counteract the effect of
falling demand. This Act compelled the United States Treasury
to purchase two to four million dollars worth of silver every
month and coin it into silver dollars, which were to be legal
tender; but a5 no one wanted these doilars in actual circulation,
it was agreed that they should remain in the Treasury while
their place was taken in actual use by silver certificates or
paper dollars, which were, of course, immediately convertible
into silver currency, if any one wanted that. To this day, in
the Eastern States at least, no one ever does, and it is only as
one goes west or south-west that silver dollars come into actual
use at all. But this measure naturally failed to stem the tide
which was overwhelming the value of silver, and in 18¢o it was
replaced by a further proposal known as the Sherman Act, which
raised the monthly purchases to 41 million ounces. At that
time the price was about 474. per ounce, so that the value of
the proposed purchases was just about the maximum of the
Bland Act, while the Treasury had hardly ever exceeded the
minimum. But still it was all in vain, and, as already stated,
the price continued to fall so rapidly and so far that in 1893,
the same year as the Indian mints were closed, America had to
abandon her attempt to hold up the price of silver unaided,
and the Sherman Act was repealed. As will be seen from Repeal.
Table IV, the price fell still further after 1893, and In 1902
touched 21314, per ounce.

Thus, as the end of the nineteenth century approached, the
Bimctallic controversy seemed to be solving itself by the general
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failure of its advocates to maintain their position against the
overwhelming weight of those nations which had elected to
bDriting  follow the example of England. The Latin Union, India, and

towards . . . .

mona- America had been practically forced to give up their attempts

mealliom. tnaintain the standard of silver, and it seemed as if the world
were drifting rapidly towards universal monometallism. But
there were several reasons why this prospect could not be
regarded with equanimity.  Chicf of these, though entirely
discredited by the commercial community, was the quantity
theory of money and the steady fall of the general level of
prices, for which there secmed to be no prospect of 2 remedy.
But there were other arguments which appealed more con-

Silver vincingly to the ordinary business man. TIn the first place, the

Eﬂ?étﬁfsf‘ silver-producing countries of the world were greatly alarmed at
the fall in the price of silver, as was evidenced by the desperate
attempts made in America to prevent it, and it was in America
that the agitation in favour of the double standard was strongest
and lasted longest. Presidential elections were {ought overthe
issue, and no stone was left unturned to force the question upon

Positionof the further consideration of Europe. The countries of the

the Latin . . e . -

Unioa. Latin Union were only toe willing to join the struggle, for they
were still in a very difficult position. They could not formally
abandon their theorctical bimetallism because, to take France
as an example, the Bank of France still held large reserves of
five-franc pieces, which stood in their books at their full face
value, and the bank could not face the writing down of that
value which would have been inevitable if these coins lost their

Suverusing legal tender value. Again, as long as there remained in the

conntries, . . - + . + *
East such countries as China which still retained their silver
standard—Japan abandoned it and adopted gold in 18g97—the
business of foreign trade between Europe with its gold standard
and these silver-using countries was still subject to all the
difficulties of the old régime.

The result was continuous cfforts on the part of the bi-
metallists to bring the question to the front, and repeated Con-
ferences were held at which the question was threshed out
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again and again. But England, with her enormous financial
preponderance, continually blocked the way, and finaily with
the end of the century the question seemed to fall out of prac-
tical politics. It was some time, however, before the real
reason of this became evident.  Once again circumstances were
changing. The development of the South African gold fields,
followed by the discovery of the Klondike fields in America
in 1896, had begun to change the whole situation with regard
to the world’s gold supply, which was now increasing again by
leaps and bounds. The result was at one stroke to destroy
the primary argument of the Bimetallists, while by a strange
paradox it proved once and for all the soundness of their
theory. From about 1896 prices under the influence of the
increased gold supply began to rise again, and before the new
century was many years old the world was actually beginning
to wonder whether a rise in prices might not perhaps prove
as bad as the long-continued fail which had lasted for nearly
twenty-five years.

For the time being then the new conditions took ali the
point out of the main argument in favour of bimetallism, and
indeed there was some reason to {eel thankful for its failure, for
as the gold supply increased and prices rose, people could hardly
help asking, ¢ What would the tise of prices have been if silver
had been restored to its position as part of the world’s currency
supply ' The joint supply of gold and silver might well have
been overwhelming. As a matter of fact the difficulty during
pre-war years had almost been to get rid of the increased
gold supply, and to prevent a depreciation of gold which
would show itself in a serious rise of prices. That danger was
to a large extent avoided by the fact that all the principal
nations of the world, inspired to some extent by the traditional
policy of the years when gold was scarce, rushed to take the
opportunity of building up great reserves of gold, and the enor-
mous supply was taken up very easily, India too began to
sbsorb gold in very large quantities, and any danger of an over
supply of gold was at least postponed.

England's
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But the lesson of the Bimetallic controversy must not be for-
gotten. The fact which caused the suspension of the struggle
supplied the final proof of the Quantity Theory of Money, for the
argument that the fall of prices from 1873 to 1896 was due to
lack of currency was proved by the fact that as soon as the gold
supply increased prices began to rise again. The moral of this is
obvious. It is not good for trade that prices should be at the
mercy of the gold supply like this. Falling prices are bad and
so are rising prices, and though the danger of an insufficient
supply of gold has been forgotten for the time being, it must
be remembered that at any time in the future the conditions
might once more be reversed and a new era of gold scarcity
come upon the world again. In fact it lies in the nature of
things that such a return swing of the pendulum is almost in-
evitable, for as the gold supply increases and prices rise the
effect is to encourage the development of industries and the
production of all kinds of goods throughout the world leading
to a further demand for gold to carry on the work of exchange.
Rising prices mean more goods, and more money is required to
handle them, and if this is not forthcoming the rise of prices
will be checked. At the same time the rise of prices affects
the cost of preduction of gold by raising wages and increasing
the prices of all the machinery, &ec., required by the miners.!
Thus it becomes a race between the gold production of the
world and the demand for gold, and it is almost impossible to
avoid the conclusion that if ever we return to the general use
of gold as currency, some day the world will be short of gold
again with all the consequent evils of falling prices once more.
The Bimetallic controversy would then be revived, and in any
case the experience of the past has shown the great disadvan-
tage of a mcney medium which is liable to such fluctuations.
The second argument of the Bimetallists is therefore still worth
recalling that the fluctuating character of our coinage supply
could be greatly minimized if it were not dependent upon one
metal alone, If both gold and silver were available as currency
as and when required, the value of money could be made much
more stable, because in the first place the total quantity of

1 See Chapter XVI, p. 230,
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money available would be much larger, and the supply would
be much less liable to variation, because anything that might
affect the production of the one metal would not be likely to
affect the other in the same way at the same time. Thus the
Boer War provided a striking illustration of the danger to
the world through a temporary stoppage of a large part of the
world’s supply, which caused a distinct set-back in the rise
of prices.! At such a time under a bimetallic régime the
supplies of silver could be augmented to take the place of
the failure of the gold supply. This argument also tells in
another way from the side of demand. While many countries
are mainly dependent on gold there are others which use mostly
silver, and others still, like Egypt and India, which to a certain
extent could use either gold or silver. Under these conditions

if both gold and silver were legal tender, the variations of
demand would probably not be concurrent but rather counter-. ¢
acting. If, for example, there was an extra demand for gold Compensa.
in England or Amecrica, Egypt and India could use maore silver. rory action.
If again there were an excessive demand for silver in China
these countries could use more gold, and so on.  Thus there
would be a compensatory action in demand as well as in supply,
which would greatly help to reduce the fluctuations of the
value of money.

These arguments are undeniably sound in theory, but the
history of the Latin Union shows the practical impossibility of
any one nation attempting to maintain a double standard
against the fluctuations of the relative values of gold and silver,
which are inevitable so long as there is a free market anywhere
for these metals. The universal though tacit agreement among
all the commercial nations of the world to adopt the same mint
price for gold has resulted in fixing the price of gold all over
the world ; but as long as certain nations refuse to establish a
similar mint price for silver it is quite impossible for any other
nation or combination of nations to do it for themselves,
because as soon as the muarket ratio ceased to be the same as

! Sce Table V.
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their fixed ratio the effect of Gresham’s Law would be to draw
away the appreciated metal to the free market cutside the agree-
ment. Single or national bimetallism is therefore impossible ;
no one nation nor even combination of nations is strong
enough to enforce its ratio upeon the rest of the world, because
no such combination could possibly undertake to buy up at
its own mint price all the world’s supplies of the metal which
happened for the time being to be depreciated in the world's
markets. In other words, it is the outside market for the precious
metals that a bimetallic nation has to fight. Whenever the
ratio changes, all their good money goes abroad and the coun-
try is flooded with the depreciated metal, through their free mint.

But it does not follow from this that bimetallism is entirely
impossible. There is one possibility which would alter the
whole situation. Suppose it were possible to get all the im-
portant commercial nations of the world by an international
agreement to adopt the same fixed ratio between gold and
silver, and to establish a free mint for both at that ratio. The
first difficulty would then disappear. There would be no
foreign market to draw away all their supplies of the appre-
ciated metal and flood them with the depreciated. The mint
prices of both silver and gold being the same practically
everywhere, there would be no inducement for either metal
to move from one country to another. It is, of course, by no
means a foregone conclusion that this would completely solve
the difficulty, because even if all the chief nations of the world
agreed to fix their prices for gold and silver, in order to make
these prices effectual they must be prepared te buy or sell
unlimited quantities of the precious metals, or whichever of
them may for the time being be below or above par. But how
could either of them be below or above par? Only in one way,
It must be remembered that the effective demand of the nations
for gold and silver is iimited by the quantities they require for
coinage. These quantities are, of course, very large, but they
are not unlimited and, especially in the case of silver, they are
probably only a comparatively small part of the world's total
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production. They are therefore only one factor in the demand fes timita-
for the precious metals, thcugh a very important one, and the "™
question is whether they are a sufficlently large factor to control
the price against the weight of all the other demands for the
precious metals for industrial uses. In the case of gold they
have done so, but with silver it would he more difficult, because
the proportion of the world’s total production of silver used
for coinage is less than in the case of gold! The difficulty
is that it is impossible to fix the price of any commodity by
legislation, against economic tendencies. But if in the case
of a particular commeodity it were possible to control either the
supply or the demand by legislation, then such control might
be effectnal by influencing these economic tendencies. It
would hardly be practicable for even a combination of all
the nations to control the supply of gold and silver; but, as
has been indicated, they might exercise a very strong influence
over the demand, and so in that way might be able to establish
a fairly effectual control over the world’s price of silver as well
as gold, in other words to maintain a fixed ratio between the
two. It was admitted by many on both sides during the bi- and nossi-
metallic controversy that the existence of the Latin Union had
at least done a great deal to minimize the fluctuations of the
value of silver during the period of its existence, and it is
fairly probahble that an agreement among all the chief nations
would be almost completely effective.  But can such an
agreement ever be attained? It proved impossible before the gitf:?i«;ﬂtexaaf
end of the nineteenth century, but the world has changed
since then, and many things have been done which would
have been regarded as utterly impossible before 1914, It
must be kept in view that the world has learned the lesson of
bimetallism as much by its failure as by its partial success
under the Latin Union, and if circumstances were to change
again in the direction of a money shortage there would be no
need to.quarrel as before over the reasons of it and the possible
cures. The Quantity Theory of Money is now understood and
almost generally accepted, and the only question would be how

1 Since the War, this is very doubt{ul.
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best to deal with the new circumstances. The world is now
pretty well convinced of the unsatisfactorycharacterof a means of
exchange which fluctuates so seriously in value as gold has done.
Astillbetter But the probability is that if the nations were sufficiently
way. sensible and sufficiently of one mind to tackle such a reform,
they would prefer to go to the root of the matter and adopt an
even bolder policy than that of controlling the demand for
gold and silver. TFor there is a better way than even inters
national bimetallism, What is wanted is some effective control
of the amount of money in circulation, so as to keep it in
constant proportion to the varying needs of the world’s
business for the means of exchange. But the discussion of
the functions of money and how the precious metals fulfil
these functions has suggested a further possible developrent
which must now be more clearly indicated. It has been seen
that the use of money as a means of exchange began with the
adoption of something intrinsically valuable as the means of
exchange, because if it were to lose its value as a means it
would still retain its own value as an end in itself. The
history of currency has been the gradual recognition of the
fact that money is only a means to an end, that its value
depends primarily upon universal acceptability, and that that
acceptability may be based upon convention or consent apart
altogether from intrinsic value. This has been shown by the
fact, not yet fully explained, that token money, that is to say
A lopical  silver coins whose intrinsic value is much less than their legal
develope .
ment. or face value, do as a matter of fact and under certain con-
ditions fulfil the functions of money perfectly well Herein
lies a sugoestion of great possibilities. If money which pos-
sesses only partial intrinsic value can serve all the purposes of
money with full intrinsic value, why should the process not be
carried a litlle further by lowering that partial intrinsic value
until it disappears altogether? If full intrinsic value is not
essential to universal acceptability, why should any intrinsic
value at all be nccessary? If moncy is ouly a means of
exchange, a promise to pay goods when required, as it were,
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the promise itself being the thing accepted for its own sake,
and not for the sake of any inherent value in the thing which
represents the promise, why should we not be content to accept
some other form of representaticn which would make no
pretence to any intrinsic value. In other words, it has now
to be shown that the gradual adoption of token money is the
first step in a process of evolution which will carry us altogether
away from the idea of intrinsic value in money, and the only
logical conclusion of this development is paper money.

This startling suggestion will be more fully worked out in
the next chapter, but in the meantime its bearing upon the
possibilities of international bimetallism must be pointed out.
Instead of attempting to regulate the world's supply of the raw
materials of metallic currency, why not go straight to the root
of the matter by introducing intcrnational paper money, the
amount of which could be automatically controlled at no cost
at all, by an international agreement? This points to the
theoretical ideal currency, a paper currency regulated by inter™
national agreement to the exact amount required by the varying
needs of the world’s business, so that prices need never vary
at all.  An international committee watching the index num-
bers compiled in every country would quickly recognize any
tendency to a rise or fall in the general level of prices through-
out the world, due to the excess or insufficiency of the world’s
currency medium, and would be able to check the excess or
supply the deficiency by a further issue or a calling in of some
of the international paper currency. It would certainly be the
ideal currency for the world, and though not at all likely to be
realized in practice for perhaps centuries to come, it is worth
considering as a theoretical possibility. In the meantime,
therefore, it carries on the argument a stage further. From
token money to paper money is the next step in the evolution
of the mechanism of exchange.

Grpg, chap. v, Jevons, #Money, chap. xii.
WaLkER, fnternational Di- GieveN, The Case against Bimetallism,
melallism, Dana Horton, The Sifver Pound,

Danwin, Bimelallism.
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CHAPTER VIII
PAPER MONEY

Different kinds of paper moncy.—Diflferences between paper and metallic
mency.—Limits of issie of papcer moncy.—S3igns of over issue.—
‘War Paper Currencies.

IT has been shown at the end of Chapter V that the correct
application of the Quantity Theory of Money requires a
detailed consideration of all the different kinds of ‘money’, in
the widest sense of the term, which under modern conditions
are employed to do the work of exchange. Again, at the
end of the last chapter it was pointed out that the progress
of the argument from one kind of money to another was

Logical  a logical development or evolution, from money with full
intrinsic value, through that which has only partial intrinsic
value, namely token money, to that which has no intrinsic
value at all, namely paper money. This development is per-
fectly logical, yet when the idea is baldly put forward that
a scrap of paper may serve the purpose of money just as well as
a piece of shining and much-coveted gold, it is at first startling.
But the puzzle disappears when it is remembered that what
men want money for under modern conditions is not to hang
on their watch chains or round the necks of their womenfolk
as ornaments (though such uses had much to do with the
original choice of the precious metals as the best money
material) but only to pay their debts with, and to exchange for
commedities, A coin is simply an order on every producer to
hand to the bearer a certain quantity of goods, and that order
can be conveyed quite as well by a written paper, if there is

:;[:feegr?ier the same sanction or authoritybehind the written paper,

" namely common consent, upon which in the long run even the
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gold or silver coin depends for its value. It is because every
one is willing to accept gold and silver that every one else is
willing to take them in payment. The same unanimous agree-
ment could invest anything else, even paper, with the same
power, This will be clearer if a distinction is made between
three kinds of paper money.

{1} Representative or convertible paper money merely repre-
sents an equal sum in coin deposited somewhere, say in
a bank or the Treasury of a State, like the silver dollar certifi-
cates of the United States. Banknotes under modern legis-
lation partake largely of this representative character, because
in most countries provision is made for the compulsory deposit
of at least a portion of their value in actual coin ‘earmarked’
for the redemption or conversicn of the notes if and when
required by the holder. It is easy to understand this form of
paper money. It is more convenient to handle in bulk than
the coins, especially silver coins, and it is quite certain to be
worth its value in coin at any time, because it is convertible at
will,

(z) Fiduciary paper money is merely a promise to pay, and
obvicusly its value depends on the confidence of the public in
the ability of the promissor to pay. If he is known to be
a reliable man, there is no reason why his written promise
should not pass current and be as good as gold, If, as
was sirongly illustrated during the War, the promissor is
a government in whose good faith and solvency the people
have boundless confidence, the validity of the notes may be
unquestioned. In Germany, for example, the strong faith of
the people in their government made it possible to issue
enormous gquantities of paper money. Again, bank-notes, so
far as they are not representative, are fiduciary paper money,
and the history of the Bank of England notes shows how
strong and deeply rooted is the faith of the public in these
notes.

Representa-
tive paper,

Fiduciary,

(3) Conventional or inconvertible paper money represents Convene

nothing, and makes no immediate or dcfinite promise of any-

tional
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thing. The term paper money in the full scnse of the word
should almost be confined to this kind. It is usually issued
by a government which has no coin, and is in need of money
to pay its debts or supply its requirements. It may be marked
£ 5 or $5 like a promissory note, but every one knows that the
government has no intention of paying the money at any par-
ticular date, and probably has no immediate prospect of having
money to pay it with. It is in this form that paper money is
hardest to understand, yet experience, confirmed by the history
of the currency expedients adopted during the War, has shown
that, under certain conditions, it is quite possible for such
paper money to pass current, and to do the full work of
metallic money. If these picces of paper are invested by law
and common consent—>both being absolutely necessary, if
anything common consent is the more necessary of the two—
with the power of paying debts and exchanging for com-
modities, there is no reason, under certain limitations, why
they should not circulate as freely as gold or silver.  But there
are certain differences between paper money and metallic
money which must be carefully noted because they indicate the
dangers of paper money, and also the conditions which must
be observed if it is to serve its full purpose.

In the first place, the value of paper money is more pre-
carious than that of metallic money because its value was
given to it by the government and might be taken away in the
same way, when it would become worthless. Of course, the
repudiation of its paper currency is a flagrant breach of common
honesty of which no government would willingly be guilty,
because, apart from the dishonesty of it, the effect upon the
government’s future credit would be disastrous ; but experience
had shown, even before the War, that a state might be driven
to this extreme course by force of circumstances or by political
conditions, such as a revolution, and this experience was repeated
with dramatic intensity in many countries during and after the
War, Repudiated paper money loses its value completely by
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the stroke of the pen. Gold coins, on the contrary, even if
they cease to be legal tender, have still their value as bullion.

Again, the value of paper money is more restricted because Restricted,
it depends on the law, and the paper money only passes
current where that law holds good—that is, within the territory
of the government which issued it. Thus in France during
the War the Chambers of Commerce of many of the larger
towns were authorized to issue local paper currencies which
were only good within the locality, so that passing through
France one received franc notes in change at Lyons which
could not be cashed in Paris. The same applies to the paper
money of any country outside of its own territory. It is of no
value unless sonie one can be found who has means of return-
ing the money to its own country, such as Cooks' or an inter-
national banker. Indeed, during the War the advantage of
paper currency in this way was remarkably shown. The
English Treasury notes not only passed current through-
out many foreign countries, but were at one time actually
valued at a premium compared with the metallic coinage.

Thus in France, in May 1916, the rate of exchange obtainable Treasary
for English gold was only 26 francs while 28 was willingly cxception.
given for Treasury notes. This, however, was due to special
circumstances. Owing to the prohibition of the export of

gold from France it was impossible to send even English gold

out of the country, while the Treasury notes could be sent under

cover of a letter by post. These, however, are exceptional

cases which do not alter the general rule that the value of

paper money is not effective outside of its own territory. But

the value of gold coin depends not on the will of the govern-

ment which issues it, but upon its own bullion value, which is

the same all the world over. Thus metallic money, especially

gold, is essentially the universal and international moncy.

Finally, the value of paper money is more variable than that Unstabte,
of metallic money, because its value depends on the amount
issued, and that depends entirely on the will of the issuing
government, It is.the eastest thing in the world to issue more

TODD G
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paper money at a time of financial crisis, and most govern-
ments who once begin the issue of inconvertible paper money
find it very hard to resist the temptation ; but, as will be seen
shortly, any increase beyond the proper limits of safe issue
means inevitable depreciation, Germany, for example, very
quickly found after the War, as Russia had done at an earlier
stage, that the value of her paper currency rapidly deteriorated
owing to the enormous issues.

It is fascinating, however, to consider how all these con-
siderations regarding paper money might be modified by an
international agreement among all the chief commercial nations
of the world to create one kind of international paper money
and make it legal tender in all the countries subscribing to
the agreement. The most careful precautions would, of course,
have to be adopted to prevent over-issue; the issue would
require to be in the hands of an International Committee
absolutely independent of any one of the governments con-
stituting it, and this Committee would control the amount
issued by each country according to some predetermined scale,
probably on the basis of population, allowing each country
to issue so much per head of its population, as the Latin
Union did with the issue of token silver under its Conven-
tions, or, still better, adopting the method of control indicated
in the previous chapter, namely, regulating the total amount
of the issue by the movement of the world's index numbers.
If such an ideal system were ever to become possible, paper
money might almost entirely supersede metallic money in
actual circulation. It is probable that a reserve of metallic
currency behind the paper would be regarded as necessary
for a long time at least, though even that would, of course,
be theoretically unnecessary. The possibility of such an inter-
national currency, costing the world practically nothing and
capable of the most perfect regulation, is the economic ideal ;
bat it is far from being practically possible in the meantime.

All this goes to show that as a matter of fact paper money
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does often circulate freely and is as good as gold, but it does
not explain why it should do so. Again, reference has been
made to certain limits that must be observed in issuing paper
money. What are these limits? The answers to these two
questions are closely connected, and they were first indicated
by a very apt illustration put forward by Adam Smith. He Theory of
pointed out that in one sense the whole amount of the pre- honey,
cious metals used as coinage is unproductive capital; it does
nothing but pass from hand to hand and is never put to any
useful purpose whatever. In the same way the land occupied
by roads in a country like his own native land of Scotland,
which possesses an excellent system of local roads everywhere,
is really unoccupied from an agricultural point of view, and
entirely unfruitful. If by the invention of some other means
of locomaotion, such as flying, men could somehow do without
roads entirely, all this good land would be free for cultivation,
and the world would make a net gain to the extent of the
crops produced by that land. In the same way, if men could
invent some other way, such as paper money, of doing money’s
work without the use of the precious metals, all the valuable
metal now empioyed in this unproductive service would be set
free for other uses. Instead of keeping our coins in our It replaces
pockets or safes we would hang them on our watch-chains or gold
beat them into gold rings and watches, and the world would
be just so much the richer, for the world’s money work would
be done just as well as before by the paper money. This
illustration brings out very clearly how it is that paper money
can actually increase the wealth of the country, and the fact
was brought home by the War. At a certain stage in the War
the government found that they required gold for export to
America in payment for munitions and other supplies. Now
England has always been, owing to her conservatism, very
largely a gold-using country, with the result that there were
believed to be many millions of sovereigns in circulation—
gold unprofitably employed. The Chancellor of the Exchequer War paper,
appealed to the public to give up this habit of using gold

G 3
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and use notes instead, and out of a sense of patriotism they
very largely complied, with the result that for the time being
gold practicaliy disappeared from circulation in England, and
the Chancellor of the Exchequer had over a hundred millions

“of gold handed to him for the use of the govermment free

of charge. The people of England were no worse off; they
had just the same amount of money in their pockets as before ;
and once they got used to it they found that the paper money
served the purpose quiteas well.  The country’s gain was there-
fore secured at no loss to any one. The figures of the British
Treasury Note issue are given in Table VII in the Appendix.

This explanation also indicates the answer to the second
question, namely, to what extent can paper money safely be
issued? Just in as far as it sets bullion free for other pro-
ductive purposes, that is to say, to the extent of the metallic
coinage already in circulation which it displaces. There are
two points to be noted in this connection, On the one hand,
before the war it would not have been thought possible to drain
the country entirely of its gold ; a reasonzble margin must be
left in circulation because, if for no other reason, people who
were going abroad must carry a little gold in their pockets, and
there were always some old-fashioned people who wouid insist
on having gold if they could get it at all. It was largely a
question of the babits of the people, but no one would ever
have ventured to prophesy that England would so quickly and
almost completely give up the gold habit as it did.

On the other hand, it must be remembered that the amount
of gold actually in circulation at the time of such a change
does not necessarily represent the maximum amount of currency
which was really desirable for the monetary business of the
country. If money is scarce in the country at the time, an
issue of paper money in excess of the amount of gold called
in might be actually beneficial ; and on this point a great deal
depends on the conditions under which the change is made.
At a time of crisis, which would generally be the reason for
such a change, there may be, as will be explzined in a later
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chapter, a much greater need than usual for actual currency in
ordinary business, because owing to the failure or restriction
of ordinary credit facilities, more cash 1s required to carry on
the ordinary turnover of business. This was true to a very
large extent in England at the time of the financial crisis due
to the approach of the War when for the first week the need of
currency was very severe until the new Treasury notes could
be printed and issued,

Such, then, are the national or social advantages which
accrue to a country that adopts paper money. Look now at
the much narrower case of the advantages to a government
of issuing paper money to its own people, that is to say, the
sellish advantage to the government at the expense of its
people.  These are much more obvious, because a forced issue
of inconvertible paper money provides an impecunious govern-
ment with an immediate means of paying its debts to its own
subjects at practically no expense at all. It really amounts to
borrowing capital without paying interest, and with no imme-
diale intention of repaying the capital. Thus it has been
said that the issue of inconvertible paper currency is equi-
valent to a forced loan to the government, and the truth of
this must have been very forcibly brought home to the German
people even during the War by the enormous issues of paper
money of all kinds with which the government paid them for
goods commandeered for war purposes.

But, as might be expected, this delightfully easy way of
paying one’s debts has its difficulties and is liable to very
dangerous abuses, which were so strikingly illustrated in history
that in pre-war times it had come to be almost accepted as an
axiom that no respectable government would ever fall so low
as to issue paper money—an axiom which went the way

Govern.
meat issucs,

of many others under the stress of war conditions. The War Dangers of
excess.

taught the governments of Europe what was well enough
known as a matter of theory before, that the evils of paper
money lie entirely in its abuse. It is all a question of amount ;
so long as the limit of safety, the amount of currency actually
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required in circulation by the business needs of the country, is
carefully observed, there is little to fear, but anything beyond
that is absolutely fatal. This is a point which must be spe-
cially emphasized because it was the subject of much mis-
understanding everywhere during the War.  People talked as if
the validity of paper money depended on the good credit of the
government, and it was thought that as long as the security
was good no harm could come, regardless of how much was
issued. Certainly this popular idea must have had much todo
with the confidence with which the German people accepted

" issue after issue of paper money during the War; they believed

that the government would pay it all back some day out of the
indemnity to be wrung from their defeated enemies. But it
cannot be too strongly emphasized that this point of view ts
entirely wrong. The only thing that matters to the value of
a paper currency is the amount issued. If that is not too
much, it will pass current perfectly well, though the credit of
the government be hopelessly bad ; while, on the other hand,
if the issue is in excess of the real requirements of the country
it will depreciate absolutely beyond all prevention, no matter
how high the credit of the government stands.  The history of
the French Assignats during the Revelution ought to have
tavght the world that lesson for all time. These were based on
the finest security possible, for they were really mortgages over
the whole State domain, which in effect meant all France, But
they were over-issued to an appalling extent, and no power on
earth could prevent their fall, which was tragic in its extremity,
for at the last an assignat professing to be worth 100 francs or
£4 passed current for less than threepence. Even that record
was completely eclipsed by post-war history, for the Russian
and German currencies became practically valueless.

Nothing can prevent a similar fate befalling any paper cur-
rency under similar conditions. No amount of security or
good credit on the part of the government can save it from
depreciation if over-issue is allowed. There is only one abso-
lutely valid security for a paper currency, namely convertibility,
because that automatically prevents depreciation &y preventing
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over-fssue ; before actual depreciation could show itself the
banks would return some of the surplus paper money to the
government for conversion into gold, and the excess would at
once disappear. But if people are sensible and have acquired
the habit of paper money, they will not want gold under normal
conditions. It was because the British Treasury notes were
convertible, though few people knew it and no one had any
desire to convert them, that they remained absolutely right
throughout the War, while the German paper money, whicl was
inconvertible, had to pay the penalty of its excess even before
the War was over, and afterwards in fullest measure,

Fortunately, however, for the peace of mind of any govern-
ment that really means to act honestly in regard to its paper
money, there are certain signs which make it possible to tell
when the limit of safe issue has been overstepped ; and these
must now be examined. The first is the emergence of a pre-
mium on gold, which shows itself in the unwillingness of
people to part with gold as compared with paper, and the anxiety
to secure gold of those who must have it, such as the banks for
export purposes. This results in their offering a premium for
gold, and of course charging the same to their customers whao
find it necessary to have gold. Whenever there is too much
paper money it begins to fall in value, and the first to realize it
are those who have to send money abroad, because gold only
can be sent abroad, even when the paper is all right at home.
As long as the gold and the paper are of equal value at home,
no one cares which he pays or receives, but the moment people
begin to feel a reluctance to accept paper or part with gold the
trouble has begun, and the preference for gold very quickly
shows itself in a premium at the banks, for they must bhave
gold for their export business.

The effect of the premium on gold, however, does not show
itself at once to the man in the street, becanse he does not
particularly want gold; paper serves the purpose for all his
business perfectly well.  But foreign merchants begin to find it
aficcting them in another way, which is called a rise of the rate
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Rising rate  of exchange. The meaning of this will be fully explained in

of exchange,
a later chapter, but at present it may be briefly indicated in
this way, that merchants who have foreign debts to pay do not
normally send gold, even when gold is actually the currency of
the country, they buy instead foreign bills payable in the country
where their creditor is waiting for payment and post these bills
to their creditors. Now, a bill payable in London is payable
in gold, so that if one has such a bill for sale it is just the same
as if one had a bag of gold for exchange. And if paper is less
valuable than gold in any country, the owner of a London bill
will expect to receive more paper for the bill than the face
value of it, just as he would for geld. Thus the foreign rates
of exchange rise against the country where paper is depreciating,
just as the foreign exchanges went against Germany during the
War in all neutral countries. Too much must not be made of
this argument, however, because the exchanges for entirely
other reasons have at times gone against all the belligerent
countries during and still more since the War. The reasons for
this will be dealt with at length later on; but in the meantime
the fact that Germany’s exchanges fell so much more heavily
than the English may be taken as indicating the depreciaticn
of Germany's paper money even during the War. That
depreciation would certainly bave been much more evident
had it not been for the fact that the blockade had very drasti-
cally reduced her foreign trade so that the depreciation was
concealed. Its full extent was not seen till peace brought the
resumption of foreign trade relations between Germany and
the rest of the world.

Disappear- - The next sign of the depreciation of paper money, or in all

ance of gold. e .. . . .
probability synchronizing with those already mentioned, is the
disappearance of gold, which is the natural result of Gresham’s
Law. The gold is hoarded or sent abroad to pay foreign
debts while the paper money is everywhere at home,

All these indications, however, are comparatively unimpor-

tant, and indeed are largely unknown, to the ordinary person
at home who, having no foreign connections, is not interested



PAPER MONEY 8g

in the foreign exchanges, and who is quite content to receive
payment in paper so long as the paper is apparently good for
his ordinary purchases. To these people, however, who repre-
sent the bulk of the population, the effect of the depreciation
of the paper money is soon brought home in another way, by
the rise of prices, At first when merchants and shopkeepers Rise of
begin to feel that the paper money is no longer worth what it P
once was, the tendency one would think would be to cause
disputes over the amount to be paid for things. In practice,
however, this seldom happens, because instinctively the sellers
of goods, realizing that they are having to pay more for their
imports, because these must be paid in gold which costs more
than paper, raise the prices of these gonods to recoup them-
selves, and this becomes infectious. The effect is that instead
of prices remaining the same, while the value of the paper
money is ‘cried down’ as it were, the easier but equally
effective method is adopted, prices are raised, and the real
value of the paper money, which is its purchasing power, falls
just the same. And this, if there is still any gold left in the Duplications
country, produces a very peculiar phenomenon, namely the
duplication of prices. Prices have risen everywhere, but if you
have gold to offer you will find that shopkeepers are still willing
to sell at something like the old prices. This is generally
regarded as the last and fatal sign of depreciation of paper
money, but a word of warning is again required here as the
result of the experience of the War. It is not safe to assume, as
so many people did in England, that a rise of prices is necessarily
due to the excess of paper money. The case of Tngland during
the War was an illustration of this. After the War, for reasons
which will be discussed later, prices rose more than ever, but
there was no depreciation of the paper money as compared with
gold; that was impossible with the Bank of England under
obligation to change the Treasury notes into gold or their own
notes at any time. On the other hand, the much higher rise
of prices in Germany during the War was almost certainly due
to the depreciation of their paper currency.
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It only remains to point out the remedy for over-issue. It
is very simple, but usually quite impossible, namely to stop the
issue of paper money and at once begin to withdraw the out-
standing paper, by accepting it in payment of debts due to the
government such as taxes, while paying debts due by the
government in gold. Unfortunately, however, that is just
the one thing the government in such a case can never do.
It only issucd the paper money because it had no gold, or not
encugh, and to go on paying its debts while receiving payment
of none—for that is the effect of the cancellation of the papet
money received—is impossible.  Yet thatis the only alternative
to complete repudiation, or permanent writing down of the
nominal value of the currency, which has been the solution
forced upon many of the belligerents with regard to their war
and post-war paper currencies,

All this shows that paper money if properly guarded may bhe
of great advantage to a nation, especially in times of crisis, but
that its use is open to many dangers. In modern times, how-
ever, another system has been evolved whick is not open to the
same objections, though it has its own drawbacks. This is
what is known as the credit system, on which the whole financial
organization of the modern commercial world is based.

Gipg, chap. vi.
JEvouns, Money, chaps. zvi-xviii,
’ Ve P



CHAPTER IX

THE CREDIT SYSTEM

A system of deferred payment and of doing money's work without the
use of currency,—The functions of a bank.—The Clearing House.—
Deposits and discounts.-——Bank notes contrasted with (@) bills of
exchange and (b) inconvertible paper money.— Assets and liabilitics
of a bank,— Reserves,

THE growth of the modern credit system, which includes
the whole financial system of London and, indeed, of the entire
commercial world, is a striking illustration of the way in which
the thing described by a word may come to mean so much
more than the name itself covers or originally implied. Thus
credit simply means trust or confidence, and the original
meaning of the credit system was that sellers of goods in place
of demanding immediate payment were prepared to give the
buyer time to pay. In other words, it was merely a system of Timeto pay.
deferred payment, and in that sense the word is still used by
‘retail shopkeepers. But as the result of a gradual evolution
the system has come to mean a great deal more than that.
In many cases the debtor before the time of payment fell due
was able to reverse the position by becoming creditor in his
turn, selling goods to his original creditor, and so reversing the
transaction or extinguishing his debt by contra account. This
has in course of time developed into a system of avoiding the
necessity of cash payment altogether, by squaring indebtedness
of all kinds by contra accounts. This method bas been Contra
extended to include not merely debts due by one person to Recounts
another in the same town or country at different times, but
also debts due by persons in one country to those in another,
and out of this has grown the most wonderful and complicated
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organization the world has ever seen, through which an enor-
mous amount of money's work is done without any currency
passing at all, by the use of cheques, bills, bank drafts, and
so on.  Yet the whole organization still in a way merits its
original title of the credit system, because the foundation of
it all is that pecple trust each other in accepting these substi-
tutes for money. In fact, the whole financial system of the
world is built upon the idea of prompt payment of all obliga-
tions. Every one trusts every one else, because every one else
trusts him, and as long as the system goes on properly in its
circle it works very well indeed, and produces the most extra-
ordinary efficiency. The pivot upon which the whole machine
turns is mutual confidence, and by it the world’s money work
is carried on with the maximum rapidity and at the minimum
cost. The system may be described as being centred in the
modern bank, and the first step is to find out what are the
functions and duties of a bank, and how it facilitates the
working of the credit machine.

The simplest theoretical case of credit is where a seller of
goods instead of receiving payment in cash accepts the buyer's
promise to pay at some future date. Before that promise
becomes redeemable the position of parties is reversed by the
purchaser becoming the seller and wice wersa, and the debt is
wiped off by a contra account. 'This, then, is practically
a system of deferred barter—barter of present against future
goods. But it would be very difficult always to find two
people thus mutually related as debtor and creditor at the
same time, and to the same extent, By extending the system,
however, so as to include an indefinite number of individuals
it may be made highly efficient, just as in the case of barter it
was exceedingly difficult to carry on the system until it was
extended to include more than two individuals. Thus A buys
goods from B and gives a promissory note in payment. B
buys goods from C and pays for them with A's promissory
note. C in turn buys goods from A and gives him back his
own promissory note in payment. The circle may include
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any number of intermediate buyers and sellers until the
original debt is at last cancelled.

A further development followed naturally. Instead of being
all debtors and creditors of each other, the idea was invented
of having one common debtor and creditor, who would balance
all the debits and credits of cach trader, and pay or receive
the balance due to or by each. This is the business of a bank.
A buys goods from B, but instead of giving him a promissory
note he gives him a cheque or order on his bank. But the
banker has nothing to pay this cheque with until A sells goods
to C, and lodges the cheque received from him with the bank.
T'he banker then pays B out of C’s account, or following the
original illustration, C sells goods to B and receives his cheque,
which squares the accounts of all the parties by cross-entrics
in the banker’s books. This, then, is the first function of a
banker, to balance the debits and credits of his various cus-
tomers, keeping for each of them what is called a current
account into which all the cheques paid in to his credit are
entercd, and out of which all his own cheques presented to the
bank by the payees are paid. It is a convenience to a mer-
chant to have his books kept for him, as it were, by the bank
in this way, and it saves the danger and inconvenience of hand-
ling so much currency as would be necessary to carry out all
these separate transactions in cash. When the bank extends
its business to many diflerent towns throughout the country
the advantage of this form of payment by cheque becomes
still more obvious. A merchant in London can pay his debts
all over Great Dritain by simply sending cheques to all his
creditors.  These will be paid in by the receivers to their own
banks wherever they carry on business, and will gradually find
their way back to the drawer’s bank in London, where they
will be duly paid out of his account.

But again a further development of the system becomes
possible and indeed necessary. As the banking system de-
velops, many different banks grow up in different towns or even
in the same town. Every one does not deal with the same
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bank. Every bank’s customers deal with every other bank’s
customers, and as the number of individual transactions by
cheque increases it becomes necessary for the bankers to pro-
vide some one to do for them what they do for their own
customers, some one who will keep accounts between them, and
balance the debits and credits of the various banks and receive
or pay the balances due to or by each bank. This is what is
known as the Bankers’ Clearing House. In London every
bank of importance is a member of the Clearing House, and
country bankers are represented there by London agents.
Every morning the representatives of all the Clearing Banks,
as they are called, meet in the Clearing House, each bringing
in the huge bundles of cheques which have been received by
his bank’s customers from the customers of all the other banks.
An account is made up for each bank showing {a) on the
credit side all the cheques received by the bank from its own
customers drawn in their favour upon other banks; (&} on the
debit side all the cheques drawn upon it by its own customers
in favour of their creditors but which have been paid into other
banks. When these debits and credits have been totalled up,
the Clearing House presents to the representative of each bank
a slip showing the amount credited to it for the day, the amount
debited, and the balance due to or byit. If the balance is due
to the bank, the Clearing House will draw a cheque on the
Bank of England in favour of the bank for the amount of the
balance. If, on the contrary, the balance is against the bank,
they will draw a similar cheque for the amount on the Bank of
England in favourof the Clearing House, for every Clearing Bank
keeps an account with the Bank of England for this purpose.
Thus at the close of the day the Clearing House balance at the
Bank of England will be exactly asit wasinthe morning, for it must
have received cheques of exactly the same amount as it gave out.

To such an extent has this system of cheques and bank
accounts been developed in England that in the year 1925 the
total turnover of the London Clearing House ! for the year was

1 See Table VIII.
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%40,437,719,000. More than 1,300,000 cheques have passed
through the Clearing House in one day, while the highest amount
paid in one day was £263,255,000. And the whole of this
enormous volume of money’s work is done without the passing Enarmons
of a single sovereign or bank note. It will be seen, then, that the )
volume of business which can be carried through under such a
system is colossal. It would be utterly impossible to carry on
such a turnover on any other system which involved paying in
cash. There is hardly enough currency in the country to do
the work of paying such huge sums in a day. All the gold in
England is believed to amount to only about £ 200,000,000, or
not as much as the maximum turnover of onc day. Even if
the moncy were there to be paid it would take an army of men
to pay it in the time; but a cheque for a million pounds can
be drawn and passed through just as easily as one for five
pounds. The banking system has therefore created a new way
of doing business, and the cheque system has been one of the
most important factors in the development of our modern
commercial world.

The banks, however, have developed other functions as well
as this of squaring accounts between their customers, One of
the striking features of modern industry is the greatly increased
use of borrowed capital, and the banker is a dealer in capital.
A manufacturer sells goods to a wholesale dealer, who after Deatersin
some time re-sells them to a retail dealer, who, in turn, capial
after further delay, sells them to the public, who use them,
but perhaps do not pay for them immediately. Thus there 1s
a long interval of time between the first sale of the goods and
the final payment of the price by the consumer. In the mean-
time the manufacturer requires capital to keep himself going,
to pay wages and the price of his raw materials, &c. He must
take payment from the wholesale dealer by bill at, perhaps,
three months’ date ; but he cannot afford to wait three months
for payment. He must therefore sell this promise to pay for
ready money, and he does so by discounting the bill with the
bank. This is one of the ways in which the banks provide
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the borrowed capital upon which industry works, and the
magnitude of this financing business may be inferred from the
factthat the total deposits of the British banks before the War
exceeded £1,700,000,000. (See Table IX in the Appendix.)
The next question 1s, Where does the bank get this money ?
First of all, it has its own capital, but that is comparatively
a very small amount. The main sources from which the bank
draws its funds are deposits and current accounts. These con-
sist of money left with the bank by people who cannot utilize it
themselves, either because {or the moment they do not require
it owing to the fluctuating requirements of their business, or
because they have made more than they can use profitably intheir
own busimess, and it lies in the bank till they can find a suitable
investment elsewhere, Again, it may be that the nature of their
business does not provide a suitable opening for the employment
of capital, as in the case of professional men ; while others have
so little that it is not worth while investing it separately ; or
from their position they have no means of knowing about
investments, and they are afraid to take risks. All these people
are willing to give thcir money temporarily to the bank, if the
bank will keep it safe for them and give them a very little

Deposits and interest, or even none at all. They can withdraw their money

discounts.

at any time when they want it. This money the banks get
cheap and sell dear. They lend it out to manufacturers, met-
chants, &c., at a rate of discount much higher than the rate of
interest payable to the depositors.  The bank takes all the risks
and keeps the difference between the rates as its profit or pay-
ment for work done and risks taken.! This, then, is the second
function of the banker; he is a dealer in credit; he buys and
sells capital, just as other traders do other commaodities, and the
effect of the very high development of this system is that in
England capital need never lie idle, while on the other hand
no genuine venture need ever remain untried or be lost through
want of capital,

There are, of course, many different systems of deposits, e.g.
fixed-term deposits, deposits subject to a certain notice of

1 See Table X VI,
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withdrawal, or others, again, which may be withdrawn at any E:;g;isl:_f
time without notice. The latter are practically current accounts,
which may be drawn upon by cheque as required, or added to
from time to time. In Scotland the more usual form is the
Deposit Receipt which can only be bandled in one sum. Current
accounts may be with or without interest, though usually the latter
in pre-war days; if notice of withdrawal is required they are really
deposits. The rate of interest payable by the banks on deposits
usuzlly varies according to the length of term of the deposit or
the length of notice of withdrawal to which the bank is entitled.

Again, there are many different forms under which the banks
lend money, e.g. overdrafts, secured or otherwise, cash credits,
discounts on bills, and advances on security of negotiable Bank leans
documents, such as bills of lading, stock exchange securities,
or any other form of valuable property.

Before he can lend money on discount, however, the banker
must first get deposits, and the accumulation of deposits is
slow, because it requires confidence on the part of the public
in the bank, and that only grows with time, It would be very
convenient if the bankers could somehow lend money first and
borrow it afterwards. They could then increase their operations
immensely, and this is practically what the early bankers did. Bank notes
They issued bank notes, which were really promissory notes by * bills.
a banker. The banker exchanged the merchant’s promissory
note for his own ; but the banker’s note was better known and
more likely to be accepted by the public. This is primarily
how bank notes get into circulation.

But of what use is this to the merchant? He has only
exchanged one promissory note for another. There are cettain
differences, however, between bank notes and bills of exchange
which make them better for the merchant, because they are
more like money. In the first place, bank notes bear no
interest. At first sight this would seem rather a disadvantage
than otherwise, but in one sense it is not.  The value of a bill v
of exchange varies from day to day according to the date when
it is payable, because up till the due date it is subject to

TODD H
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deduction of discount, whereas after the due date has passed,
interest accrues on the principal sum, The value of a bank
note, onn the other hand, never varies; it is worth exactly its
face value at any time, never more and never less. From the
point of view of currency, that is to say its capacity for passing
quickly from hand to hand, this is an advantage, because the
receiver does not require to consider or calculate its present
value. A bank note is therefore much more like a coin than
a bill of exchange.

Again, a bank note is transferable to bearer without any
formality of endersation, and * without recourse’, that is to say
without any liability remaining on the parties through whose
hands it has passed. To deal with this point fully would require
a whole treatise on the law of bills of exchange, but it must
suffice here to explain the salient principles of that law. The
theory of a bill of exchange is that it is a *document of title’
to money. The object of the legal system of documents of
title is to enable the owner of goods or valuables to transfer
his rights in them by a written act, or by mere transfer of the
document which represents the goods. Thus, for example,
when goods are placed on board ship for export the shipmaster
or his representative signs a * bill of lading’, which is in effect
a certificate that these poods have actually been placed on
board, and will therefore be available to their owner when the
ship arrives at its destination. But in the meantime the owner
of the goods may find it desirable to sell these goods, or to
borrew money upon the security of them, and the object of the
bill of lading is to provide him with a decument of title, the
transfer of which will carry all his rights in the goods to
another, the new owner’s title to the goods being sufficiently
proved by his possession of the document of title or bili of
lading. This system is a great convenience to the merchant,
who 1s thus enabled to handle the goods, figuratively speaking,
though the goods themselves are for the time being out of his
or any one else’s reach, say at sea, and are therefore dead
capital, The same system applies to store warrants and dock
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warrants, which enable the owner of goodslying in safe storage
to sell or deal with them without actually handling the goods
at all, or making specific delivery of them to the purchaser.
Round this system there has grown up a complicated body of
law designed to protect the rights of parties interested in such
goods, and the whole principle of the law is to maintain the
validity of the document of title.

In the same way, then, a bill of exchange is a document of
title which enables the creditor to handle his money while it
still remains in the debtor’s hands, and the method of the
system is that the possession of the bill grime facie proves the
right of the holder to the money represented by it. Thus a bill
of exchange may be defined as an order addressed by one
person, called the drawer, to another, called the acceptor,
requiring the latter to pay to a third person, called the payee,
the amount stated in the bill on demand or at a fixed or
determinable future time. It is therefore in legal terms an
assignment by the creditor of his debt to a third party, and the
bill is completed by the debtor’s accepting it, as it is called, by
writing his signature underneath or across the bill, As a
matter of practice, bills instead of being drawn in favour of
a third party are frequently drawn as payable to the drawer
himself or his order, and the following is the usual form:
£1,000. London, December 1, 1916,

Three months after date pay fo me or my order the sum of One
thousand pounds for value received,

A. B.
7o C D,

Then if the drawer wishes to transfer the amount to a third
party, as, for example, when he wishes to discount the bill with
a bank, he endorses the bill by writing his name across the
back and bands it over to the bank.

The cobject of the law, as has been said, is to do every-
thing possible to secureto the endorsee of the bill or holder in
due course, as the bank is now called, the due payment of the
bill when it becomes payable, which by custom in the abave
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case would be March 4, three cxtra days, known as days of
grace, being allowed to the original debtor for payment. To
secure this it is provided that in case C. D. does not pay the
amount when duly called upon, the helder in due course, the
bank in this case, has the right of recourse, as it is called : that is
to say, the right to come back on the original drawer and
endorser of the bill (or any or all of the endorsers if there are
more than one) for payment, leaving him to take the bank's
place and recover payment if he can from his original debtor.
This liability therefore attaches to every person through whose
hands a bill has passed : he remains liable as endorser until the
bill is past due. This means a very serious liability to business
men who are passing bills through their hands every day, and
they have developed a system of noting all these bills in a bill-
book with the amounts, the names of the parties, and the due
date, so that they may know how they stand.

It is obvious that such a system would be utterly impossible
with anything which passes so rapidly from hand to hand as
money does.  Many people even grudge the trouble of noting
the numbers of bank notes for large sums when they pass
through their hands, as a protection in case these notes should
be lost or stolen from them. It would be quite impossible,
therefore, to handle notes at all if every one had to endorse
them every time and remain hable on them for some time
alterwards, Under these conditions no one would dare to
accept a note without the most careful scrutiny to see that it
was all right.

The same careful system of handling bills of exchange implies
another disadvantage from which bank notes are free. A bill
of exchange must be presented exactly on its due date; if not,
the holder loses, not his right to claim payment of the money
from the original debtor, the drawee or acceptor of the bill, but
his ancillary right of recourse against all the intermediate parties
to the bLill. Such a restriction is absolutely necessary in the
interests of these parties, as otherwise they would never be sure
that they were free of their liability on a particular biil. That
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liability therefore ceases when the due date has passed, and a
reasonable time beyond it to allow the holder to intimate the
dishonour of the bill by non-payment to any of the holders
against whom he may wish to have recourse or to ‘ operate his
right of relief’, as the legal expression is. This involves a very
setious obligation on the part of the holder; if he wishes to
protect his full rights under the bill, he must take a careful
note of the exact date of the bill and present it for payment
without fail on that very day. Such a system would be abso-
lutely impossible with anything that is to pass current as money,

Again, to protect the original debtor under the bill against an
old bill being produced and presented for payment many years
after the due date, when perhaps he has really forgotten whether
he paid it or not, or at any rate has lost or destroyed the
evidence of payment, the law provides that if a bill is not
presented for payment within a certain time (six years under
the English law) after its due date, the position of the parties
to the bill is changed ; not that the original debtor is entirely no
relieved from payment, but the onus is now laid upon the prescription.
creditor to show that the sum due under the bill has never been
paid, and that is a thing which is very difficult to prove. Once
more it is cbvious that such a system would be fatal to the
utility of anything that is intended to serve the purpose of
money. One of the functions of money, as will be remembered,
was to act as a register of debt, a store of value, in other words
one of the things that money is used for is to lay it by or keep
it. It would never do if when, under the pressure of some
need for money, one went to his store, took out a bank note
and presented it to the bank for payment, one were met with
the answer, ‘ This note is over-due. We cannot pay it now
unless you can prove that it has never been paid before.
That would be utterly impossible for the ordinary holder. No
such law then applies to bank notes. They are recoverable
by the holder at any time, to-morrow or forty years hence as
he likes.

All this explanation is intended to show that while a bank
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note is legally a form of bill of exchange, for it is defined in the
Bills of Exchange Act as *a promissory note drawn on a banker,
payable on demand’, and a promissory note is just a bill of
exchange in a slightly different form ; yet in order to facilitate
the quick passing of bank notes from hand to hand as a ready
means of exchange, their position has gradually approximated
more and more closely to the position of money itself rather
than of a document of title to money. And this similarity to
money is strengthened by the fact that bank notes are always
made for an even or round sum, such as Five pounds, Filty
pounds, &c., while a bill of exchange, like a cheque, may be for
any odd sum of pounds shiliings and pence. Bank notes are
therefore the nearest approach to actual money that can be
imagined ; they are in fact practically paper money. $o near
do they come to being reparded as money that in many cases
they have been made legal tender, like the notes of the Bank
of England, which indeed used to be the most desirable form
of money in England, and in some respects the most convenient
form of money anywhere in the world. When notes are issued
by a well-known bank which possesses the entire confidence
of the people in the country, and as in the case of the Bank of
England of business men throughout the world, they are really
& very near approach to the ideal form of money.

In fact, se thoroughly accustomed has the commercial world
become to the idea of bank notes as the most desirable form
of paper money, that it had before the War become almost an
economic axiom that bank notes under proper regulation were
much better than paper money issued by a government. It
was maintained that under modern conditions even when bank
notes were made legal tender they were much prelerable to
a forced or inconvertible paper currency issued by the govern-
ment, and it is interesting now to consider the arguments which
were generally accepted in proof of this prefercnce. For the
striking fact is that when the war crisis broke over Europe all
the bcelligerents at once rushed into large issues of government
paper money, apparently forgetting or disregarding the old
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theories altogether. It is only fair to note, however, that the
circumstances were entirely abnormal, especially in this respect,

that the choice lay not between a forced or inconvertible
government paper currency and a convertible bank note but
between bank notes and government paper, both more or less
inconvertible, for, to take the case of England, it is very doubtful
whether the government could have escaped the necessity of
suspending the convertibility of the Bank of England notes,
during the War. There can, however, be no question of the
supreme value of the test of convertibility as between the alter-

native systems. In the present case England has established

a new precedent because she has been able to introduce a
system of convertible government paper money which is from War pape
some points of view the ideal system. But it is still necessary carrener:
to emphasize the very real advantages of a convertible bank

note issue as apainst the alternative of an inconvertible govern-

ment paper money under normal conditions. The most impor=

tant of these lies in the argument that the method of issue of

bank notes by the bank to some extent provides an automatie
regulation of the amount issued, which is in itself a safeguard
against the constant danger of over-issue. Theoretically the

banks only issue bank notes to their customers in the ordinary

course of business, e.g. to their own customers when they draw

on their deposits or current accounts, or to their borrowing
clients on the discount of bills or on other securities representing

real business transactions or actual assets, and this it is claimed
automatically restricts the issue of bank notes to something
corresponding to actual business requirements for currency.

The issue of paper money, on the other hand, is regulated only The banking
by the needs of the issuing government. Both these arguments, principle.
however, have been somewhat altered by the evolution of
modern conditions. The extraordinary development of the
financing facilities of the modern banking world and the growth

of methods of doing business which, while following the old

forms, really represent different kinds of transactions, such as
accommodation bills, finance bills, and the like, have to a large
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extent destroyed the validity of the first argument, This matter
will come up again in dealing with the history of the controversy
over the bank note system in England, when this argument was
opposed and finally overcome by the contrary doctrine known
as the currency principle.

Again, the second argument with regard to the danger of
over-issue by a government has been largely changed by the
much higher standard of national honour and financial
efficiency and rectitude which has been displayed by the
governments of the belligerents, or some of them at least, in
the issue of paper money during the War,  And if others have
transgressed the limits of safe issue it has admittedly been
under stress of abnormal conditions. It may therefore prove
the beginning of a new attitude towards paper money on the
part of even the most reputable governments. After all, if
a government can be trusted to behave with common honesty
and common sense, it is just as well fitted to be the guardian
of a paper issue as the best controlled bank, except perhaps in
one respect. The fact of a bank note issue being in the hands
of a private institution, which is run for the personal profit of
its own shareholders, was really a certain protection against the
dangers of over-issue in one way. It must be kept in view
that such a bank is a commercial concern conducted on
business principles, and in modern business honesty is the
best policy. Commercial men have realized that nothing but
honesty pays in the long run. If, for example, a bank is
tempted by the prospect of an extra profit into issuing too
many notes, the responsible officials know perfectly well that
they are running a frightful risk, not merely of losing that
profit as soon as the public begin to feel the over-issue and
bring the notes back for conversion, but also of losing every-
thing else as the result of the inevitable run on the bank which
will follow at once upon the suspicion of its inability to pay
the notes. Thus, if a bank over-issues, the consequence is
tuin to the bank itself in the flrst place, though the public as
holders of the notes may suffer too, The bankers know this,
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and they are not likely to take the risk even if the law allowed
them to do so; it is not worth while for the sake of the small
extra profit they might make out of the excess of notes. To
an impecunious and not over-scrupulous government, on the
other hand, the consequences of over-issue are not so imme-
diately fatal, or the government may not be so quick to recognize
the signs of over-issue, because, the notes not being con-
vertible, the government cannot be made to feel the pressure
of the demand for their exchange into gold again. Whatever
be the cause, the fact remains that the public before the War
always had more confidence in the notes of a bank than in
paper money issued by the government, and the result was
that most governments had entirely given up the issue of
paper money, and had handed over the issuing of bank notes
to certain banks under strict legislative control,  But the War Ghanesd
changed all that, and now every nation in Europe is using
paper money. It may be that from this experience ncw views
on the subject will emerge.

Having now dealt with the three functions of a banker as an
account keeper for its customers, as a dealer in capital, and as
the issuer of bank notes, it next becomes necessary to consider
the position of the bank with regard to its various customers,
debtor and creditor, and to make up its balance sheet of assets
and liabilities as follows: Its assets are its own capital, its Bank'sassets
advances on discount of bills and other securities, and its cash liabilities.
balance or reserve. Its liabilities, on the other hand, are its
deposits and current accounts and its note issue. The point
to be specially noted in comparing the two sides of this balance
sheet is that although the assets may largely exceed the liabili-
ties, the latter are nearly all due on the spot or at very short
notice, while most of the assets are only realizable alter more or
less delay. Its bills discounted, for example, are only due at
certain dates, and although they are falling due and being paid
every day, it is impossible for the bank to anticipate payment,—
unless some other bank will re-discount the bills for it. In case Liquid
of a run on the bank, therefore, the bank has only one asset to ***'*
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fall back upon immediately, one asset which is perfectly liquid
and available on the instant to meet any abnormal claims that
mzay be made upon the bank. For the fact must be clearly
realized that the bank bases its whole business on the assump-

J tion that normally only a certain proportion of its customers

will want their money back at any given time. If they had to
keep all their customers’ deposits lying waiting, on the off
chance that they might be wanted, there would be no possi-
bility of doing business at a profit at all, and the customers
would require to pay the banks a heavy premium for keeping
their moncy safe, instead of receiving interest on their deposits.
The banks have learned by experience that in normal times they
may safely lend out all but a certain proportion of their deposits,
but they must keep a certain part always at hand in actual cash
or very neatly so, to meet the ordinary requirements of the
business, and something over to provide for unusual require-
ments. Inother words, in addition to keeping a certain amount
of what they call “till money’, that is to say actual money for
the day’s turnover of cash, they must always have at hand
a reserve of available funds in case thelr customers should
happen to require more than their usual for a time. This
rcserve, then, becomes the pivot of the bank's whole business,
and it is a very difficult problem to know just how much of a
reserve the bank ought to keep, and how to keep it, that is to
say, how to maintain it at a safe figure and prevent its being
drawn upoen too rapidly in times of difficulty, The natural
desire of the bank’s sharcholders is to keep the reserve as low
as possible, because money lying unemployed, as the reserve
must, is purely unproductive capital. On the other hand, the
reserve is the sole security for the ability of the bank to meet
all possible claims that may be made upon it fmmediately, and
that is the one thing essential to a bank, because the slightest
hesitation in paying what is asked for would at once alarm all
its depositors and bring them clamouring to the bank for their
money, which othcrwise they would never have thought of with-
drawing. Self-preservation therefore dictates the keeping of an
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adequate reserve, while the desire to earn dividends points to
its reduction as low as is compatible with safety. How then
are these conflicting interests balanced 7

Grpe, Book I1, chap. ix, §§ 1~4 ; chap. x, §§ 1-5.
Witnrrs, The Meaning of Mowney, chaps. i-v.
Easton, Mongy, Exchange and Banking, chaps. vili-x,
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CHAPTER X

THE ENGLISH BANKING SYSTEM

The Bank of England.—The Other Banks.—Lombard Strect.—Where
they get their money and what they do with it.—The Bank Charter
Act, 1844.—The Issue Department of the Bank of England.—Regu-
lation of bank note issues in other countries—The Banking Depart-
ment.—The Weekly Return.—The Rescrve.

THE whole banking system of the modern commercial world
is so largely dependent on the banking system of London,
which in turn is centred in the Bank of England, that it is
necessary, in order to understand the banking system of any
country, to examine the English system first. The War has
proved more conclusively than ever the international character
of finance, and the way in which disturbance in any country is
bound to react upon the financial world everywhere. The
world’s financial system is perhaps the most complex and
many-sided organization ever seen, and it can only be under-
stood by getting at the core of it first, and working outwards.
It is a simple statement of fact that that core lies in the small
area of about a square mile which houses the great London
Money Market, and it is no exaggeration to describe the
building of the Bank of England, the * Old Lady of Threadneedle
Street’, which is the centre of that area, as the hub of the
universe, for, as the War has shown, finance rules everything,

The financial system of London may be divided into three
parts, There is first the Bank of England itself, which is the
pivot of the whole system ; next, in the inner circle as it were,
are all the ‘Other Banks’, as they are called, of Great Britain,
meaning all the Joint Stock Banks and the comparatively few
private banks still remaining, which make up the banking
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system of Great Britain. For in order to understand the
Inglish system it must be realized that in England, to a degree
which holds good nowhere else, the financial system is
specialized or divided between home and foreign business. tﬁ‘;g;fia“ﬂ-
Roughly speaking, though this is becoming every year less
true,'the British banks as such do not touch foreign business.
Finally, in the outer circle is a heterogeneous collection of
banks and financial institutions of all sorts, generically known
as Lombard Street or the Outside Money Market, which can Lombard
be distinguished from the inner circle by the fact that it does
the greater part of the foreign monetary business of London,
though this must not be taken to mean that it does not do
a very large share of the home business too. It does both
and is in a way the connecting link between the two parts of
the system. The name is an indication of the history of
the system. In the thirteenth century the Lombards, coming
in the first place as agents to collect the Pope’s taxes, seftled
down in this part of London and began to carry on their
traditional business of money-lending and also foreign exchanges
and matine insurance. Thus the quarter which subsequently
became the home of the goldsmiths, the first English bankers,
acquired its name, which has ever since been synonymous with
money. Lombard Street itself is a small street running off
among seven others from Bank Corner, the famous centre of
London’s business quarter, and probably the busiest street-
corner in the world. Every one of these streets, for half a mile
or so from the Bank itself, is crammed with the offices of
financial houses and branches of banks from every country in
the world. Ewvery bank of any importance in the world has
a branch or an agency, if not its head office, within this small
circle, to which as a whole the general title of Lombard Street
1s applied.

The method of the inquiry into this enormous and compli-
cated system is indicated by the line of thought suggested at
the close of the previous chapter. The essence of a bank’s
business 15 receiving and lending money or dealing in floating

! Very markedly so since the War,
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capital. The best method of attacking the problem is there-
fore to follow out these two sides, by putting the inquiry into
two questions: *Where do all these banks get their money ?’
and ‘What do they do with it?* At the same time the vertical
Efg‘;ﬂﬂnd division, as it might be called, of the London system into home
business,  znd foreign business must also be kept in mind. The following
is an attempt to apply this double method of division of the

system.

1. WHERE Do THE BANKS GET THEIR Mongy?

A, The Bank of England.

Bakot, Home sources,  In the first place, the Bank of England is in
every sense of the term, except the name, the national or
government Bank. It holds all the accounts of the various
departments of the government ; it manages the National Debt ;
it is the representative of the Mint, and generally speaking it
exercises the fullest functions of a state bank. But it is one
of the paradoxes of the English system that the Bank of England
so far as its constitution and contrel are concerned is entirely
& private institution, theoretically at least. Officially the govern-
ment has no contrel over it whatever, not even a representative
upon its directorate ; but as a matter of fact the final say in all
its affairs really lies with the government, while its actual policy
is dictated entirely by the public interest, so far as the directors
can ascertain it. Though the Bank is a private concern, owned
by ordinary shareholders, it has for many years fully realized
and acted up to its position as the official head of the English
banking community, and the interests of the shareholders have
always been regarded as seccondary to the public interest,
From the present point of view the importance of this privi-
leged position of the Bank is that it holds all the government
accounts, which at times amount to enormous sums. These
Public Depuosits, as they are called, amounted at times during
the War to nearly £150,0¢0,000.

Many large business houses, public companies of all kinds,

Public
Lieposita.,



THE ENGLISH BANKING SYSTEM IT?

and even private persons also keep accounts with the Bank of
England, and these are classed in the Bank's Weekly Return
as Private Deposits. There is, however, a radical difference
between the Bank of England and all others, in respect that it
Pays no interest on private deposits, Its total deposits there-
fore are not nearly so large as its position otherwise would
indicate. The great bulk of the private deposits in England is
held by the Other Banks.

Cne of the most important contributions to the deposits of
the Bank of England arises from the fact that all the Other
Banks make it an invariable custom to keep a considerable

balance with the Bank of England as their own reserve. This
is in fact the outstanding characteristic of the English system, |

which is known as the 'one reserve’ system. Instead of each Private

bank keeping its own reserve, they all lodge it with the Bank
of England, which thus becomes in a very peculiar sense the
bankers’ bank, This fact again illustrates the solidarity and
centralization of the English system. All the banks support
the Bank of England by giving it their deposits (without interest
be it remembered) in normal times. They thus establish a
certain claim on the Bank for special assistance to any bank
that may find itself in temporary trouble; and this claim is
fully recognized not only by the Bank of England itself, but
by all the other banks, for they clearly recognize nowadays
that they all stand or fall together, A serious run on one
bank necessitating its suspension would almost inevitably, in
times of financial nervousness, produce a run on other banks,
and the effect of such a panic is peculiarly cumulative. If one
bank goes, others are almost certain to follow.

Finally, the relations between Lombard Street and the Bank

of England are so close, especially in times of strain, that most
of the foreign bankers, bill brokers, and other financial institu-
tions in the Outside Money Market make a practice of keeping
a balance in normal times with the Bank of England.

Deposits.

Foreign sources, These are on the whole similar in character Foreign

to the home sources, the only difference being that their origin

upplies.
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is foreign. Thus many foreign governments have at times
large sums at their credit with the Bank of England because
London is a very important centre—it was until recently
almost the only centre—for raising large government loans.
Suppose, for example, that the Turkish Government proposes
to add to its fleet. Orders are placed with British ship-builders,
and in course of time the ships are completed and payment is
due. But the Turkish Government can only find the necessary
funds by raising a loan, which can best be floated on the
English market, with perhaps the assistance of French, or now
American, financiers.  The money borrowed in England would
then be paid into the account of the Turkish Government with
the Bank of England, to lie there until drawn upon by cheques
in favour of the ship-builders.

Many foreigners of all kinds, from crowned heads downwards,
also kecp accounts with the Bank of England, because after all
the Bank of England is just about the safest place in the world in
which to keep one’s financial sheet-anchor. One can always be
sure of getting payment as and when it is wanted in London, in
gold for example if required, which is not always true, especially
in times of crisis, in other countries. Only twice in the history
of the Bank has this not been literally true, once during the

. suspension of gold payments due to the Napoleonic Wars, and

again during the recent War,

Many privale firms in foreign countries, and especially foreign
banks and foreign merchants, also keep accounts with the Bank
of England because so much of their financial business finds
its way to London for final settlement, and an account there is
always the most convenient thing possible, wherever one may
want to make payments. If, for example, an Austrian in Vienna
wants to make a payment to an Argentine Spaniard in Buenos
Ayres, the most desirable form of payment from the creditor’s
point of view will probably be a cheque on London. A London
cheque is always welcome anywhere, because under normal
conditions there are always sany who require to remit to
London, and who are glad to get such a cheque.
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It is difficult, however, to distinguish between this kind of
private deposits by foreigners in the Bank of England and
those already mentioned as home receipts by the Bank from
Lombard Street, for many of these deposits, though actually
foreign in their origin, would naturally be paid to the Bank by
the representatives in London of the foreign owners.

B. The Other Banks. Roughly spcaking, the British Banks v
as already indicated confine themselves to home business and
receive all their funds from private deposits.  But as a matter
of fact even before the War some of the large London Joint The Other
Stock Banks had been doing an increasing share of the foreign ks
business which comes to London, and had received con-
siderable deposits from foreign sources of the kind above
described in the case of the Dank of England. This, however,
does not affect the general truth of the statement that their
funds are mainly derived from British private depositors, and
the amount so received, as already mentioned, amounted before
the War to ncarly £1,100,c00,000. In 1921 it was more than
double that amount.  (See Table IX.)

C. Lombard Street, like the Bank of England, also draws
its supplics both from home and abroad. The Qutside Moncy
Market includes not only the representatives of foreign banks
and other financia! institutions abroad, but also all kinds of
purely Biritish houses, some of which are engaged mainly in
foreign business, but many others just as largely in home
trade. Discount Houses, both home and foreign, Accepting The Outside
Houses, primarily foreign, and all sorts of other interests arc Marit
represented in London, becavse Lombard Street is the one
place in the world which provides the quickest and therefore
the most profitable market for money. There you can either
borrow or lend money, as your position for the time being
requires, on the shortest possible notice, and to almost any
amount. Lombard Street is the meeting-place of the world’s
supply of and demand for floating or loanable capital. Every
one who has money to sparc, ewen for the shortest period, can
send it in to Lombard Street as ‘call money’, and he will

TORD I
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receive 2 small rate of interest on it even for the few days or
weeks that he can allow it to remain. Such money received
from large financial institutions of all kinds, insurance and
investment, and even commercial and industrial companies as
well as the banks proper, is the chief source of Lombard
Street’s funds ; but they also have the control from time to time
of large funds belonging to the foreign banks and merchants
which many of them represent. Lombard Street therefore is
the meeting of the waters in the wotld's financial affairs,

II. WgaT po THEY Do WITH THE MONEY?

A, The Baok of England. The drains upon the Bank of
England’s funds, or the employments found for them, are chiefly
for home purposes, though many of them are really the result
of foreign requirements, Taking the actual home needs first,
the Bank has often to advance money temporarily to the
government, when certain expenditure has to be met before
the funds to meet it from taxation have yet been fully collected ;
or again, one department may be heavily out in its expenditure
while another has large funds at its disposal.  On balance the
government was, before the War, not often a borrower.,

The Bank being, after all, an ordinary private concern, must
employ the bulk of its spare funds in the ordinary lending
business of a banker, that is to say on the discount of bills,
loans on stock exchange securities, and other similar kinds of
financial business ; but owing to its peculiar position the Bank
in normal times does a comparatively small proportion of the
total business of this kind done daily in London. The reason
is that the Bank, being the Central Reserve Bank of the whole
English system, must keep a much larger proportion of its total
deposits in reserve than any of the Other Banks, which, as
already explained, look to the Bank of England to fulfil this
function for the whole system. In normal times, before the
War, the Reserve amounted to over fifty per cent.' of the whole

1 See Table X1.
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habilities of the Bank to its depositors both public and private,
and the necessity of maintaining this large proportion in
Reserve naturally restricted its ordinary lending business.
But the peculiarity of the Bank’s position is that while in
normal times it does only a comparatively small share of the
discount business, in times of difficulty the whole strain of the
Money Market’s requirements is thrown upon it.  Apart from Discounts,
such times of crisis the Bank does a considerable business at
times with the Lombard Stteet houses who come to it for funds
when their ordinary supplies are temporarily insufficient ; and in
this way, as will be seen later on, the Bank is abletoexercisea very
powerful control over the position of the Money Marketasawhole.

B. The Other Banks. The employment of their funds
is still mainly confined to home business, though this
characteristic has changed markedly in recent times. They Home dis.
employ a considerable proportion of their funds, as much as “**"*
they think safe in view of the nature of their liabilities to their
depositors, in lending to merchants, manufacturers, stockbrokers,
&c., on discount of bills, on overdrafts or cash credits, and on
the security of all kinds of valuable and quickly realizable
property, stock exchange securities, &c.! But it is generally
regarded as unsafe for them to invest in land or immovable
property, because at a time of difficulty, such as a financial
crisis, or when there is a2 run on the bank, such securities
cannot be realized quickly enough. Of the rest they send
a comparatively small portion to the Bank of LEngland as
a reserve, and the remainder, or the greater portion of it, is
lent to Lombard Street, ‘at call,’ that is to say as call money, ca money.
to be used by them in the short loan market already described.
There was, however, before the War a tendency for some of
the other banks to keep a larger amount of cash and even gold
in their own hands as reserve ; but as they did not publish any
information with regard to these holdings the amount of them
was largely speculative.?

C. Lombard Street. The Outside Money Market will
lend money to any one who has good security to offer, and on

1 See Table IX (4). ? See p. 228,
12
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almost any kind of security. Their main bisiness is the dis-
count of bills both home and foreign, but they also lend money
for all sorts of purposes and for any time from the shortest
periods, even overnight or for the week-end, upwards. The
rate of interest they receive on such short loans is comparatively
low as a rule®; but the rate they pay for the call money is lower
still. They work on small margins of profit, and their whole
business is to keep their money constantly employed. This
business is world-wide in character and distribution. The busi-
ness of discounting foreign bills, which is still largely and was
formerly entirely in their hands, requires some further explana-
tion on account of the part it plays in other matters o be
decalt with later on. Suppose that a merchant in Buenos
Ayres wishes to buy lace goods from a Nottingham manufac-
turer. Some method of payment must be arranged, because
the Nottingham man knows nothing of the foreigner, and can
hardly be expected to give credit to a total stranger. The
apparently simple way is for the Argentine to send the money
with the order, but he is probably not able to pay in advance;
besides, he may not care to trust the manufacturer. What he
does, therefore, is to offer payment by bill of exchange, say at
three months’ date, against receipt of the bill of lading for the
goods. This, however, would not satisfy the exporter; he
must have some sort of guarantee that the buyer is good for
the money, and that the bill will be met when due, and so the
custom has grown up in London of certain large finns who
have connections alwoad lending their names to such bills as
guarantors by accepting the bill in place of the foreign buyer.
This they do for a commission paid them by him, and because
they know, or are informed by their house in Buenos Ayres,
that he is good for the money. These ‘Accepting Houses'
then, as they came to be called, have become middlemen of a
sott between the manufacturer and his foreign customer. When
the goods are ready for shipment the manufacturer sends the
bill of lading for the goods to the forwarding house in London

¥ Sce Table XVI (1).
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along with the bill of exchange for their value. The latter is
presented to the Accepting FHouse for their signature, vpon
which the bill of lading for the goods is handed over. Then
the bill of exchange can be discounted either with an ordinary
bank or with one of the large Discount Houses, as they are
called, in Lombard Street, which lends the money willingly
on the double security of the Accepting House and the manu-
facturer himself, who as drawer of the bill is of course
ultimately liable. Thus the business of forcign discounts in Foreign
London has gradually become specialized or divided between discounds.
these two classes of firms, the Accepting Houses and the Dis-
count Houses, and the two together represent a very large and
very important part of the business done in Lombard Street,

In the diagram on page 119 an attempt is made to repre-
sent, something after the fashion of a wheel and its spokes,
the ramifications and interrelations of this complicated system.
The principal point to be noted in the descriplion of the
system is how the whole organization is centred in the Bank
of England. The Bank, in addition to its own ordinary
current accounts and deposits, holds the reserve of all the
Other Danks; it holds also the government funds and often
balances belonging to foreign banks and foreign governments
also. It is no exaggeration therefore to say that the insolvency Pesitien of
of the Bank of England would involve the bankruptcy of the Bauk.
every one in England from the government downwards, and
also in all probability the bankruptcy of every state bank and
almost every government throughout the world. It is simply
impossible to realize what it would mean. Thus the responsi-
bility of the Bank, not only to England, but to the financial
world as a whole, is very heavy, and it is all the more para-
doxical that, as already pointed out, practically no government
control over the Bank should have been found necessary.
While this is true, however, it must be very clearly recognized
that, as a matter of fact, the actual contrel over the Bank’s
affairs is of the most stringent kind possible, because it is
exercised by the public opinion of the whole Money Market,
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which would certainly be enforced if necessary by the govern-
ment. But it has never been nccessary for the government
to interfere or to overrule the directors,  On the contrary, the
Directors of the Bank of England have at all times of crisis
been the chief advisers of the government, and during the war
crisis of August 1914 their action was an example to the
whole banking world. This idea of the position occupied by
the Bank of England and its responsibilities is more than any-
thing due to the work of one man, Walter Bagehot (1826-77),
who In his book called ZLombard Sireet, originally pub-
lished in 1873, was practically the first to set forth the real
constitution of the London Money Market and the true place
of the Bank of England in it. When his work was first pub-
lished he was describing an ideal, but the ideal has every
year become more and more actual; and now there is no
financial institution of any kind in any country that more
thoroughly deserves the public confidence which it unques-
tionably enjoys than the Bank of England. And this has
been achieved with the absolute minimum of government
conlrol. The only legislation affecting the Bank of England
is the Bank Charter Act of 1844, commonly called Peel’s Act,
and that only deals in detail with the one question of note
isspe. How that cane to be so involves a brief account of the
history of the Bank of England from its foundation.

The Bank of England was founded in 1694, but the develop-
ment of banking in Europe which led up to its foundation had
been going on for several centuries before that date. The
earliest banks in Europe were those of the Italian Republics
which are said to date back to the twelfth century, though the
famous Bank of St. George at Genoa was only definitely
established in r407 and the Banco di Rialto in Venice in 1587.
The first bank in Western Europe was the Bank of Amsterdam,
founded in 1609, followed by the Bank of Hamburg in 161g,
and the Bank of Rotterdam in 1635, and the first bank-note was
issued by the Bank of Sweden in 1656, two years after its
establishment. In England the banking system only began to
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;II]:EI;I;:M- develop early in the scventeenth century. Up to 1640 the
merchants of London had been in the habit of keeping their
uninvested funds in the Tower of London under the care of
the government; but in that year Charles I seized a sum of
£130,000 lying in the Tower, and thereafter the merchants, not
trusting the government, developed the practice of lodging their
funds with the goldsmiths. These had already begun to
extend their original trade of artificers in the precious metals,
by acting as money-changers and also as dealers in capital,
lending at interest part of the funds deposited with them.
They paid interest on these deposits and issued notes of hand
acknowledging them, which were practically deposit receipts.
In spite of the usury laws they charged high rates of interest
on their loans, and they also made considerable profits by

Maney- their money-changing transactions. In these days the irregular

chaRRI’E  state of the coinage made banking a highly skilled and
remunerative profession, invelving careful consideration of the
weight, standard, condition, and value of every coin handlied ;
it is said, for example, that when making payments the gold-
smiths paid out the most worn or debased coins, keeping
the best for use as bullion,

From 1640 onwards the government from time to time
received advances {rom the goldsmiths acting as bankers ;
but in 1672 the Exchequer stopped payment, being at that
time in debt to the goldsmiths to the extent of £1,300,000, and
thus again destroyed all confidence on the part of financial
men in the government. Tublic confidence in the goldsmiths
and private banking firms into which they were then develop-
ing—some of the private bankers of the present day can trace
their origin to the old goldsmiths of those days—had been
shaken by frequent failures among them, and from about 1651
tracts had appeared in England advocating the formation of
a public chartered bank on the lines of those which were
alrcady in existence in other parts of Europe.

Foundation  In 1694 the government of William I1I was in urgent need

ofthe Bank ¢ [unds, but owing to their bitter experience with his prede-
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cessors none of the London merchants would trust the govern-
ment with a loan, It was then that a Scotchman named
William Paterson came forward with the scheme which led to
the formation of the Bank of Englaind. He offered to lend
the government £ 1,200,000 on condition that they granted him
a Royal Charter for the incorporation of the Bank, with the
right to carry on all the business of bankcrs, including deposits
and discounts, and conferred upon the Bank the right to issue
notes to the extent of the sum lent to the government.  Thus
began the modern National Debt of England,

In 16g7 a new charter gave the Bank of ILingland the s meno
monopoly of joint-stock banking in England, and this was oy
further strengthened by the Act of 1708, which restricted the
number of partners in banks of issue to six during the continu-
ance of the Bank of England. In 1751 the Bank took over -
the management of the National Debt. The granting of this
monopaly to the Bank of England is the key-note to the history
of the subsequent development of banking in England.  From
this point onwards the development of the English system may
be compared with the entirely different system in its immediate
neighbour Scotland, as illustrating two opposite ideas of the
kind of body which should be entrusted with the functions of
a bapker. In England, with the exception of the Bank of
England, the banking business was carried on entirely by
private banks, that is to say by private firms composed of private
a number of individual partners under firm-names composed Banks
of the names of these partners or some of them, and usually
ending with ‘& Company’,—hence the furm sull in uvse in

.
crossing cheques 4 Public confidence in these banks

was largely based on the faith of the public in the integrity and
stability of the private individuals composing the firm, and this
naturally restricted the operations of the bank to the town or
district where the partners were known. As the Bank of
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England confined itself entirely to London and had no
branches throughout the country, it practically meant that all
the banking business of the country was localized, each town
or district having its own local bankers. In Scolland, however,
a different system began to devclop at an earlier stage than in
England. A number of large joint-stock or incorporated banks
were formed, that is to say, joint-stock or shareholding cam-
panies incorporated by Royal Charter, such as the Bank of
Scotland in 1695, the Royal Bank in 1727, and the Dritish
Linen Company in 1746, These large concerns estab-
lished branches in many of the chief towns of Seotland, and
their reputation became firmly established throughout the
country, Thus the two systems may be described as a large
number of small, local private bankers throughout the country
in England, while in Scotland it was a small number of large
joint-stock banks with branches covering the whole country.
The chief event in the history of the Bank of England
belore the Act of 1844 was the suspension or restriction of
cash payments during the Napoleonic Wars. Till then the
use of bark notes in England as common currency had been
greatly restricted by the large denomination of the notes
issued. At first the lowest amount of any note was £20. In
1759 K15 and £10 notes were authorized, and £5 notes in
1793. With the suspension of cash payments in 1797, how.
ever, the need of smaller notes was at once obvious, and £1
notcs were immediately issued in considerable quantities.
The crisis which was the immediate cause of the suspension
soon passed, and the Bank would have been quite willing to
resume cash payments; but so little objection was there to the
note system that no one asked for its discontinuance, and the
suspension was prolonged. At first the issue was compara-
tively small, only some £ 10,000,000 in 1757, and it was not till
1809 that there began to be any suspicion of inconvenience
attached to the note issue. Then it began to be realized that
gold had gone to a premium, the price rising to about £4 ras/
per ounce in r8ro instead of the official price of £3 175 102
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Financial people began to talk about the high prices,
which were then prevailing,' being due to inflation caused by
the excessive issues of paper money throughout the country,
for although the Bank of England issue was still only about
£19,000,000 the private banks throughout the country and in
Ireland had increased their issues enormously. A DBullion
Committee was appointed in 1810 which marked the beginning
of a tremendous controversy, the very meaning of which it is
now almost difficult to comprehend. The truth is that the Bullion
financial world of those days was only feeling its way by Comuaittee.
experience to a realization of the meaning and principles of
money, and it is largely to those discussions that we in modern
times owe our very clear-cut ideas as to the principles and
functions of money. But from our present point of view
the chief importance of this controversy was that out of it grew
the alternative principles which formed the basis of the later
controversy over the question of the best method of regulating
the Bank of England’s note issue. The Restriction itself was
finally removed in 1819-23, by which time the new currency
of 1816 was in full being; but the lessons of the controversy
were still to be applied to banking problems., From 1790
to 1820 there had been growing dissatisfaction with the
English system owing to the disastrous frequency of failures
among the private banks. Between 1810 and 1817 alone,
there had been 157 of these, and a considerable agitation was
growing in favour of some approximation to the Scotch system
of joint-stock banks. In 1823 a pamphlet was published by
one Thomas Joplin in which he pointed out a fact which had Joptin.
apparently not been fully realized till then, namely, that the Bank
of England’s monopoly only prevented the establishment of
joint-stock banks with the right fo issue nofes, and that if any
one cared to establish a joint-stock company to carry on the
other parts of a bank's business there was nothing to hinder
him doing so. But, as things were then, the impossibility of
obtaining a note issue was quite sufficient to prevent the
1 See Table V.
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establishment of any other joint-stock banks, because in those
days the issue of notes was looked upon as the most important
and certainly the most profitable part of a bank's business,
The fact is that hanks as they are now did not exist then.
The development of the system of current accounts and
payment by cheque was still in its infancy, but no one then
could have conceived that banking business would develop on
the lines and to the extent which it has since done. Indeed,
that development is very largely just the result of the history
which is being narrated.  No one, however, paid much atten-
tion to Joplin's pamphlet at the time, but in 1824-25 there was
another series of bank disasters, seventy-six of them failing, and
in 1826 a new Act was passed which allowed joint-stock banks
to he established with the right of issue, so long as they had no
office or branch within sixty-five miles of London, this being
the first establishment of the metropolitan area which afterwards
became the Bank of England's absolute preserve for note issue
purposes. This same Act once more raised the minimum value
of bank-notes to £5, and an attempt was made to extend this
provision to Scotland, which, however, was successfully resisted,
fortunately for Scotland, thanks largely to Sir Walter Scott.

In 1833 when the Bank of England’s Charter again came up
for renewal, the view which had been advocated by Joplin was
specifically adopted in the wording of the new charter, and
immediately the development of the great modern joint-stock
banks of London began apace.  But the unstable character of the
provincial joint-stock banks which posscssed the right of note
issue, still attracted public attention from time to time to the
question of the regulation of note issues, and finally the matter
came to a head in the great controversy which preceded the
passing of Sir Robert Peel's Bank Charter Act of 1844. The
principles underlying the arguments of the two sides were
known as the Currency and the Banking principle respectively.
The former maintained that no security for a bank-note issue
could be satisfactory except the retention of actual currency in
reserve or “ earmarked’, as it is called, for the conversion of the



THE ENGLISH BANKING SYSTEM 125

notes when required. The advorates of the banking principle, Banking 2.
however, maintained that bankers could be relied upon to principles,
restrict the issue within safe limits, because the mnature of
banking business provided a natural limitation to the issue,
notes being issued only on actual commercial transactions
representing a hona-fide need for currency.  In reply to this it
was argued that experience during the suspension of payments
had shiown that excessive issues were not so checked ; during
the Soutly American boom in 1809, for example, owing to
enormous loans by the banks on discounts, the amount of the
issue rose dangerously high. It must be remembered that in
those days the Bank did not possess one very powerful weapon
which it now uses successfully when necessary, and which will
be explained in the next chapter, namely the right of raising
the rate of discount, or, in other words, charging more for its
leans in order to check an excessive demand. In those days
the usury laws were still in existence and the maximum rate
of interest chargeable, namely five per cent., was not nearly
high enough to check excessive borrowing in times of excited
speculation. It is hardly worth while discussing now, however,
whether, under the extended use of this means of self-protec-
tion, the Bank of England might have developed on better
lines, The fact is that the Currency party triumphed, and the
Act of 1844 tied up the English bank-note system under such
restrictions as completely prevented its further growth, and so
resulted in diverting the development of the English banking
system along entirely different lines from what might otherwise
have been the case.

The leading principles of the 1844 Act seem to have been, The 1544
first, that the issue of bank-notes should gradually be monopo- Au
lized in the hands of the Bank of England, and, second,
that that issue should be limited to a fixed amount against
securities, all the rest being against full gold cover only. To
secure the first, it provided that no bank having an office in
the metropolilan area of 65 miles round London was to be
allowed to issue notes, and that in the provinces of England no
new jointstock bank was to be aflowed to begin issuing notes
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—Scotland and Ireland were accorded special treatment—
while the future issue of those which already had the right of
issue was to be limited to the amount of their actual issue at
the time of the passing of the Act. In the case of the Bank
of England its business was to be divided into two entirely
scparate departments known as the Issue Department and
the Banking Department respectively ; the former was ta do
nothing but issue notes, the latter to carry on the whole bank-
ing business of the Bank. The regulation of the Bank’s note
issue was laid down as follows: The actual issue at the date
of the Act was taken as £14,0co,000 and this amount they
were to be allowed to issue in future against securities, includ-
ing the amount which the government then owed the Bank,
which was about £11,000,000. This sum of fourteen millions
was to be known as the Authorized Issue. Beyond this the
Bark may issue as many notes as they please, so long as the
full value of them in bullion is deposited with the Issue
Department.  Silver to the extent of onefourth of the gold
was allowed by the ariginal Act ; but for many years the Bank
has not exercised its right to hold silver. The notes of the
Bank of England are legal tender in England only (not Scotland
and Ireland), except of course at the Bank itself,

With regard to the existing issues of the provincial banks,
both private and joint-stock, it was further provided that
should any such bank fail or give up business or become
amalgamated with another its authorized issue should forth-
with cease, and it would be within the right of the Bank of
England by Order in Council to have two-thirds of the lapsed
issuc added to the amount of theirs. As showing how effectual
this policy has been in centralizing the note issues of England in
the Bank it may be mentioned that in 1844 the provincial issues
in England amounted to £8,631,642 issued by 207 private and
72 joint-stock banks; in 1917 they had fallen to £258 870 issued
by one private and eight joint-stock banks,’ and in 1921 the last
of these disappeared. By the addition of their share of these

1 See the Ecoronust Banking Number, May 18, 19:8.
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lapsed issues, the authorized issue of the Bank of England had
been raised before the War to £18,450,000, which was over a
million less than the full two-thirds of the lapsed issues. Tt was
sometimes thought that the authorities of the Bank of England
were keeping this margin as a reserve for use in times of crisis ;
but it was not so employed in the great war crisis of 1914 and it
was not till 1923 that the authorized issue was raised to the
limit of £19,750,c00.

This stringent regulation of the Bank's note issue was very
severely criticized for many years, and there can be no doubt
that it was the main cause of the English banking system
following the lines of development which it actually chose.
The weakness of the system was its absolute inelasticity at Inelastie
times of crisis when more cash is wanted. Notes would serve ™"
the purpose, but the Bank cannot issue a single note except
against gold, which is quite useless. This absolute restriction of
development of the issue of notes has therefore compelled the -
adoption of an entirely different system, namely the use of
cheques instead of notes, and there is much to be said for the
argument that that has proved to be in the long run a better
system.

It is interesting before leaving this part of the subject to
note the various alternative systems of regulation of note issue
adopted in other countries. These are three in number, namely:

-{ (1) The principle of the fixed ratio, that the number of notes other
issued must be covered by pold and securities in certain fixed ?*<™*
proportion. This is the German system, for example, the pro-
portion being one-third geld and two-thirds securities, but there

a spccial provision is made that the bank may exceed the fixed
proportion on paying to the government a tax of 5 per cent. on

any notesin excess. This heavy tax was thought to be sufficient

to prevent any danger of over-issue.

. (2) The principle of maximum issuc. This is the French
system, where the tota! issue was limited before the War to 6,800
million francs, and there is no provision at all as to the amount

of gold (o be held.  That is left to the prudence of the bank.
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But the Bank of France, which issucs these notes, is under severe
legislative restriction as to its ordinary banking business.

(3) Practically the wholeamount of the note issue is covered
by the deposit of securities, as in America till 1914,

The only provision made by the Act of 1844 with regard to
the Banking Department of the Bank of LEngland is that the
Bank must publish every Thursday an account, known as the
Weekly Return, showing the position on the previous day of
the whole accounts of the Bank, including both the Issue
Department and the Banking Department. A specimen of
this Weekly Return will be found in Table X in the Appendix,

It is very important that this zccount should be really under-
stood, for its publication every Thursday at noon is awaited
with the greatest interest, and the announcement of the Bank
Rate which is then made, depending upon the figures of the
account, goes far to control the value of money, and the move-
ment of floating capital throughout the world. The pivot of
the whole matter is the strength of the Reserve and its propor-
tion to the total amount of the liabilities it might be called
upon to meet. It is essential in the first place to be quite
clear as tc what the Reserve really is, because in the lay mind
there is constant confusion as to what the Reserve consists of,
and where it is kept. Especially, confusion is very common
between the Reserve which is part of the assets of the Banking
Department, and the gold held against the notes by the Issue
Department. These are two entirely different things, which
must on no account be confused with each other, and they
appear in different parts of the Weekly Return. The last two
items on the credit side of the account of the Banking Depart-
ment, namely: ‘ Notes’ and ¢ Gold and Silver Coin’, are the
Reserve. But the confusion is excusable when it is pointed out
that though as a matter of fact the Reserve is mostly in notes,
yet when it requires to be drawn upon, the call is generally for
gold. The Banking Department, however, for its own con-
venience and to save the necessity of having a duplicate set of
safes each capable of housing many millions of gold, prefers to
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let the gold lie in the Issue Department and take out notes

instead. If gold is wanted, all they have to do is to send

a bundle of notes across to the Issue Department, when they

will get the gold at once. This is the explanation of the dis. Circulation
tinction between Total Issue and Active Circulation. The latter

means the total amount of notes issued by the Issue Department,

less the amount held as Reserve by the Banking Department,

that is to say it means the total amount of notes actually in the

hands of the public other than the Bank,

Table XI in the Appendix gives an analysis of the main
items of the account as these are usually studied by the Money
Market, and shows the extraordinary movement of these items
since the War. Up till a few months before the War the
average propartion of reserve to liabilities had been maintained The proper-
at a little over 5o per cent. of the total deposits. The next "™
question comes to be ‘ How did the Bank contrive to maintain
the Reserve so steadily at that figure ?' In other words, how
does the Bank of England manage its Reserve, upon which so
much depends ?

As already mentioned, the calls upon the Reserve which the
Bank must always be prepared to meet may be divided into
two main classes, home and foreign. The home drains, as they
are called, are for the ordinary currency requirements of the
country, which inevitably fluctuate a good deal from time to
time, as for example at the quarter days when large numbers of
pericdical payments such as rents are due, or at the half-yearly
dividend days when many companies pay their sharebolders.
Again, a time like the August Bank Holiday, when so many
people go on holiday, means a heavy withdrawal of cash from
the banks to meet expenses, and this involves a considerable out-
flow of cash from London to the provinces. But the impor- Home
tant characteristic of these home drains is that they are regular 4
or periodic ; their usual amount, and the time when they are
expected, are well known from experience, and can be estimated
with a reasonable approach to accuracy. They are therefore
easily provided for, and do not cause any trouble; because the

ToDD K
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fact must be grasped that the Money Market does not in the
least mind even large sums of money being drawn out of the
Bank of England’s Rescrve, as long as it knows where they
have gone to and what for, so that it may estimate when they
will return,

But with the foreign drains it is often quite different.  Sorne,
like the autumnal drain of gold to Egypt and India for the move-
ment of the crops, are now becoming pretty well known as annual
events which are looked forward to and recognized as quite
normal, But there is another kind of foreign drain of gold fram
the Bank which is the constant care of the London Money Market
because it is much more difficult to foresee when it is likely to
come, or to know where it comes from, how long it will last,
or what amount it will rise to, and especially when the money
is likely to come back, if at all. These foreign drains are
therefore very difficult to provide for, and often cause great
disturbance in the Money Market, especially if some unknown
drain of this sort happens to coincide with another large drain
for other purposes, as the war ctisis coincided with Bank
Holiday in 1914. It is neccessary therefore to find out the
cause or origin of these foreign drains, before considering
further how they affect the Reserve and how they are to be
dealt with ; and to do so the inquiry must be diverted to an
entirely different branch of the subject, namely, foreign trade
and the foreign exchanges.

GipE, Book 11, chap. x, §§ 6-B.

Bacenot, Losmbard Sireet,

GiLearT, Banking.

Crare, Money Market Priviaer.

WitHers, The Meaning of Money.

Easton, chaps. vi and vil

BisscHor, Rise of the London Money Market.

PoweLL, Evolution of the Money Masket,

ANDREADES, History of the Bank of England,

For an account of the U.S. Federal Reserve Banking System, also of

the German systein before and during the War, see Stule Credi! and
Banking, during the Wayr and after, by Robert Benson,



CHAPTER XI

THE RATE OF EXCHANGE

International trade a return to the system of barter.—The law of the
balante of trade—Foreign bills and the Rate of Exchange.—Course of
Exchange.—Variation of the Rate of Exchange.-—Its eflects and its
limits,—Guold points—The cause of the forcign drain,

In the inland trade of modern commercial countries the
use of metallic coinage in commercial transactions has, as
already explained, been reduced to a minimum. In foreign
trade this tendency is carried still further. International trade ruter.
is carried on almost entircly without the passing of money ; faves™
it is really a rcturn to the system of barter. Every country
exports just as much as is required to pay for its imports, and
imports just as much as it can buy with its exports.

It is obvious that this must be so; because if any nation
were importing persistently more than it exported, and paying
for the balance every year in gold, its gold supply would soon
be seriously diminished. The result, according to the quantity
theory of money, would be a gencral fall of prices in that
country. What would this mean? First of all, every one
would be very short of money, owing to the fall in prices and
consequent depression of trade, and would be compelled to
reduce his purchases, especially of foreign luxuries. Prices
being now so cheap at home, it would not pay to import
anything that could be bought at home, because the home
prices would be cheaper than the foreign. Thus the current cash pay-
of importation would be checked. At the same time the cheap 31:;;5,";2_'
prices at home would tempt foreigners to come and buy, thus
giving an impetus to exports. The result would be to redress
the balance of trade by reducing imports and increasing
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exports, until the excess of imports, which was the beginning
of the trouble, was wiped cut. It is therefore impossible
for any country to be always importing more than it exports
and paying for the excess in gold (except of course a country
like South Africa which produces gold), and the same process
reversed would apply in the case of a persistent excess of
exports. The very fact of an excess either way would tend
to check itself. It is like the swing of a pendulum; every
swing to one extrcme sets in operation forces which tend to
bring the pendulum back to the point of equilibrium again.
The resclt is embodied in what is called the law of the
balance of trade.  Ewery imporiation when it takes the form of
a regular curvent, necessarily provokes and delerwiines a corre-
spending exportation, and conversely.

It will be apparent, however, that the operation of the theory
above stated would be a slow and inconvenient process. It
would be some time before the reduced supply of coinage
would have its effect on prices, with the resulting compensutory
action, Again, the frequent varfation of the general level of
prices is very bad for trade. In practice, however, the same
result is reached by a more delicate and at the same time
much more rapid process, known as the variation of the rate
of exchange, which, though invisible and automatic, is equally
certain undet normal conditions,

The system of scttling accounts between foreign merchants
by the exchange of bills 15 a development of the credit system
as seen in the banks. Just as in inland trade all the mer-
chants settle their accounts with the bank instead of with each
other direct, s¢ in foreign trade, each merchant, instead of
settling with his own creditors in various foreign countries,
settles with his creditors’ creditors in his own country, thus
saving the passing of coin, with all its necessary risks and
expense,

Thus supposing that A in London buys £r100 worth of
cotton from B in Bombay, and grants a bill in payment, while
C in Bombay buys £ 100 worth of goods from I} in London,
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and grants a bill in payment. Suppose that the bills fall due
on the same date, say January 31. Before that date A in
London must remit to B in Bombay the sum of £10r ; Cin
Bombay must remit to D in London the sum of £r100. But
A meets D and says, ‘Instead of sending £100 out to Bombay
to pay B, I will give it to you in exchange for the bill payable
by C which you hold, Then I shall send this bill to my
creditor B, who will collect payment of the amount from your
debtor C’. Thus all parties’ accounts are squared without
any money passing from England to India or the reverse.

In practice a middleman is employed, called the bill broker,
who buys bills from all the exporters who have them to sell,
and sells them to the importers, who require them to pay
for their imports. In all countries except England a large
part of this business is done by the banks. The bill broker's
price is the rate of exchange, which is simply the price of
foreign bills, and his price list is called the course of exchange.!
For example, the rate of exchange between London and Paris
is the price which a merchant in London must pay for a
bill payable in Paris, or vice versa. How, then, is this price
fixed ?

First of all, it must be explained how the equilibrium or
normal price, as it might be called, of foreign bills between
two countries is fixed; then it will be necessary to consider
the causes of variation from this equilibrium, or par value.

(1) In trade between countries whose coinage is based on
the same unit the exchange is the simplest possible, Between
England and her Colonies, for example, where the English
sovereign 1s the universal unit, there is really no par of
exchange in the ordinary sense of the word at all, for an English
sovereign is exactly the same thing as an Australian sovereign.

Their price,

~

(2) Where two countries use different coinage units, the Mint parof

tale of exchange is based upon the comparative gold values

of the coins which form the respective units of their coinage.

The rate of exchange between London and Paris, for example,
1 See Table XII.

excliange.
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that is between the sovereign and the franc, is calculated

thus—
One English sovereign = 7:98Bos grammes of gold }ths fine

o " 2 = 732238 " 1 pure gold.
One Napolecn (2o francs) = 645161 . 4+ gold f5ths fine
PR ” I = 580645 ” s+ pure gold
N . . B x z0
. One English sov - 1-32235 x 20 = ga- X
g ereign S BoBas francs = a5-2215 francs.

This is called the mint par of exchange between London and
Paris; one English sovercign is equal to 25.22 francs,

(3) Where the currency of a country actually consists of
paper, the mint par of exchange of the nominal gold unit of
the currency must be calculated and then converted into terms
of paper money by finding out how many units of paper money
are equal to one unit of gold.  For example—

One English sovereign = 5 gold dollars {Colombian)
One gold dallar Colombian =: 100 paper dollars Colombian)
. One English sovereign = 500 paper dellars (Colombian).

{4) Again, with a silver currency and a nominal gold unit,
a similar method would be followed. But between a gold
standard country and one which uses silver only,! there is no
calculable rate of exchange at all. The rate of exchange in'
such a case depends mainly on the fluctuations of the market
value of silver in terms of gold.

{5) Lastly, when the bill is not due immediately, but say
three months after date, an allowance must be made cn the
price of that particular bill to cover the interest for the period
till its maturity. The long rate of exchange, as this is called,
is usually quoted for three months bills,® as opposed to the
short rate or cheque rate for bills payable immediately, The
difference between these two obviously depends on the rate
of interest current for the time being in the country where the
bill is payable.

(6) In practice, the probability of the bill being duly paid,
in other words, the solvency of the granter, must also be

1 Sce the Hongkong and Valparaiso exchanges in Table XI1I,
1 See Tables X1 and XIIL
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taken into account, but, as the rate of exchange refers only
to thoroughly good bills, it is not affected by this consideration.!

But over and above all these considerations, the principal The cause of
cause of the variation of the rate of exchange remains to be varation.
explained. The rate of exchange means the price of foreign
Lills, which, like that of any other commodity, depends on the
supply and demand. The supply of bills depends on the number
of merchants who have sent out goods from the country and
have reccived bills in payment; the demand for bills depends
on the number of merchants who have brought goods into
the country and must buy bills to meet the price of these
imports. In other words, the supply of, and demand for, bills
depend on the baiance of imports and exports for each country.

If a country is importing more than it exports, the rate of
exchange rises against that country; if it has been exporting too
much, the rate of exchange falls or is in favour of that country.

Thus if France has been importing too much from England, gggpﬂ'&a‘nd
the French merchant will require to pay more than 252z
francs for a bill of £100 payable in London., If on the other
hand France has been exporting too much to Londoen, a bill
for £100 drawn on London will only realize something less
than z,522 francs when sold in Paris.

Before proceeding to discuss the effects of the variation of
the rate of exchange it is neccssary to explain more fully some
of the methods of the business which are very confusing to the
lay mind, Wae speak, for example, of the rise and fall of the
rate of exchange and of the rates being above or below par,
but it is not always easy on locking at a course of exchange or
list of rates of exchange, such as that given in Tables Xil and
XIIT, to be sure at a glance whether a particular rate is above
or below par, or is rising or falling. This is due to a peculiarity
in the methods adopted of quoting the rate of exchange. Every Method of
such rate can be stated in two diflerent ways, that is to say, it Auatation.
may be expressed either as the amount of Aese currency which

! But the two quotations for the long rate in Table XII are for two
different classes of bill, bankers® bills and commercial bills,
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must be grwen in exchange for the standard unit of the other
country, or as the amount of the forefgn currency which will be
recerved in exchange for the standard unit of the first country.
Thus the rate of exchange between London and Paris is
invariably expressed both in London and Paris as the number
of francs given or reccived for £1 sterling. But it might just
as well be expressed as the number of pence equal to one franc,
i.e. g-9gd. Now the movement of the actual figure which is
called the rate of exchange depends on which of these two
methods is adopted. If the rate is expressed in foreign currency
then it means the amount of that currency received in exchange
for so much of the home currency, and in that case a rise in
the figure means that we receive more of the foreign money
for the same quantity of ours, in other words the rate of
exchange has become more favourable to us.  But as a matter
of fact this 15 called a falling exchange, because it means that
we have to give less of our money for so much of the foreign
currency, A rising rate of exchange where the rate is quoted
in foreign currency means that the actual figure of the quota-
tion is falling, because that indicates that we receive less of the
foreign currency for each unit of ours paid, Thus when the
London-Paris rate is, say, 25-15, that means that an English-
man remitting to Paris will only receive 2,515 francs in exchange
for £ 100, 5o that if he wants to remit the full par value of £100,
i.e 2,522 francs, to Paris he will require to pay more than
£100 for the bill or draft. This is therefore unfavourable to
him as a debtor requiring to remit,

This confusion in the manner of expressing the rates of
exchange can only be avoided by constantly remembering
whether the rate is expressed in home or foreign currency.
It may be put for convenience in the following way :

And the quoted

‘Where the currency is figure is The ratc of exchangeisreally
ForEiGN Farving Rising or UNFAVOURABLE
FoRrEiGN Rising FALLING or FAVOURADBLE
Howme Fatuing FALLING or FAVOURABLE

Houe Rising Risi1x6 or UNFAVOURAGLE
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It will be seen that there can never be three F's in the line,
or, to put it in another way, if the rate is in home currency
then the movement of the exchange is direct, that is to say
a rising figure means a rising rate, but if in foreign currency
the movement of the rate is inverse, that is to say a falling
figure means a rising rate and conversely.

When the rate of exchange rises against a country in this
way, it means that importers must pay a little more for their
bills than they expected. This is the same as if they had had
to pay a slightly higher price for the goods imported. On the
other hand, it means that exporters receive a little more than
they expected for their bills, which is the same as if they had
received a rather higher price for their goods, In other words,
a rise in the rate of exchange is a penalty on imports and a
premium on exports, It therefore tends to check the excess
of imports and ta encourage exports ; it automatically tends to
restore the balance of trade, the disturbance of which was the
primary cause of the rise of the tate of exchange. Thus the
variation of the rate of exchange tends to preserve the balance
of trade,

But there are limits to the rise or fall of the rate of exchange,

The root idea of the buying and selling of bills was to save the

risk and expense of sending gold abroad. If, however, the loss
incurred owing to the rise of the rate of exchange becomes very
great, it will no longer pay to buy bills; it will be cheaper to
send the gold after all. 'The rise and fall of the rate of exchange
are therefore limited by the cost of sending gold from the one

Effect of
rising rate.

country to the other. The limits thus fixed are called the gold :’("\l‘;f{pld

points. Thus before the War the rate of exchange between
London and Paris could not fall below 25+ 12 nor rise above25:32,
because the cost of sending gold from London to Paris, or vice
versa, was only about 10 centimes per £. These, then, were
the gold points of the exchange between Paris and London.
The result of a rise in the rate of exchange to the gold points
is that merchants, or the banks on their behalf, will remit gold
instead of buying bills. This is what is meant by the expression
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that the rise of the rate of exchange against a country is
unfavourable to that country; if it continues it will result in
a drain of gold abroad. This, however, in spite of the word
unfavourable, is not nccessarily a bad thing for the country;
the phrase recalls the ideas of the Mercantilists.

We return now to apply this result to the question which we
were formerly considering—the maintenance of the Bank of
England’s Reserve, When the rate of exchange rises against
London, it means that English importers will soon require to
send gold abroad. But there is only one store of gold in the
country, the Reserve of the Bank of England. This, then, is

Effect on the the cause of the foreign drain on the Bank Reserve. It is due

Keserve,

to a call for gold to meet foreign payments, the need for such
payments arising from the fact that imports have been in excess
of exports ; in short, the foreign drain is due to an excess of
imports. How then is the Bank to deal with such a drain?

Ging, Book I, chap. x.§ 9.
CrarE, Money Maykct Primer and ABC of the Forwgn Exchanges.

GoscHeN, Foreign Exchanges.

Easton, chaps iv and v,
Spavping, Foreign Exchaiges and Foreign Bills, chaps. v-vii,



CHAPTER XII
A FINANCIAL CRISIS

The Protection of the Reserve.—Raising the Bank Rate.—Its effect on
the foreign drain and on the home money market.—Usual course of
a crisis,—Suspension of the Bank Act.—The War crisis of 1914.

THE rise of the rate of exchange towards the gold point is
a warning to the Bank 1o expect a drain of gold for foreign
payments. How is the Bank to deal with such a foreign
drain? There are two sides from which it may approach the
question., It may take steps either to prevent gold being
drawn out of the Reserve whether for home or abroad, or to
induce more gold to come in from abroad.

The first course seems the simpler. The Bank might stop
discounting ; it might refuse to lend any more money on home Home dis
discounts until the foreign drain on the Reserve stops. But count
this is impossible, because if the Bank of England were to
refuse to lend money on its usual class of security, this would
immediately be accepted by the market as proof of something
seriously wrong, and would lead to the very thing the Bank
wishes to avoid, namely, a crisis.

To refuse gold for export is equally impossible, for London
has always been the free gold market of the world; and it is Goldex
largely to this that it owes its commanding position in the ports.
money markets of the world.

But while the Bank cannot refuse to lend, it may take steps
to discourage borrowing, either for home discounts or for
export, by raising the rate of interest charged on loans.  This
is what is called raising the Bank Rate. The Bank Rate is Raising the
the official minimum rate of discount, the lowest rate at which 5™ K
the Bank will lend on any security. But in normal times
the Bank is willing to lend to its own regular customers at
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the market or ‘street’ rate, which is generally a little lower
than the Bank Rate. It was compelled to do so in order to
avoid losing its customers altogether.

At the same time the raising of the Bank Rate serves the
sccond purpose also. By common custom the Other Banks
regulate the rate of interest which they pay on deposits more
or less closely by the Bank Rate. When the latter rises, the
rate of interest on deposits is also increased, and this tempts
an inflow of spare money from the country to the banks.
This finds its way to London, and tends to make the condi-
tions of the money market easier all round. The Other Banks
may increase their reserves at the Bank of England or they will
have more money to put out at call in Lombard Street, which
means that the latter have less need to go to the Bank. Further,
the raising of the rate tempts gold from abroad, becanse money
always tends to go where it can get the best remuneration, and
if the rate of interest is higher in London than in other
countries, money will tend to flow from them to London.
This stops the foreign drain and may even set up a counter
inflow of gold into England. Thus by one operation, the
raising of the Bank Rate, the Bank secures both its objects:
it reduces the borrowing on the cone hand and tempts an
increased supply of money from abroad on the other; and if
a little time could be given for this to work itself out, there
need be no alarm, and certainly no crisis, But unfortunately
this time cannot always be got, because the raising of the Dank
Rate causes sericus inconvenience to all kinds of pecople at
home. It means that every one who requires to borrow money
not only has to pay a higher rate for it, but has greater difficulty
in getting money at all, for all the Other Banks, fearing trouble
ahead, begin to strengthen their position by reducing, as far as
possible, the amount of money they have out on discount, at
the same time as they are offering a higher rate of interest on
deposits so as to tempt increased deposits, Those who are
supposed to be in difficultics are the first to be cut off, their

! Sce Table XVI (1),
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loans are called up or they are refused further loans, and this

may lead to their bankruptcy. Their fall involves others, and
every failure makes matters worse. Business men begin to get-
nervous, and suspicious of their neighbours ; credit, upon which

the whole financial edifice is built, is beginning to fail.
Merchants want payment in cash, instead of giving the usual Credit
credit, partly because they themselves are really requiring the -
money, and partly also because they are doubtful about the
position of those with whom they are dealing. Thus the diffi-
culty goes on increasing, until some important house, or perhaps
even a bank, fails. Then the uneasiness increases to a panic,

and the crisis is in full swing. The {failure of one bank makes

the public suspicious of the others. A mere rumour may be
enough to start a run on any bank, which may bring it down.
Thus public confidence is entirely upset ; credit has ceased to
exist; everybody wants currency now.

What is the effect on the Bank of England? The Outside Strainon the
Money Market, upon which the ordinary borrowers usoally Buok.
depend, is no longer available.  The Other Banks have called
in their money from Lombard Street, which has now no money
to lend, and can only get it by borrowing from the Bank of
England. At the same time, the Other Banks have reduced
their lending business to the lowest possible point.  Every one
is therefore thrown back on the Bank. The whole lending
business is now centred in the Bank of England, which is the
only place where there is any money. The strain on the Bank
is enormous; it has to do all the lending work of the whole
market, of which it formerly had only a comparatively smull
share. At the same time, those who used to supply it with
funds are withdrawing them. The Other Banks, for example, position ot
are requiring to draw upon their reserves deposited with the e
Bark of England in order to meet their own liabilities, and
may cven have to borrow from the Bank to tide them over
a difficulty. Thus the strain on the Bank is twolold: its
supplies are practically cut off, while the work it has to do has
been enormously increased.
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And the Bank cannot refuse to lend; to do so would pre-
cipitate a crisis. It may raise the rate as high as it likes, but it
must go on lending money, even to those who never came
to the Bank befcre, and on securities which it never touched
before. It must lend more freely than ever; it must do al] the
work of the Other Banks and the OQutside Market, as well
as its own ordinary business, and that at a time when its
supplies are less than ever,

The Reserve, of course, sinks rapidly, and would soon be
wiped out altogcther if matters came to a erisis too quickly,
that is, before the raising of the Bank Rate had time to pro-
duce its proper effect by stopping the forcign drain and setting
up a counter influx of gold into the country from abroad.
Whether this will happen or not depends mainly on the general
condition of the country at the time. If trade is good, and
there has not been too much speculation or inflation of prices
by credit, then the chances are that the storm will be safely
weathered.  But if the financial position of the country is bad,
if there has been excessive speculation and an undue inflation
of credit, if there are many firms which are already in difficul-
ties, then the immediate result of the restriction of the Money
Market will be to bring such firms down. Uneasiness spreads
rapidly under such conditions, and soon grows to panic. Itis
all a question of time. If things move slowly the Bank will
be able to deal with the difficulty; but if they cannot
get time the Reserve will be very quickly exhausted, and—
what then? The lower the Reserve falls the more excited the
public become, for the Reserve is regarded as the barometer
of financial solvency. The Bank, then, must play for time, but
on several occasions the game has failed, and the Reserve has
been reduced to vanishing point.  What is to be done in such
a case? The strange thing about these financial crises is that,
even at the worst, there has never been any sign of the public
losing faith in the notes of the Bank of England. On the con-
trary, at such times the number of notes in circulation always
increases.  Every one wants currency, and the notes are as good
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as gold. Put when the gold and notes in the Reserve are Theremedy.
exhausted the Bank cannot pay out any more. It cannot even
issue more notes, because it cannct get any more notes from
the Issue Department except in exchange for gold, and it has
no gold to give. The Bank, therefore, must simply stop pay-
ment.  But that is impossible.  The whole financial system of
the country is centred in the Bank of Englund, and the stoppage
of the Bank as already explained would mean the bankruptcy
of the government and of every business man in the country,
besides, probably, the bankruptey of half the other governments
of the world. The Bank simply cannot stop payment.

What else can it do then? The crux of the difficulty is that suspending
the public want currency, and, failing gold, they are quite willing " Act.
to take notes.  But the Bank Act prevents the Dank issuing
more notes. The Bank directors therefore go to the govern-
ment and explain the position. The government practically
gives them permission to disregard the provisions of the
Bank Act for the time, to issue more notes against securities,
instead of gold, and promises to introduce into Parliament at
the earliest possible moment a Bill of Indemnity to save the
Bank from the consequences. This is called the Suspension of
the Bank Act, and its effect is miraculous. The moment it is
announced that the Act is suspended, the crisis collapses, and
s0 quickly that only once, in 1857, has it ever been necessary
to issue the extra notes at all. The mere intimation that the
Bank Act is suspended is sufficient to calm the fears of the
public and stop the crisis.

To sum up, the position of the London Money Market is
most peculiar, It is entirely founded on credit and the actual
amount of metallic money used to carry on its work is exceed-
ingly small.  As long as credit is good the system works very
well. But if anything bappens to impair credit the whole
system is in danger.  Rightly or wrongly, the public have got The eystem
into the habit of regarding the Bank Reserve as the barometer }:fg.f:f
of credit, When, owing to a foreign demand for gold, the
Reserve falls slightly, there is no need whatever for any alarm ;
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the raising of the Bank Rate would soon put things right
again. But if the condition of the market and of industry
generally throughout the country is not sound, the market
cannct stand the strain of the high Bank Rate, and some
people get into difficuldes.  That kind of thing only needs a
beginning; one failure leads to another, suspicion becomes
general, and the mischief is done, Credit is gone and people
begin to want money, gold or notes, who before were quite con-
tent to take cherues or bills or to let their money lie in a bank
or in some business. That is the root of the difficulty. It is
pot that the actual amount of gold in the country has been
seriously reduced.  The total amount of the foreign drain is a
comparative trifle. It is because, owing to the panic, people at
homie Legin to want currency who never wanted it before ; it
is because the demand for cash has gone up enormously, not
because the supply has gone down,

If the public could keep cool, there need be very little diffi-
culty, and, as a rule, if such a crisis comes when times are good,
they do fairly well. But if it comes on top of dull times,
especially during the reaction after a boom or period of infla-
tion, when trade is bad, and every man is already inclined to
be suspicious of his neighbour’s soundness, then nothing can
stop the trouble. The weaker concerns are soon exposed, and
their fall may bring down others with them. So the trouble
goes on till the whole country is involved.

And for this there is practically no cure.  Careful regulation
of the Reserve, keeping its amount as high as possible, tends to
improve the stability of the system. But the only thing that
will really alter the position is the spread of a better undcr-
standing of the system among all those who have to do with it.
The more enlightened policy adopted by the directors of the
Bank since the days of Bagehot has made a great difference,
and the public are every year becoming better infurmed and
less likely to cause difficulties by foolish panic. At the same
time these periodic crises really serve a useful purpose. ‘They
test the soundness of the country’s trade, check over-specula-
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tion or undue inflation of credit, and weed out the unsound
concerns, leaving the country, once the crisis is past, in a
sounder and healthier condition,

It is interesting to compare the course of what may be The g4
called a normal crisis in the London Money Market, as above e
described, with the experience of the extraordinary war crisis
which swept over London and all the financial markets of
the world in the memorable last week of July, 1914, ‘That
crisis was abnormal not only in its extent and seriousness, but
also in its causes, and in the measures which had to he
adopted everywhere to meet it.

On Tuesday, July 28, 1gr4, Austria declared war on Serbia, Trouble an

and the declaration was followed immediately by a panic on tinent.
all the Bourses of the Continental countries. This, however,
did not at first attract very much attention in England, except
in financial circles, because similar panics had taken place on
the outbreak of the Balkan Wars of 1912 and 1913, and these
had not sericusly disturbed the world’s markets outside of the
Continent. The man in the street had not yet realized the
danger of England being dragged into this War, and he did
not see why our business world should be seriously affected by
what he imagined to be purely a Continental disturbance.

The situation developed very rapidly, however, and 0n Exchanges
Thursday, July 30, all the Continental Stock Exchanges were closing.
closed, except the Parquet or official market in Paris. That
day happened also to be Pay Day of the periodical Settlement
on the London Stock Exchange, and seven firms of stock
brokers in London and two in Glasgow were ‘hammered’ or
declared defaulters. The fact that one of the London de-
faulters was a firm with very large German and Continental
connections was the first indication of the quarter from which
trouble was approaching so far as England was concerned.

It became known that during the peried of this Settlement
Germany and other Continental countries had been buying
heavily on the London Stock Exchange; and, now that these

000 L
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transactions had to be settled, difficulty was being found in
getting the necessary remittances through to London. This
difficulty was becoming general. Accepting houscs in Lombard
Street were not receiving the usual remittances from their
debtors abroad, especially on the Continent, to meet the bills
which fall due every day to an enormous total ; and they were
being put to serious difficulty to meet their own obligations
in London. At the same time there was serious trouble on
the London Stock Exchange. The heavy sales from the
Continent, which had been unloading stocks to an unprece-
dented extent both on Londun and New York, these being
now the only Stock Exchanges open in the world, had of
course caused prices to fall very heavily. The banks, which
as a rule finance so large a part of this business, became
alarmed, and not only discontinued further loans on stock
exchange securities, but also began to call up or reduce
existing loans, which they would have had to do in any case
owing to the fall in values. One of the penalties of the system
of loans on a margin over the current value of securities, as
explained in the description of the Stock Exchange, is that on
a falling market the effect of forced sales is cumulative, The
lower prices go, the more shares are thrown on the market;
prices are again forced down by these forced sales, and so
on. This was just what happened now. The London Stock
Iixchange became absolutely demoralized ; prices were tum-
bling down and no one could say what was going to happen,
This incvitably reacted very quickly on the London Money
Market as a whole. Every one was short of money lo meet
current obligations, and on going to the bank was met with
restricted credit instead of the enlarged facilities required.
The Discount Market was almost at a standstill by this time,
and the only place where it was possible to get any money
was at the Bank of England. When the Dircctors met as
usual on Thursday the position was serious, but apparently
they did not wish to precipitate matters by too drastic action,
and they only raised the rate from three to four per cent.,
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a fact which to many people outside London secmed to offer
reassurance as to the true state of affairs, though this very
quickly proved deceptive. Before the day was out, however,

it must have been evident to those who were well informed as

to the state of aflairs in London that things were much more
serious than was indicated by a four per cent. Bank rate. On The orfsia—
Friday morning the storm broke. The Settlement on the =
Paris Stock Exchange was postponed, which was practically
equivalent to closing the Bourse, and the London Stock
Exchange only opened in the morning to close again at once,

a thing which had never happened before in its history.
New York did the same as soon as the five hours difference

of time had passed; and the crisis was at its full height.
Most of the Produce Exchanges throughout the world were
compelled to do the same, especially the Cotton Exchanges

of New Orleans, New York, Liverpool, Havre, Bremen, Alex-
andria, and Bombay, and only the Wheat Exchanges, which
could not be allowed to close owing to the urgent character

of their supply, remained nominally open, though they were
utterly disorganized by the breakdown of the financial system.

The Directors of the Bank of England met again on Friday,

a most unusual proceeding which has only happened once
before in living memory, and raised the Bank Rate at one
jump from four to eight per cent. The Discount Market Discount
was by this time practically non-existent; but the Bank of ’
England followed its traditional policy and was still lending
freely, though of course at very high rates. The foreign
exchanges, which had been the beginning of the whole
trouble, were in a state of the wildest confusion. To make
matters worse, the difficulty had arisen at a time of the year
when all the world normally owes London a great deal; ia
America, for example, the great wheat and cotton crops were

just beginning to move, and it is with the proceeds of these
crops that countries like America meet their obligations to
London. It so happened that America was also specially
indebted to London at that particular time, because America,

Lz
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like the Continent, had been buying securities in London, and
had now to meet these payments.  As a last straw it happened
that certain heavy American obligations of a semi-public
character were maturing at the time, particularly a large
amount due by the City of New York in repayment of an
issue of bonds, many of these being held in London. Thus
America, like the Continent, was requiring to remit unusually
large amounts to London, and the rush to obtain remittances
:"&Tiﬁz“ en London became unprecedented. The foreign exchanges
had alrcady begun to establish records by the Thursday.
After that all quotations became absolutely nominal! Ex-
change was practically unobtainable, and the most extraordinary
offers, such as 6% dollars per £ instead of the normal 4-86,
were said to have been made without avail. One ship was
dispatched with gold for London, but being a German ship
she had to fly for a neutral port before she was half-way across,
The sudden rise in the Bank Rate was the first intimation
to the general public of the serious character of the crisis,
but before this became generally known they were beginning
to fecl the difficulty in another and very peculiar way. ‘lhe
August Bank Holiday was approaching—it fell on Monday,
August 3, and as usual most people in London were going
on holiday on the Thursday or Friday before it.  When they
went 1o the bunk to draw money for their expenses they were
taken aback to find that the banks would only pay in Bank of
England notes, which are of course legal tender in England.
Now, for ordinary holiday expenses a five-pound note, which,
Scarcityot it will be remembered, has been since 1826 the lowest de-
hangt  homination of bank note available in England, is far too
large; and the holiday-makers wanted change, that is to say,
gold. Dut some of the Joint Stock Banks, apparently desiring
to conserve their balances of gold, actually refused to give gold,
referring their customers to the Bank of England for change;
and on the Friday the unprecedented sight was seen of long
queucs of people waiting at the Dank to get change for their

¥ Sce Table XiV.
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notes. Nothing contributed so seriously to the popular idea Quenzs at
of the gravity of the crisis. It began to be suspected that for
the first time in history the public were becoming uneasy about
the Bank's notes. Such a suspicion, had it been well founded,
would have been the end of all things; but fortunately it was
not so. All that was wanted was change, and the sudden
restriction of the gold supply at a holiday season brought to
the front, what Scotchmen had long preached, the incen-
venience of having nothing in England like the Scotch one-
pound note, But the difficulty, though not so tragic as it at
first appeared, was serious enough. By the Friday change for
a five-pound note was almost unobtainable anywhere ; and it
was said that in London restaurants people could not get food
to eat because they had nothing less than a five-pound note in
their possession with which to pay for it.

But if the Bank Holiday contributed to the difficulties of‘r}.a Banlk
the position in one way it saved the situation. in another. On foliday.
Saturday morning the City was practically in a state of collapse.
The Bank Rate was raised to ten per cent., not so much because
that made any great difference to any one, but rather because
it is by way of being a tradition that the Bank Rate should go
to ten per cent. in a serious crisis and especially before the
Bank Act is suspended; and so far that was the only course
that any one could conceive as the way out of the difficulty.
The Discount Market was at a standstill, partly, at least,
owing to the action of the Other Banks in refusing loans
and calling up their money, though, as will be seen shortly,
there was a deeper cause than that also at work. But the
Bank of England was still lending freely, though at maximum
rates of discount ; the Reserve was sinking, and it seemed to
be only a question of time when it would be exhausted, if
things went on as they were doing. In any case, Saturday
being a short day, followed by the Sunday and then the Bank
Holiday on Monday, gave the financial world angd the govern-
ment time to turn round, measure the situation, and decide
what was to be done to cope with it.
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The first business was to be clear as to the cause of the
crisis, and there was fortunately no difficulty in putting one's
finger on a single fact which was at least the immediate cause
of the trouble. In one way the crisis was like others that had

e, happened before : it was due to the complete collapse of the

crisia, world's credit system, which indeed is just what a crisis means,
in ong form or another, in cvery case.  The credit system, as
has been pointed out, 15 & highly nervous organization, its
action or failure being due very largely to psychological causes,
and, whatever may be the immediate cause of any crisis, ils
development generally follows the same lines; the failure of
credit produces similar results whatever may have been the
cause of the breakdown. But the intercsting point in this
case was the cause of Lhe first breakdown, and it was in
this respect that the crisis of 1914 was markedly abnormal,
and indced unique. The beginning of the trouble usually is
difficulty in London owing 1o a withdrawal of gold on foreign

é‘r‘:‘igﬂmﬁ 1 Account, but in this case it was the reverse; it was the action
banks, of the Continental banks in refusing to part with their gold for
remittances to London which paralysed the foreign exchanges
and made it impossible for Continental debtors to remit to
London. The moment that happened all the rest followed
incvitably. The object of the foregoing account of the World’s
Moncy Market system has been to make clear its extraordinarily
complex character, to show how every section of it is closcly
inter-related with every other, and how every one depends on
every one else for the due fulfilment of current obligations.
A can only pay B if C pays A punctually, and so on. Now

FArcton  the first eflcct of the inability of the Continental debtors to

Lombad . . . .

Street. pay their bills in London was that the Accepting Houses, who
had guaranteed these bills to the Discount Houses, were faced
with immediate bankruptcy, because, as their remittances had
not come to hand, they could not pay their creditors, the

El:cllll];llsgt:(k Discount Houses. At the same time the failure of remittances

" from the Continent to members of the London Stock Exchange
miade the stock brokers unable to fulfil their obligations to their
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fellow members in connection with the purchase of shares, and
sent thern post haste to the banks and large Discount Houses
to borrow money on these shares to carry them over, if they
could not sell them. Again, the Continental debtors, in their
honest desire to pay their debts to London, turned to the only
other alternative—they tried to sell shares in London; but the
pressure of these sales at once began to depress values on the
London Stock Exchange and produced further difficulties.  As
soon as prices began to fall seriously the Other Banks neces-
sarily began to call in their loans and sell out their ‘cover’
At the same time they found it necessary to reduce their loans
on securities ; and it is reported that many of them even with-
drew loans which they had arranged to give for the Settlement.
For the banks were suddenly finding themselves very badly
pinched at another point. Their bills discounted were not
being et when due, owing to the failure of the Accepting
Houses to meet them, which in turn was due to the failure of
their remittances from abroad, Thus the banks were com-
pelled to reduce their new loans on discounts, because their

daily supply of money was not coming in as usual.  But worst On the

of all for the banks was the fact that owing to the disorganiza-
tion of the Discount Market they were unable to get in their
" Call Money from Lombard Street, and in this way their most
liquid asset was suddenly frozen and not available. It was
a very serious predicament indeed in which the banks found
themselves, and any criticism that may be made of their action
in the crisis must be tempered by due recognition of the fact
that their position was really almost desperate. For they had
to face the risk, indeed it was almost a certainty, of a run on
them by their depositors, which would have been inevitable by
the beginning of the week, not so much because their customers
had lost faith in the banks, but simply that their current require-
ments for cash, swollen by the sudden collapse of credit, would
very quickly exhaust the available resources of the banks,
reduced as these now were,
it was therefore a very difficult situation all round which had

banks,
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to be faced, and the government found it impussible to devise
and carry out the measures necessary to meet it even in the
time made available by the Bank Holiday. T'heir first step,
therefore, was to declare a prolongation of the holiday for
other three days, which in effect was equal to a complete
moratorium for that peried, for during Bank Hoelidays no bill
can be presented for payment, nor can any steps be taken to
enforce payment of practically any obligation whatever,

The first task which lay before the government and its
advisers was to relieve the Accepting Houses fiom their
impending bankruptcy. This was done by a partial mora-
toriom issted on Sunday, August 2. But this was only
passing the burden on to another branch of the Market,
namely the Discount Houses, and anything that would relieve
them could only be at the expense of the Market generally,
especially the banks, The position of the latter was so precarious
that practically nothing but the right to refuse payment to
their own creditors would meet the difficulty; but that, of course,
was again only shifting the burden on to the shoulders of tha
general public. Thus there was nothing for it but to proclaim
a general moratorium, and this was done on Monday, August 3,

The next step was to mect the sudden need for actual
currency, especially small change. There was no time to
discuss the best way to do this: it was stmply a question ot
finding some method which could be adopted quickly enough
to meet the emergency. Even the provision of the necessary
stock of the right kind of paper was a difficulty, and finally the
machinery used for printing Bank of England notes was turned
on to a stock of the paper usually employed for postage stamps,
and an emergency currency of £1 and res. government legal
tender notes was ready for issue when business was resumed on
the Friday after the prolenged Bank Holiday, This new stock
of ‘money’ enabled the government to selve two difficulties at
once. It met the public need of change; and it enabled the
government to lend large sums of money to the banks to meet
any possible rush that might take place on them when they
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reopened.  But no such rush took place; everything passed

off quite quietly and the first stage of the crisis was over, The

Bank Act was not officially suspended in the ordinary sense of The Bank
the word, but a clause was inserted in the Currency and Bank <
Notes Act which practically gave the Treasury power to
suspend the Act themselves at any future time if necessary,

thus avoiding the necessity for an Act of Indemnity on each
occasion.

But these measures marked only the first stage of what was
required to deal with the crisis. They were simply emcrgency
mcasures to stop the panic: they did nothing to remove the
root causes of the crisis, which, as a matter of fact, had not yet
reached its full development. For the outstanding fact which
must be emphasized at this stage was that up till Saturday,
August 1, when the first stage of the crisis was at its height, A pre-war
the War had in a sense not begun at all. No two of the Great
Powers of Europe had actually declared war upon each other

‘till Russia and Germany led off on that date ; and at that time
it was still by no means certain that England would beinvolved
in the War at all. On the contrary, there was a very strong
party in England which would have resisted England’s partici-
pation in the War to the utmost, had it not been for Germany’s
invasion of Belgium, and that did not become a public certainty
till the Monday. Thus the crisis was esscatially a pre-war crisis
up to this stage ; and the point to be emphasized is that it would
have happened just the same even if England had never come .
into the War at all. England was involved in the crisis not '
because she was to be one of the belligerents, but because
London is the centre of the world’s financial system,

But before these first measures were in force England did
find hersell inevitably involved in the War, and the second
stage of the crisis had begun. The effects of the declaration of Declmation
war upon the industries of England were bound to be very ****
serjous. In the first place the government practically com-
mandeered the whole railway system of the country for mobilisa-
tion purposes, and for a few days it was almost impossible to
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move goods of any kind, except military, from one part of the
country to another. At the same time shipping, upon which
England’s industries so largely depend, was practically at a
standstill.  This again was due to causes of a semi-financial
character. The ordinary marine insurance policy held by ship-
owners and merchants to cover the risk of loss of their ships
and goods at sea, does not cover war risks, which are specially
excepted by the terms of the policies. When, on the first
rumours of war, owners rushed to cover their property against
the extra risk, the facilities available for insurance even in
London, which is the centre of the world’s marine insurance
business, were very rapidly exhausted, and even before the de-
claration of war by England, marine insurance against war risks
was practically unobtainable. When war was actually declared the
situation became simply a deadlock. No one knew how things
were going to turn out, what naval strength in fighting ships or
armed merchantmen Germany might have at large, or what
success the British navy would have in dealing with them orin
bottling them up. For a shipowner to send a valuable ship and
cargo to sea uninsured against war risks under such circumstances
would have been courting disaster, and most of the owners,
except in the case of the regular lines, postponed their sailings
tili events would develop. Ships at sea made for the nearest
port, and those in port remained in safety awaiting develop-
ments.  Thus even if it had been possible for manufacturers
and exporters to get their goods to a shipping port, there was
no possibility of getting them away, and this of itself would
very quickly have brought trade almost to a standstill.
Pethaps the most regrettable fcature of these early days of
the War was the food panic, for it can hardly be described in
milder terms, which swept over the country, and which, though
it was very quickly checked, had one most interesting result.
It has been pointed out in Chapter III that the result of the
development of highly organized modern markets is to produce
a remarkable uniformity of prices throughout the arca of the
market. But under the strain of war conditions this system,
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so far as retail prices were concerned, broke down completely Food panie.
for 2 time. Prices were all at sixes and scvens ; shopkeepers
did not know what to charge for their goods, because they did
not know what it would cost them to replace their stocks when
these were exhausted, and in many cases they found it im-
possible to replace them at ail for the time being. Purchasers
were at the mercy of the shopkeepers, some of whom simply
charged whatever prices they thought they could obtain. It
was a complete reversal of the ordinary conditions of the deter-
mination of market price in England, under which as a rule the
prices of most commodities are fixed by cost of production.
The system in normal times works by competition through the
common knowledge on the part of every one, both purchasers
and shopkeepers, of what every one else is charging. Butunder
the rapid changes from day to day, and even hour to hour,
which were now taking place, it was hardly possible for the
shopkeepers even to know what their immediate neighbours
were charging. Left pretty much to himself, each man charged
what he thought fit; and the result was that the uniformity of
prices which was always regarded as characteristic of Western
methods almost disappeared. Prices were mainly influenced
by demand rather than supply, and the shopkeeper regulated
his charges more by what he thought his customers would pay
than by the price he himself had paid for the goods. Itwasa
striking revelation of the extent to which the fixing of prices in
normal times had become simply a matter of custom.,

The effect on the position of the large manufacturing in- Effecton
dustries of Lngland was much more serious. At first no one todustry.
knew what to do, and most people took the precaution to
restrict their commitments as much as possible by cancelling
delivery orders for goods, wherever it was open to them to do
5o, and placing no new orders. The manufacturers in many
cases did not object to cancellation, because they did not know
what to do for raw materials, which were undeliverable even if it
had been possible to buy them. Many of the cotton manufac-
turers, for example, could only get delivery of their raw cotton by
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sending motor wagons to the docks or stores for it, over long
distances in many cases. But the trouble was not so much the
impossibility of getting goods as the difficulty of knowing what
price it would be safe to pay for them. DPrices of course fcll
very rapidly at first, except in the case of those goods directly
required for war purposes, such as woollen materials, leather,
&c. In the cotton trade, for example, the position was very
serious. Every one expected that the trade would have a very
bad time, uncmployment was at first very serious, and the
price of the raw material fell so alarmingly that no one could
tell where it would stop.

To add to all these difficulties the manufacturers found
business almost paralysed by the difficulty of getting their usual
financing facilities. The banks were still in a serious difficulty,
for though the moratorium had stopped the panie, it had not
touched the root of the matter, which was that so much of the
money usually available for carrying on the financing of the
country’s trade was locked up in the Discount Houses on the
foreign bills which could not berealized, Thesame causeaffected
foreign trade iIn another way, because, owing to the breakdown
of the Accepting House system, no new foreign bills could be
negotiated, and foreign trade was for a time almost impossible.
The result of all these adverse conditions was very soon shown
in the published statistics which reflect the condition of trade.
Unemployment statistics rose very fast in practically ali but
war trades, and the PBoard of Trade figures of exports and
imports began to fall off ominously.!

Toc meet these difficulties the government very quickly
devised a number of expedients which, whatever may be the
final verdict of history as to their theoretical soundness, at
least reflect credit upon the originators for their boldness and
promptitude. The key-note of the whole was State interven-
tion; and in one thing afier another the State shouldered
responsibilities which had become too great for private enter-
prise. 'The first of these to be announced was the undertaking

! See Table XX,
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of marine insurance against war risks by the Statc.  The Srateinsur-
government undertook to cover any venture to the extent of e
cighty per cent. of its value, at rates which though high enough

—they began at five guineas per cent,—were eagerly accepted

by shipowners. These rates must have proved very profitable

to the government too in the long run, for the losses at first were
exceedingly small; and the government were able to lower the

rates gradually till, on December 31, 1914, they were reduced

to one guinea per cent.!

The next problem was how to relicve the Money Market
and the banking system of the country from the incubus of
the foreign bills. Again the government came to the rescue
with the hercic proposal that they, through the Bank of
England, would take over the whole of these acceptances
from the Discount Houses without recourse; that is to say,
that they would take the risk of these bills being ultimately
paid by the principal debtors, who were in most cases the
Accepting Houses. This the government did by authorizing Refieving
the Bank of England to rediscount the bills at a rate of two Marker ™
per cent, above the Bank Rate, which immediately after the first
rush of the crisis was over had been reduced again to five
per cent.  Of the seven per cent. the government were to take
2} per cent. as their insurance premium for bearing the risk,
while the Bank received the remaining 44 per cent. as interest,
which, considering that they had the government’s indemnity
against loss, was quite sufficient. It was estimated at the
time that the responsibility which the government were thus
shouldering might run to as much as £350,000,000, and as
a matter of fact it is now known that bills to the value of
more than a third of that sum were actually brought to the
Bank; but the final result of the transaction was to justify
the government’s action, for it is estimated that the great
majority of the bills were duly met at maturity. In this the
government gave some further assistance by lending funds to
the acceptors who could not recover from the ultimate debtors
in enemy countries owing to the War.

1 Raised again after February, 1917,
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By this measure the government at once set frece a large
amount of the funds locked up, and these should have enabled
the Discount Market and the banks to resume business; but
it is doubtful how far the desire of the government to re-
hahilitate the financing system of the business world was given
effect to in the subsequent action of the banks throughout the
country. At any rate, the worst of the difficulties were tided
over, and business of some sort became possible again, though
it was very far from justifying the popular cry of ° Business
as usual’.  The moratorium was nominally continued till
October 4, but few of the banks and not many business men
ever took full advantage of it.

Other measures were quickly elaborated to deal with diffe-
rent sections of the business world. Thus the Stock Exchanges
were finally reopened, under strict government control at first,
however, in the way of minimum prices fixed by the govern-
ment, and with government assistance to the stock brokers
who found themselves saddled with heavy unpaid liabilities
from Continental debtors. At the same time the government
introduced a new control over the cxploitation of the capital
resources of the country in war time, by prohibiting the
flotation of any new company or loan without the approval
of the Treasury. Similar measures to those required in the
case of the Stock Exchange were gradually extended to other
produce markets, such as the Cotton Exchange in Liverpool,
brokers being offered financial assistance by the government
to enable them to meet their obligations. But the extent to
which all these facililies were made use of by the various
scetions concerned was surprisingly small.

One of the difficulties which had to be faced at an early
stage was the collapse of the American Exchanges, which are
so closely related to the cotton and wheat industries. An
ingenious expedient was adopted to meet the difficulty of
getting gold from America to London, by transferring it to
Ottawa in Canada, where, being in Buitish territory, it was by
a legal fiction accepted as being lodged in the Bank of England,
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thus enabling its original ownersin America to draw on London
against it. A similar arrangement was subsequently made for
Australia and South Africa. _

This then brings the history of the great crisis down to
a point at which we must leave it for the time to follow
ancther line of argument, which again will bring us in touch
with the further effects of the War. The crisis began with the
breakdown of the foreign exchanges, owing to the refusal of
the Continental banks to part with their gold, and that at
a time when the Continent, like other parts of the world,
happened to be peculiarly heavily indebted to London, so that
the effect of the refusal was particularly severe. It has been
pointed out in the chapter on the foreign exchanges that the
final resort of an indebted country when the exchanges go
against it, owing to a temporary excess of indebtedness, is to
redress the balance by an export of gold. It may be doubted
whether in this case the balance was not far too heavy to be
wiped out in that way; but in any case the determination of
the Continental banks not to give gold for export brought
matters to a head at once. The action of these banks was Cantinental
quite consistent with their policy, which had been well known goid policy.
to the financial world for many years, of laying up a large
reserve of gold against this very contingency of war. Germany,
for example, was believed to have collected a large store of
gold in the fortress of Spandau to be used in case of war; and
it is not surprising that, when war actually came, the first step
of the Reichsbank should have been to close down their
gold supplies and absolutely prohibit any drain upon ther,
Whether such action was wcll advised or not, will hardly be
doubtful to English ideas. It certainly preduced the very
effect which every one should have striven to prevent, namely
the precipitation of an extreme crisis, which might have heen
alleviated, if not prevented, had other nations followed the
traditional policy of England in giving gold freety, though at
a high price, in times of incipient crisis. It is doubtful, however,
whether abstract discussion of what might have happened under
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other circumstances, is of much value. Inthe meantimeitremains
to consider the further effects of the War in its progress upon the
world’s financfal system ; and in order to do that it is necessary
to go on to another aspect of the question which, as already
explained, lies at the root of the whole matter of the foreign ex-
changes, namely the balance of trade. For the foreign exchanges
are only the means of adjusting a small excess of trade one way
or the other, and so maintaining the normal balance of each
country’s trade. But the War completely upset that balance,
not only in the case of all the belligerent countries, but also
of practically every neutral country in the world. The financial
problems of the War are bound up with that question, and
the theory of the balance of trade must therefore be examined
in further detail before returning to deal fully with these
secondary effects of the War.

Bacenor, Lombard Street,

WitHeRs, The HWar and Lombard Strect,
WiTHERS, Infernational Finauce,
Emnesgency Legrsiation.  Official volumes.



CHAPTER XIII

THE TEST OF THE QUANTITY THEORY

Was it true before the War ?—The facts of the gold supply and prices.—
How does it work?—Money of all kinds and credit.—The gold contral
of credit.—The War experience.—Why prices have risen,—Paper
money.—Credit inflation.

It is time now to return to the question with which we began,
and to which we have been seeking an answer all through the
argument, viz. ; Is the Quantity Theory of Money true? Does.”
the general level of prices depend on the amount of meney in
circulation, and particularly does it depend to any extent on
the totat gold supply or on the amount of gold in use as money?
It will be useful first to review the apparent facts of the position,
and see whether they bear out thz theory sufficiently to make out
a prima facie case. The main facts will be found in Tables Igﬁ:rcr:;
and V in the Appendix. The former gives such informalion as ’
is available as to the world’s gold supply and the accumulating
stock of gold since 1493 ; the latter gives the Index Numbers
since 1782. To bring these together, the two sets of figures
should be plotted down on a diagram side by side, and on doing
this it will be seen that there certainly does seem to be a con-
siderable degree of correlation or causal connection between -
the two in modern times. Thus there was a marked rise of History
prices in the early ‘fifties, when the increased gold supply from snee 18
California and Australia began to make itself felt in the world.
The great fall of prices from 1873 onwards has already been
explained as due in large measure to the fact that the joint
supply of gold and silver money, which had before then been
available as legal tender throughout the world, was suddenly
reduced by the demonetization of silver. The world’s demand

TODG M
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for standard coinage was thus thrown upon gold alone, and the
gold supply being insufflicient to meet the whole demand flor
money, especially as those demands were so largely increased
by the enormous expansion of trade and industry of all kinds

Ater o873, and in every part of the world which marked that period, the
money supply became quite insufficient for the amount of
money's work to be done, and the result is shown by the severe
fall of prices from 1873 to 18g6.

The turn of the tide in 1896 and the marked rise of prices
from then till the first half of 1913 coincided with the increased

Slnce 1t gold supply from South Africa, the Klondike, &c.  The short-
lived fall of prices in 19o1-3 again coincided with the temporary
cessation of the South Alrican gold supply during the Boer
War.

Finally it may be asked whether the downward tendency of
prices shown by the Index Numbers from about January 1913
was not the result of the check on the increased output of gold
which began in 1910, Was this the beginning of another
downward swing of prices to prove again the substantial truth
of the Quantity Theory as it was before the War ?

These facts then are sufficient to show at least a vy
remarkable coincidence between the world’s gold supply and
the general level of prices, which would probably be regarded
as quite convincing were it not for the difficulty of accepting
the supposed supremacy of gold, in face of the fact which has
been brought out in the preceding chapters that gold itself,
and indeed currency of any kind, plays such an exccedingly
small part in the enormous volume of the world’s monetary
transactions. Tt is difficult to believe that the exceedingly
small proportion of gold could have such a controlling effect as

Noing with- the theory would seem to require. Of all the money's work
L of this country, for example, the enormous proportion which
was done even before the War without any gold at all, that 1s
to say the amount of payments made by cheque, &c., where
no moncy passes, has been shown by the figures of the annual
turnover of the Clearing llouse—4%£ 16,000,000,000 worth of
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money’s work done in rgr3 without the passing of a single
sovereign, and our whole supply of gold coinage in the country
probably did not much exceed one hundredth part of that total.
Even if we add the pre-war amount of our token money and
bank-note issues to this money total, the aggregate was still very
small in comparison with the amount of ‘ money’ of another
kind represented by the deposits in the banks of the country
which then amounted to over £1,100,000,000.

The answer to this objection, however, lies in the immediately
preceding chapters on the Money Market and the nature of
a financial crisis, The argument of these chapters has been
directed throughout to showing the remarkably centralized
character of the world’s Money Market—howthe London Money
Market, which is in a very real sense the centre of the world’s
financial system, is in its turn centred in the Bank of England,
whose whole system is centred in the control and manage-
ment of the Reserve. The Reserve, as has been shown, 1s the The gotd
financial barometer of the Londen Money Market, and, through ceerve:
the movement of the Bank Rate, its rising and falling controlled
toa remarkable extent the value of money, not merely in London
but also in all the other money markets of the world, and in
this way it controlled the movements of gold throughout the
world. The eyes of the financial world were therefore always
centred upon the Bank of England Reserve. Now, of what
did that Reserve consist ? It was gold ; and although the total
amount of it was so small, yet its importance was infinitely more
than proportionate because it was the only free gold supply in
the world, and as a matter of fact the great bulk of the world’s
gold supplies passed through it.

It may therefore fairly be argued that this small central
reservoir of gold was really in a quite extraordinary degree the
controlling factor in the world’s gold supply, and therefore in
the world’s supply of credit, which in every country was based ‘
more or less directly on some form of gold reserve. It may 1y votile
seem incredible that such a small amount of actual metal hockef

credit.
should exert such a controlling influence upon the whole system
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of credit, but the fact is that it did exercise an altogether dis-
proportionate influence because of the way in which the system
was pivoted upon the Gold Reserve. This gold reserve was,
as it were, the bottle-neck through which the whole volume of
credit must pass. One could easily imagine a totally diffierent
system under which the expansion and contraction of credit
would be manipulated or controlled in some entirely different
way,—we had some experience of such a system during the
War,—but in the meantime the (act remains that that was how
our credit system was controlled before the War; and that fact
alone is enough tu explain the indirect effect of the gold supply
upon the whole credit system, and therefore upon the gencral
level of prices. It may therefore safely be laid down that as
far as the normal conditions of the financial world before the
War were concerned, the Quantity Theory of Moncy had been
proved substantially true.

But while the essential truth of the theory may now be taken
as established, it would be a mistake to imagine that it can be
applied in any definite or precise way lo any particular set of
circumstances so as to enable us to dogmatize quantitatively as
to the expected tesults of any particular change in the gold
supply. The whole discussion of the system has been directed
to show that the influences which modify the effect of a certain
change in the gold supply upon the general level of prices arc
so extraordinarily complex that such attempts are bound to be

Quantintive almost worthless. There are so many factors in the problem,
iﬁm‘ﬂ‘f: so many disturbing causes which may throw the effects almost
completely out of gear with the theory, that any atiempt to pro-
phesy, for example, what the effect of a particular rate of increase
of the gold supply will be upon prices is almost bound to fail ;
even if they happen to hit the mark, they have no right to claim
anything more than a lucky guess. For in the first place it is
impossible to be accurate as to the world’s effective supply of
gold, even assuming the available statistics of the annual cutput
10 be correct, because the first question is how far the working
of the theory depends on the amount of gold bullion produced
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or the amount turned into coinage. As a matter of fact, the

Reserve contains both gold bullion and gold coins of all kinds,

and it is by no means to be taken for granted either that it is

only the proportion of the world’s annual crop of gold which is

turned into coinage that matters, or on the other hand that the

whole gold supply counts, irrespective of how much of it is

used for purposes other than coinage. Second, as the world’s Diffealties
supply of gold is a stock, not a crop, it is difficult to estimate went,

the effect of a change in the annual supply upon the total

amount of gold in use in the world as currency.

Again, it is difficult to say how far the amount of token gg‘;;;
money in circulation might modify the effective amount ef )
gold in the country. If, for example, the people of the
country took it into their heads for a time to use silver more
largely than they had done for money payments, it would
release a considerable quantity of gold for other purposes, The
same applies to the use of notes. A marked increase in the
use of small notes instead of gold would have the same effect
as an increase of the supply of gold. Thus in Scotland before
the War, a peculiar change had been coming over the practice
of the cashiers in large factories as to the way in which they
paid their men’s wages. In the old days each man's pay was
put into an envelope, and generally consisted of a pound note
and the odd shillings and coppers. But in recent years the
custom had grown of putting the pay into small tins set in
a frame, and it was found much more convenient to put in Notes
a sovereign than a pound note. Such a trifling change in the
habits of a class which handles a large sum of money every
week might mean a considerable change in the effective
demand for gold for ordinary currency purposes.

Further, it is impossible to be accurate as to the extent of Credit.
the superstructure of credit which is at any particular moment
standing upon the foundation of gold. The only figure we
can take is the amount of the Bank Deposits and perhaps the
Clearing House turnover, but these, as will be seen shortly, are
by no means an accurate quantitative index of the state of credit.
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Tinally, it is impossible to measure with any approach
to accuracy the extent of the demand for money, that is to
say, the amount of money’s work to be done in the country at
any particular time. It depends not merely upon the amount
of goods of all kinds produced and services rendered in the
country, but also upon the number of exchanges which must
be made of these goods in the course of their passage from
the producer to the ultimate consumer, and both of these are
almost impossible of measurement.

‘T'o attempt, therefore, as has been done by certain writers,
to state the (Quantity Theory of Moncy in the form of a definite
equation, and then to fll in actual statistical measurements for
the various factors of the equation, seems to be straining the
theory far beyond its capacity for practical application. It can
never give more than an approximation to the probable effect
of a certain increase of the gold supply upon prices. Like all
economic laws, it is only a statement of a tendency, and almost
incapable of quantitative measurement.

It must next be asked whether the experience of the War
has had any effect upon the theory either in the direction of
confirming it or otherwise,  Certainly the facts are sufficiently
striking, and at first sight they seem entirely incapable of any
explanation which would be in the least counsistent with the
theory. As will be seen from Table VI in the Appendix,
from 1914 to 1918 the general level of prices rose beyond all
expericnce in modern times, while the gold output was actually
less than it was before the War, So extraordinary was the rise
during the War that the index number in 1928 was higher than
it had ever been since the earliest records {1782), even during
the Napoleonic Wars (see Table V).

Further, as will be described in a later chapter, after the
War there came in rgrg-zo a still greater rise of prices which
completely eclipsed the experience of the war years, and was
followed by the most catastrophic fall of prices ever recorded,
all without any material change in the gold supply. Obviously
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therefore there must have been other causes at work during
these periods, but as the conditions prevailing during the War
were so radically different from those of the early years of
peace it is desirable to treat them separately, and this chapter
will be confined to the War period.

It is of course obvious that there is no need to go to any
theory of money supply for an explanation of the greater part
of the rise during the War. Direct causes are staring one in Obvious
_the face, such as the increased cost of all raw materials, due e
“partly to the high rates of freight which became universal owing
to the scarcity of tonnage, and this extended not merely to
freight by sea, but also to the cost of carriage by land. Again,
owing to the risk of submarines, the cost of marine insurance

~was very substantially increased, while the risk of air raids in
certain districts must have done something in the same way
for fire insurance on land. But the chief item of increased cost
in most cases was the labour cost. Wages of all kinds rose
materially, which, of course, affected the prices of the goods in Rising costs.
which labour forms a large proportion of the cost of production,
Again, interest on capital was steadily rising, owing to the
enormous demand for capital for War Loan purposes, and this
was reflected in the higher rate of interest which all kinds of
industrial concerns had to pay for any new capital raised, while
the financing facilities granted by the banks to business of all
kinds inevitably rose in cost in the same way. This increased
cost of capital had its effect on the cost of all machinery,
which had also to bear heavier interest charges than formerly.
Further, there is very little doubt that in many cases the price
of particular articles rose abnormally simply because the supply
was short.  Actual scarcity may not have been responsible for
the rise of prices as a whole, but there were beund to be cases
under the conditions of a war of such magnitude, with all its
interference with normal supplies, where, for a time at’least,
the supply of a particular commodity practically ran out, and
the fortunate producer or dealer who happened to possess a
good stock could charge whatever price he liked, or at least the



Paper
money.,

Increased
cut_‘rem:y e
quirements,

168 THE MECHANISM OF EXCHANGE

‘highest price he thought his customers would pay. And though

these cases were probably less common than was popularly
believed, yet it is certain that they contributed in no small
degree to the aggregate rise.

Passing from these comparatively obvious causes of the rise
of prices, there were many theories afloat as to other causes, all
of which come within the scope of the quantity theory. For
example, it was freely alleged that the rise was due to the
increased issue of paper money, and to an excessive inflation
of credit by government financing of the War in the shape of
War Loans, Treasury and Exchequer bills, &c,

The first of these theories may be comparatively easily dis-
posed of. In the first place, Table VII in the Appendix shows
that the total issue of paper money was barely £ 300,000,000
up till the end of 1g18, and against this must be set the pre-
war gold currency of the country. To some extent also the
Currency Notes took the place of silver currency and even of
bank notes in circulation. It must be remembered, too, that
quite a considerable number of the Treasury notes went abroad ;
apart from their use in the War areas they were found in every
port from Gibraltar eastwards, and probably wherever else the
sovereign used to circulate ; and, as a matter of fact, they were
actually surcharged and used as local currency in Egypt for a
time, during a severe scarcity of the local coinage.

But even the total amount would probably not have been
enough under war conditions to produce any excess, for two
reasons. In the fust place, the circumstances of the War were
in every way abnormal; and it is probable that one effect of
the changes was to make people use currency in one form or
another a great deal more than they did formerly. For example,
the needs of the army involved the circulation of a very large
amount of actual money in the country. Again, wages were
higher, separation allowances were being paid to seldiers’ and
sailors’ dependents to the extent of £80,000,000 per annum, it
was said ; there was far more money being earned and spent by
the working clasfes, many of whom found themselves with
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more money in their hands than they had ever known before.
But the working classes do not keep banking accounts ; their
monetary transactions are all done in hard cash, and in this
way a much larger amount of currency was required in the
country than was formerly the case. Finally, it seems hard to
believe that there could have been any marked rise of prices
due to the excessive issue of paper money {which is equivalent
to the depreciation of the paper money) without there having
been some disposition on the part of the public to prefer gold
to paper, and any signs of such a tendency were entircly
wanting, either at home or abroad. The paper money main-
tained its value absolutely, and that is not to be wondered at
in view of the essential fact that the Treasury notes were in the
last resort convertible into gold at the Bank of England, though
sensible and patriotic people never showed the least desire to
convert them, but gave up the gold habit completely,

The idea that the rise in prices was directly due to excessive
issues of paper money may therefore be regarded as ‘not
proven”. It is not so easy, however, to deal with the other
theory that the rise was largely due to the inflation of credit by
methods which were in some way cannected with government
finance. Here again the facts tend to give some support to
the argument, for, as will be seen from Table IX (1} in the
Appendix, the total amount of deposits in the British Banks
increased from £1,104,000,000 in 1913 to £2,161,000,000 in
rgr8. This of itself does not necessarily prove an increase of
credit facilities which would amount to inflation, but there are

No desire for
gold,

several ways in which it is said that such an inflation may have Credit

taken place. In the first place, when the government stepped
in to remove the block which had stopped the working of the
financial system, by taking out of the market the whole of the
acceptances which had not been paid owing to the War, and
subsequently by c¢nabling the responsible parties to find the
money to clear off these liabilities, they could not, of course,
make any distinction between those which would have been
duly paid by the debtors at maturity and those which would
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not in ordinary course have been paid off, because they are
what is known as finance bills, that is to say bills which go on
being renewed from time to time as they fall due, representing
a permanent loan of capital by the holder of the bLill to the
other party or parties. Thus there is no doubt that a con-
siderable part of the business of certain foreign banks was
financed by such bills more or less permanently, and when
these bills were paid up with government assistance in 1914-15,
it actually gave the money market more moncy to work with
than it had before, at least so ran the theory on this point.

Again, there is another way in which government finance
may have contributed to an excessive creation of extra credit.
The huge War Loans floated during the War and the issue of
Treasury Bills, Exchequer bonds, &c., certainly meant the
creation of a large amount of first-class securities upon which
money could be borrowed with great facility, It was argued
that when a man who had taken up such securities (that is to
say who had lent money to the government which the govern-
ment of course spent on War purposes) found it necessary later
on to raise money himself, temporarily perhaps, for his own
business purposes, he had nothing to do but take a bundle of
War Loan certificates out of his safe and pledge them to his
banker, when he would immediately receive credit for their
amount or a substantial part thereof. Thus the creation of
these securities, it was said, added to the loanable credit of the
country, at least to the extent to which such a method of
employing them was adopted. That, however, it is impossible
to measure. It was probably comparatively small in this
country, though in Germany such financial expedients were
very largely resorted to by the government themselves in their
efforts to finance the War,

But the question of credit inflation goes much deeper than
this, and as it gave rise during the War and alterwards to many
rather wild theories, it is necessary to discuss the question
more fully. The most specious of these theories was connected
with the system which was described as the pyramiding of
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deposits by the Banks. It will be remembered that the chief
business of bankers is to receive money from one class of
customers on deposit and to lend it out to others as discounts
and advances. Now when a bank makes an advance to a
customer, the form of the transaction is not that the bank
hands over to the customer a bag of gold for the amount of
the advance, but that the bank opens an account or places a
sum to the credit of the customer against which he can draw,
and this account has the same effect as the lodging of a deposit
by that customer. When he proceeds to draw cheques on this
deposit these are paid in by the receivers to their bank accounts
and create further new dcposits there. These other banks
having now increased deposits must proceed to employ the
funds, which they do by making advances to their borrowing
customers, who again rcpeat the process, and so the total
amount of deposits goes on increasing apparently ad infinitum,
But many of those who put forward this theory forgot one
essential factor in the system, namely, that the banks must
keep a certain proportion of all their deposits in cash or at the
Bank of England, or in some other immediately available form
equivalent to cash. This percentage may be taken as normally
about 15 per cent., or say one-seventh of the whole. Thus if
the banker receives a new deposit of £70,000 he can only lend
at the outside £60,000 in new advances, retaining the balance
in cash, and so on. The result is that the utmost limit of this
system of pyramiding deposits is about seven times the amount
of cash which the banker has available.

Again, as each borrowing customer draws against the deposit
which represents his advance, that deposit is gradually reduced,
so that the new deposits appearing in other banks are set off
by the reduction of the first deposit.  Further, if the receiver
of any of these cheques draws out currency instead of lodging
them with his bank on depusil, the pyramiding process is so
far reduced.

Finally, an increase of the total pyramid of credit can only
take place if there is an increase of the total amount of cash,

of
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i.e. if “new moncy’ as it might be called becomes available.
This is of course assuming that the banks did not content
Cashreserve. themselves with a smaller percentage of cash against their
deposits, but reference to the statistics at once shows that they
did not do so. On the contrary, throughout the whole period
of the War and especially during the first two years the banks’
cash resources increased far more than in proportion to the
increase of the deposits. To some extent this was at the
expense of their Call Money for which Lombard Street had
then little use, but the fact remains that the other banks’ cash
resources increased abnormally during the War. From what
sources then could such new money come? The most obvious
of course is the import of gold, but during the War that was
less than normal and most of it went to the Bank of England.
It was argued, however, that there is anothet form of cash
which to the banker is as good as gold, namely cash at the
Bank of England, and the argument was that during the War
the working of the process of government loans created a
largely increased amount of cash at the Bank of England at the
credit of the banks which enabled them to enlarge the pyramid
of credit, and this argument is the crux of the whole problem.
The root of the matter is that war creates an encrmous
demand by the state for goods and services of all kinds, and
these must be obtained and paid for in some way. State
services in times of peace are provided for by the state taking
from the resources of the individual, mainly in the form of
Warand  taxation, a certain portion of his purchasing power and using it
BT for the state’s own purposes ; but this does not involve any
increase of purchasing power, because what the state gains the
individual loses, But the abnormal scale of war expenditure
always makes it difficult for the state to finance its war budgets
in this way, The burden is so heavy that it is not possible to
meet it all by immediate taxation (even if it were fair to throw
the whole burden upon one generation), and it has always been
recognized as inevitable that a considerable part of the cost of
war must be met by borrowing rather than by taxation. Even
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then, however, it should be possible to arrange borrowing in
such a way that the purchasing power which is transferred by
a loan 1o the state would be taken out of the pockets of the
lenders, whose own purchasing power would thus be correspond-
ingly reduced. If this could be done there nced be no
inflation.

Owing, however, to the unprecedented scale of the Great
War, it was obvious from the first that the proportion between
taxation and loans was bound to be very different from previous
cases. Indeed, so enormous was the scale of expenditure that
at first it appeared almost imposstble to raise the amount at all
by any ordinary methods of borrowing. At the same time the
state of affairs in the banking world during the early months of
the War provided the opportunity of adopting other measures.
When the first strain of the crisis was over it became evident
that the normal civilian business of the country had been
seriously checked, with the result that the amount of their
deposits which the banks were able to employ in their ordinary
business of discounts, &c., was far below the usual proportion.
When, therefore, early in rg15 the first great government loan
of £350,000,000 was floated, it seemed natural and quite
unobjectionable that the banks sheuld utilize part of their
surplus assets in taking up the loan themselves pretty heavily.
It has even been said that they were officially desired to do so,

But this method of financing the War had effects which
were not realized at the time. When the government takes
money from the individual, either by taxation or as a loan, the
amount is in effect transferred from his deposit with a bank to
the credit of the government at the Bank of England. They
then draw cheques in favour of their suppliers, who in course
of time pay these in to their credit with their own banks, Thus
the circle is complete, and the total amount of the other banks’
deposits is not increased. But if the government borrows
direct from the banks instead of from the public, the govern-
ment account at the Bank of England is increased and there is
no corresponding reduction of private deposits with the other
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banks. If then the government proceeds to pay out this
money as belore to its creditors by cheques on the Bank of
England, these come back to the banks as deposits and are
paid in by them to the Bank of England, thus increasing the
amount of the other banks’ balances at the Bank of England
which is the equivalent of cash, and this enables them to
increase their advances to their customers to the extent of
seven times the increase of their cash. Of course, if any of
the banks drew out currency from the Bank of England against
their balance this would correspondingly reduce their power
to multiply that cash balance in the form of advances and
ultimately deposits.

There is, however, one seeming flaw in this argument. How
did the Other Banks make the loan to the government without
reducing their cash at the Bank of England to the full extent
of their loan ? It is true that they did so reduce their cash to
some extent, but an examination of the statistics shows that
the reduction was a great deal less than the amount of the
loans. Again, they might have done it by selling other invest-
ments, but in that case the purchasers of these securities would
have reduced their deposits.

The question remains, however, how such a series of
transactions would affect the government accounts at the Bank
of England and the position of the Bank itself. A new loan
means an increase of the public deposits at the Bank of England
without a corresponding reduction of the other deposits, for the
assumption of the whole argument was that the banks made
the loan to the government without drawing to the full extent
on their cash at the Bank of England. The result would be
an increase of the total deposits at the Bank of England
without any increase of the Reserve, which would mean a
reduction of the ‘ proportion’, i.e. the percentage which the
Reserve bears to the total deposits. If any of the cheques
issued by the government against these deposits wete drawn by
the receivers in currency this would still further reduce the
Reserve, and in fact the only way by which such cash drawings
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could be made would be by the creation of further currency
notes. Now after the first year of the War there was a steadily
increasing demand for currency notes, because the increased
production of goods, especially munitions, meant an enormous
increase of the nation’s wages bill which is mostly paid in
currency. Week after week the banks in the large industrial
towns were requiring more currency notes, many of which
remained in circulation instead of coming back to the banks a
few days after they were paid out. The method by which the
government were able to go on issuing these notes is important.
They did not resort to the usual practice of simply printing
notes and issuing them direct to their creditors in payment of
services of all kinds, What they did was in effect to borrow
money as regyired from the Bank of England, or in various
forms from the public and the other banks, and pay their debts
like any one else by cheques on the Bank of England. In as
far as payment of these cheques was required in currency notes
the Bank had to get currency notes from the Treasury, who
issued them to the Bank against securities, these securities
being mostly government bonds. Thus by a roundabout
process the government secured pretty much the same result.
They paid for munitions, &c., out of the proceeds of loans, and
the Treasury supplied the necessary currency notes also against
government loans.

But what was the effect of the currency notes on the position
of the Bank of England? Their deposits, both Public and
Private, were piling up, but without any increase of their cash,
i.e, the Reserve, so that the Proportion came steadily down ;
but nobedy worried about it, because in the first place they
knew the government would have to protect the Bank, and in
the second place the teduction of the Reserve did not fore-
shadow the usual possibility of being unable to get gold or
bank notes, which was the great danger in a pre-war crisis,
That could not happen now because the government could
always issue more currency notes to meet any demand for
cash.

Method of
155UL.
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It is impossible within the limits of a text-book to go into
any detailed examination of the facts and to follow out the
working of the system above described throughout the War
period. The necessary statistics are, however, given in Table X,
and the writer must confine himself to stating his tentative
conclusion that the true test or index of credit inflation during
the War is to be found not in the increase of the deposits of
the other banks but in the reduction of the Bank of England’s
Proportion, and Table XI shows how very far that reduction
was carried. It is also interesting to note that the particular
method of government borrowing from the banks was dropped
quite early m the War, and that from 191y onwards the bulk
of the financing of the War was done by borrowing from the
public either on short terms, such as treasury bills, war bonds,
or war savings certificates, or by permanent war loans, Yet the
inflation continued throughout the War, and long after the
particular methods to which the blame was first attached had
been abandoned.,

Another (avourite scapegoat of the critics of the government’s
financial methods was what are known as the ‘ Ways and Means
Advances’. These were confined in pre-war days to temporary
advances by the Bank of England to the government to tide
them over peniods when expenditure had to be met before the
revenue to cover it had been received. Throughout the War,
however, these advances became chronic and of enormous
amounts, and it was argued that this was the most obnoxions
form that government borrowings could take, because
every payment of this sort went to increase some bank's
balance at the Bank of England and so form the basis for
a further creation of credit. But after the War was over
the government for the first time began to publish statistics of
the Ways and Means Advances, differentiating between those
which really meant actual advances by the Bank of England to
the government, and others which merely meant that one
department of the government was borrowing a balance lying
with the Bank of England at the credit of another government
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department. Incidentally it leaked out that one of the items
of these Ways and Means Advances was the Investment
Reserve Account of the Currency Note Department. Un-
fortunately the differentiation of the statistics was not carried
back through the War years, so that it is impossible to estimate
the extent of the true Ways and Means Advances during the
War, but the result is to throw some doubt on the theory that
they were the main cause of credit inflation.

It is, then, impossible to say to what extent the actual increase
of bank deposits was in excess of the requirements of the
country, for here again it must be remembered that the other
side of the account is almost incapable of statistical measure-
ment, viz. the total volume of the country’s industry and °
production during the War. Before the War it used to be
estimated that the national income of Great Britain was not
less than £2,250,000,000 per annum. Owing to the War many
of our industries suffered a material reduction in their turnover,
but against this must be set the output of the greatest of all cur
industries during the War, the making of munitions, The
output of that industry will never be known, but it was certainly
enormous, and it is more than likely that if the total were
added to the output of all our other industries, it would be 4 re.
found that the aggregate national income during the War was duicements.
increased probably to at least £ 3,000,000,000 even at pre.war
prices. When the rise of prices is taken into account the total
value would probably exceed £5,000,000,000, In view of
such a possible increase of money’s work to be done, there
must have been a much larger need for credit and financial
facilities of all kinds ; and it is by no means certain that the
increase of the deposits represents anything more than what
would be required for this purpose. It is of course obvious
that this is partly an argument in a circle, but it may be none
the less true. Whatever started the rise of prices, one result
would inevitably be an increased need for credit to finance
them, and currency to pay for them.

It is therefore impossible to tell how far the rise of prices

TODD N
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during the War was due to what may be called natural causes,
and how far to inflation or monetary causes. There seems 1o
be no doubt that it was partly due to the latter, but it is not
possible to tell how far, But after all, to say that the rise of
prices during the War was duc to inflation is merely putting in
another form what is obviously the true cause of the rise of
prices during the War. That can be much more clearly
Real cauue explained by the use of Marshall's idea of the National
¢ RS Dividend, by which he figuratively expressed the fact that the
total amount produced in the world constitutes not only the
suppty of all kinds of goods for consumption, but also the
demand for these same goods, for production is at once
the sole source of the right to consume and also the measure
of that right,—and it must be remembeted that * goods’ include
services. Now during the War the country was producing
goods or services of one kind or another, to an extent absolutely
unprecedented in the world’s history. Every one was busy
either in war service abroad or in the preduction of war goods
or services at home, and all these services had to be paid for.
In normal times when a man receives his wages for his
week's production the first thing he does is to go out and
spend most of it on the products of other people. During the
War the producers were earning more than they had ever
earned in history, and naturally they expected to spend the
money. But when they went out to do so they found the
shops very bate of goods, and (even apart from the rationing
of most necessaries) they could hardly find anything to spend
their money on. Naturally they bought anything they could
get, and were not very carefu! as to how much they paid for it.
The meaning of this extraordinary state of affairs was not at
first realized. The warld had produced goods and services to
a volume entirely unprecedented. The government had to pay
for all these goods and services, and had to find the money, in
- other words, to create the purchasing power, with which to do
so. But when all these wage earners went to spend their
money the goods were not there, for the obvious reason that a
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large proportion of the goods and services produced had been
destroyed. The result was that the purchasing power in
existence was represented by the quantity of goods and services
produced, but the civilian goods upon which alone this Desrecies
purchasing power could be spent represented only say half of el
the goods produced. It was as if Marshall's ring of producers Do,
sitting round the great heap which represented the National
Dividend, the product of their labours, found when at the
cluse of the period they went forward to take the equivalent of
their share out of the heap, that half of the heap had sunk
through a hole in the ground and disappeared. The result
would be that each of them would receive in exchange for the
money equivalent of his production only half as much as he
had produced.

Is all this, which is the inevitable result of the destructive-
ness of war, to be labelledd as merely the result of inflation ?
It is of course inflation in & sense, because the government had
to create the purchasing power to pay for the products they
required ; but inflation ought to mean the creation of purchasing
power in excess of what is necessary to do the money's work of
the country. The government did not create any more-
purchasing power than was necessary to pay for the goods
and services produced; but owing to the abnormal lack
of equivalence between the goods produced and the goods
available for consumption, the amount of purchasing power
necessary to pay for the production of the goods was far in
excess of Lthe value of the goods available for consumption, and
the inevitable result was a nise of prices.  The fact is that such
a rise of prices is inscparable from war; and to argue whether
that rise was due to inflation, and whether inflation took the War aad
form of excessive paper money or excessive credit, is really priest
beside the question.  The rise of prices was due to the War,
and no system of currency or credit could have prevented it.
If it were conceivable that the Bank of England had possessed
a secret and inexhaustible gold mine in the courtyard of their
premises, and had been able to produce sovercigns for the
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government to the full extent of their requirements, the resultant
rise of prices would have been practically the same.

The question in the meantime, however, is whether the War
experience has in any way altered our views as to the Quantity
Theory of Money, and the answer to that question seems clear,
The War has proved the theory up to the hilt, if *money’ be
taken, as it must be, in the widest sense of all, including credit.
It is perfectly obvious that the increased quantity of ‘ money’
during the War was not gold, and it is doubtful whether even
the comparatively large quantity of currency notes put into
circulation was (except indirectly) the cause of the rise of
prices ; it is just as likely to have been the result. The real
culprit was the credit system.

The Quantity Theory of Money, therefore, stands not merely
unshaken by the War, but more firmly established than ever,
with this difference ; that *money’ means money of all kinds,
including credit, not merely gold. During the War, the link
between gold and the total amount of credit was hopelessly
broken ; the gold bottle-neck of credit was smashed. How far
this will affect the practical utility of the theory in future is
another question (see Chapter XVI).

WITHERS, Har and Lomtard Strect.

HIRST, The Political Economy of War,

CassEL, Money and Foreign Exchange afier 1914,
HAWTREY, Monetary Reconstruction.



CHAPTER XIV

THE BALANCE OF TRADE

The law of the balance of trade.—Customs returns of imports and
exports.—Invisible exports and imports,.—Internationa! trade of Great
Britain.-—Effect of the War upon the world's trade.

AccORDING to the law of the balance of trade, as explained
in Chapter XI on the rate of exchange, the exports and imports
of every country must balance each other. Every country
exports just as much as it requires to pay for its imports, and
imports just as much as it can buy with its exports.

But on examining the actual customs returns of exports and
imports of any country, they do not seem to bear out this law
at all. On the contrary the customs returns of England, for
example, given in Table XVII in the Appendix, show that be-
fore the War she imported annually nearly £150,000,000 more
than she exported, while those of the United States showed that
they exported about £100,000,000 more than they imported.
What is the reason of this apparent discrepancy? It is quite
evident that such enormous balances could never be paid in
gold, in the first place because the total supply of gold in the
United Kingdom would be little more than enough to pay for
a single year's excess of imports; while on the other hand,
America would, in the course of a few years, have attracted
to herself half the gold in the world. There are, of course,
countries like South Africa which produce gold as one of their
commodities for export, and in such a case we find a steady
outflow of gold, which is their means of paying for their
imports. Again, it is true that in evety country there are
occasional exports or imports of bullion which help to redress
a temporary excess of imports or exports of other commodities.

Apparent
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Egypt, for example, had before the War a periodical inflow of
gold in the autumn, and outflow in the spring, which corre-
sponded to the seasonal swing of her trade, from a great excess
of exports (chiefly of cotton) in the autumn, to the opposite
excess of imports of manufactured goods in spring.  England,
on the other hand, had a continual but fluctuating movement
of exports and imports of bullion, because England was the
world's free gold market. A large part of the world's annual
production of gold fuund its way to England for sale and distri-
bution to the other financial centres which required it, or could
afford to buy it,

All this, however, does not alter the fact that the great bulk
of the trade between nations is barter and not cash sales, and
that the apparent normal excess of imports in some cases, and
exports in others, is squared by some other items of indebted-
ness between nations which, though they do not appear in the
customs statistics as goods, are nevertheless effective payment
for goods, and therefore render payment in gold of the apparent
balance unnecessary. We have next to consider, therefore, the
nature of these invisible imports and exports, as Sir Robert
Giffen first called them, to find out their character and probable
amount, and why they do not appear in the customs statistics.
In the meantime, however, they may be defined as follows:
An invistble export is something that enables a country o imporit
goods witkout paying for them directly by the export of other goods,
and conversely, an iapisible import is something whick makes it
necessary for a country 1o export goods without receiving payment
directly in other goods,

First, then, it is necessary to consider how the customs statis-
tics of exports and imports are made up. Every ship that
enters or clears from a British Customs Port (and no ship may
enter or leave the country by any other than a customs port)
must make a declaration of the quantity, vatue, origin, and
destination of the cargo, and that whether duty is payable upon
the cargo or not.  As our import dutics were before the War
confined to a comparatively small number of articles, these



THE BALANCE OF TRADE 183

declarations frequently involve no payment, but the returns
made are the basis of all our foreign trade statistics, This is,
of course, the only possible method of checking the movement Leakages.
of foreign trade, but it obviously fails to catch and record the
passing of certain kinds of goods, which will affzct the balance
of indebtedness between nations. Thus, for example, it does -
not touch the ordinary passenger’s luggage, nor the money in
his pocket. Still less does it take account of the letter of
credit in his pocket-book, the proceeds of which will provide
the expenses of his stay in the country. Again, it does not
touch the ordinary letter mails of the Post Office, and if any
one cares to risk sending small articles of value by letter post
(against the regulations) they will escape the customs net.  The
Parcel Post, however, passes through the Custorns House, which
takes toll of its contents.

But all these omissicns are trifling compared with certain
other items which from their very nature must escape the
customs system, because it is based on the passage of corporeal
goods through a given poini. These items are services Inter
rendered by the members of one nation to those of another, pational
and which have no corpor.al existence, or which may be
rendered entirely outside of the customs area of any country,
namely on the high seas, The greatest and most obvious ofv’
these is the service of carriage or transport. Transport of goods
from one country where they are produced in such abundance
that they cannot be consumed, to another in which they cannot
be produced but can very readily be consumed, is an essential
part of the process of production of a valuable commeodity, and
as such must be paid for; the goods at the end of the voyage swipping.
are actually worth more than they were at the beginning. These
services then, which result in an increase of value, must be paid
for out of that increased value, and their value will be payable
to the owner of the ship which renders them, in whatever
country he may have made his head-quarters.

Now England owned before the War about one-third of the
world's mercantile marine, and her share of the world's shipping -
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trade is larger even than is represented by the proportion
between British and foreign ships entering her own ports. For
many of her ships are doing the world’s work of carrying, not
merely from DBritish to forcign ports, but between other ports
abroad. A tramp steamer, for example, leaving a British port
with an outward cargo, may carry many foreign-owned cargoes
from one country to another, before she finally picks up a
cargo which brings her home again to a British port; or even
on the homeward run her cargo may he for Antwerp or
Hamburg, from which port she will return *light’ to a home
port, to lead outwards again.  Or having delivered her outward
cargo in New York or Baltimore, she may be chartered by
American owners to carry cargoes back and forward between
say New York and the West Indies, and may run up and down
in that trade for years, till it is time for her to seek a homeward
cargo again, that she may undergo her survey or periodical
overhaul. Many Eritish lines, such as the British India Steam
Navigation Company, maintain a whele fleet of coasting
steamers plying to and fro between foreign ports, and some of
these steamers have never seen a British port since they first
left one on their maiden voyage.

All this means money due to the British shipowner for
freights, and the payment must find its way in some form to
London or Liverpool, where the owner’s office is. In the old
days, the owner's freight was often paid in a share of the cargo,
and the legal right of retention or lien over the cargo, which
the owner and master still enjoy for their freight and disburse-
ments, is founded on the fact that they are entitled to payment
out of the value of the goods for the share in that value which
they have created by their services. It is, in fact, out of the
price realized for the cargo that the freight is ultimately paid ;
and the effect is that the full value of the goods as they appear
in our customs returns of imports is only partially covered by
the export value of the goods which are sent abroad in return.
Thus, to take an imaginary transaction, on a double voyage
between Manchester and Alexandria goods worth £1,000
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shipped from Manchester, would appear in the Egyptian
customs returns as worth £1,100 (the extra £100 being added
for freight, &c.). In payment for these goods, the Alexandria
merchant will ship a load of cotton worth in Alexandria £1,100,
knowing that on arrival at Liverpool it will realize £71,200, and
thus provide funds not only to pay the Manchester warehouse-
man the amount of his bill for the original consignment, but
also to pay the Liverpool shipowner the freight of £zoo on
the double voyage. Thus, England has exported goods valued
at £1,000 and received in exchange goods valued at £1,200,
leaving an apparent excess of imports of £200.

This difference between export values and import values is
the explanation of the puzzling fact that the world's total figures
of exports are apparently less than the world's total imports.
This is, of course, obviously impossible.  As a matter of fact,
many a cargo that leaves port never reaches its destination,
and the toll of the sea must be paid in both gold and goods,
as well as human life.  The explanation of the apparent mystery
is, of course, quite simple when the fact of the added value due
to the service of transport is taken into account. Apart from
the probability of inaccuracy in the returns made to the customs
authorities, which would naturally tend to an under-valnation
of imports, because customs duties are as a rule heavier on
these than on exports, the discrepancy is due to the difference
between what are called F.O.B. and C.L.F. values. The
declaration of value made by the exporter when the goods are
put on board is naturally based on the value at that point, that
is to say the original price of the goods plus the cost of carriage
to the ship’s side and of placing them on board, and this is
known as the value ‘Free on Board’. DBut the value declared
by the importers when the goods arrive at their destination is
the value at that point, namely the original cost of the goods
when they were placed on board, plus freight, insurance, and
any other charges incurred on the voyage, i.e. * Cost, Insurance,
and Freight’.

The amount of these freight services in the course of the
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world'’s trade of a year is very large, and various calculations
have been made as to Great Britain's share in it. Sir Robert
Giffen in 1832 estimated it at not less than £66,000,000, and
in 1898 at £go,000,000, while another calculation on quite
different lines put forward by the Board of Trade in 1903 made it
£89,500,000. Before the War it was probably £ 100,000,000.

Reference has been made to the charges incurred for insur-
ance of goods at sea. This recalls another class of similar
payments for services rendered in connection with foreign trade.
In addition to freight and insurance, goods have to be financed,
sold, and paid for, and the modern complexity of this work has
called into existence a whole class of traders or agents of various
kinds, who look after these parts of the work for the foreign
owner, and are remunerated by various forms of commission.
Thus, in addition to commission agents so called, who buy and
sell goods on commission, there are, in London especially,
great numbers of financial and commercial men whose whole
business is the handling of foreign trade in one way or another,
Thus, for example, the payment for exports and imports is
usnally made by a foreign bill of exchange, which passes
through the hands of several bankers or bill brokers, for accep-
tance, discount, or collection. All of these different agencies,
which our elaborate financial system has called into being, are
remunerated by a smali fractional commission or profit on the
transaction. Again, London does a very large Stock Exchange
business, especially in international securities {(which are them-
selves, at times, an important factor in the balancing of in-
ternational indebtedness), and in the flotation of loans, govern-
ment or private, for foreign countries as well as the British
Colonies, and all this involves the payment to London stock-
brokers and financial houses of commissions, which aggregate
a very large amount in the course of a year.

With regard to marine insurance, a very considerable share
of the whole world's business, including insurance both of hulls
and cargoes, is done in, or through, London ; for though a ship
may be underwritten’, as it is called, in Hamburg or Trieste,
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or in New York, the risk is in most cases at least partially
transferred by reinsurance to a London underwriter, and this
means a premium payable by Germany, Austria, or America to
Londen. Again, the ordinary fire insurance business of all the
world tends to gravitate to London, where most of the large
companies have their head offices, with the result that London
generally holds the largest interest in any loss, either marine or
fire, that may take place in any part of the world.

All these items are in themselves comparatively small, but so
enormous and widespread are the financial interests of Londen,
which has been called the Clearing House of the world, that
the total amount payable in a year is very large indeed, and
under this heading it was estimated that London earned
probably at least £20,c00,c00 per annum before the War.

In connection with the shipping industry there is another
item which, though comparatively less important, does at times
involve a considerable claim by Great Britain against foreign
countries, namely the sale of British ships at sea to foreign
.owners. Not only does Great Britain build new ships for all
the world, but British shipowners {requently sell their older
vessels to foreign owners, building new ships to take their
places. In every port of the world one can recognize ships
flying a foreign flag, which from their build were obviously
once British. Old liners, which owing to the increasing
demands of the travelling public are no longer up to modern
requirements, are sold to foreigners, who convert them into
tramps or cargo steamers, in which capacity they are still good
for many years’ service. If such a sale takes place while the
ship is in a British port, the transfer is duly recorded in the
British shipping register, and when the ship leaves this country
for her new service, the consideration .is recorded in the
customs returns. But if a ship has left a British port, flying
the British flag, and is scld to foreign owners while on the high
seas or in a foreign port, there is no such record of the sale;
and as such transfers are at times very numerous, the effect is
to create a considerable indebtedness by foreign countries to
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Great Britain, It is, however, impossible to place any reliable
estimate on the amount of this claim, which, of course, varies
greatly from time to time.

Again, another item which may seem trifling but yet is of
considerable importance to certain countries, is the amount
expended by tourists, either in the country by foreigners, or by
that country’s subjects in foreign countries. Under this heading,
for example, countries like Egypt, Italy, and Switzerland are
creditors of all the world to a2 considerable extent, while the
United States at the other extreme is heavily debtor. In our
own case, the claim probably balances itself, as we usually have
a sufficient number of visitors from foreign countries to set
against what we owe to others for the entertainment of our
travellers.

The method by which this indebtedness is created and
discharged is interesting. The ordinary tourist does not carry
with him a bag of gold sufficient to pay the expenses of his
trip. He leaves home with only a small amount of cash in bis
pocket for the expenses of his journey, having paid to Cook’s
or a shipping company, or a foreign railway agency here, the
bulk of his travelling expenses, including even hotel coupons.
For his personal expenses while abroad he carries a sheaf of
circular letters or letters of credit, or a banker’s draft, addressed
to some bank in the country of his destination. In exchange
for these railway or steamer tickets and hotel coupons, he
receives board and lodging and transportation, while his letters
of credit provide the cash with which he pays for all the
services of various kinds rendered to him during his visit,
including the price of the curios or trinkets which he buys and
btings home, but which incidentally, being as a rule of small
bulk, pass through the customs as part of his personal baggage,
and are not thought warthy of record by the customs authorities,
except in the United States. But for all these services rendered
to the strangers within her gates, Egypt must be paid or
credited. The letters of credit, for example, which the tourist
has cashed in Cairo are returned to London, where they are
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placed to the credit, say, of the National Bank of Egypt at its
London office, and are available to meet the bills payable for
the English manufactured goods which Egypt imports. The
result is that a country like the United States must export
goods to meet this claim for the entertainment of her subjects
abroad. In Egypt, it was estimated that this item amounted
to at least £1,000,000 per annum, a considerable item to
a country whose annual imports averaged about £30,000,000.
In Italy and Switzerland the figures were put as high as
%14,00c,000 and £5,000,000 respectively, while the annual
debit of the United States under this head was estimated at
no less than £z20,c00,0c0 before the War,

But probably the largest single item of invisible international
indebtedness is due to the flotation and repayment of foreign
debts, both interest and capital.  On this point the world may Ineer-
be roughly divided into two great classes, debtor countries and borrowing.
creditor countries, namely those which from the point of view
of industrial progress are young and requiring capital for their
development, and those older-established industrial countries
like England which provide the means for that development,
and the necessary capital to finance it. Thus, for example,
India, Egypt (which from this point of view is the youngest of
countrics), Australia and New Zealand, the United States, and
the Argentine Republic have at various periods, say since the
middle of the nineteenth century, received from England latge
sums of capital for railway development, harbour construction,
irrigation works, and all kinds of productive expenditure, as
well as for public works of a less directly productive character,
such as public buildings or armaments; and the amount of
these advances is now represented by national or private debts
of all kinds, such as governiment stocks and bonds, railway and
land companies’ shares, and all the other forms of public and
private indebtedness. The methed and the effect of the Double
creation of these huge items in the balance sheet of nations et
are of a double character. When in the first place a loan is
raised in London, say for the construction of an Argentine
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railway, the amount of the loan is not exported in boxes of
gold to the borrowing country. As a matter of fact the bulk
of the money never leaves England, but is simply placed to the
credit of the foreign government or company in the books of
the Bank of England, from which it is almost immediately paid
out again in the form of cheques to the engineers or bridge
builders who have already supplied the goods for which the
loan was intended to pay. Thus the loan is given in the form
of goods which appear in the customs returns of the exports of
the lending country, and go to swell the statistics of exports
for that year, without any corresponding entry of imports in
payment therefor. There is, therefore, for the time being an
apparent excess of exports by the lending country, and a
corresponding excess of imports by the borrowing country.
But in subsequent years interest will require to be paid on the
loan, and at some future date it must be repaid either in
a lump sum or by instalments spread over a period of years,
and this repayment, whether of interest or capital, can only be
made in the form of goods. In the case of productive ex-
penditure—such, for example, as that of the construction of
the Assuan Dam in Egypt—the source of payment is obviously
the additional cotton crop due to the increased water supply,
so that the loan pays for itsell in exports of cotton. Thus
the effect upon the borrowing country’s balance of trade is to
create in the ycar that the loan is raised, an apparent excess of
imports which is balanced by the invisible export of the debt
in the form of the loan certificates. PBut in future years the
borrowing country’s exports must be in excess of its imports,
to an amount sufficient to meet the interest charges on the
debt, which thus becomes an invisible import (of interest
coupons) to that amount, Again, when the loan comes to be
repaid, this also will tend to swell the exporis of the debtor
country for that year.

The general effect is that, if we find the customs returns of
any country showing an apparent excess of exports, we are
fairly safe in believing that that country is a debtor country.
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And if, as frequently happens, we find a country which we Ffiecton
know to be largely in debt actually reducing its normal excess trade.
of exports, and even running up for the time an excess of
imports, it simply means that that country, instead of living
within its income as it were, and duly paying its debt charges,

is actually incurring further debt every year. Thus, in Egypt,

for example, where the normal figures of the customs returns
should show an excess of exports of at least £5,000,000 per
annum, such an excess was actually maintained from the early
*eighties till about 19oe. Then the normal excess of exports
began to diminish rapidly, until in 1go4 and 1906 there was
actually a balance the other way. From 1goo to rge6 the
imports of goods rose from £14,000,000 {0 £24,000,000, while
during the same period the net imports of gold rose from The case of
£71,500,000 to £7,000,000. The meaning of this was that owing i
to the enormous prosperity of the country, due to the high
price and the increasing crops of cotlon, the people of Egypt
found themselves in a position to borrow freely, England,
France, Belgivom and Germany competing eagerly for the
privilege of lending the money. The result was, in the first
place, a tremendous acceleration of the agricultural develop-
ment of the country, which was all to the good; but unfortu-
nately this led to an inflation of values of every kind, especially

in Jand, and a fictitious prosperity which very soon showed itself

in lavish expenditure on all kinds of European luxuries, such as
motor-cars and champagne. The result was the crisis of 1go7,

due to the sudden withdrawal of this excessive credit, and an
abtupt and painful return through the crisis to a more normal
state of affairs. But it tock Egypt many years to wipe out

the increased burden of additional debt so unnecessarily taken
upon her shoulders in these years of exaggerated prosperity.

In this matter of international indebtedness, England of
course occupied before the War a unique position, Her in-
dustrial development being more than half a century in advance
of all the world, enabled her to become the world's creditor,
while at the same time it provided the inducement to every
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England's  Other country to borrow from her. Her manufactures quickly

HVEEIEME: found their way to all the ends of the earth, while her colonizing
instincts made her quick to realize the possibilities of develop-
ment of the new countries which her new inventions in the
means of transport and communications were bringing within
easy reach of the Old World. British emigrants began to spread
over every habitable quarter of the globe, and wherever they
went, they saw opportunities for development which only
required capital to convert them into wealth, and England
found the capital. Thus British capital led the way in the
development of the resources of every part of the new worlds,
east, west and south, from Canada to the Argentine, throughout
Africa, and in India, Australasia, China, and Japan, with the
result that there is not now a country in the world in which
British interests are not engaged. In the latter half of the
nineteenth century other European countries began to follow
suit, and the scramble for colonies was nothing more than the
visible effect of their desire to share in the development of:
the unexploited resources of the world.

T onda. The result was that England became the creditor of all the
world to the extent of some thousands of millions sterling,! and
was continually receiving payment of interest and repayments of
principal under old loans and still making new loans all the
time. It was estimated by Giffen in 1898 that under this head
England was then receiving about £go,000,000 per annum and
before the War the total was probably over £120,000,000.

It remains now to sum up the result of all these various
elements which go to make up the balance sheet of Great
Britain’s various accounts. Indeed, the idea of a balance
sheet is perhaps the best way to bring out the whole situation,
for it gets rid at once of the confusion of mind due to the
apparent distinction between visible and invisible imports or
exports. Visible and invisible imports alike go to the debit
side of the account, while the exports visible and invisible

1 The total was estimated by Sir George Paish, in a paper read before
the Royal Statistical Society in 1910, at £3,180,000,000.
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appear together an the credit side, and the result, based on the The balance
figures of 1grz—-13, is something like the following :

Dr. Cr,
£ Millions, £ Millions.

Total imports . say 750 Exports, home produce . say 500
Tourists abroad . . . T0 Re-exports, foreign & colonial 110
New loans abread . ., 200 Freight . . . PN Ivo
Interest on loans abroad . 120

Repayment of lpans . . ., , 100

Commissions ., . , . . . 20

Tourists . . . . . . . . 10

£obo Aobo

— —

It will be seen that the final result of all these items of our
foreign trade is to bring out the fact that instead of England
importing more than she exports, which has frequently been
misrepresented as showing that we are living on our capital, Not living
England has all along been living so far within her income *° cap
that she has a steady annual balance which enables her to
continue making new loans out of her annual surplus.

One more point remains to be explained before leaving this
subject. While the total exports and imports of each country
must on the whole balance euch other from year to year, it
does not at all follow that the exports and imports passing
between any particular pair of countries will balance each
other, even taking into account the invisible exports and
imports. Thus, taking again the case of our own trade with
Egypt, the excess of imports which we take from her in the
form of our share of her cotton crop is much greater than the
amount necessary to pay our share of her annual debt charges,
both public and private. The truth is that trade between nations Triangular
is not conducted in pairs, but that the circle of exchange is world- trade.
wide. England may export manufactured articles to a country
from which she imports relatively little, but she takes payment
of that excess from another country which owes her nothing, but
which is debtor to England’s debtor, The transaction is like
the theoretical form of the bill of exchange, A being a creditor
of B, instructs him to pay the money to C, who is A’s creditor.

TODD o
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No one debtor has paid his own creditor, but all the creditors
are paid, and, as has been seen in previous chapters, the analogy
of the bill of exchange is not merely a simile, but is the actual
formn by which the transaction is carried out.

It may seem rather surprising that during recent years it
should have taken so much argument to carry conviction to
some minds of the truth of this law of the Balance of Trade,
There is perbaps an explanation of this difficulty in the fact
that the word ‘balance’ itself contains a double meaning,
which is exceedingly confusing. In popular use, the word
means either of two things which ate the direct negatives of

E:\g:;;':ear each other. To say that an account balances, means that
both sides are equal in amount; but if one side is greater
than the other we speak of the balance, meaning the excess,
being on that side. When therefore we speak of a balance of
imports, we mean something entirely different from the balance
of trade. The ‘balance’ of trade means that there can be no
‘balance’ of exports or imports, because these two must
*balance’ each other. To avoid this play upon words, it is
better not to use the phrase * balance of exports or imports” at
all, but to speak only of an excess of imports or exports,
reserving the word ‘balance’ for use in its true meaning of
equilibrium or equality of exports and imports. This distine-
tion in the use of the terms is not merely a question of literary
criticism, but represents the historical development of the
theory of international trade, from the time of the Mercantilists
who first used. the phrase ‘a favourable balance of trade’ as
meaning an excess of exports. Their theory has been aban-
doned, and it would have saved a great deal of confusion of
thought if we could have abandoned their terms entirely and
spoken only of the equilibrium of foreign trade, and the excess
of exports or imports.

Warandthe Tt remains now to consider the eflect of the War upon the
balance of

trade. balance of England’s trade. It has been seen that its first
effect was to dislocate our foreign trade very seriously for the
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time being, but gradually, as the emergency measures came
into force, things began to readjust themselves, and business
was resumed under difficulties. Shipping began to move
again fairly freely as the risk of capture was seen to be com-
" paratively small, and the first sign of the recovery of trade was
the free movement of the great crops of raw materials such as
wheat and cottonn from America to this country; which inci-
dentally soon served to remedy the confusion into which the
American exchanges had fallen at first, and to enable America
to pay its debts to this country, Gradually things settled
down again and most of our industries resumed something
like their normal appearance. Some did so more quickly
than others because any shortage of normal demand for their
products was more than made up by the increasing pressure of
demand for war goods of all kinds. Thus the woollen industry
had been very busy from the first in turning out uniforms of
all kinds in enormous quantities. The boot and shoe and
other leather trades were in the same position, and soon
another enormous new industry began to develop in the whole-
sale conversion of all kinds of engineering works to the pro-
duction of the fabulous quantities of munitions which were to
be the chief characteristic of this war. The effect of all these
tendencies may be traced, with certain qualifications next to
be noticed, in the Monthly Returns of Imports and Exports
which will be found in Table XX in the Appendix. The Firsteffects,
general effect of these may be bricfly stated here as follows ;
At first all categories of our trade, both imports and exports,
and of every class of goods, showed very serious reductions,
but within a very few months a new tendency began to show
itself. Qur imports, especially of food supplies and certain
raw materials, stopped falling, and soon began to show actual
increases upon the pre-War figures. Exports were much
slower, but in course of time they also began to improve, and
finally by the month of May, 1916, the total expotts were also

1 But this did not last. See Table X X.
o 2
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above prewar figures. The general movement of our trade
can best be shown by a diagram, and this will be found in the
Appendix, Diagram B shows the actual figures of exports and
imports month by month during the years 1913 to 1926,

In studying these figures, however, several points require to
be kept in view, for the figures must be handled with great
caution to aveid the most deceptive conclusions. In the first
place it must be noted that the figures available for the
country’s trade as a whole are only value statistics, because it
is impossible to give figures which would show the volume of
trade as a whole. That can only be done accurately for individual
commeodities. The effect of this may, however, be indicated,
though it is impossible to calculate it exactly. The rise of
prices of most staple commodities must be taken into account,
and its effect estimated as far as possible. It means that the
enormous figures to which our imports attained during the
War must be so heavily discounted that as a matter of fact the
total volume of our import trade in 1918 was actually much
less than it was before the War, Our exports, on the other
hand, whick only for a few months showed figures comparable
with the pre-war levels, must have been very far below the
corresponding quantities before the War. Table XXI contains
some very interesting statistics,largely estimates of course, based
upon shipping figures, which fully confirm these tendencies.

This again, however, is only half the truth. The figures of
exports and imports do not represent anything like the whole
of the commodities which were coming into or going out of the
country during the War, because they do not include the whole
of those imports and exports which are government property,
and which then formed so large a proportion of our foreign
trade.

The relative effect of this omission upon our imports and
exports is all the more difficult to estimate because we do not
even know exactly what was and what was not included in
the published figures.! Thus government stores, that is to say,

1 The practice with regard to publication was changed in July, 1917.
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war supplies of all kinds, which left this country for our forces
at the front, were certainly not included, and probably munitions
of many kinds brought to this country also did not appear.
But raw materials which were to be turned into war materials
in this country did appear in the statistics. Onthe other hand
it is not easy to ascertain how far the enormous military supplies
which we sent to our Allies everywhere were declared, so that
it is impossible to know how far our true balance of total exports
and imports may be from the proportion indicated by the
published returns. It is almost certain, however, that the export
figures suffered more largely from this cause than the imports,
50 that on the whole this factor would tend to counterbalance,
perhaps to a considerable extent, the increasing excess of imports
which our trade statistics showed.!

The only possible way of estimating the effect of these
invisible exports and impo1*- of a new kind was to make a guess
based upon the total war expenditure. In doing so, however,
it must be remembered that the value of our exports of war
materials to our own troops abroad could not be included
as exports in the sense of placing them to the credit of our
balance of trade, because these were payable out of our own
pockets, and constituted no claim by us upon any foreign
country for subsequent repayment. There is, however, one way
in which we may estimate the extent to which we piled up
claims against our Colonies and our Allies, During the War
we lent to our own Colonies and our Allies at the rate of
over £500,000,000 per annum, and it is probable that a very
large proportion of this went out in the form of war supplies,
such as uniforms, boots, engineering materials, and war muni-
tions of all kinds. We were, of course, receiving very large
quantities of munitions and raw materals of all kinds from
neutrals, and from America, but the probability is that the
most of these were included in the pubhished returns, while the
others were not.

Again, to make the figures even as complete as they could

1 See Table XX,
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be, another item must be taken into account, namely the move-
ments of bullion.  On this point it must be recalled that during
the War much of the gold which really belonged to England
was never actually brought into the country at all, but was
lying at the credit of the Bank of England in Ottawa, Cape
Town, and Sydney. The possible effect of this upon the figures
may be inferred from one fact alone, that during the War we
imported almost no gold at all from the Transvaal, the output
of which was going on nearly as bclore, and certainly was not
going anywhere else.!

Taking all these caulions and reservations into account,
what do the figures indicate as regards the balance of our trade
during the War? Simply this, that our foreign trade underwent|
an entirely new orientation, just as the main object and character
of our home industries had undergone a complete change. It
is certain that our home production of wealth, including muni-
tions of all kinds, increased very materially during the War,
That is obvious from the fact that there was hardiy a man,
woman, or machine idle in the country, that unemployment in
the old sense of the word disappeared, that many people,
especially women, were working who never worked before, and
that most people were working overtime to an extent absolutely
unprecedented. In the same way probably our total foreign
trade, if only the true figures were known, had also increased
very largely if war materials are included. But its direc-
tion was changed. Just as in our home trade a large pro-
portion of our productive capacity was being devoted to the
wasteful production of war materials, so our foreign trade
was completely turned into new channels. We were import-
ing largely from countries to which we used to export, and
vice versa. To take one case as an example, our trade
relations with America were completely changed. The enor-
mous quantity of munitions and raw materials which we were
taking from her was no longer balanced by the large quantities
of our own manufactured goods which we used to send to her.

1 From 1916 the figures of gold movements were not published.
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We were running into debt to America very seriously, ar rather America as
America was rapidly repaying to us the old debts which we had creditor.
accumulated against her for many years, in the form of money

and goods lent for the development of the country. We could

not for the time being pay her in goods as we went along, and

by one of the paradoxes of the War we could no longer pay her

for this excess in gold, not merely because we had not enough

gold to do it, but because she did not want so much gold. We

were paying America by selling back to her the securities of all

kinds which our people held in American concerns: hence the
Treasury scheme for the mobilization of American securities in

this country with a view to their being sold to America or used

as securities for loans raised there to pay for our supplies, The

same principle was applied to other countries, and the total
amount involved was more than £6o0,000,000.! To this

fell to be added our share ~f the loans by America to the Allies

since she came into the War,

But while we were thus in a sense running into debt, or at g_:xcrrpt%scition
least living on our capital, in our relations with these countries, War.
we were on the other side running up new claims against
most of our Allies and the Dominions, the total amount of which
as at April 26, 1919, was £1,739,000,000. When the War was
over our balance of trade was probably not much worse than it
was before, but we had very largely changed our debtors,

The position of other neutrals as the result of the War was Other
similar to that of America. neuirals.

As to the effect upon our Allies, the result of this movement Our Allies.
was of course to leave them largely in debt to us, and to other
neutral countries for these war supplies. We shall see in a
later chapter what happened to all these War debts when
peace came.

Again, it 15 interesting to note the effect of the War upon our Effect on
invisible exports and imports. The amount of these was lel;‘g;:ﬂ.c
always largely guesswork, and more so now than ever, but
some indications may be obtained from various facts. In the
first place as to freight: a very large proportion of our

1 Report of the American Dollar Securities Committee (a13) 1919
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mercantile marine was commandeered for transport purposes,
and its services were therefore no longer an invisible export,
except in so far as they were carrying war materials, &c., to our
Allies. But for the remainder, though the quantity of tonnage
was seriously reduced by submarine losses,! the freights earned
were very much above pre-war levels, if we may judge from the
high dividends paid by shipping companies of all kinds. As for
the other usual items, tourists’ expenses may be treated as non-
existent during the War, but they swelled very rapidly again as
soon as it was over, and the battlefields of Europe became the
happy hunting-ground of the American tourist.

Reference has already been made to the extra cost of in-
surance of all kinds, especially war risks both on land angd sea,
and as before a very large part of that business was done in
London. Qurbanking and other commissions too were prob-
ably not materially reduced on the whole, though a great deal
of business must have gone to America. But what we lost in
one way we probably more than made up for by our share of
the business which formerly went to Germany and Austria.
Much of their trade came into our hands, and the profits
followed the trade.

The only item that was seriously affected was probably, as
has been seen, the lending of new capital to the world. We
certainly had to restrict our new loans to foreign countries
almost to vanishing point, and that not only had a sericus
effect on our balance of trade during the War, but will have
a permanent effect on our balance afterwards ; but it must be
remembered that these two effects are counteracting, If we
are not lending so much new capital in the meantime, we are
not requiring to export so much against the new loans, so that
that alone would set off some reduction in the normal quantity
of our exports.

Finally, it follows that all this interference with the normal
pre-war course of our trade and the settling down of our trade
into new channels affected the foreign exchanges very materially.

1 See Table XXI for Import Tonnage.
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The American exchanges soon recovered from the pre-war
crisis, and rapidly turned the other way against us, as the
current of exports began to flow. And that is typical of the
position of all the exchanges dunng the War. All our
exchanges with neutrals were against us, because we were
receiving more goods from them than we could export to them
at the time. On the other hand, all the exchanges between us
and our Allies were heavily in our favour, because they were
receiving far more from us than they could send us.

The position of the other belligerent countries as regards
their exchanges was practically the same. All the exchanges
went against Germany and Austria, and to a much greater
extent than in our case, But the reasons for that included
one which fortunately we did not require to reckon upon, viz. the
depreciation of their paper money, Some idea of the extent
and character of these m —ements of the foreign exchanges
may be gathered from the figures givenin Tables XIIto XV in
the Appendix.

In pre-war days there were two lists of foreign exchange
rates published regularly. The London Course of Exchange
{Table XIT) was made up twice a week on Tuesdays and
Thursdays; it contained the rates of exchange current in
London at the bi-weekly meeting of the bill brokers in the
Royal Exchange. There was also a daily list (see Table XIII)
of the rates current in foreign countries on London. During
the War, however, and afterwards, so much of the foreign
exchange business in London was carried on from the brokers’
own offices by cable and telephone every day and all day,
that gradually the bi-weckly meetings on change became of
less importance, and finally, early in 1921 they were dropped
altogether. The last official publication of the London Course
of Exchange was on January 2o, 1921, and the rates of that
date have been added to Table XII  Thereafter the two
tables of London and foreign rates became merged into one,
so that Table XIII is now the London rates as well as the
foreign rates.

Foreign
exchanges.
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Table XIV has been retained as of historical interest ; it
shows the extreme fluctuations of the principal rates, especially
that on New York, in the early months of the War,

Table XV gives a quarterly record throughout the War of
the New York Exchange on eight of the principal European
countries—Germany and Austria of course disappearing in
1917 when America came into the War, From this table it
will be scen how successfully the pegging of the sterling
exchange was done, while the French rate was also fairly
uniform. Italy showed much greater fluctuations and a heavier
fall, but Russia showed the heaviest fall of any during the
War. For a time after the Revolution the exchanges were
stabilized, but this gave way again in 1920. Germany and
Austnia also of course had their worst difficulties to face after
the War. Hollund and Switzerland are typical of the favoured
position of neutral countries during the War, their exchanges
being above par most of the time.

Gipe, chap. vii, §§ 1 and 2.

GirreN, Economic Enguiries and Studies.

SMART, The Returne fo Protection, chaps. iii and iv,

Bowvxy, The Effect of the War on the External Trade of the United
Kingdom.,

CrLarg, A.8B.C. of the Forergn Exchanges,



CHAPTER XV

THE THEORY OF INTERNATIONAL TRADE

The advantages of foreign trade,—The theory of comparative cost.-—
Free trade #. protection.—A questicn of policy not principle.—Its
application to various countries.—Arguments in favour of protection,
and objections.—Import duties and bounties.

It has been shown that the value of the exports and imports -
of each country must on the whole balance each other, unless
a country is debtor or creditor of other countries, either for objece
capital borrowed in the ps~* or for services rendered from year o e
to year. It may then be asked, what is the good of foreign trade.
trade if both parties give and receive exactly the same value?
What is the gain to either?

In this respect foreign trade is the same as trade between
individuals. What is the goud of any exchange if each party
to the exchange receives only an article of the same value as he
gives ? The answer is that, while the exchange value or price -
i5 the same, the subjective value of the articles exchanged is
different to the two partics. So in foreign trade, while the o .
money value of exports and imports to each country is the same, :‘ﬂi}:;“"‘
that does not represent the whole advantages of the exchange.
The theory of foreign trade is very like the theory of the division
of labour, Each nation should produce those things which it
can produce to the greatest advantage, just as in division of
labour betwcen individuals each individual should be put to
the work he can do best. The causes of these differential
advantages between nations vary greatly, but in most cases they
can be expressed in some form of the idea of cost of produc-
tion. Qwing to the differences of climate, geology, or industrial

V Bee Sciemce of Prices, p. 20,
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history, one country can produce certain things more cheaply
than another, or which the other cannot produce at all. Thus
a nation whose soil and climate are adapted to growing cotton
should, under this theory, devote itself mainly to growing
cotton, exchanging it with some nation whose command of
other raw materials, such as coal and iron, renders it especially
suitable for manufacturing. In this way every nation gets the
benefit of the special products or facilities for production of
every other nation, and the total world's production is the
greatest possible. It is to the advantage of all the world, for
example, that Egypt should grow fine cotton, while Lancashire
with its humid climate should be devoted to fine spinning.
Not only will this pay the world at large best, but it will also
be the most profitable course for each of the countries con-
cerned, and if the trade between nations were left entirely free
from artificial restrictions, the effect of competition would be to
produce this ideal distribution of productive capacity.

This theory sometimes produces the puzzling anomaly that
it may actually pay a country to import something from abroad
which it could really produce more cheaply at home. For
example, it pays England, the finest dairy country in the world,
to import dairy produce from Denmark, paying for it with coal
and manufactured goods. The explanation is that the imports
are paid for with something else, in the production of which
the first country has a still greater advantage; as in the above
illustration, Denmark can produce butter, &c., nearly as well
as England, but Denmark has no coal at all. England has
a greater advantage in the production of coal than she has in
dairy produce. It pays her therefore to devote herself to that
branch in which she has the greatest advantage. In the same
way, it might pay an individual to buy from others something
which he could make better or more cheaply himself, if by
doing so he could devote himself to some other branch of
production in which he has special advantages.

The theory of international trade is therefore that each
country should produce, not merely what it can produce more
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cheaply at home than it ean buy from abroad, but what it can
produce to the greatest advantage. This is known as the Theoryof
theory of comparative cost. What must be considered in each cost e
case is not the cost of producing the commodity in one country
as compared with the cost of importing it from abroad, but
rather the comparative cost of producing each commodity in
the two countries. Thus if in one country X a commodity
A costs five units of labour and capital to produce, and another
commodity B costs ten similar units, while in another country
Y the production of A costs only three units of labour, &c,
against nine for B, then Y should devote itsell entirely to
producing A and leave B to be produced in X {although ¥ can
actually produce B more cheaply than X can), because the com-
parative cost of A to Bin Y is 1 : 3 against 1 : 2in X, Thus
oo units of A produced in Y and roo units of B produced in
X will cost altogether 1,300, By any other distribution the
cost would be increased.

It follows from this that certain commonly accepted views
of the advantages of foreign trade require revision. If the
man in the street werc asked whether the advantage of our
foreign trade lies in the in:ports or the exports, he would
probably say the latter. Our imports, except the raw materials Popular
of our industries, are, from this point of view, regarded as at “**
best a necessary evil. We must also, of course, import exotics,
that is to say, those foreign commodities which owing to
climatic and other conditions cannot be produced in this
country, such as cotton or tea; and it hardly affects the
question whether these things are raw materials for our indus-
tries or conventional necessaries for our food supply. But
when it comes to foreign articles of luxury, such as champagne,
for example, the advantage is regarded as doubtful, and when
we reach the final case of foreign wheat, which we ohviously
could grow ourselves, the import is locked upon as an unques-
tionable evil. From this peint of view, then, the desirable
part of our foreign trade is our exports. That we should
supply all the world with manufactured articles, the products
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of our great industries, seems to be regarded as the chief
object of our existence, and the best test of the prosperity of
these industries. Yet that all our exports are not regarded as
equally desirable is apparent when we come to discuss the
export of raw materials, such as coal.

What is the underlying idea of this attitude? Apparently it
is that exports should be encouraged because they provide an
outlet for the products of our home industries, but that nothing
should be exported which might be used at home for these
industries. Imports, on the other hand, are harmless only
when they provide materials for our industrics, and are most
objectionable when they consist of commodities such as wheat,
which might be grown at home. When imports consist of
manufactured articles directly competing with the products of
our own home industries, no condemnation, it seems, can be
too strong.

All this points to an apparent misconception of the object
of cur home industries, namely that these industries exist
primarily for the purpose of manufacturing goods for export,
that the business of this country in the world is to manufac-
ture goods for all the rest of the world, that any other nation
which, inspired with a similar idea, tries to cut us out in what
are fondly regarded as owr foreign markets, is in some way
meddling with that part of the world’s business which belongs
by right to us, and that any nation that tries to send manu-
factured goods into our country has not merely committed the
folly of sending coals to Newcastle, but is actually guilty, as it
were, of some sort of trespass.

The root of the fallacy lies in the idea that the main object
of our industries is to make goods for export, that we live by
foreign trade, and that our foreign trade is more important
than our production for home consumption. It is the idea
of the manufacturer converted into a national policy. The
manufacturer makes his living by making goods which he
almost never uses himsell, and selling them to somebody else.
But that is not the true model for a nation’s policy. A nation
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is not a factory turning out goods for sale to other nations.

Still less is it a merchant or shopkeeper buying and selling

other nations’ goods, and making a profit on the turnover.

Its position should rather be like thaf of the old yeoman
farmer, whose land produced most things that he required to

feed and clothe himself and his dependents, leaving a surplus

to exchange for such luxuries as he could not produce himself.

The prime object, then, of a nation’s industry is to feed, clothe, The nation's
and house her own population, who are the chief producers of P
all her manufactures, and are entitled to consume the major

part of them. But as the manufactures are partly dependent

on the use of foreign raw matenals, these also must be paid

for by a share of the finished commodities ; and if, as in these

days, when we lay the whole world under contribution for the
satisfaction of our high and complex standard of living, our
workers want tea, coffee, rocoa, tobacco, spices, and a thou-

sand other things that we cannot grow ourselves, it is only right

that we should pay the producers of these foreign commodities

with part of our manufactured goods.

The nation’s exports, therefore, are only its surplus, which it
exchanges for those foreign products which it cannot produce
itself. Wherein then lies the advantage of this exchange?
Clearly, if one must choose between the exports and imports,
the advantage lies in the imports. We give of our abundance f}:ll;':rtgn of
of cheaply manufactured goods in exchange for other com-
modities which, because we cannot produce them at all, or so
easily as the foreigner, we value more highly than the things
we produce curselves so easily. The gain to us is in getting
something which is worth more to us than what we give in
exchange for it; in other words, the gain lies in the imports
rather than the exports.

This, of course, must not be taken as in any way detracting and exports,
from the real advantage and value of our export trade. If, for
example, the turnover of the cotton trade is enormously
increased by our exports of cotton goods, the effect will be,
owing to the well-known economies of large production, that
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the cost per pound of yarn or yard of cloth produced in this
country will be so much the less, and our own home con-
sumers will benefit by this reduced cost of production.  Here,
too, lies some consolation for the much-regretted imports of
wheat, &c., which might be grown at home. These imports
must be paid for in goods, and the effect is not only that the
textile operatives have good wages to spend, and cheap bread
for themselves and their families, but also that the farmer
himself, who is suffering by the low price of his wheat, finds
the price of everything else he buys more or less reduced in
consequence.

It is perhaps not surprising that those whose busincss
makes them familiar with any branch of cur foreign trade
should be inclined to exaggerate its importance, and this
tendency was accentuated by the fact that until a few years
ago no figures of the extent of our total home production were
available to enable us to form a true estimate of the relative
importance of foreign trade and home consumption. As far
back as 1877 Sir Robert Giffen estimated the income or
profit derived from our export trade as not more than one-
eighth of our total income; but it was not till the Census
of Production of 19o7 that it became possible to form any-
thing but the vaguest statistical ideas on the subject. Now,
however, it is known that the total net output of all our home
industries, including agriculture and fisheries, in that year was
not less than £1,456,000,000, while the total value of our
exports of home produce in that year was only £ 426,000,000,
and of our net imports £ 554,000,000.

But while this theory of comparative cost is the basis of the

"econoniic theory of international trade, it is unfortunately not

the principle which actually rules the trade policy of the
nations, and the reason is obvious. The theory of inter-
national trade is an ideal theory of what things would be like
if the world were ruled by one all-wise body which had no
othcr interests in view but those of the world as a whole. But
that is not the way the world is ruled, and we never had more
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cause to realize it than to-day. For many reasons, geographical,
ethnographical, and historical, the world is divided up into a
number of separate nations, whose trade policy is ruled by no
consideration of cosmic ideals, but by frankly seliish national

aims. Differences of language and race, of climate and natural
conditions, and national and racial antipathies due to historical
antagonism, have made it useless to hope for any conscious
approximation to the ideal principles of international trade.
Never has a prophecy been more promptly and completely
falsified than was that of the Free Trade leaders in England

in 1846, that within five years after the triumph of the Corn Law
agitation in England every other civilized country in the world

would be following our example. It is well, here, however,

to enter a caution against the idea that England adopted the
policy of Free Trade bceause it was the international ideal.

The truth is, and our re- itation for honesty has suffered England's
seriously in the minds of our continental neighbours because position.
so many of us apparently did not see it, that we adopted that
policy because, under the particular circumstances at that time,

it was the policy which was likely to suit our own interests best.

We failed to realize then, and to a considerable extent since,

that because that policy suited our conditions, it did not
necessarily suit those of other nations, nor indeed would it
necessarily suit ourselves best if conditions should change.

But the rise of the German school of national economists

very quickly brought out the difference between their position

and ours, which was indeed the difference between our posi-

tion and that of most of the other nations of the world. We

know now, however, that fiscal policy is not a matter of inter-’
national theory or general principle, but a matter of national
policy or expediency. The question of Free Trade or Pro- Palicy not
tection, therefore, is no longer a question of principle but of priociple
policy. Of the principle there can really be no question.
World-wide free trade, which by the force of competition
would compel every nation to devote itself to the production

of those commodities in which it had the greatest advantage,

TODD P
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would certainly be the world ideal ; but what each nation has
to consider is not the principles that would best suit an ideal
world, but the actual measures which are likely to prove of
greatest advantage to its own peculiar national interests. Most
countries, except ourselves, have therefore thought fit to adopt
a certain degree of Protection, that is to say, they have thought
it advisable to interfere more or less with the natural flow of
industry, and have tried to attract or divert it into what were
thought to be the most desirable channels.

It would, however, be going to the other extreme to imagine
that the theory of international trade has been entirely dis-
regarded, or that the distribution of the world’s productive
capacity has been on the whole arranged in despite of it. On
the contrary, the great bulk of the world’s industry is, as a
matter of fact, carried on in the countries best suited for it.
Lancashire dees not grow cotton, nor Egypt spin her own
crop to any great extent. What has happened has rather been
that many nations have endeavoured to modify the conditions
existing in their own country at particular stages of its develop-
ment, 50 as to overcome temporary obstacles to the development
of certain industries, which they regarded as necessary or
desirable for the full development of the facilities which they
believed their country to possess. It is true that these re-
strictions, begun as temporary measures, have in most cases
been very difficult, and in many cases impossible, to get rid of ;
but this does not alter the fact that on the whole the world’s -
trade is following the line of least resistance, that is to say, the
line of the international theory of comparative cost, and that
the cases in which one nation is persistently carrying on an
industry at a loss are comparatively few.

QOne more caution as to a popular misconception regarding
international trade relations may be of advantage. People
sometimes talk as if international trade meant trade between
nations, and, especially in discussions about fiscal questions,
phrases are used about the fiscal policy of particular nations,
e.g. * What Germany has done for her foreign trade’, as if the
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trade between nations were conducted or mainly controlled by

their governments. This is of course quite untrue. Inter- The world's
national trade is conducted almost entirely by the individual traders.
traders of the different nations, and their prime {(one might
almost say exclusive) motive is to make money for themselyes,

The government may lay down certain conditions as to trade,

it may impose duties or confer bounties upon certain com-
moditics when imported or exported, or provide certain facili-

ties for, or place certain obstacles in the way of certain trades;

but only in very few cases does it actuaily take a hand in these
trades itself. The world’s traders are private individuals, firms

or corporations working for their own profit.

The reasons which have led various countries to adopt
protection for particalar industries or for certain classes of
industries may be made clearer by a few illustrations. For
example, in France great ir~ortance is attached to the main: Protection
tenance of the class of peasant proprietors. The system of ™ *r2"
equal division of land among the family had led to an increas-
ing subdivision of land into very small holdings, followed
necessarily by a system of highly intensive cultivation. But
with the development of the great agricultural areas of the
New World, with their virgin soil and high yield in proportion
to the labour and capital applied, the agriculture of France:
was threatened with competition which was likely to prove
fatal to the interests of the small holders. It was therefore
thought necessary to protect these peasant proprietors by
setting up a wall of protection round their products. The
result is that their existence has been continued, and France
has been saved the difficulty of finding some other employment
for the great mass of her population which would have been
thrown out of employment by the ruin of agriculture; for
France, unlike England, has no great industries to which these
people could be diverted.

In Germany we find a different illustraticn of the same idea. InGermany.
The discovery of chemical dyes had killed the old madder-root
industry, which occupied large areas of land not suitable for any

P2z
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other crops. The government, facing the situation, set them-
selves to discover some means of utilizing these lands for
ancther crop ; and ultimately beet-root was recommended for
this purpose, beet being useful for the manufacture of sugar.
But, to enable this new industry to compete with the old-
established cane-sugar industry of the West Indies, it was
neccessary to give it some assistance. The actual method by
which the system of sugar bounties developed was partly acci-
dental ; but the result was to develop an enormous industry in
beet-sugar in Germany, which, in the first place at least, saved
the country from a very serious difficulty.

America, again, provides an illustration of another argument
for protection. The economic position of the United States is
unique. Owing to their enormous extent, they include within
their dominions practically every variety of soil and climate,
and every kind of product, raw materia]s, &c. They were
thercfore pre-eminently fitted to become a nation almost entirely

" independent of forcign trade, self-sufficing and self-contained.

Great
Lritain.

But in the early days their industries required assistance to
enable them to compete with the old-established industries of
England. It was therefore argued that America ought to
protect her infant industries, as they are called, from the com-
petition of these older rivals, and the system of protection was
commenced, which has since grown to such enormous pro-
portions,

Great Britain, on the other hand, may be taken as an illus-
tration of the contrary case, where the circumstances of the
country pointed clearly to the advantages of free trade, Her
rapidly developing industries and her enormous industrial
population required, above everything, cheap raw materials
and cheap food ; while, on the other hand, she required a free
market for her surplus manufactures. Protection in such cir-
cumstances would have been folly.  Free trade was the means
of building up the industrial supremacy of Great Britain.

It is next to be noted that the mere fact of the existence
of import duties does not necessarily mean protection, because

[
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such duties may not be protective at all, but merely for
revenue purposes, To make this clear, the distinction be-
tween revenue and protective duties must be kept in view.
Daties charged upen goods may be of two kinds--(1) Customs Customs #,
. . . . Revenue
duties charged on the import of goods into this country, and datiea,
(z) Excise duties levied upon goods made in the country.
‘When the same rate of duty is charged upon goods imported
into the country and also upon similar goods made or grown in
the country, it is merely a revenue duty. But if customs dues
are levied on goods imported, while no excise duty is charged
on similar goods produced in the country, the result is clearly
to protect the home industry. A protective duty may thus be
described as a customs duty not balanced by a corresponding
excise dufy. The import duties in England before the war
were therefore not protective, because all the goods upon
which the customs.dutie. vere charged were not grown or
manufactured in the country at all. Import duties were only
charged upon ‘exotics'—that is to say, upon gocds which
cannot be produced in the country, such as tea, tobacco, &c.
The only other heavy impor* duty in England, that on spirits
and wines, was balanced by an excise duty on all spirits made
in the country, so that it had no protective effect.
The main arguments in favour of Protection may now be Arguments

for and

briefly stated, noting at the same time certain objections to against
FProtection,
them.
{r) Tt is argued, as in the case of America already quoted,
that where a new country is trying to develop industries for
which it possesses natural facilities-—for example raw materials—
they require the assistance of a little protection against foreign
competition to enable them to survive the first difficulties which [afant
. . jndustries,
must be faced in a new country, such as the dearth of capital,
the high wages of labour, and the general inefficiency of pro-
duction as compared with the well-established industries of an
old country, with all the benefits of long experience. There is
some force in this argument, but the objection to the adoption
of such a policy is that these industries never seem to get past
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the stage of infancy. As they grow up, fostered by the artificial
stimulus of protection, they become so accustomed to its assis-
tance that they can never reconcile themselves to doing without
it. It isan unfortunate fact with regard to protection generaily,
that it always seems to lead to the growth of vested interests,
which become so powerful that they are able to defend them-
selves against the attacks of those who think that it is time the
protection was abolished. This has certainly been the experi-
ence of the United States, where the protected industries have
become so strong that they control the legislature, and, instead
of doing away with protection, they get the tariffs raised higher
and higher, The result is that the consumer must pay high
prices for many commodities, out of which the producers are
making large profits.

(2) It is often argued that a country should protect certain
industries which are essential to the continued prosperity of the
country, and which are likely to be attacked by foreign compe-
tition, such as the agricultural industry of France, upon which
the peasant proprietors depend. But the result is expensive to
the consumers, for it means that they must pay high prices for
home-grown produce which they could buy more cheaply from
abroad. It may be worth it, but the fact cannot be concealed
that it involves a sacrifice on the part of the consumers at large
for the benefit of a certain class of producers, and in every case*
its justification depends on the relative importance of the par-
ticular class of producers as compared with the general public,
who are the consumers. '

{3) Similar to this is what is known as List's argument, that
the wealth of a country must be measured not merely by the
money value of its production and trade, but by the variety of
the commodities which it produces. It is argued that a country
whose productive eapacity has become centred in one or two
great industrics, such as the export of raw materials, is exposed
to great dangers in the event of these industries being injured
by outside competition, or by the failure of the supply of raw
materials upon which they depend. It must be remembered,
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however, that if many people are going into one trade, it can
only be because that trade pays better than others, and it would
require very special circumstances to justify any government
in trying to keep pecple out of a profitable trade, such as
cotton-growing in Egypt. What the government can do, how-
ever, is to assist the development of other trades, and the
transfer of labour and capital to these others, whenever the signs
of decay manifest themselves in the staple industry.

(4) Again, it may be argued that there are certain industries wy,
50 essential to the existence of a country in time of war, that "eessitie
it is necessary to protect them in times of peace. The effect
of foreign competition on British agriculture, for example, has
been so serious, that now it would be practically impossible to
maintain the population of the country on its own production
of food-stuffs. Thus the country is dependent on foreign
supplies of wheat, &c., »n1 if these could be cut off by an
enemy in time of war, the country might be reduced to sub-
jection by practical starvation. But the cheapest and in the
long run the only effective remedy is, to make sure of the safety
of the overseas supplies, by maintaining a sufficient navy to
protect the merchant service. Not only the food supplies, but
also the raw materials upon which most of the industries of the
country depend, come into the country from abroad.

(5) A similar argument applies to those industries directly Armaments,
connected with the supply of war materials, such as dockyards
and arsenals.

{6) The ‘ pauper labour’ argument is that under protection Pauper
wages are generally higher than in unprotected countries, and )
that to allow free imports of goods from countries where they
are made by lower paid labour would mean the reduction of the
wages paid under protection, and, consequently, of the standard
of living and efficiency of the workers. This argument, however,
is partly discounted by the fact that in protected countries the
prices of the commodities on which the workman spends his
wages are proportionately almost as high as his wages, so that
the real purchasing power of his wages is not much higher.
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{7) There is much to be said in favour of retaliation against
dumping. Strictly speaking, dumping means that a country
wishing to develop its industries on a large scale, in order to
secure the economies of large production, but not having
a sufficient market within its own area to take off the produce,
finds it necessary to force sales abroad in order to get rid of the
surplus. If the industry is protected at home, it can charge
high prices there, sufficient to allow of a profit on the whole
output, and then dump the rest abroad at, or even below, cost
price.  Such competition is naturally very hard on the in-
dustries of the country where the dumping takes place, but the
fact must be faced that the consumers as a whole profit by the
cheap price, while other industries may gain very substantially by
employing thedumped goodsas raw materials for other industries,
Again, the practical difficulty of meeting dumping by counter-
vailing duties is increased by the fact that it is gerterally only
lntermittent,

{8) The general arpument that the home producer is in some
way entitled to a preference over the foreigner is, from the
economic point of view, entirely unsound, If one industry is
s0 incfficient, that it requires to be permanently maintained at
the expense of others—that is to say, at the expense of the
consumers in general—then it is economically wrong to continue
it at all. If it cannot subsist without such artificial aid, let
it go to the wall; only very special circumstances can justify
an industry being maintained by what practically amounts to
charity.

An impertant objection to protection is founded on the law

i of the balance of trade. If a country ceases to import goods,

it must at the same time cease exporting some other kind of
goods, which were being sent abroad in payment of the imports,
Suppose that protective measures are adopted to exclude certain
foreign imports which are competing in an undesirable way
with home trade in one department, the primary result, if the
protection is effective at all, will be to reduce the impotts of
that commodity; but the inevitable result of that will be to
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cause a falling off somewhere else in the goods exported by
some other industry. In other words, the gain of one industry
is the loss of another, and no one can foretell where this result
will make itself seen; it may be in the most unexpected
quarter. The result is that when a country once embarks on
a career of protection, it generally finds it necessary to carry it
much further than it intended. The protection of one industry
does injury to another, which also demands protection, and so
on in an apparently endless succession,

But the most serious objection to protection is that it is
deceptive in its effects. It is generally argued that protection
costs the protected country nothing, because the duties must
be paid by the foreigner when sending his goods into the
country. This is a question of great difficulty, and, indced it Wio pays?
is hardly ever possible to prove conclusively by experience the
real incidence of such a t - But in any event the protectionists
find themselves in a difficulty, because their primary object
is to protect the home producer, and that can only be secured
if the result of the protection is to keep cut the foreign goods
and allow the home producer to raise his price. Now, if the
foreign competitor is kept vut in this way, it shows that he
declines to pay the duty. If, on the other hand, he continues
to send his goods into the country in spite of the tariff, it
means either (1) that he has paid the duty out of his own Thedilemma
pocket, in which case the price of the commodity in the pro- Goproteer
tected country will be as before, and the home industry will
derive no benefit from the protection; or else (2) that the
foreigner refuses to pay the duty, but adds it to the price
instead, which means that the consumers pay the duty. Thus
the protectionists find themselves in this dilemma: If the
home producer is to benefit, it can only be by the consumers
paying a higher price, which includes the duty, that is to say
by their paying the duty. If the foreigner is to pay the duty,
then the home producer derives no benefit from the protection.
In other words, the home producer can only benefit at the
expense of the home consumer. It may fairly be answered
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that, although the home producers do not benefit directly where
the foreigner pays the duty, the country benefits by the revenue
received, But this only emphasizes the distinction between
revenue and protective duties. It does not seem possible to
serve both purposes by one tax.

In conclusion, it is to be noted that if protection is really
thought necessary for some industry, it is better done in most
cases by the method of bounties, that is to say by the govern-
ment paying a direct bonus or bounty to the producer, to assist
hira in establishing or maintaining his trade. Such a bounty
is more effectual and certain in its results, and it can be more
accurately adjusted to meet the requirements of the trade in
question. Again, instead of having a harmful effect on imports,
and thence on exports, it benefits both by encouraging exports
and therefore imports as well. Lastly, bounties are perfectly
open and straightforward; they bear their true character on
the face of them—a sacrifice deliberately incurred for a special
object. But that is the very reason why they are not likely to
be widely adopted, because when the consumers see that they
are being asked to make a sacrifice for the benefit of somecne
else, they generally decline to do it. It is the idea that pro-
tective duties can somchow be taken out of the pocket of the
foreigner that makes many people so anxious to try them. When
the public realize, as they very easily do in the case of bounties,
that the benefit to someone else is to come out of their own
pockets, they refuse to sanction it.

Gipe, chap. vii, §§ 3 and 4, and chap. viit.
Smarr, The Return to Profection.
BastABLE, Theory of International Trade,
v The Commerce of Nations,
Fucus, The Trade Policy of Greal Britain.



CHAPTER XVI

THE POST-WAR PERIOD

Progress of prices,—Post-Armistice slump.—Post-war boom.—Defla-
tion.—Cunliffe Committee.—Currency Notes.—Bank Notes.—The
Gold Standard.—Cost of production of gold.—Silver.—Foreign Ex-
changes.—Purchasing power parity theory.—Balance of trade and
indebtedness.—Reparations and inter-allied debts.—Future note issue
and credit control.

IN previous chapters it has been shown that most of the
economic problems which arose during the War were very
intimately connected, either as cause or effect, with the rise of
prices, which was, on th :-hole, the most obvious and striking
manifestation to the ordinary man of the terrible times through
which the country was passing. In dealing with the post-war
period, therefore, it will be convenient to follow a similar
course, and to take the movement of prices as the thread upon
which to string a discussion of the problems which arose in
the post-war period. As a matter of fact the rise of prices
itself was the most conspicuous and surprising event of that
period. Every one expected that as soon as the War was over
things would quickly begin to get back to normal, and the first
sign of that would be a fall of prices. As a matter of fact such
a fall had actually begun in August 1918, though it is probable
that this was only seasonal, and that, had the War continued
throughout the winter, it would have been followed by a further
rise. After the Armistice, however, the fall continued till
March rg19 {taking the Economis{ Wholesale Index Numbers) ;
but from April there began a new rise which lasted for twelve
months and carried the general level of prices up to a point
far above even the War record. Thus in August 1918 the
Index Number stood at 244 per cent. of July 1914 In
March 1919it had fallento 222 per cent., but in March 19201t

Post war
prices,



Currency
notes.

220 THE MECHANISM OF EXCHANGE

rose to 325 per cent. Then began a fall which only amounted
to five points in the next two months, but, rapidly accelerating
in June, carried the figure down to 166 per cent. in February
1922, or little over 5o per cent. of the highest figure, and
brought prices back again to almest the same level as in June
and July 1g916.

The effects of this terrific upheaval were, of course, very
serious, and discussion as to its causes became keener and
more bitter as the rise progressed. Indeed it was actually
during this post-war period that many of the theories of infla-
tion which have already been discussed in Chapter XIII were
elaborated. On the other hand the experience of the post-war
period threw a good deal of light on the causes of inflation
during the War, because after the War the conditions were of
course completely changed in many respects, and it became
possible to draw more definite conclusions as to what had
been the causes of inflation during the War.

Following the same line of argument as in Chapter X111, we
may take first the theory that the issue of currency notes was
the cause of inflation. The history of the movement of prices
and the issue of currency notes after the Armistice 15 given in
Tables VIand VII and Diagram A, and goes far to confirm the
suggestion already put forward that the issue of currency
notes was the effect rather than the cause of the rise of prices,
because the movement of the currency note issue followed
rather than preceded the movement of the rise of prices.
Thus in the winter of 1918-1g the 1ssue continued to increase all
through the post-Armistice slump, but began to fall soon after
the new rise of prices began. This fall was continued {except
for the usual peak at the end of the year) till April 1920, when
a new rise began just about the very time that wholesale prices
began to fall again. The actual highest record was £368,231,000
on December 22, 1920, or nine months after the highest point
of wholesale prices and two months after retail prices had
passed the highest point.

Passing on to the theory that the inflation was due to
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government methods of finance, and particularly to Ways and
Means Advances, it became possible after the War to get the
actual facts on this point, and these are given in Table X and
Diagram A. TFrom this it will be seen (x) that the deposits
of the ¢ Big Five® banks, as shown by the half-yearly balance-
sheets, continued to rise till December 1g20. This, however, credit
is perhaps misleading, because from January 1921 the banks taflation.
began to publish monthly returns, and by compiling these
returns for the ‘ Big Five ' banks it becomes possible (subject
to certain statistical reservations) to get a much better view of
the fluctuations of the position of the banks throughout the
year. This shows, among other things, that the half-yeatly
figures were generally higher than at the intermediate dates,
due no doubt to a certain amount of window dressing. Possibly,
however, if these monthly figures bad been available during
1920 they would have ' . wn the peak at an earlier date, but
the highest point in the records as they are was actually in
January 1922, (2) The Ways and Means Advances (excluding
those from other departments) dwindled almost to nothing in
the autumn of 1919, and never rose again to any figure worth
considering. (3) The Bank of England’s proportion’ con-
tinued to fall till December 1920, when it was a little below
eight per cent. !

Comparing these dateswith the course of prices during the Post-
war boom, two important facts emerge : (a) that the ‘inflation’
of the bank deposits and the reduction of the Bank of England’s
proportion continued for a long time affer the break in prices;
(£) that the high figures of Ways and Means Advances were
passing into history before the final rise of prices had well
begun. Neither of these, therefore, seems to show any evidence
of having been the cawse of the post-war rise of prices.

But, before coming to any conclusion as to the causes of the
post-war inflation, it is necessary to consider what happened
during the subsequent period of deflation. The history of how penation.
this was brought about will no doubt produce much contro-
versy in years to come, but certain facts should be set down
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now while memory is still fresh. By the close of 1919 every
one was crying out against the rise of prices, and the popular
slogan was that * prices must come down’. In the course of
less than twelve months every one had forgotten the danger of
falling prices, which had been very clearly demonstrated
during the few months of the post-Armistice slump and the
extraordinary period of stagnation in many of our industries
which it produced. At that time every one was either fearing
or hoping for falling prices, with the result that nobody would
place orders, and the consequent depression of trade was just
about the worst thing that could have happened. What the
world most needed at that time was to go ahead at full speed
in the production of all the ordinary commodities which had
been elbowed aside by military necessities during the War,
There were, of course, plenty of difficulties in the way of such
a resumption of pre-war production, but the slump in prices
discouraged all attempts to overcome these difficulties, and the
American cotton crop may be taken as the best illustration of
the result. In 1grg the acreage was reduced in consequence
of the fall of prices, and the crop, as it happened, was practi-
cally a failure owing to bad weather, with the result that, when
the boom came during 1919 and the world rushed to make up
the arrears of consumption, the supply of the raw matenal was
not available,

What made the outcry against rising prices so strong was
partly the conviction that it was due to preventable causes.
Inflation had now become a catchword, and the air was full of
theories as to its cause and cure. These seemed to centre
mainly round the Floating Debt, particularly Treasury Bills
and the Ways and Means Advances, and the popular cry was
that the cure lay somehow between the government and the
banks.

The origin of many of these theories may perhaps be traced
to the first report of the Cunliffe Committee on Currency and
Foreign Exchanges after the War, published in August 1918,
which was the first official expression of the theory of inflation
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by pyramiding of the bank deposits. When the inflation
reached its height in the boom of 1919 the policy of * Dear
Money ’ as the only lever to produce deflation found voice in
many quarters, and the first attempt to give effect to it was the Dear money,
raising of the Bank Rate from five to six per cent. on policy.
November 12, 191g. This, however, did not seem to have

the desired effect, and in February 1920 the demand for a
further increase in the Bank Rate became insistent. In the
meantime the government finances had been taken in hand,

and the great Victory Loan of June 1919 was the beginning

of the reduction of the Floating Debt, particularly the Ways

and Means Advances from the Bank of England, which fell to
quite negligible igures immediately aflerwards, though Treasury

Bills soon mounted up again and continued to do so il
June rgz21 (see Diagram A),

Looking back now ove- *he events of the deflation period, it
almost seemsas if thedeflatiunists bad been waiting till the Victory
Loan was out of the way, but that the time was not considered
ripe for taking definite steps until the United States also had
put their financial house in order. This they did by issuing a
large Consolidating Loan in February 1920, and that secms to
have been the signal for the announcement of a similar deflation
policy in America. Nothing was actually done in England,
however, until April. On April 14, 1920, the Z¥mes published
excerpts from a memorandum by Mr. Basil P. Blackett, of the
Treasury, in which he set forth the theory of deflation and Dear
Money, and this is so important that the following paragraph
may be quoted :

*To effect deflation now that the War is over, the government
must find means for persuading the public to hand over some
of its present greatly enlarged purchasing power (as expressed
in terms of money) to be used by the government in repaying
the floating debt (and especially Ways and Means Advances),
the great part of which represents the credits created by the
government during the war and still unrepaid. By securing
control of the purchasing power of the public and using the
money to wipz out past creations of credit, the government
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(1) reduces the spending power of the public and so tends to
check consumption and reduce prices {and also to increase
exports) ; {2) reduces the amount of accommedation the banks
can give to customers, and also the amount of accommodation
the customers want; (3) as the result of reduced money
spending by the people and reduced lending by the banks, less
currency is nceded, and the government is enabled to reduce
the outstanding amount of currency nolcs.'

It seems a little more than a coincidence that it was on that
very day that the government took action. The excuse given
was that an issue of Treasury Bills had not been adequately
taken up and it hecame necessary to raise the Treasury Bill
Rate to 6} per cent. This inevitably meant that the Bank
Rate must also be raised, as it was to 6 per cent. on the
following day, and this proved to be the turning-point of
the whole position. It is remarkable that the policy which had
apparently proved ineffective in November should have been
completely successful in April, and one interesting theory is
that in the meantime the government had adopted the principle
of restricting the issue of currency notes as described on
page 227. It is doubtful, however, whether that could have
much eflect, because 1f the banks had at any time been in need
of currency in excess of the limit they could have forced the
hands of the government by atlowing Treasury Bills to run off,
thus adding to their cash at the Bank of England, and then
drawing on the Bank for currency notes or bank notes, which
the latter could not refuse.

It is now gencrally admitted that no one in authority,
either in financial circles or at the Treasury, anticipated the
full extent of the effect of this Dear Money policy. The first
results were merely the normal reaction of the Anancial world
to the raising of the Bank Rale. The banks throughout the
country at once began to ‘strengthen their position’ in the
usual way, by making borrowing more difficult and endeavouring
to call in their foans ; but the effect of this procedure was far
beyond expectation. This was probably due to the extra-
ordinarily high level to which the boom had been carried, but
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that was merely the natural result of the abnormal conditions
of the time. It must be remembered that for five years the
world had been doing without all sorts of ordinary supplies,
including food and clothing, while a tremendous amount of
reconstruction work was crying out to be done, especially in
the devastated regions, as well as the arrears of normal strue-
tural work, particularly housing. Yhen the War was over and
the blockade withdrawn it was natural that all the world
should rush to make up the deficiency of their supplies of
every kind of commodity ; and every country that could pro-
duce the required goods was inundated with orders far beyond
their capacity to supply. The result was the inevitable rise of
prices, which meant that everybody was making money, and
credit was easy, as it always is under such circumstances. At
the same time, however, cautious people in the world of finance
were becoming uneasy, in . w of the movement of the foreign
exchanges, especially against the belligerent countries, who
were now at last able to buy goods from abroad, but were not
yet able to pay for these goods with their own production ;
and this was to some extent restraining the eagerness of the
manufacturers to sell.

When, therefore, the banks began to issue orders to their
customers to reduce their overdrafts, which were enormous,
the only way the latter could do so was to stop buying any more
goods, and even refuse to take deliveries under existing con-
tracts, in the hope that sales to the public would bring in the
necessary cash, DBut it was here that the vision of the defla-
tionists had failed to foresee one natural effect. Everybody
was talking about prices coming down, and the consumers
seemed suddenly to jump to the conclusion that if prices were
coming down at last they had better suspend purchases and
wait till they did. The result was to produce a sudden stale-
mate—nobody would buy anything.  Retail shops found their
trade suddenly at a standstill, and could neither reduce their
stocks nor pay for the goods recently ordered, which were still
coming in. The effect was to produce the most drastic

TOLD Q

The effcct.



Recavery.

Causes of
post war
flation.

226 THE MECHANISM OF EXCHANGE

strangulation of demand that bas ever been seen. The con-
sumers would not buy, the retailers could not pay their
accounts, the wholesale houses could sell nothing, and of
course could not pay the manufacturers. The effect was to
produce in a few weeks the most extraordinary position of
frozen credit, which was the very opposite of what the banks
wanted. No one could pay anybody anything, and the state
of affairs all round rapidly became not only alarming but
actually desperate.

The period of stagnation and slow but painful recovery
which followed will not be forgotten by those who lived through
it. It is enough to say here that it probably convinced most
people that falling prices are after all the worse of the two
evils. It is now generally admitted that the process of defla-
tion. inevitably painful, was pushed much too fast and too far,
and perhaps also that its application was too long delayed.
In the meantime, however, our concern with the question is
how far it throws light on the causes of inflation, and the
writer's conclusions may be stated, again tentatively, as follows :
The causes of the post-war inflation were entirely different
from those which caused the rise of prices during the War,
They were, briefly, that the world had not yet had time to get
back to anything like pre-war production of ordinary com-
modities when the flood of accumulated arrears of demand was
let loose upon it.  The result was a period of virtually famine
scarcity which could only lead to a rise of prices. Increase of
credit facilities under such conditions was practically inevitable ;
the banks could not be expected to display such superhuman
wisdom and courage as to refuse credit to customers who were
making money hand over fist. It i1s very interesting, how-
ever, to note that during this period the cash percentage of the
*Big Five' fell for the first time from the very high level it
had maintained throughout the War to something like normal
pre-war figures, but never lower. It cannot, therefore, be main-
tained that the inflation was due to excessive credit facilities
granted by the banks.
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To return to the history of post-war financial reconstruction,
reference has already been made to the Cunliffe Committee’s recon.
first report of August 1918,! in which they discussed the future ™™
of the currency note issue and recommended that, with a view
to their gradual reduction during the reconstruction period,
the actual maximum of the fiduciary circulation in any year
should become the legal maximum for the following year. In
their final report, published in December 1919, they reaffirmed
this proposal, and the government immediately announced
their intention to adopt it. There were one or two periods of
difficulty during 1920, in ene of which the government resorted
to the rather doubtful expedient of omitting from the total
some seven millions of notes of the early issues which had
been ¢ called in but not yet cancelled ', for the obvious reason
that they were still in the hands of the public, but apart from
this the fiduciary issue, i.c. he amount uncovered by gold or
bank notes, was kept below the maximum by the addition of
further bank notes to the currency note reserve, In April 1921 S:;;_“W
a sum of three million pounds in silver coin was added to the
currency note reserve, and th's was gradually increased until it
reached seven millions. During 1921 and 192z the issue
was substantially reduced, and since 1g9z3 it has maintained
a fairly level figure about £290,000,000. More than once
since then expectations have been aroused that the govern-
ment would deal with the whele question of the currency
note issue, probably incorporating it in some way with the
existing Bank of England note issue, but up till the Budget of
1926 nothing had been done in this direction. The reason
probably was that any such step must be preceded by a
decision on the question of the return to the gold standard.®

A word must be said as to the history of the Bank of
England note issue, especially during the post-war period.
From Table X1 it will be seen that the issue only increased

L First Interim Report of the Committee on Currency and Foreign
Exchanges after the War, rg18, Cd. g8z,

* See Report of the Committee on the Currency and Bank of England
note issues 5 February 1926, Cmd, 2303.
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very slowly during the early years of the War, but from 1917
the circulation began to increase more rapidly till, by the end
of 1918, it was more than double the pre-war figures, After
the War the rise became still more marked, especially in 1920,
when the governiment practically compelled the other banks to
hand over to the Bank of England the bulk of the gold which
they had been holding before and during the War, which was
said to amount to about forty million pounds. From Augustrgig
the government began to add Bank of England notes to the coin
and bullion held against the currency note issue, so that in any
calculation of the total note currency of the country this
amount must be deducted to prevent duplication. In 1925
this amount was increased by returning to the Bank the whole
of the gold held in the currency note reserve (but not the
silver), replacing it entirely by notes.

TotraL Bank oF ENGLAND aND CURRENCY NOTE IsSUES,
as at dugus! 5, 1925.

Bank of England Notes :
Total Issue £ 182,404,875
Less held in Banking De-
partment 36,085,250

Circulation £146,319,635

Gold held against total issue £162,634,875

Less Notes in Banking Department 36,085,250
Net Gold Cover 126,569,635

Currency Notes

Total Issue £305,484,000
Less Bank Notes 56,250,000
£349,334,000
Silver held against Currency Notes £ 7,000,000
Total Circulation and Cover £395,553,625 £133,569,625

The Total Cover is therefore 33-8 per cent, of the Total Circulation,
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The chief result of the increased issue of Bank of England
notes has been the rise of the percentage of gold held against
the notes. The  authorized issue’ of notes agalnst securities
being still fixed under the 1844 Act (though raised to 19%
million pounds, as already explained on page r27), every
additicnal note issued means so much more gold, so that
with a total issue which amounted on 5 August 1pzg to
£182,404,875 the gold cover was no less than 8¢ per cent.
This, of course, would be preposterous were it not for the
parallel issue of currency notes which is now secured only by
bank notes and a little silver. The real position of the two
issues should therefore be combined as shown in the table above.

From this table it appears that the percentage of bullion held
against the total net circulation is just about the same as in
pre-war days, when the circulation was about thirty million
pounds and the gold cov  [excluding that of the notes in the
Banking Department) about ten millions or 33 per cent. net
cover for the actual circulation.

Every cne, from the Cunliffe Committee downwards, was Thegci
agreed that the resumption of an effective gold standard was 2
the one thing to aim for at the earliest possible moment
after the War. But, before discussing the steps which were
taken with that end in view, it must first be made quite clear
exactly what happened to the gold standard during the War.,
As a matter of fact, there was never throughout the whole
period of the War any suspension of gold payments.  Bank of
England notes continued to be payable in gold as before, and
the currency notes were also specifically convertible into gold
throughout the whole period of their existence, As no one
seemed to be aware of the fact, and most people refused to
believe it, it may be well to quote here the actual words of the
Currency and Bank Notes Act, August 6, 1914, Section I (3):
“The holder of a currency note shall be entitled to obtain ¢n
demand, during office hours at the Bank of England, payment
for the note at its face value in go/d coin which is for the time
being legal tender in the United Kingdom.’
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The method by which the government secured in effect a
complete embargo on the use of gold was very ingenious. The
only real use of gold is to export it, and what they did was
simply to refuse to include shipments of gold under the
government’s emergency scheme for war insurance of cargoes,
As the risk of loss was substantial, this practically involved the
prohibition of export and was completely effective.  For the
rest the prohibition of the melting down of gold coinage was
sufficient in most cases to prevent any attempt to realize the
enhanced bullion value of the sovereign, and gold virtually
disappeared from circulation.

In the meantime the position with regard to the world’s
gold supply during the War had provided the most vivid illus-
tration in history of the effect of a rise of prices upon the cost
of production, and therefore upon the output of gold.  As will
be seen from the revised statistics in Table I, even before
the War the world’s production of gold had been distinctly
checked, but as the War went on and prices tose, the effect
upon the gold production became more serious. This reduc-
tion was due mainly to the high cost of production both in
labour and materials of all kinds, and the shortage of labour
and explosives resulting from the War. In 1918 some of the
mines had already closed down ; in practically all cases the
output had been reduced, and it was stated that if conditions
did not improve other mines would have to be closed, while
the output from low-grade ores would be still further reduced.
In September 1918 the question was remitted to a special
committee, whose Report® definitely negatived the suggestion
of a subsidy to assist the producers to maintain their pro-
duction.

With the coming of the Armistice the question of course
dropped out of sight, but early in 1g91¢ an cntirely new situa-
tion developed.  As the result of the reopening of the world’s
trade the foreign exchanges began to show the effect of the

! Repnrt of the Committee ou the Gold Production of the British
Empire, November 29, 1918,
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huge demand for goods, especially by the countries which had
been blockaded during the War.  Qur own rates of exchange
had been protected or ‘pegged’, as it was called, by the
system under which the American Dollar Securities Committee
used these securities in foreign countries to purchase exchange
at a fixed price. This was essential as a war measure, because
the government themselves were the greatest purchasers abroad
and would have suffered most by the rise of the exchange.
But when the War was over the government could not be
expected to maintain that system for the benefit of private
traders, and in March 1919 the exchanges were ‘unpegged’.
But the immediate effect would have been an outflow of gold,
and to prevent this it became necessary to control the export of
gold. This was done by an Order in Council in April 1919, which
forbade the export of gold except under licence from the
Treasury. Thus it was »* actually till after the War was over
that there was technically uny suspension of the gold standard.

The system of export licences merely gave the Treasury and
the Bank of England control over gold mevements which
would have been inevitable in any case. The gold-producing
countries naturally wanted to send their gold where it would
commangd the best price. If they sent it to England it was
only worth £3 175, 1034, per oz, If they sent it to New York
its value was the actual rate of exchange, and as the New York
rate soon began to soar above par (the actual quoted rate being
in dollars, was, of course, falling) the South African producers
would simply have been compelled to find some means of
shipping the gold direct to New York. Accepting the inevi-
table, therefore, the Treasury, practically as a matter of course,
granted licences for re-export from England, so that the gold
followed the normal course of trade and merely passed through
London, The result was, of course, that gold flowed freely to
the United States and to such an extent that it very soon began
to cause considerable embarrassment to the authorities there.
In April 1gzz it was estimated® that the gold heid in the

! Commerce and Finance, New York, 26 April rgza.

American
exchanges,

Gold export
licences,



Silver

during the
war.

232 THE MECHANISM OF EXCHANGE

United States Central Banks amounted to 3,657 million dollars,
or nearly 45 per cent. of the total holdings of the world’s banks,
so far as known.

From the summer of 1919 the state of the foreign exchanges
became the main problem in financial circles, but before going
on to deal with that, the history of the price of silver must be
considered. Nothing has been said in previous chapters about
the movements of silver prices during the War because, remark-
able as these movements were, they were completely eclipsed
by what happened after the War. It will be mote convenient
therefore to deal with the whole question here,

The disappearance of gold from eairculation at the very
outset of the War naturally produced an increased demand for
silver currency which it was quite impossible to meet, and for
a time postal orders had to be used. The appearance of the
currency notes socon removed this difficulty, but during the
early years of the War practically every country indulged in
enormous issues of silver (see Table II), partly because of
the increase of actual currency requirements, but also no
doubt in certain countries because of hoarding, gold being
no longer obtainable for that purpose. The rise of prices,
however, and consequent increased cost of production, affected
the world’s supply of silver even more quickly than that of
gold, the deficiency being principally in Mexico, owing to the
politically disturbed state of the country, and from about the
end of 1915 the price of silver began to rise rapidly. By
September 1917 it had reached 535d., which was near enough
to the standard price of 624. to make it necessary for the
governments chicfly concerned to take action in the matter,
The U.S.A., being among the largest producers of silver, were
the first to do so, and 1n September 1917 they prohibited the
export of silver except under licence. They held enormous
stocks of silver dollars coined before 1893 under the Bland
and Sherman Acts, and under the Pittman Act of April 23,
1918, they agreed to sell to the Allied Governments up to
350 millions of these dollars at a price of 101} cents per oz



THE POST-WAR PERIOD 233

of fine silver. This was fully taken advantage of, most of the
silver going to India, and in this way the price of silver was
effectively controlled at about §1 per oz throughout the War,
At the same time France was able to fall back on her stocks
of g-franc pieces coined before 1873, and by these means the
situation was saved during the War,

After the War and the unpegging of the American exchange
in April 191g the American control of the price of silver also
lapsed in the following month, and, as the supply of silver
comes largely from America, its price immediately began to
soar with the American exchange, till in February rgzo it
touched the record price of 893d. per oz. This of course
brought to a head the trouble which had been brewing in
India throughout the War with regard to their currency and
exchange system, which was based on the valuation of the
rupee at r1s. 4d., equival~* to a siiver price of about 434.
per oz. From August 1917 the rate of exchange had heen
gradually raised to 15. 6., at which it remained till May 1919,
when it began to rise again with the removal of contrel and
the rise of silver. In that month the Government of India
appointed another Committec whose Report, dated December
2z, 1919, is an invaluable compendium of information on
the silver position. Their remedy was to raise the rupee to
its old value of 25, but before this could be put into effect
the market value had already gone above that figure, and in
February 1920 it actually went to 25 gid.

At the same time the rise in the price of silver was having
a serious cffect on our own position with regard to silver
coinage, and in March 1gzo the government, panic-stricken
at the cost of maintaining the silver currency, which, even at
its pre-war standard of 37/40ths fine, was now worth far more
than its face value, adopted the extreme measure of cutting
the standard to 50 per cent. By the time the Act was passed,
however (March 31, 1920), the danger was past. The abnormal
price of silver produced its natural remedy. Continental
countries began to sell their silver currency and silver plate
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at its bullion value, with the result, of course, that their silver
currency disappeared, but that was easily replaced by the
floods of paper money which were already beginning to pour
from the printing presses. At the same time the world’s silver
output, especially from Mexico, began to recover as the result
of the high price, while silver-using countries such as China
reduced their consumption, with the result that by June 1920
the price had fallen to 444. and the repurchase clause of the
Pittman Act in America came into force. It appeared, however,
that this clause only applied to ‘ domestic’ silver, so that for a
time there was the curious phenomenon of two silver prices in the
United States. By the end of 1920 the reaction of the deflation
slump in Europe was having its effect on the trade position
in India. Her favourable balance of trade, due to the enormous
prices of her chief exports, cotton, jute, tea, &c., was rapidly
disappearing, with the inevitable effect on her demand for
silver, and the rupee exchange fell again to zs. At that point
the government would willingly have enforced their new price
of the rupee at 2s5., but once more economic conditions were
too much for them, and the market value of silver, which
early in 1921 had fallen to 3174, inevitably carried the rupee
down with it to less than the old value of 1s. 44, This
produced additional trouble in India’s foreign trade, for many
Indian importers now fell back on the government proposal
that the rupee was to be worth 25, and demanded that that
rate should be made effective in payment of their foreign
debts. From 1921 silver fluctuated from about 30 to 364.
carrying the rupee up and down with it. Latterly, still ancther
government Committee was appointed which in August 1926
reported in favour of the adoption of a new ratio of 1s5. 64, and
recommended certain other important alterations in the Indian
currency and banking system.!

By the autumn of 1919 the position with regard to the
foreign exchanges was becoming so serious as to overshadow
every other question. The stetling exchange in New York

' Report of Royal Commission on Indian Currency and Finance, C. 2687.
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fell almost steadily til! in February 1920 it touched $3.18. In
that month the Council of the League of Nations, meeting in
London, decided ‘to convene an International Conference
with a view to studying the financial crisis, and to look for
the means of remedying it and of mitigating the dangerous
consequences arising from it’, and the Conference ultimately
met In Brussels on September z4, 1920. In the meantime
the dollar exchange, after recovering to some extent throughout
the summer, relapsed apain in the autumn, though not quite
to the lowest point of February,

At the Brussels Conference a great deal was heard of
a supposed new theory of the foreign exchanges associated
with the name of Professor Gustav Cassel, and which came to
be popularly known as the  Purchasing Power Parity * theory.
Though new to the man in the street it was, however, in no
sense a new theory, bu' * attracted so much attention and
proved for some time afterwards so important a factor in the
view taken by many financial authorities, that it is necessary
to treat it rather fully, In effect it was not a theory of the
foreign exchanges in the ordinary sense of the word, The
rate of exchange in pre-war days meant the relative value of
the standard gold colnages of any two countries, and it was
based on the relative weight of pure gold contained in the
two coins. This was the Mint par of exchange, and round
that point the actual rate of exchange {luctuated within the
Lmits of the gold points fixed by the cost of sending gold
from one country to the other. During the War and after-
wards, however, the actual currency of most countrics had
become entirely divorced from gold, and the essence of the
P.P.P. theory was simply that when there is no rate of
exchange in this sense, because neither currency possesses
any intrinsic value at all, the only possible substitute for
a rate of exchange is to compare the purchasing power of the
two currencies each in its own country, and the actual rate
of exchange should theoretically approximate to this purchasing
power ‘parity ; or, to put it in another way, the relative value
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of two paper currencies, both possessing no intrinsic value at
all, can only be estimated by comparing their relative purchas-
ing power through some method of index numbers.

Reduced to such a simple form the theory is of course
axiomatic and really meant nothing at all, but it led to a good
deal of misunderstanding in popular acceptance which in the
writer’s view was largely due to the misuse of the word
‘parity’. The man in the street naturally thought that pur-
chasing power ‘parity’ meant something the same as the old
idea of Mint pgar of exchange, namely, a basic point, fixed
according to some definite fact, round which the actual rate
of exchange should vary. But the purchasing power parity

. was not a par at all in that sense ; it was merely a relation or

proportion between two movable facts represented by the
index numbers of each country, both of which were constantly
changing, without any basic point or necessary relation between
the two. The popular misunderstanding of the theory may
perhaps be illustrated by the common idea that in order to
get the sterling exchange back to par ($4.86) what was needed
was to get the general level of prices in this country down to
the same level as in America. That, however, was entirely
wrong, because the relative purchasing power of a sovereign

" in England and $4.86 in New York was never anything like

the same before the War when the exchange was at par, The
correct application of the theory should have been that if
prices in London had returned to esactly the same percentage
above I9rg prices as that shown by corresponding index
numbers in New York, then the conditions would be ripe for
a return to the pre-war par of $4.86.

It was obvious, however, that even in this corrected form
the theory would not hold good if local conditions in either
country, apart from monetary conditions, produced changes in
the price of a sufficient number of articles to affect the general
index number. In America, for example, the higher level
of prices than in England before the War was generally
attributed in large measure to the Tariffl poiicy, and the intro.
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duction of the new Fordrey tariff in 1922 would presumably
have the effect of raising prices again. Further, in considering
the movement of prices in each country it was necessary to
differentiate between those commodities which were mainly
produced and consumed at home, and others which were the Diticuliies.
subject-matter of foreign trade and were therefore more liable
to be affected by world conditions. Again, there was the
question of the reliability of the index numbers as a true
indication of the general level of prices. Thus, Professor
Cassel himself pointed cut that if one particular index number
were taken for American prices, the actual movement of the
exchange corresponded fairly well with the theory, but that if
another series of index numbers was taken the correspondence
was much less obvious. Finally, the theory takes no account
of one very important factor in the balance of indebtedness
between different countr’  which very seriously affects the rate
of exchange, namely, the movement of credit between the two
countries, and the willingness of one to lend to the other,
During the whole of the post-war period this was a most
important factor in the sterling exchange, for the U.S, were
lending large sums to most European countries, not only in
the form of more or less permanent loans, but also in the
more fluid form of money in the money market sense, sent to
London for employment. :

In view of all these disturbing conditions it is not surprising
that an attempt to prove the truth of the P, P, P, theory by
working out the course of prices and of the exchanges, say
between London and New York, did not establish a very close The facts.
relation between the actual and theoretical rates of exchange.
Thus, taking the whole period from March 1919 to March
1926, there were short periods when the theoretical and the
actual exchanges were moving more or less in the same
direction, but from May 1922 to October 1924 there was
a very wide pap between them, the actual rate of exchange
being far below the theoretical.
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The movements of our Balance of Trade during the con-
vulsion of rgrg-z1 reflected the abnormal conditions of the
times. Exports were the first to recover, the rise being very
rapid from January 19r9. Increased imports soon followed,
however, but the apparent excess of imports fell to very
small figures, especially during the early months of deflation,
for imports were the first to be hit in January 1g20, while the
peak of the exports was not reached till July. The fall of
both during the deflation period was catastrophice, but particu-
larly the exports, which in June 1g21 were down almost to the
average of 1918. That, however, was the lowest point, and
since the autumn of 1921 the exports have been remarkably
steady at a level well above pre-war figures. As imports have
shown a more marked recovery the apparent excess of imports
was again rising in 1924 and 1925. (See Table XX.)

All these are of course value figures, and it is very interest-
ing to compare them with the estimates of velume of exports
and imports given in Table XXI. If the value figures are
plotted against the volume, it will be found that the volume
of imports was fairly well maintained during the War, but fell
considerably short of pre-war figures during the post-war boom.
During the deflation period, however, it never fcll so low as
it had been during the War, and by rgz4 it had recovered to
a little above the post-war figures, The volume of exports
showed larger fluctuations, the fall during the War being
a little more marked than that of the imports, and, rather
strangely, the recovery came in 1919 instead of 19zo. Alter
1921 the volume of exports recovered much more rapidly
than either the imports or the export values and substantially
exceeded pre-war figuresin 1923, but the two subsequent years
again showed a considerable drop.

The effect of the post-war conditions on our Invisible
Exports and Imports is exceedingly difficult to estimate, but
since the War the Board of Trade have periodically under-
taken the task of estimating our real Balance of Indebtedness,
with results which are embodied so far as possible in the
following Table:
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BarLance oF Trape. Visible and Invisible

{From the Hoard of Trade Fournal, 27th Jan. 1927—millions of £'s)

1go7 | 1910 (1913|1920 | 1922|1923 | 1924 | 1935 | 1926

Excess of ¢ Visible’
Imports . . 142 | 159 1 158 | 343 | 171 | 195 | 324 | 384 | 477
Nett NationalShip-
piog Income?! .| 85| 90| 94| 340 110 ] 133 1 140 | 124 | 120
Nectt Income from
Overseas Invest-

ments® .| 160 | 187 | 210 | 200 | 175 | 175 | 192 | 239 | 270
Commissions J o285 | a5 25| 40| 30| 30| 60| Go| 6o
Other Services .3 10| 10| 1o} 15 to| 10| 15| 15| 15§
Total *Invisible”

Exports . . 280 | 312 ] 239 | 505 | 325 | 348 | 410 | 438 | 465

Nett Balance due
to UK, . 138 | 153 | «Br | 252 | rsg | 153 | 86| 54| 12

New Overseas Is-

snes . . g ot | z07 {198 | 6o | 135 )| 136 | 135 | B8 | 112

1 Including disbursements ~f foreign ships in British ports,
* Less excess of guvernmen. payments abroad,

They have not attempted to cover the War period, but the
comparison between pre-war and post-war is very interesting.
1920, of course, showed record figures in many respects, but
subsequent years show a decreasing net balance of indebted-
ness to the United Kingdom which reached its lowest point in
1926, Nevertheless, our new loans overseas maintained a
respectable figure throughout the deflation period.!

The problem of the exchanges would have been difficult
enough if it had depended only on the balance of trade in
actual commodities and services between the various countries,
but to this were quickly added two additional factors closely
connected with each other, namely, Reparations and Inter-

1 During the greater part of 1925, there was an unefficial embargo on
foreign borrowings in the London market.
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Allied Debts on the one hand, and the inability of most of
the belligerents to balance their budgets in the early years
after the War, with the consequent necessity of further issues
of paper money. It is impossible within the limits of a text-
Look to give even a summary of the long and complicated
negotiations which proved necessary before a commencement
could be made with the clearing up of the debt position, but
the casc of Germany may be taken as an illustration of some
of the effects of the attempt to enfurce payment of reparations.
The popular outery in every country that *Germany must
pay’, was almost irresistible, but it was equally obvious that
under post-war conditions Germany not only could not begin
to pay reparations for some time after the War, but could not
even pay her way through the period of reconstruction with-
out financial assistance from her late enemies. But human
nature was too strong for the economists, and under the
Treaty of Peace it was provided that Germany must forthwith
begin making payment of reparations, while it also became
clear that no financial assistance could be expected at that
stage either from America or England. The result was
a foregone conclusion. In her crippled condition after the
War, and especially with the loss of Alsace-Lorraine, Germany
could not ¢ven make ends meet on her internal budget, let
alone pay reparations, except by the fatal expedient of further
issues of paper money. It took nearly five years to work out
that experience to its logical conclusion, but in January 1924
the mark stood at 2r billions to the pound sterling, at
which point even nominal quotations ceased to be worth
recording.  ‘T'hus the old classic case of the French assignats,
and even the fate of the Russian and Austrian war currencies,
which had hitherto been the awful examples of currency
depreciation, were completely eclipsed by the case of Germany,
which must surely remain the record for the future, for
depreciation could go no farther.  After many futile attempts,
the Dawes Agreement was at last brought about with American
assistance in the autumin of 1924, and Germany was placed
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in a position to begin the slow and painful process of re-
cuperation.

In the meantime England alone of the Eutopean belligerents
had been able to face that process on her own resources. The
very first post-war Budget made heavy provision for the extinction
of debt, and in the seven post-war years England paid off
nearly 700 million pounds.  As already mentioned, the Victory
Loan of July rgrg was the beginning of the conversion of the
Floating Debt, and by the end of rgzz the Treasury Bills
outstanding had been reduced to about goo millions. The
agreement concluded with the U.S. in February rgz3 will go
down to history more as evidence of England’s determination
to honour her obligations than of the financial wisdom of the
creditors who exacted full payment from England of the loans
made by America to the other Allies on England’s joint responsi-
bility. England, of cours~ fully realized the value of such a
demonstration in the maintenance of her future credit, but the
settlement with America was also an essential preliminary to
the rectification of the sterling exchange and the resumption
of the gold standard, upon which the efforts of the financial
authorities were next centred,

In the early months of rgz3 the American Exchange had
made a marked recovery, having almost touched $4.70, but
the end of the year saw another relapse in spite of the raising of
the Bank Rate to 4 per cent. in July. Opinion still clung to the
view that the only hope of success lay in the nearer approach
of the level of prices in England to that in America, either
by lowering the former or raising the latter, as was. hoped
might be the effect of the great influx of gold to the U.S.
In fact the chief importance of the P.P.P. theory lay in the
extent to which it was used as an argument by the supporters
of the Diear Money policy for bringing down prices in Epgland.
In this form it proved a very ready weapon to those whose
policy throughout the post-war period was that the credit
system in this country must be regulated with a view to the
state of the foreign exchanges rather than to the effects of the
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policy on trade conditions at home. This naturally led to
the development 'of an opposite school who maintained that
the recovery of industry in this country was being sacrificed
to the exigencies of foreign financial policy and that the
restriction of credit was depressing industry by keeping prices
down. In March 1925 the Bank Rate was raised to 5 per cent,
By that time the exchange had recovered to $4.76 and the
authorities apparently came to the conclusion that the time
was ripe for taking the final step and formally returning to the
gold standard.

The methods by which this was effected were as follows : —
In his Budget speech on April 28, 1925, the Chancellor of
the Exchequer announced that the prohibition of the export of
gold would not be renewed after December 31, 1925, towhich
date it had originally been limited. At the same time the
Bank of England was given a general licence to deliver gold
for export against any form of legal tender as from the date of
the Budget spcech. By the Gold Standard Act, 1925 (passed
on May 13), it was provided that the Bank of England should
no longer be bound to pay its notes in legal tender ccin, but
that the notes themselves should still be legal tender as
formerly. At the same time the obligation to pay currency
notes in gold coin was also repealed, while by arother clause
the provision of the Coinage Act, 1870, authorizing any person
to have gold bullion coined at the Mint was confined to the
Bank of England alone. In place of these three provisions
for the convertibility of bank notes, currency notes, and bullion
into gold coin the Act provided that the Bank of England must
sell gold bullion to any person in exchange for legal tender in
bars of 400 0z. fine gold at the price of £3 17s5. 1014. per oz.,
of standard gold, i e. 11/12ths fine, which is approximately
£4 55 od. per oz, fine,

The object of these provisions was presumably to prevent
any attempt by the public to revert to the use of gold cotns in
actual circutation. Though constituting a fundamental revolo-
tion in our whole system of note issue the public accepted
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them without a murmur, and the whole business of the return
to the gold standard passed off without any difficulty, and with-
out any sign of a serious gold drain. As a precaution, however,
arrangements were made for substantial credits in New York
in case there should have been any indication of such a drain,
but these were never required.

Canada was already substantially on the gold standard,
South Africa announced her mtention of taking the same step
on July 1, and Australia and New Zealand made the change
on the same day as England. Holland and the Dutch East
Indies also acted simultancously with us, and even Germany,
Austria, and Hungary had taken steps to link their currencies
with gold or sterling. Thus, with the exception of France and
Italy, the greater part of the comimnercial world was more or
less restored to a gold basis, and the effect will be seen in the
relative stability of all th * exchanges as shown in Table XV.
The London New York rate practically touched par on May 27,
1925, with a quotation of $4.865.

Looking back over the whole history of the War and post-
war period, one cannot but be struck by the extent to which
our views on fundamental economic problems have been
modified by the experience of the War. Just as during the
Napcleonic Wars, as a result of the problems which gave
rise to the appointment of the Bullion Committee of 1810,
economists and firanciers laboriously hammered out the
theories of currency which ultimately found expression in the
Bank Act of 1844, so in the Great War we have had to work
out the principles that underlie the credit system which, as
we have learned, is at least as important and as capable of
causing mischief as currency. The whole problem may best
be envisaged as the application under modern conditions of
the Quantity Theory of Money. The outstanding fact is, that
throughout the War and post-war period practically every
country in the world suffered from a stupendous rise of prices,
even those countries which never departed from the gold
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; standard. In the writer’s view the moral is that inflation is
./ the inevitable consequence of War, and that it may be pro-
duced as easily through the medium of credit inflation as by
the older and more direct method of paper money, There are,
then, two questions to be faced, first, what is to be done with
the currency notes, and second, and much later, what is to be
the future system of regulation of credit? The two questions
are closely related.
As to the currency notes the position is now ripe for treat-
ment. It seems to be generally belicved that the government
5.‘15:‘:5;;' will not wi_sh to retain the issue of currency notes as a perma-
Notes. nent function of the state, A great deal might be said against
this view, but it 1s so entirely in accordance with the banking
traditions of the nineteenth century that it is almost certain
to prevail. One thing, however, has emerged cleatly from the
War experience, viz. the difficulty of the English system of
being dependent on gold as our main currency through the
ahsence of bank notes of less than £5 denomination. Is it
too much to hope that England has learned, as a result of the
War, the advantage of the Scotch pound note, which was
carried a stage farther by the ros. currency notes? '
But if the currency notes are te become permanent, by
whom are they to be issued? Again, it seems to be admitted
(though it is said this was hotly contested at the end of July
1914) that the only possible autherity is the Bank of England.
Assuming this, however, will it be seriously contended that
the issue of small bank notes is to be placed on the same
rigid basis as the Actof 18447 The fault of that system was its
complete lack of elasticity, which made it impossible to expand
the currency when that became essential in the time of financial
crisis. The fiction of suspending the Bank Act was a character-
istically English expedient which through habit had come to
serve the purpose remarkably well, but it was entirely illogical.
The position resolves itself into a dilemma, To alter the
time-honoured system of the Bank of England notes will
probably be regarded as impossible, but on the other hand
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it is hardly conceivable that the Bank of England should have

two systems, one for notes of £5 and above, and another for

the smaller notes. There is, however, a possible way out of
this difficulty which may be suggested. Silver is legal tender sitver
up to £2, but under the Currency Notes Act it was specifically 572
provided that they were to be convertible into gold, not silver

as they would otherwise have been, being obligations to pay

a sum of less than £2. As that section has been repealed by

the Gold Standard Act, 1923, single currency notes are now
payable in silver. By merely saying nothing as to the converti-
bility of the new bank notes which, will take the place of the
currencynotes, the smaller notes would be automatically differen-
tiated from those of £5 and above, and this would alse allaw of

the issue of currency notes for £z if that was thought desirable.
This would not really be a departure from the principles of the
1844 Act because und that Act silver could be held even
against the larger notes to the extent of one-fifth of the total
bullion reserve, and the Scotch £1 notes have always been
payable in silver, yet they have proved as effective in Scotland

as the Bank of England note did in England.

But the greater problem of credit control will not be so
easily solved. The pre-war system under which the Bank of
England controlled credit through the lever of the Bank Rate, set
in motion by the effect of international gold movemerts on the
Bank Reserve, threw a very heavy responsibility on a body which Credit
theoretically was a purely private and profit-making concern. contrel.
In effect the government have since 1914 controlled the policy
of the Bank of England, which is the only logical outcome of
such a state of affairs, and will in one form or another have to
be retained permanently and explicitly. But what is to be the
main idea of the policy of control?  Is itto be guided as in
the past, mainly in view of the foreign exchanges and the
position of the Reserve, with only sccondary reference to the
stringent effect of the raising of the Bank Rate on credit
conditions and therefore on prices and industry at home?
The social cost of such a system is now becoming more
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generally recognized and there are signs of a revolt against it.
But the difficulties of any alternative system under which the
general level of prices would be the barometer of credit, are
admittedly very great, and the weight of tradition will probably
be sufficient to prevent the scheme becoming practical politics
in the meantime, The truth is that until the present modified
system, which is really a compromise, has passed through the
test of a serious financial crisis, it will be impossible to judge
its capacity to grow into a permanent substitute for the pre-war
system. The longer such a crisis is postponed, and the better
the financial world comes to understand the working of the
system under the new conditions, the greater is the chance
that we shall gradually settle down to a new system with con-
fidence equal to that which had been so firmly established in
the pre-war system; and that, after all, is the first and last
necessity in any system of credit.



TRANSFER OF THE CURRENCY NOTES TO THE
BANK OF ENGLAND

True passing of the Currency and Bank Notes Act, 1928,
and the issue by the Bank of England of the new £1 and ros.
notes on 22nd November, 1928, marked the last stage in post-war
financial reconstruction. The Act is in the form of an amend-
ment of the previous acts controlling the Bank of England,
both before and after 1844. It authorizes the Bank to issue
bank notes for £1 and ros., and its mest important provisions
deal with the limitation of issue and the security to be held
against the notes.

The Fiduciary Note Issue, i.e. the amount of notes which
the Bank may issue in excess of the amount of gold coin and
gold bullion for the time being in the Issue Department, is
limited to £260 miilions, and this includes the old ¢ Authorized
Issue’ under the 1844 Act, which as described on page 127
had been raised to £1¢2 millions in 1923. The whole of this
%260 millions is to be covered by securities, but these may
include silver coin to an amount not exceeding £ 5% millions,
This was approximately the amount of silver held in the Cur-
rency Notes Reserve at the date of the transfer; and this pro-
vision takes the place of that in the 1844 Act under which one-
fourth of the gold, or one-filth of the total Lullion reserve, could
be held in silver. As, however, the only provision for the con-
vertibility of the new notes is that they are to be legal tender,
they are still payable singly in silver.

With regard to the elasticity of the Fiduciary Note Issue the
provisions of the Act are, first, that the amount may be reduced
at any time by the Treasury on the request of the Bank 'for
such period as may be determined by the Treasury afier con-
sultation with the Bank’ and ‘by such amount as may be so
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determined’. Thus the whole question of reduction of the notes
is left to the Bank and the Treasury without any control by
Parliament or otherwise,

As to any possible fucrease of the Fiduciary Issue the pro-
cedure is that if the Bank represents to the Treasury that if is
expedient to increase the issue to some specified amount, the
Treasury may authorize the Bank to do so for such period not
exceeding six months as the Treasury think proper. Such
authority may be renewed or varied from time to time in the
same way, but not [or more than two years in all, unless Par-
liament otherwise determines. In the meantime any Treasury
Minute authorizing an increase must be laid forthwith before
both Houses of Parliament.

At the same time the opportunity has been taken to amend
certain provisions of the previous Bank legislation on points of
detail as follows:

{1) The new notes may be issued at any place out of London
without being made payable at that place, but wherever issued
they are payable only at the head office of the Bank.

(2) The new notes are legal tender in Scotland and Northern
Ireland as well as in England.

(3) The curious provision of the Bank Act, 1833, under
which Bank of England notes were legal tender for all sums
above £5°, but not actually for £5, has been amended, and bank
notes are now legal tender for the payment of any amount.
This of course does not make a £5 note legal tender for a debt
of less than £35, i.e. it does not confer on the debtor the right
to demand change. Such a right of course has never existed.

(4) The Gold Standard Act, 1925, § 1 (i) relieved the Bank
of England of its obligation to pay any of its notes in legal coin,
which of course, meant gold. The new Act provides that, as
long as this section remains in force, the new notes are to be
legal tender by the Bank including the payment of their own
bank notes, Apparently, therefore, the Bank of England, on
being asked for payment of any of its larger notes can do so in
the new £1 or 1os notes, and the only legal tender coin which
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the holder can demand for these notes is silver. This is of
course only the logical consequence of the 1925 Act, which
abolished the convertibility of bank notes into gold, below the
limit of 400 oz. fine gold or approximately £ 1,700.

Holders of bank notes of the larger denominations are also
entitled to demand. the new notes in change,

(5) The new noles are to be valid payment of wages, thus
repealing the former provision of the Truck Act, 1831, to the
contrary.

The following is the first issue of the Bank Return in its new
form, giving effect to the necessary changes:

Weekly Return of the Bank of England for week ended
28th November, 1928.

ISSUF DEPARTMENT

Notes issued : £ ‘ £
In cireulation 367,001,748  Government debt 11,015,100
In banking debt. . 52,087,797  Other government
securities 233,568,550
Other securities 10,176,193
Silver coin . 5,240,157
Amount of fiduciary
issue . . . a6o,000,000
Goldcoinand bullion 155,088,945
479,088,945 419,088,945
BANKING DEPARTMENT
i 4
Proprietot’s capital . I4,533,000 Government secur-
Rest . . . 3,254,001 ities . . . 52,180,327
Public deposits . 21,452,051  Other securities
Other deposits : Discounts & advances
Bankers £13,586,293
£62,379,409 Securities
Other accounts £10,214,855
£37,185,203 33,801,148
99,564,612 Notes . 52,087,707
7 day &c., bills 2,649 Gold & silver coin 757,041
138,806,313 138,826,313
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It will be noticed that in addition 10 the changes affecting
the Issue Department the opportunity has been taken to make
some changes in the Banking Departiment also.  On comparing
the new form with that given in Table VIlla in the Appendix,
it will be seen that the ¢Other Deposits’ have been split into
‘Bankers’ and ‘Other Accounts’, while the * Other Securities’
bave also been divided into ‘Discounts and Advances’ and
* Securities’,

Whether the new provisions for the elasticity of the note
issue will prove to be sufficient or not, is a question for the futare,
The figure of £260 millions was just 2 little less than the maxi-
mum Fiduciary Issue for the year 1928 under the Cunliffe
Committee’s rule. On grd August, 1927, the Currency Note
Issue was £300,88z,000 less £56,250,000 gold and noles,
making the Fiduciary Issue £244,635.000, which therefore
became the maximum for 19z8. Adding to this the Authorized
Issue of £19,750,000 the total is £264,385,000,



STATISTICAL APPENDIX
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TABLE 1.—-THE WORLD'S PRODUCTION OF GOLD
AND SILVER SINCE THE DISCOVERY OF
AMERICA, AND THE PROBABLE STOCK OF

GOLD.
{In millions of £'s)

Gold. Silver. Gold and | Gold
Average of Stlver. | per cenl.
the Years. | Annual. I Tolal. | Annual. | Total. Tatal? |of Total.
Soctbeer.

1493-1520 o8 2271 06 171 198 57
1521-1544 1o 24-0 It 27°0 510 47
1545-1560 'z 189 38 61-6 go-§ z4
1561-1580 1o 191 36 72'8 91°9 21
15811600 10 206 49 53-8 119°4 17
1601-1620 12 238 48 964 120°2 20
1621-1640 13 232 39 78-3 101°§ 23
1641-1660 12 245 3's 70°3 o048 26
1661-1680 '3 258 31 628 88-6 29
1681-1700 1'5 300 33 636 936 32
1701-1720 1-8 358 33 650 100-8 36
1721-1740 27 533 40 79°8 1330 40
1741-1760 34 68-7 50 100°7 169'4 41
1761-1780 29 57-8 62 1240 18:-8 32
1781-1800 z'5 496 81 1627 212°3 23
18o1-1810 2'5 248 8o 8oo 1043 24
1811-1820 16 160 49 486 646 25
1821-1830 20 198 41 41-3 Gr1 32
1831-1840 2-8 283 53 52-8 811 35
1841-1850 7-6 7604 6-9 68-7 1451 53
18511855 278 139°1 80 401 179°2 75
1856-1360 28-1 140°7 82 41°2 1819 75
1861-1865 25'8 129°I 100 49-8 1789 72
1866—1870 272 1360 120 59°9 1959 70
1871-1875 24'3 121°3 172 86-2 207°5 58

Forward . [1,3292 1,749'5 | 30787 43

! It is quite impossible to estimate the stock in existence before 1493.
¥ In calculating the Aggregate Stock at any period (as in Diagram C) one-
third is deducted for loss and industrial consumption.
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TABLE 1-—(continued)

Vear. Gold. Silver. Vear Gold. Silver,
Annual. | Total. | Annual. Ammal.l Total. Annual,
Forward |1,329-2 Forward | 2,102.5| million oz.

1876 2371} 1822 Igol 54°3 173

7| 250 1573 | &93 63
8 260 198 3 659 * 168
9 23°4 191 4 6g-8 164
1880 22-8 11 [ 757 Iy0
125-3 — 3250
1 224 19°8 6 81-1 166
2 21-4 2002 7 82.3 183
3 20.7 2147 8 88-y 203
4 217 222 ) 920 211
5 2147 213 1910 90-9 2228
— 107-9 435
6 224 203 I gI*g 226
7 23+0 " 2-Q 2 03+2 231
8 230 PIRT Y 3 047 210
9| 240 208 4| 9074 172
1890 | 247 26-6 51 964 173
— 116-7 | million oz. - 466.0
1| 25 138 6. 933 181
2 275 153 7 863 186
3 3I+2 164 8 700 203
4| 377 168 9| 750 180
5 405 | 169 1920 6g-0 174
| 1623 —_—
6| 419 157 1 680 402°8 171
9 439 164 2 655 210
8| 593 173 3| 753 246
9 G632 167 4 S$1:0 239
1900 52-8 173 5 810 245
_ 2661
aji-o
6 820 8240 243
—_ (est) (es2.)
Forward . 2,102.5 4,184-9
Deduct one-third for loss and industrial consamption . 1,394:9
Leaves probable world's stock at end of 1926 . . £ 2,790-0 millions,

Y Layton, /utroduction to the Study of Prices, Appendix B

2 Soetheer, Materials for the HHiustvation and Criticism of the Curvency
Queition (Gold and Silver Commission, 1858, Appendix.

3 Shaw, Histery of Currency, p. 155. & Economist.

& Samuoel Montague & Co.
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TABLE IL—WORLD'S COINAGE OF GOLD AND
SILVER, 1876-1925

From the Dictionary of Political Kconormy Supplement and the
Mint Reports

\

(In millions of £'s}

Year. Cold, Stlver. Year, Gold. Silyer,
1876 410 253 190t 49-6 27-8
7 40+3 22y 2 4471 %7
B 3r7 332 3 48.1 4374
9 18.2 310 4 gI*1 353
1880 29-9 16.9 5 49-2 343
I 29°4 1.6 6 68.7 176
2 19.9 12 b g 419
3 10 49 b 8o.8 305
4 199 192 9 675 240
5 1g-2 254 1910 848 182
6 18-g 250 1 7607 166
7 5.0 33.7 g 740 19+t
8 ay-0 770 3 65-5 326
9 33'8 279 4 448 344
1890 29-8 305 5 4144 363
I 239 3777 6 18-4 857
3 345 301 7 27.6 4%-9
3 465 276 8 29-9 62-1
4 45°6 2126 9 16-2 580
5 46-2 254 1920 12-2 40'8
6 39-2 at.g 1 89 377
7 875 33-6 3 25-5 39'3
8 50-L 29.9 3 16.3 411
9 932 333 4 50-0 466
1900 710 ars 5 675 49°5



TABLE IIL—IMPERIAL GOLD, SILVER, AND
BRONZE MONEYS ISSUED FROM THE ROYAL
MINT, LONDON, AND LIGHT OR WORN COIN
WITHDRAWN FROM CIRCULATION, 1900-1925

Statistical Abstract U.K,, 1913 (Cd. 7636), and Mint Reports
(ln £'s—o00’s omitted)

Gold. Stlver. { Bronse.

Year. With- With- With-
Tssued. drawn Lssued. dratwn. Issued. drawn.

1900 13594 1,800 2,013 347 168 —

1 2,599 1,800 914 243 120 —_

2 6,014 2,100 937 410 148 —

3 10,144 1,800 558 277 114 —

4 11,043 2,100 bob 639 78 -

5 6,500 2,500 5to 452 100 —

6 12,108 2,700 1,70§ 666 185 -—

7 20,0951 2,700 2,020 721 228 —

8 14,600 3,300 816 277 156 5

9 13.800 3,000 1,390 735 123 ar

910 25,300 2,700 2,521 505 151 22

H 33.133 2,350 2,331 581 140 a0

2 33.350 3150 2,456 544 323 16

L] 27,639 2,900 1,934 608 31§ 14

4 15,126 1,475 6,251 607 261 10

[ 21,301 1.200 7:599 200 248 [1

4] 1.554 1.200 8.192 168 433 3

7 1,011 300 4,137 213 548 Pl
[ — — 8,543 201 419 '3
9 — —_ 3,876 142 (13 1-2
1920 — -— 5,135 3.263 Goo o6
1 — — 8,529 8,619 bo3 o4

2 —_ —_ 4,345 8,803 B3 I

3 — - 3316|914 35 67

4 — - 3,269 | 3.336 39 47

5 3,518 3,518 3,895 2,490 34 55




TABLE IV.—AVERAGE PRICE OF SILVER, AND SEIGNIORAGE ON THE SILVER 252
COINAGE OF THE UNITED KINGDOM, 1870-1926
(Annual Reports on the Mint)

Averave price L Praofit on A e price Frofit on Avevage pri Frofit
Year. _qf.&'i!'."er RY egfz;:{oe Silver Year. J :U';::?;h{:r S ::'Ri?:':{z Ei-h'” Year, T';"{;ih;f:?“ Scfrzggygre g‘i:z;’”:”
{12 London, por cent. Coinage in London. f’_ tntg Coinage " in London. > £ Cotnage
Pence per oz, . (4 's—000's). Pence peroz. percent. (£ 's=ao0's). Pence per oz, per cent. (£ 's—oo0's).

1870 6ol 009 9 1Bgr 457% 4565 239 1912 z8% 136-22 1,143

1) Gog 9-20 55 2 391 6578 289 3] 275 13539 703

2| 6og 943 77 3f 353 81-75 274 4 257 17127 3,503

3 593 1222 143 4 29 12564 344 5 2345 172:08 4,004

4| 8% 12:34 54 51 29% 117:28 405 61 31 11562 4,440

5 5613 16-c4 62 6 303 11773 566 7 408 6533 1,691

6 53 none bought | none bought 7 27 136477 402 8 475 37-07 2,441

7 543 1772 54 8 2642 14220 563 9 sits 3371 1,027

8 524% 31-83 32 9 2775 140700 w82 1920 61-% 29-73

g 513 24°52 26 1900 281 133463 9577 I 16% Since 1920 no silver
1880 521 26-62 56 1 27¥3g 136+24 538 2 3415 has been purchased for

1 513 27.38 167 2 24L 17146 308 3 3142 coinage, the metal re-

2 5133 28-15 1Y 3 243 17805 9o 4 34 quired for new issues

3 5075 30-C5 225 4 262 149-00 8o 5 32% Leing obtained from old

4 501l 30-69 o2 5 2743 14055 37 6 2841 standard  coin  with-

5 482 35-91 125 6 304 11247 513 drawn.

6| 458 4174 66 71 305k 115°90 8oo

i 443 47°90 230 8 245 169-83 595

8| 423 5371 178 9| 233 178-83 176

9 423 5410 So2 1910 2413 165-49 1,583
1890} 47z 35°56 323 I 247% 16570 523

Lowest price on record, 21337, on Nov. z7, 1902, On February 11, 1920, the price was 8934,
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TABLE V.—INDEX NUMBERS, 1782-1926

The following continuous Index Number from 1782 to 1926 is derived
from three sources: (1) Jevons's Index Number from 1782 to 1860;
(2) Sauerbeck’s from 1860 to 1870; and (3) the Board of Trade Index
Number from 1871 to date. The first two have been recalculated to fit
into the third, which is based on the year 1goo as 1o0.

See Layton’s Appendix A and references there given.

Year. No. Year. No. Year. Av. Year.  Ab.
1782 168 1820 172 1858 129 1896  E8-2
3 168 1 157 9 138 7 QoI
4 156 2 149 1860 132 8 932
5 151 3 148 1 131 9 g2
6 143 4 149 2 135 1900 100-0
7 140 5 172 3 137 L ghey
8 146 6 150 4 140 2 gh.4
9 143 7 150 5 135 3 909
1790 146 8 i 6 136 4 0%z
I 149 9 13- 7 133 5 976
2 1560 1820 135 8 132 6 1008
3 106 1 137 9 131 7 1cbo0
4 163 b 130 1870 128 § 1030
[ 196 3 125 1 1356 9 10471
6 220 4 130 2 1482 1910 108-8
7 185 5 133 3 1509 I 10G.4
8 198 6 143 4 1409 2 1149
9 218 7 140 5 1404 3 116-3
1800 235 8 140 6 1371 4 117-21
I 233 9 153 7 1404 5 T439
2 183 1840 145 8 13141 6 186
3 208 1 142 9 1250 ¥y 2430
4 198 2 125 1880 1240 B 2074
5. 220 3 118 I 1266 9 290-3
6 217 4 115 z 1277 1920 3657
i 213 5 123 3 1239 Iz29-
8 242 ¢ 123 4 1141 2 1850
9 202 ¥ 130 § 1o7.0 3 1353
1810 237 8 113 6 1010 4 1930
1 227 0 107 7 988 5 1854
2 202 1850 107 8 101-§ 6 1725
3 192 1 110 9 103-4
4 150 2 108 1890 1m3-3
5 182 3 123 1 1069
6 152 4 138 2 101-1
7 195 5 133 3 994
8 220 6 137 4 935
9 187 7 142 5 907

Y1914, Jan.-July, 113-6; Aupg.-Dec, 122:G,
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TABLE VI—ECONOMIST INDEX NUMBERS OF
WHOLESALE PRICES AND MINISTRY OF
LABOUR COST OF LIVING (RETAIL PRICES),

I914-1G27
] - 3 | el .
3l ed 3 8 T8 Ministry of
Date, S I RS b b 3 S | 7ofal | Labewr Cost
S y | O o R of Living.
-
Fercentages on
Suly, 1914
Iind of
1914 Sept. .| II2 115 99 | 1012 116 | 108 —
Dec, .| 124 | 118 Ba | 103 | 124 | 109 11o-115
1915 Mar. .| 145 131 97 | 139 144 129 Li5-120
June .| 141 | 122 98 | 134 | 141 | 127 1235
Sept. .| 140 134 108 | 134 139 129 130
Dec. .| 154 | 126 | 118 | 184 | 153 | 142 135
1916 Mar. .| 104 143 129 | 184 | 165 (57 135-140
Juoe .| in 148 129 | 194 183 164 143-150
Sept. .| 176 | 153 152 | 185 | 194 | 173 150-155
Dec. .| 233 157 184 | 178 | 201 192 165
1917 Mar. .| 232 173 | 200 | 1Bo | 231 | 203 170-175
June .| 247 186 | 234 | 182 | 230 | 220 180
Sept, .| 211 306 | 245 | 177 | 244 | 219 175-180
Dec. .| z22 194 272 | 181 243 228 185-190
1918 Mar, .| 214 | 197 288 | 180 | 239 | 229 190-195
June .| 220 | s20 | 294 | 185 | 230 | 238 200-205
Sept. .| a15 | 221 313 | Igz2 | 251 243 215-320
Dec. .| 225 | 222 2g3 | 18y | 240 | 236 220
1919 Mar, .| 222 222 243 182 234 221 210
June .| 231 238 283 | 202 247 341 205-2T70
Sept. .| 242 232 321 | 325 | 243 | 2587 210
Dec. .| 249 | ago | 396 | 247 | 263 | 287 235
1930 Mar. .| 261 260 | 484 | 269 | 309 | 323 231
June .| 261 204 | 416 | 277 281 | 306 2512
Sept. .| 260 | 263 | 383 | 282 278 298 264
Dec. .| 232 227 210 | 262 230 | 231 2635
1921 Mar. .| 209 | 206 | 167 | 216 | 203 | 199 233
June .| 203 | 189 158 | 210 | 185 187 219
Sept. .| 193 | 19§ zo4 | 188 | 157 | 192 210
Dec. .| 160 | 181 179 | 164 | 168 | 170 193



TABLE VI.—(continued)
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5 § 5 3 E %8 Ministry of
Date. S = S8 ‘S 3 E 3 Total. | Labour Cost
Sy | 5| & S | =3 of Living.
1922 Mar. 16g 1 195 | 168 151 161 16y 182
June 173 | 192 | 184 | 149 | 160 | 171 184
Sept. 151 194 | 181 150 | 148 | 163 178
Dec. 14 | zo0 | 193 | 152 146 | 166 178
1923 Mar, 143 | 214 | 191 | 181 144 | 171 174
June 141 | 220 | 191 | 16% 137 168 169
Sept. 142 | 222 | 197 158 134 168 I75
Deec. - 143 | 231 | 225 167 136 179 177
1924 Mar. 155 | 240 | 2313 | 173 | T4I 181 173
June .| 1g8 | 210 | 219 | 164 | 139 | 177 170
Sept. 173 | =221 | 226 | 164 | 143 ] 184 176
Dec. 171 224 | 235 175 146 189 180
1925 Mar, 166 | 212 | 32 | 164 | 141 183 175
June 153 | 200 | 220 | 159 T43 170 173
Sept. 161 | 199 | 203 | 162 143 | 173 176
Dee. 162 | 193 | 182 | 158 | 141 166 175
1926 Mar, 152 196 | 167 156 | 140 150 168
June 154 | 194 | 156 | 158 128 157 170
Sept. 154 | 201 | 153 | 207 | 134 [ 160 174
Dec. 151 | 209 | 13y 167 132 155 175
1927 Mar. 152 | 200 | 147 150 131 | 154 165
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TABLE VIL—CURRENCY NOTE ISSUE, 1914-1927
(Published officially every Thursday.

In £’s—o00's omitted)

) &g Redemption Account,
S T IR
e : §"-‘§ 3 S | Golder Avtes. ¥ g
Date. 8 d w8 | BL T o £3 N
] yNg SRE it N T3
3| EST )83 HEIREE
© & 338 &5 Qg
e D
1914 Aug. 26.| 27,535 — 10,112 — — —_ 11,423
Oct. 7 29,273 — 3,082 5,000 | 17-1| 11,924 [ 9,208
1915 Jan. 6 3797t — 364 | 19,500 | 51~y | 14,924 | 3,084
April ¥ .| 40,78% — 159 | 27,5¢0 | 674 8,623 | 4.503
]nﬁy 7 48,059 393 139 | 28,500 59°3| 6,580 | 10,138
Oct. 6 75,237 446 494 | 28,300 | 37°7| 20,400 | 20,289
1916 Jan. 3 103,040 741 393 | 18,500 27.7 | 04,021 | 10,467
April 5 .| 109,437 1,030 190 | 28,500 26-0| 735,718 | 6,059
July 5 .|133817 1 1,049 140 | 28,500 | 23.1| 91,731 | 5.395
Oct. 4 132,091 2,733 130 | 28,500 21-5] 101,206 | 5,827
1917 Jan. 3 t48,770 | 3,929 104 | 28,500 19-2{ 11B,097 | 5,998
April 4 .| 150,049 5479 | 3570 | 38,500 18- | 115,883 | 7,876
July 4 163,682 [ 6,814 575 | 38,500 | 1744 | 136,300 | 5,502
Oct. 3 180,749 | 9,652 334 | 28,500 158 | 154,062 | 5,5:6
1918 Jan. 2z .| 212,451 9,529 714 | 28,500 13-4 (187,629 | 5,137
April 3 .| 230,851 | 10,179 714 | 2B,500] 12*3| 206,306 [ 5,4:1
July 3 256,228 | 11,609 679 | 28,500 111 [233,295 | 5,363
Oct. 3 278,888 | 12,90 615 | 28,500 10:2|256,659 | G,020
19tg Jan. B 317,931 | 15,608 555 28,500 | 9.0 (300,134 | 4,349
April 2 .| 332,123 | 16,400 470 | 38,500 86315077 | 4.476
July a 349,952 | 16,647 300 | 28,500 B8-3| 337,321 | 3,412
Oct. 1 335,021 | 10,524 570 | 29,850 B.9(317,536 | 3,589
1920 Jan. 7 .| 347.996 1 17,286 470 | 33,500 9-31330,4%1 | 1,831
April 7 .| 340,700 | 16,419 196 | 35,000 10011 321,180 749
July 7 300,122 | 16,768 190 | 44,000 | 124 | 331,847 253
Oct. 6 .|356,176 | 16,045 | "oy | 47>250| 13:3] 325,635 | 216
1921 Jan. 5 .| 360,615 | 17,074 | &o01 | 47.050) 133 | 320,584 155
April 6 .1 342,560 | 16,485 | —| 47,9501 14'a| 310,944 15t
July 6 .} 325,407 | 14,572 | 3,000 | 47,950 | 147288892 | 137
Oct. 5 .1313,347 | 15929 | 3,000 | 47,9500 1531278182 143

I From April 2o, 1921,
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TABLE VII.—(continued)

Nedemption Aecount,

o
© |y .| 2R
:%‘ ] §':E $ §;g Notes & Gold.| 3 .
Date. S 3 T 33 E€ e |7 o5 S8 o3
<3 SR SR ¥ e[ &R T3
ER R SHE TR
D 3% 84 X
1922 Jan. 4 319,863 | 14,720 | 3,000 | 47,950 149 283,484 | 149
April 6 .| 302,977 | 15839 | 5,000 | 47,900 158 265,693 | 174
July 6 .| 29%,004 | 12,865 | 6,000 | 48,150 161 | a36,461 | 158
Oct. 4 .| 201,043 | 13,268 | 7,000 | 48.150]| 16.5| 249,108 | 153
1923 Jan. 3 295,414 ¢ 13,015 | 7,000 | 48,150 16:3| 253,013 | 166
April 4 . [ 288,075 | 12,879 | 7,000 | 49,450 17-2| 244,352 | 152
July 4 .| 289,237 { 12,069 | 7,000 | 40,450 | 174 | 244,795 | 161
Oct. 4 .| 283,043 | 12,312 | 7,000 | 40,450 I7-4| 239,005 | 11O
1924 Jan. z .| 292,692 | 12,605 | 7,000 | 49,450| 169 248,688 | 159
April 2 .| 283,238 | 12, . | 7,000 | 40.450| 17-3| 241,374 | 117
July 2 292,018 | 12,86y | 7,000 | 49,450 | 16-g | 248,373 | 161
Oct. v .| 287,495 | 12,618 | 7,000 | 49,450 172 243,578 | 8g
1925 Jar. 7 .| 293,022 | 12,5873 | 7,000 | 53,9501 184 244,471 | 174
April 1 {288,635 | 12,30t | 4,000 | 53,0501 180 239,913 | 133
July 1 293,501 | 13,128 | 7.000 53,050 | 184 245,536 | 143
Oct. 7 204,478 | 12,416 ) 7000 | 56,250 19°1 | 243,453 | 19X
1926 Jan. 6 203,933 | 12,717 1 7,000 | 56,250 19-1| 243,238 | 171
April 7 .| 297,726 | 12,8y2 | 6,550 | 56,250 19+2| 247,680 | 138
July % 296,019 | 13,607 | 6,550 | 56,250| 19.0| 245,626 | 200
Oct. 6 260,770 | 12,427 | 6,300 | 56,250 19°3( 240,489 | 158
1927 Jan. § 291,169 | 12,437 | 6,300 | §6,250] 19-3 (240,879 | 177
April 6 .| 293,542 | 12,239 | 5,030 156,250 1g1 | 243,696 | 185
TODD S
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TABLE VIIL.—STATISTICS OF THE BANKERS
CLEARING HOUSE, LONDON, 1868-1926

(From the Secretary’s Annual Statement)

(In millions of £'s.)

Per cent. Daily
Year. Total. on 1863, Average.
1868 3,425 — 110
1878 4,992 146 163
1858 6,042 203 22-6
898 8,097 237 26:3
1899 9,150 268 299
1900 8,960 262 29°2
1 9,561 279 3r2
3 10,029 293 331
3 10,120 295 330
4 10,564 308 342
5 12,288 358 40°2
6 12,711 371 414
7 12,730 371 41°5
8 12,120 354 3r4
9 13,525 394 4471
1910 14.659 427 479
I 14,614 426 481
2 15,962 466 5r-8
3 16,436 479 53’5
4 14,665 428 48-2
5 13.408 391 437
6 15,275 445 so1
7 19,121 558 629
8 21,108 618 697
9 28,415 B2g 941
1920 39,019 1,139 127°5
1 34,931 1,019 113-8
2 37,1601 1,084 1218
3 36,628 1,06g 1193
4 39,533 1,154 128.4
5 40,437 1,181 131.7
6 39,825 1,163 1297
ABSTRACT OF RECORDS TO DaTE
Record day, Thursday, April 30, 1925 . . 263,255,000
Record week, week ended January 6, 1926 . . 968,775,000
Record month, January, 1925 . . . R 3,770,864,000

Record year, 1925 . . . . . v 49,437,119,000
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TABLE VIITe—WEEKLY RETURN OF THE BANK OF ENGLAND

Accounts pursuant to the Act 7th and 8th Victoria cap. 32 for weeks ended Wednesday, July 5, 1914
and July 14, 1926

ISSUE DEPARTMENT

July 8, 1914. July 14, 1926. Juiy 58,1914, July 14, 1926,

£ £ £ £
Notes issued - . « 56,008,235 16g,768,160 Government debt . .« 11,015,100 11,015,700
Other acurities . . . 7,434,900 8,734,900

Gola coin and bullion . 38,458,235 150,018,160

56,008,235 169,768,160 56,908,235 169,568,160

BANKING DEPARTMENT

65z

£ £ £ £
Proprietor's capital 14,553,000 14,553,000 Government securities . 11,005,120 38,925,328
. 3,431,484 3,495,522 Other securities 33,623,288 72,876,165
Public deposxts 13,318,714 9,352,400 27,592,950 28,299,194
Other deposits . 42,485,603 114,015,892 Gold and silver coin 1,546,419 1,316,924
Seven-day and other vills 20,010 4793
©3,817,813 t4i,41%,607 73,817,813 141,417,007

1 Including Exchequer, Savings Banks, Commissioners of National Debt, and Dividend Accounts,



TABLE IX.—BANKING STATISTICS OF

(From the Economisé Banking
r. DEPOSITS! '

1895 | 1goo | 1gog | 1910 | 1911 | 1912 | 1913 | 1914

BANK UF ENGLAND 66 44 53| 56 61 670 71| 135
JoINT STOCK BANKS:
England and Wales .| 456 | 587 | 628 | 721 | "749| %74 Bag| 8g6

Scotland . . J 95 | 107 | 101 | 107 112 rrg|l 126 133

Ireland . . | 44| 49| 54| 63 65| 67| 1 75
PRrivATE BANKS . d w0 | 40| 38| =27 25 27| 27l 33

Tatals . . .| 731 7 827 [ 863 | 9v4 ;1,014|1,054|1,104| 1,292

1 For earlier figures of Deposits,
2. BANK NOTES IN CIRCULATION.

BANK OF ENGLAND | 26 | 30 | 20 | 20 | 20 | 20 | 30 | 36
Joixt Srock Banks: ?
Scotland . . o7 8 8 Yy 7 8 8 o
Irelaud . . . . 6 7 6 7 7 7 B[ 11

30 | 45 | 43 | 43 | 43 | 44 | 46 | 357

The note issues of the English Joint Stock Banks

5]

3. BANK RATE.

Highest . . . 2 6 4 5 31 5 5 10
Lowest . . .2 3 23 3 3 3 44 3
Average . . . £20¢c3193[30 2|37145]3 0 4[3155]415514 09

4. PRINCIPAL ASSETS.

BANK OF ENGLAND:
Coin and Bullion . 45 24 29| 31 32 31 350 69
TIavestments . . -] 32 34 3l 34| 34 33| 32 33
Other Securities in Bank-

ing Department. .| 34 29| 40| 37| 42 50| 52| Io6

JoINT STOCK BANKS

FEngland and Wales:
Cash, Call Money, 8c..| I1I 144 18c| 200 2r1| 2106] a36] 276
Investments . . .| 107 128| 132| 138 1a4] 128 131] 146
Discounts, &c. . .| 312 | 393 401] 408| 485 510| 540 553

Scotland :
Cash, Call Money, &c..| 23 26 24 20| 30| 34| 34| 35
Investments . . - 31 a3 31 33 34 37 38 45
Discounts, &c. . .| 62 70| 6y 71 72| 42 ¥8| 48

freland :
Cash, Call Money, &c. .| 11 12 1c 14| 1A 14| I7 22
Investments . . 18 18 19 23 24 24 24 26
Discounts, &c. . o3t 371 42| 44 43| 47 4y| 48

Private Banks:
Cash, Call Money, &c. .| 20 11 il 6 " 7 6 7
Investments . . .| 25 13 1c 8 8 " 8
Discounts, &e. . .| 36 21 15| 16| 16| 6] 1y| a1

goB | 1,002| 1,040| 1,149| 1,189 1,232 1,287( 1,473




THE UNITED KINGDOM, 1895-1926

Numbers, In millions of £'s)

1915 | 1916 | 1917 {1918 | 1919 | 1920 | 1921 [ 1922 | 1923 | 1924 | 1925 | 1920
162 179| 166] 173 200| 19o| -123] 133 132| 174 16y] 143
993} 1,135! 1,365 1,583 1,874| 1,962| 1,975! 1,834| 1,822, 1,814 1,807/ 1,848
1411 169| 197| 223 200 279| 2011 268 247 2431 24t 239
78 84 09| 132| 166! 200 213| z2tof 201| 198 191 184
33| 39| 45| s3] 56 srl 48| s 33l 29| 28 30

1,407 1,624| 1,872]2,161| 2,556, 2,682, 2,650( 2,490| 2,43%| 2,458] 3,436 2,444
see Layton, Appendix D.

35 40 | 46 J0 | 9T | 133 | te7 | 125 | 128 | 128 | 145 141
13 15 19 25 28 29 23 23 22 22 iz 21
15 | 19 | 22 | 31 2] 25 1 19| 17 1y 17 ( 16 15
63 | 74 | 87 | 136 [14% | 187 [ 171 | 165 | 167 | 167 | 183 177
and of the Private Banks are now extinct.

506 55/ 5 | 67| 7|5 |4 4|55
5 | 5| 5| 5 | 516 | 5} 3|3 4| 4]5
005935 3¢50095 30|U1446 2 41371393 9G4 00l41105 00
&1 54| &8 79 91| 128] 128 127 128 r129] 148 151
51 761 771 9o 1n| 126] 55 5ol bg| 88 8y 54
112 106 gs| g2 1oyl 86| 83 78| 81| 104/ 103 o7
363| 369 428 481 4353 440| 439] 423 414] 438 442| 444
313|323 340| 347| 39u) 309 76| 424] 4o4| 361 31F| 308
504 543| 656] Bag|1,130| 1,203 1,28¢|1,103]1,017| 1,132| 1,168] 1,217
37 42 48 57 66 73 ol b4 64 61 6o 6o
671 ol y2 94| 1vzf 103 115t 1206| 112| tog| o: 9t
65 85’ 112] I114| 13c| 153 151| 322| 114| 123] 131 133
23| 33| 40| 37| 85| 47| 43 32 34 31| 26 34
35| 38| 42| OG5 gyl 8 82 103 93l g4/ 9z &
45 43 zl 52 7a( Tilop r1g| 10K| 102 Io4| 104 TOZ
8 10 12 16 13 12 & 9 3 3 3 4
9 9 10 13 14 6 6 12 5 6 A 5
19| 33| 23] 23] 32| 30 360 33 28] 23] 2z 24
1,599| 1,824, 2,006/ 2,417 2,865| 3,042| 2,991| 2,831| 2,7 70| 2,801 2,798 2,801
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TABLE X.—ANALYSIS OF THE BALANCE SHEETS
OF THE ‘BIG FIVE' BANKS, 1913-1527

Hall-yearly to December, 1920, Monthbly thereafter

. LPercentages on Deposits.,
4y ~—

E l g ) < . \
Dot | SR8 | 2§ [ESE) § | 3% €
S :‘: ool ® -~ -
TR )RR 838 S | e8| E3

Half-yearly. "
1613 Dec. 566-4 640 16.6 13-1 149
1914 June . 6ot 632 15-4 12:6 15.2
Dec. . 6715 60.0 22.0 8.4 16.1
1915 June . 7397 55-8 23-0 o1 | 17y
ec. . 7371 480 19-8 6.1 323
1916 June . Bol.a 480 19-3 76 296
Dec. . 88:-8 46.2 23.8 v.6 276
1917 June . 8631 54T 18.7 58 359
Dec. .| 71,0401 48.8 19-0 12.7 246
1918 June .| 1,106.8 £2.8 18.8 I1-2 213
Dec. . 1,313-0 5310 183 122 20-8
1919 June . 1,5125 474 19+5 18:6 18.9
Dec. . 1,548.7 59-8 17.9 58 2049
Py
1920 June .| 1,585 11-8 50.8 17-3 49 30-8
Dec. .| 71,6283 17-3 471 16-3 6.1 18.6
RMonthly Averagles.

1921 Jan, .| 1,642-2 20.% 468 T43 4-8 18.8
Feb., . 1,657 19:4 480 14-1 40 19-3
Mar. .| 11,5630 17-0 500 14-3 45 19-6
Apl. .| 1,575 | 16 496 | 146 50 | 195
May .| 15784 | 183 | 483 | 145 51 } 1ga
June .| 1,615.5 206 459 15-1 48 18.7
July . 1,630-4 22.1 453 14-3 5.1 18.5
Aug. .| 1,6102 22-5 451 14-2 50 18-5
Sept. .| 1,519.3 23-6 441 14-2 49 18-4
Oct, . 1,646-5 23-B 433 14-7 48 18.4
Nov, .| 1,6381 251 42:9 139 44 18.8
Dee. .| 1,659-7 247 41.7 Ig.1 49 18.6
19232 Jan. . 1,660.1 25-3 40:9 14.0 53 19-5
Feb. .| 1,638.1 23-6 41-3 13-9 53 21.0
Mar. . I,501.7 21-0 434 140 54 13-4
Apl. .| 1,584 19:3 416 146 5% 231
May .| 1,593-1 1.6 419 14-4 §5 243
June . 1,605.1 20.% 409 14.3 58 235
July . 1,583.5 -1 z0.3 413 141 50 23-7
Aug. .0 L5455 | 189 | 418 | 142 59 | 245
Sept. . 1,520:0 18. 42-4 141 549 245
Oct. .| 15,5343 | 195 | 427 | 146 57 | 236
Nov., . 1,528.2 18.8 43-4 [4-3 55 234
Dec. .| 1,5403 18.6 43-2 150 57 22.9
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Fercentages on Deposits.

~ | o
= c-:‘§ - ) . . U

Do 1% | oad B3] | nE ¥
g 2| sw § : S g 3
LS8 SEE| S | Sx | Rd

1923 Jan. 1,534:7 20-2 42-7 146 56 22:4
Feb. 1,401-4 18.6 446 T4:4 56 22.
Mar. 1,400.7 16-5 460 14-7 6.4 22-3
Apl. 1,471-9 16.5 45-7 15.0 6.7 31.8
May L4748 | 179 | 456 | 145 6.5 | 217
June L4977 | 177 | 453 | 147 6-4 | aub
July 1,500:0 17.9 448 145 6.1 22+0
Aug. 14752 | 174 | 434 | I44 59 | 226
Sept. 1,4750 17-2 457 T4-4 6.1 22-6
Oct. 1,492:5 17-9 4532 146 58 22+2
Nov. 1,493-8 175 | 454 14:3 6.2 22:3
Dec. 1,R30-2 17:6 447 15.2 5.9 218
1924 Jan. 1,534-8 18.5 45-0 14:5 5+5 221
Feb. 1,490-1 | 168 | 46.7 | 144 53 | 225
Mar. 1,466 147 484 T4.4 55 22-8
Apl. 1,480-2 14.6 48.6 14-8 56 232-4
May I,4812.7 15-3 484 144 57 22:0
June 1,50Q-4 156 478 15-2 50 21-3
July 1,503 165 | 477 | 143 5'5 21:8
Aug. 1,4796 | 153 | 487 | 152 59 | 223
Sept. 1,477 | 146 | 491 146 6.4 | 213
Ocl. 1,497-5 15-3 49-2 143 6-0 3T-4
Nov. 1,402:1 15-0 495 147 6-0 20.4
Dec. 1,515:3 149 48.8 15.7 6-4 19.8
1925 Jan. 1,5146 156 494 150 6.6 19-3
Feb. 1,502:3 15-0 498 17.0 6.8 189
Mar. 1,470:7 13-3 52-0 14.8 6.6 19-I
Apl. 1,472:2 | 125 | 523 | 153 69 | 18y
May 1,406.8 13-2 527 149 6.4 18.6
June 1,489-9 | 133 | 522 15-7 67 17-9
July I,406.1 147 52.0 151 6.7 17-3
Aug. 1,476-5 147 521 150 6.9 17-4
Sept. 1,482-0 15.6 51-4 14-8 6.5 1742
Oct. 1,493-7 | 158 | 514 | 147 65 | 174
Nov. 1,484-9 15:2 52.5 147 6.5 175
Dec. 1,510:3 147 52+3 156 6.8 17-2
1926 Jan. 1,503.1 14:6 52.1 14.8 6.7 17-3
Feb. L4754 | 136 | 527 | 147 6.7 | 172
Mar, 1,44%-3 1244 54-9 15.0 6.8 170
Apl. 1,461.0 124 54-7 35:1 6.9 16.8
May 1,450+4 124 550 152 6.g 16.8
June 1,497-2 | 136 | 535 | 155 72 | 163
July L5187 | 1499 | 531 | 149 6.8 | 162
Aug. 1,504-4 146 532 14.8 6.8 16.3
Sept. 1,40870 142 538 147 69 16.6
Oct. 1,521+6 143 533 14-1 6-8 163
Nov. I,519-0 141 528 1447 7.0 16.5
Dec. L5517 | 144 | 524 | 153 72 160
1927 Jan. 14556-8 15.2 529 146 T 16-0
Feb, 1,520-4 14-0 544 146 68 158
Mar. 1,500.8 13.6 552 146 K2 159



TABLE XI.—ANALYSIS OF THE BANK OF
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ENGLAND'S WEEKLY RETURN, rgr4-1927
o B3 By
Coim Aote 'E é g - :§ Bank
Date. and eiveu- | Deposits, | T & x| Reserve. g-"" RNale
Buliion. | lation. 833 3 -
“.23 &3
1914
Jan. 7 . 374 29-2 537 453 | 363 | 49 44
April 390 29:5 055 £7-8 ko 41 3
July 1 401 ay-¥ 716 6a-7 a8.7 4 3
Oct. ¥ o] 568 348 1645 141+ 404 2 [
1915
Jan. 6 .| 68.8 159 1571 r13-7 514 32 5
Apiil 7 .1 53-8 349 | 029 | B34 | 373 | 18 5
Joly 7 533 351 2078 | 1890 | 366 | 17 5
Oct. 66 ] ora izyg 179-7 150-6 46-8 26 5
191
Jm 5 < 81 352 1640 1476 344 7 5
gﬂls | 565 | 339 | 1877 | 1343 | 410 [ 36 } 5
July 6o-3 36.4 162.6 138.0 43-4 a6 2
Oct. 4 | 546 L | 1696 | 1534 | 360 | 11}
1917
Jan.s .| 550 | 399 | 1695 | 1540 | 335 | 19} [ 6
April 4 .| 547 389 179-1 163.6 342 1 s
July 4 552 402 172:3 | 1866 335 Iy 5
Oct.3 .| 557 418 | a3 | agpa 33 |0 5
1918
Jan. 3 9-2 466 1905 177°3 371 16 5
April 3 . -4 480 186.6 1738 31-9 17 5
July 3 65-3 549 19a-2 179-3 a8.9 15 5
Oct.2 .| 722 6a-3 167.7 157-4 28.4 1 5
1919
Jan. 1t | Bowo 702 2412 230-8 1.5 11 5
Aprita .| 849 752 1561 1460 28.2 18 [
July 2 88-6 799 1915 182-2 231 14 5
Oct. 1 88.2 Byt £371 1527 215 14 5
1920
J'm 7 913 | 903 | 1588 | 1sya | 19y | 12} | 6
Ynl 112.1 106.8 158.7 1536 23-8 15 6
130.7 132-7 134-9 136-3 16.4 iz T
Oct 6 1232 137.8 1560 159-8 13-8 7
1931
Jan. 5 .} 1283 131:6 171y 1745 152 8 T
April 6 .| 1283 139-2 1457 1458 17.6 12 7
July 6 1284 129-1 1488 14%.y 17-7 11 6
Oct. 5 1284 1137 1470 1435 142 14 s}




TABLE XI1.—(continued)

2065

T Sy
Coin | Note T8 3 33
Date. and circu- | Deposits. §.§ T | Reserve. §_"§ ﬁf’ff
Bullion. | lation. R 5.3 '
“ag a,~
1923
Jan. 4 .| 71284 123-7 192.0 188.8 21-3 IT 3
April 5 .| 1289 122-9 140-3 139-8 244 162 4%
July 5 128.5 124-5 143-3 143-S 224 15 21
Oct. ¢ .| 127:4 | 1232 | 1389 | 1339 22:7 108 | 3
1923
Jan. 3 .| 1275 124-1 1578 1530 21-9 13 3
April 4 | 1273 124-1 1271 121-6 232 181 3
July 4 1270 1270 1432 140-8 204 143 4
Oct. 3 .| 1277 124-8 120:3 1155 22.0 182 4
1924
Jan. 2 .| 1284 127-5 163.6 161-2 20-3 123 4
April 2 .| 1281 126.4 | T309 1276 21-§ 162 4
July 2 128-3 127-8 150:9 1490 20:2 133 4
Oct. t .| 1284 122-3 128.1 120-5 25-9 20} 4
1925
Jan. 7 | 1286 127 6 530:1 127-3 20.3 157 4
April 1 .| 128.7 1213 £:6-3 127-4 27-2 19§ 5
Julyr | 1576 | 1465 | 1356 | I42:9 307 9 | 5
Oct. 7 .| 1579 144-0 11g-1 1030 337 253 4
1926
Jan. 6 .| 1447 143-4 | 1368 133-8 21.0 153 5
April 7 .| 140-7 141-9 1201 113.3 245 20§ 5
July 7 150-5 142.2 122:1 1121 28,1 23 5
Oct. 6 .| 1549 1402 1237 105.9 344 28 5
1927
Jan. 5 .| 1514 1308 1526 1393 323 2cl 5
Apiil 6 .| 151.3 1379 | 1243 108.7 332 2631 3




TABLE XIL—LONDON COURSE OF EXCHANGE (From The Times and Economist)
Comparative Rates on
Price negotiated Thursday,
on change.
Thursday, Par of | December 7, | January zo,
On. Usance. | July 16, 1914. Meaning. Exchange. 1916, 1g921.7
Amsterdam, &c. . . | cheques 1228-12-2% Florins and stivers to {1 12107 }13-65-67 11.35-38
[P . . | 3months| a2ag-12'5% ” " v *11°80-85| 11.55-60
Antwerp and Brussels . " 25°50-25'55 | Francs and centimes to /1 2522} — 564-75-5525
Hamburg, Berlin, &c. . " 20'63-20'67 | Marks and pfennigs |, 2030 — ! 230-235
Paris . . | cheques | 281742520 | Francsand centimes ,, 26-224 1 2779-82{ 57-50-58.00
Paris and Marsellles . | 3months | 2536}-25-41} ' »r ' . 28'15-20  §8-25-75
1 . — . _
Switzerland . . . " 25:374-25°424 » v ” 25224 % f’i;g—gg ::;:-;:
Austria . ” 24°41-2445 | Kronen and heller »s 2402 — _
St. Petersburg (Petrograd) . ! 163-165 _
and Moscow ) . 24}-24% Pence to 1 rouble 256 % : r6atori -
Genoa . . . . . 25562561} | Lire and centesimi to £1 2522} ) g:ég_;; Iosn'gfn—::]i?-so
New York . . . | 6odays 4811-4813 | Pence to §1 49732 —_ 63771 81
Madrid . . . . | 3 months 4535455 s 5 pesetas 476 ; ‘ 225-; 25-:§ 2481 :54:5
- —50: z”
Lisbon and Oporto . . ” 45%-4512 » 1 milreis 53} }3r-32 6-7
Copenhagen . . . " 18-48-18-52 | Kroner and ore to {1 18159 117:50-60| 19:go-20-10
Christiania . . . . 18-38-18'52 . . 'y 18159 116°87-97 20-10 30
Stockholm . ' 18+48-18-52 » . » 18159 ! 16-30-40| 17.53-63
Buenos Ayvres. . | Calle — Pence to 1 peso (dollar) gold — — 50-¢1
Calcutta and Bombay . | Demand — Pence to 1 rupee —_— _— 1/58-1/413

¥ Cable rates.

& Cheques.
was published.

. *The Dutch rates are now quoted in florins and cents.
* The Russian long rate is now quoted in roubles and kopeks to £10.
¢ Now cents per £, Cable rate,

A stiver is 5 cents,
¢ The Spanish cable rate is pesetas to £1.
7 Last date on which the London Course of Exchange

09%



TABLE XIII.—FOREIGN EXCHANGES ON LLONDON

(From The Times and Economist)

Rate of Exchange.

Country, Usance, | July 16, 1914. j';;};g'g’ j‘;‘;};(;% Meaning, Par.
Paris Cheque 26163173 27416 3202 Francs and centimes to £1 25-22%
Hrussels Cheque 252030} — *a0cd - . " 25224
Berlin . Sight 20°49-50 -_— 120443 Marks and pfennigs to {x 20°40

. . 8 days 20464 — — . ' 'y
Vienna . . Sight 24 16-18 — 2 34°4% Kronen and heller to £1 2402
Amsterdam ' 12210124 918 *12:10% Florins and cents  ,, 12°107
Italy . . . 26+26-28 43714 Tk Lire and centesimi to {1 25224
Switzerland . ” 25-18f-10} 18--3 825113 Francs and centimes to £1 25-22}
Madrid . . " 26r05-1 17-28 ? 30-B3 Pesetas and centesima to {1 25-22%
Lisbon . . ’” 461515 304 121% Pence to 1 milreis 53}
St Petersburg ' 95-75-85 nom * 944 Roubles and kopeks to {10 94°57

(Petrograd) 3 months 9510 — . . ”
Christiania . Sight 18-23—26 15'04 1 22-20 Kroner and Ore to £1 18159
Copenhagen " 18-234-26} 15-24 2 18-37 ' » . 18159
Stockholm . »e 18-23-26 1341 % 18-163 ' ' » 18159
Bombay and | Telegraphic 15 33% 15. 6% 15.534  JShillings and pence to 1 rupee 15, 4d.

Calcutta . | transfers
Hongkong . oo 15, 10 35, 33 25. 375 »” ’ 1 dollar —
Shanghai . PO, 25, 5% 45. 8% 25, 1114 ' ’e 1 tael —
Singapore . [ 25. 313 25. 478 Is 119y ' »e 1 dollar —_
Yokohama . . 25. 0} nom. 25,331 " 1 Iyen 24-58d.
Alexandria . ' e 078 3} g73 3g91% Piastres to {1 974
Rio de Janeito | go days Yi5iE Lyt 73 Pence to 1 milreis 16
Valparaiso . 1ol bi6dz 3970 » 1 peso -
Buenos Avres ' 14713 Vorh 453 " 1 peso or dollar {geld) 4758
Monte Video . ' Yoy 1 6o} 50l . ' . 51
New York . Cable 4877514 476y 4-86 75 Dollars and cents to £1 4-866

transfers

The rates marked ? are telegraphed on the preceding day; 2 now telegraphic transfers ;. 3 sight rate; 4 the Russian

rate is now in chervontzi for £1,000 (par = 945°7), and the Austrian rate in schillings (par =

34'583).

* Since January 192! separate lists of London rates on foreign countries and foreign rates on London have not been
¥y 19 P E g

published.

1451 4



TABLE XIV.—EFFECT OF THE WAR ON THE FOREIGN EXCHANGES

(From the Economist War Supplement, December 19, 1914, &c.)

Exireme rates
Rate just | about August 1, 1914, | 10 December 19, 1914.
Normal before . .
Cheque;’ Tdegrapkg'c or Mail Transfers. Raie. War. Lowest. H:ghesi. Lowest. Hzgkest.
Paris . . . . . . . .| 25224 2516 2400 25'00 2400 2550
Switzerland . . . . . . .| 2522} 2517 Nominal 24+00 26-00
Brussels and Antwerp . . . . «| 2522% 2529 2400 26-00 24 00 27°50
Amsterdam . . . . . .| 12107 12'15 11-go I 12°60 I1°70 12°00
Italy . . . . . ' ' .| 25224 25'50 20 00 sellers, 2400 28-50
no buyers
Madrid . . . . . . . .| 25223 2610 24'00 | 2500 24'45 2670
Lisbon . . . . . .. . 53t 463 42 35t 41
St. Petersburg (now Petrograd) . . . 9457 97°20 125 sellers, 110 120
no buyers
Christiania . . . . . . .| 18159 18-30 About 1850 18:30 19°20
Copenhagen . N . . . . .| 18159 18-30 About 18-50 18:30 19°20
Stockholm . . . . . . .| 18159 1830 About 18 50 18:30 19-20
Berlin . . . . . . . . 2040 20-53% 21700 sellers, — —
no buyers ,
Vienna . . . . . - . 2402 2432 2460 sellers, — —
no buyers
New York . . . . . .. 4866 4'93 About 6-50 493 510




In the first week of each guarter since July, 1914.

TABLE XV.—NEW YORK EXCHANGES ON EUROPE, 1914-192%

(From Commerce and Finance, New York, and the Economist)

) . . =, . . \ . . N . - J
I L] E g 3 T & 3|8 2| 8 | 8 S | S
pae. | 15 F 3 E L3 | S EF| o (3 E[F|E] 2SS 3
o > ~ X S - o ~ N = 8~

|51 I=<]18| = |83 § ST |8 < |85
1914 July 6 | Too | 101 | 100 | 100 | 10O | 100 100 | 99 |[1921 Jan. 6 74 | 31 18 | — 58| o1l 59 So
Qct. 5| 10z [ 102 | ¢8| — | o8 98 101 | 103 | Apl. 7 o a7 | 22 | — 68| o113 86| go
1915 Jan. 4 { too | 100 | 97| 83 93 86 o1 {99 July 7 § 76 | 41 | 25 | — 56| o76) 81| 8
Apl.s{ 99| 97| 89| 83| 86 76 97 | 90 Oct. 6 78 | 38 21 — 3.4 27 So | 92
July 6 | ¢8 92 8| v4 | 86 75 100 | g6 |[1922 Jar 5 84 | 41 22 | — 21| ©u7| g1 | 100
Oct. 4| 97 90 | 83| 69| 88 77 oo | 98 ApL. 6 90 | 4% 27 | — 13| oc7| g4 | Ico
1916 Jan. 3| o7 | &8 791 57| 8o 64 108 | ¢8 July 6 93 | 42 23 | —- 09| o2 6| 99
Apl.3| o8| 87| 78| 62| 76 61 16 | g9 Oct.12| 91 | 39 | 22 | — el | owor| g6 | 97
July3| o8| 85| 8r| s9| 77 63 102 | g8 [[1923 Jan. 4 96 | 37 | 26 | — — o-01| g8 | 97
Oct.2| 98! 89| 8Bo| 62| 73 59 o1 | g7 Apl 5 g6 | 34 | 26 | — — coz| g8 | 96
1917 Jan. 2| 98 1 89| 75| 58| vg 58 Io2 | 102 July 5 94 | 30 | 22 | — _ ool g8 | 9o
Apl.2| o8 ) B8 | 67 55 — — 10l | 101 Oct. 4 04 | 31 24 | — — col| 98| 93
July 51 o811 Bo ! w2l 43| — —_ 102 | 109 ((1924 Jan. g 8g | 26 z | — -— o:oll g4 | 9o
Oct. 4| ¢8| 894 67| 30 — 103 | 111 Apl. 3 83 | 30 | 23 | 102 | — ec1| g3 | 90
7918 Jan. 3| o8 go | 61 25 — 104 | 118 July 3 Bg { 26 22 | 100 — ool | 93| 912
Apl.g| 98 9o 58 25 — — 117 | 121 Oct. 4 03 | 27 23 | too | — o001 | g6 | g9
July 4| 98 : 90| 58| 27 — 125 | 130 |[1925 Jan. 3 981 28 | 22 | 100 | 100 |[lo1 fvo | 101
Oct.2| o8 o5 | 62| 27} — — né | 1o Apl. 4 o8 | =27 21 | 1oo | Ioo [1oo 90 | 100
1919 Jan. 2 | g8 95 82 27 — — 103 | 107 July 4 99 | 24 19 { 100 | 100 100 100 | 100
Apl. 3| 96 87 72 | a7 — — 100 | 104 Oct. 3 00 | 24 21 | 100 | 100 l100 100 | 100
July 3| 93 78 65 | 27 — — 95 95 ||1926 Jan. 2z 99 | 19 21 | 100 | 100 [IooO 100 | 10O
Oct,2| 87| 61| 53| 27| — — 94 | 03 Apl. g 99 | 18 | 21 | 100 | 100 |Ioo 100 | 100
g0 fan. 81 % 46| 30| =27 8.4 025 93 | 91 July3 ! 100| 14 | 18 | 100 | 100 |[100 Ioo | 100
Apl.B| 82 36 22 | 27 84 ©25 o4 | 94 Oct. 2 99 | 15 20 | 100 | 100 |IQO 100 | 100
July 1| 81 48 31 — 1i-0 036 89 | 94 |[rg9a7 Jan, I 99 | 20 23 | 100 | 100 |IQO 100 | 100
Qet. 71 72 350 20 — 6.7 019 9| 83 Apl z 99 | 20 24 | 100 | 100 l100 1co | 100



(1) LONDON.

TABLE XVI.—MONEY MARKET RATES

{From the Economist)

R Saturday.| Monday. | Tuesday. |Wednesday.| Thursday,| Friday. Friday.
ases. 1rf7/re | 13/7/15 | 14/7/14 | 15/7/75 | 16/7/14 | 17/7/14 || 19/7/18
Bank Rate . . . . 3 3 3 3 3 5
Market Discount Rates
60 days Bankers’ drafts . 2 2 2 2 27% 2 3755
3 months » . 2% 2515 25-1% §-3% 25-7s 25 3378
4+ " iy . . 23 2ye~} 2553 2553 2763 2375 3371
6 ” » . 35 g 3758 3155 3755 3758 375 3318
Loans, Day to day. . 13-32 13 1i-3 13-3 14-3 FE] 3
» Short . . . . . 13 12 12 13 13 12 3L
s»  Fortnight (at last Settlement) 3 3 3 3 3 3 —
Deporsit Ailowances:
Banks . . . . 12 13 13 13 13 13 3
Discount Houses at call 11 11 13 13 13 1% 3
» » 4t notice, 12 13 12 13 13 12 3
Discorunt Treasury Bills . . . 3l
wly 10, wly 10, wly 1
(2) FOREIGN. | Jupy 1y, 1914 | /423% [ /40 July gy vgrg. | T4
Bank Market Bank Bank Pank Market Rank
Rate. Hate, Rate. Rale. Rate. Rate. Rate.
Paris , 33 23 5 6 Petrograd 5 Nominal 6
Berlin 4 al 5 6 Madrid 13 4 41
Amsterdam e 33 4% 3 Lisbon. . [ 51 st
Brussels 4 3% 5 7 Stockholm 4% 4% 61
Vienna 4 3% 5 74 Christiania . 5 5 6
Rome . 5 4% AL 7 Copenhagen. 5 5 5
Zutich .| 3 23 i 3.
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TABLE XVIIL.—FOREIGN TRADE OF THE UNITED

KINGDOM, 1861-1926

(From the Statistical Ahstracts and Annual Statement of Trade)
(In millions of £’s)

Total | Net Fe- f}f}f!’,‘j’;’; Potal | Apparent
Year. | Imports | Imports exports, | Produce Exporets | Lxcess of
(General).| (Special). ’ (Spectal), (General).| Imports,
1861 — 183 — 124 —_ 58
1871 — 271 - 223 — 48
1881 — 334 — 234 — 100
1891 — 374 — 347 — 127
1g90r1 522 454 68 280 348 174
2 528 463 66 383 349 182
3 543 473 7o 291 3b0 182
4 551 481 vo 301 arI 180
5 505 487 78 330 408 157
6 Go8 £33 835 376 461 147
7 646 554 92 426 518 128
8 593 513 8o 377 457 136
9 635 533 9t 378 470 155
Igro 78 5r4 104 430 534 T44
I 680 577 103 454 557 123
2 745 633 112 487 £99 146
3 769 659 110 525 633 134
4 6oy 6oz 95 431 520 171
5 852 753 99 385 484 368
6 949 851 98 507 604 345
7 | 1,004 994 70 527 597 467
8 1,316 1,285 31 501 532 784
9 1,636 1,401 165 799 063 663
1920 | 1,033 1,710 223 1,334 5,557 376
1 1,086 979 107 703 8o 276
2 1,003 899 104 T30 823 130
3 1,096 977 119 y67 886 210
4 1,377 1,137 140 801 041 336
5 | 1,321 1,167 154 773 927 394
6 | 1,243 L,017 126 653 778 465
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TABLE XVII..COMPOSITION OF THE TRADE

(From the Arnval Statement of Trade

1913 | T914 | 1915 [ 1916 | 1917 | 1918 7

IMPORTS : [ Tobaceo
I. Foed, Drink, and| 290z | 2970 | 3800 | 419-2 | 454-7 | 5699
ITI. Raw materials.

Mining Produets .1 176 15-0 19-1 258 | 274 | 3nx
Timber, &e.. <0 338 | 253 328 | 4oz | 250 | 292
Textiles . + 1281 | 104+ | 120.8 | 148.3 | 1903 | 2214

Oil Seeds, &c. .| 416 | 41-3 | 499 | 634 | 758 | 1166
Hides and Skins .| 151 12-% 140] 13.8 18.4 | 18.8
Miscellaneons  .] 4560 1 37-1 AT-T | 453 | 472 | 417

Total . .| 281.8 | 236-5 | 286.6 | 336-8 | 384.8 | 4585

IT1. Mannfactured Ast|icles.
Iron, Steel, &e. .| j2.r{ 608 | w1 | y1.6 1 671 | 86.2
Textiles . o 5291 421 | 359 | 3602 251 2g-g
Chemicals . . 129 21 1g3 | 286 | 280 | 383
Oil Sceds, &c. .| 713-8 | Inclujded un|der *M|iscellan|eous’
Miscellaneous .| 47-9 [ 455 | 488 | 526 | 884 | r253

Total ., .| 193-6 | 160.5 | 181.4 | 189-2 | 218.6 | 280.1

Miscellaneous? . . 31 2.6 30 34 6.1 n.y
Bullion . . 74-0 70-6 21.4 | 30§ (not | publish

.

GrAND ToTAL .| 8427 | 767:2 | 873.3 | 980-7 [1064.2 |1316.2

ExporTs (including Re- | exports|) :
I. Food, Diink, and
Tebacco . | 485 | 443 | 4%5 | 506 | 237 16.0

II. Raw Materials.
Conl, &c. . . 548 430 30:3 51.4 £2.0 53-2
Textiles . .| 330 2g. 249 22:3 17-8 6-3

Oil Seeds, &c. .| 102 g6 | 132 106 | 129 3-8
Miscellaneous .| 360t 283 | =293 292 277 12.0

Total . .| 1339 | 1106 | 107.0 | 1234 | 110:0 | 953

III. Manufactured Art licles.
Iron, Steel, &e¢, .| 1g53-1 | 1208 [ 94.8 | 1180 | g7.2 | Br3
Textiles . .l 2069 | 171-4 | 1499 | 207-2 | 2377 | 258.3
Chemicals . .| 235 | 20| 252 | 330l 269 | 256
Miscellancous .| 569 | ¢9© | 450 | 622 | 805 | 544

Total . .| 4409 | 363.7 | 3149 | 420-7 | 442:4 | 4192

Miscellaneons® oIy 8.5 | 1461 191 20-1 | 22.0
Bullion . . .| 6za 4.5 | 40.6 | 492 (not | publish

GRAND ToTAL .| 646.9 | 5677 | 5306 | 6330 | 5906-8 | 532.4
! Including Antmals not for food {Class 1V}
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OF THE UNITED KINGDOM, 1913-1926

and Navigation.) In millions of £’s

1919 { 1g20 | 1927 | 1922 | 1923 | 1924 | 1925 | 1926
71g-1 | 765-8 | 5670 | 4719 | 508-g | 5711 | 570.1 | 530:4
310 | 482 | 313} 186 | 258/ 204 | 274 | 666
72:3 | 821 | 300 | 373 | 477 | 51U | 405 | 303
3243 | 386:6 | 127.5 | 163.3 | 1556 | 313.5 | 221.4 | 1635-7
016 | 822 | 3812 | 360 445| 519 | 555 | 455
29-5 | 320 | 109 | 149 | 169 [ 21-3 | 21.8 ([ 106
580 793 | 328 27.1| 345 | 328 | 522 561
606.8 | 710.4 | 270.8 | 298.3 | 325-0 | 4000 | 4348 | 30924
7o-5 | 1278 | 674 | 51-2| 657 | 858 | 1003 | 97-3
506 | 102.6 | go-q | 02-3| 742 | 85.5 | 8691 7y2.7
210 | 343 12.6 11.4 13-4 146 144 15.4
436 | 769 | 565 | 403 | 345 392 | 363 439
1104 | 111-9 | 73| 64- ' 692 | 748 | Bry | 836
296.0 | 453-4 | 244-3 | 2298 | 2570 | 2998 | 319.6 | 315.0
43 3-0 3.2 31 53 65 6.2 47
ed) Go6 | 599 | 446 | 536 | 497 | 521 498
1626-2 (1903-2 [1145:4 |1047-7 [1149-8 |1327.1 |1372-8 |1292-7
ot | oro | 676 581 | 688 | 86.8 | Brz| 7049
85.5 | 106-4 | 470 | 81 | 1081 | %68 552 | 239
488 | 871 | 355 | 438 | 513 | 3595 596 | 48
207 | 240 | 1141 9-0 94 | 105 | 105 8.8
392 | 599 | 200 231 | 319 | 353 | 495 401
194:3 | 268-4 | 113.6 | 1571 | 1976 | 182.7 | 174-7 | 1309
1454 | 3170 | 239.1 | 193.9 | 187.0 | 18g.1 | 1964 | 179-3
397-1 | 6333 | 2Br.7 | 3029 | 3030 | 339-8 | 327:3 | 36y-3
3781 459 305 | 208 | 3270 269 | 248 | 226
99-6 | 156-8 | 742 | 768 | go-5 | 966 [ 992 | g2
679-9 (1173:3 | 6154 | 5953 | 607-2 | 652:6 | 648.1 | 5634
121 184 | 135 | 1228 | 122{ 189 [ 175]| 162
ed) 1041 71-4 | 581 [ 691 | 61.8 | 618 | 38a
963-4 |1661-3 [ 881.7 | 8813 | 954+ |10037 | g8gea | Bag:6
and Parcel Post (Class V).
TODD T
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TABLE XIX.—DIRECTION OF THE TRADE

(From the Annual Statement

Total Imports.
Country.
1913 | 1918 | 1919 | 1920 | 1921 | 1022 | 1923 | 1924 | 1925
Foreign :
Russial 40:3 67| 1641 33.3| 140| 267| 61| 15! 513
Norway 7-41 2337 171] 238 10.3| 106 11| 115 130
Sweden .| 14-2| z22.5( 356 56-5| 216 192) 2r.5| 22.3| 21-3
Denmark 238 45 931 312 414 4031 46-3| 489 401
Netherlands | 23-6 77| sty 39-3| 288 3gr| 37| 427| 436
Belgium 23-4| o3| 92| 449 329 336] a7.5]| 364 236
Germany Bo.4| — .ol 303 205{ 26:5] 353| 36.9| 4%4
France 46-4| 350 4%5) 755| 530 483| 58.5| 66.6( 650
Switzerland. | 11.1| 13-t| 14.9| 370 200l 21.7| 194| 19-4| 190
Spain 14-4| 300| 346( 37.3| 22.1] 187 196| 196 194
Italy . o &1 1By 1406] 174 89! 11.3) 14.3| 182 103
Austria S 771 - 05 2-6 73 78 18| 170| 142
Egypt .| al4| 542| 6o.7| 693| abg! 3r1| 331| 38.3| 342
China o 47 97| 23| abg| 113 97| 122 139 134
Japan 44| 239 239l 207 88: B4 68| 75| 73
U.S.A, .|141-71 515.4| 541-6] 563.3| 274-8] 231.8| 310:7| 241:2| 2453
Brazil 10-0 8- 10.81 120 59 77 59 48 6.0
Chile . 54| 193] 73| 129 65|  4ey|  HT7| 107| 124
Argentine .| 42-5] 63.0| 81.7| 128.0| 068.4| 356.6| 649 Yy9-2| 68.g
Others -] 46-3) 906} 131.8| 169.8( 8&7.3| 8g.7| g¢r.8| 102.9 102.2
Total |577-2| 947-3 [1104:3 [1442.0| 781.6| y16.4| 770-3| B8g.5| 8916
Brit. Emp.
Irish Free St, | — — f— — — — 32-% EI-I 434
Canada 30-5| 124-4| L15:2| 93:01 62.0| 549 534| 659| yed
Australia .| 381 | 4e.4| 11rg| 1723] 681 64.3| 490 59.0] 726
N. Zealand .} 20.3| 34.5| 527 47:5| 487| 453| 430f 470| 513
India . 48-4| 88.5| 10830 957| 443| 477| 670| 78g| Bea
Straits, &¢.. | 19-3| 130 281| 249 102| 10.3| 12.9[ T22| 233
S. Africa® .| 12.5 11.g| 228 1g.1| 187 16| 153| 18a| 251
Others .| 22.4] 61.0| 833| 9511 519/ 445 526| 558| 633
Total 11915 | 368-8, 5219 | 4906 | 303:9| 286.7| 3259 387-9| 4291
GRAND
TorAL 1708-7 |1316-1 [1626:2 {19326 [1085.5 [1003-1 |1096:2 [1277-4[1320:9

1 Pre-war area throughout.
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OF THE UNITED KINGDOM, 1gr3-r9zg

of Trade,) In millions of £'s

Exports (including Re-exports).

1913 | 1918 | 1919 | 1920 | 1921 | 1922 | 1923 | 1924 | 1923
277 o3| 175 168 116 1r0f 12.8| z20.3| 31.6
6.7 56| 26:6) 355 1541 123| 93| 94| B9
93 27| 297} 44:3] 15| 138 156| 157| 133
6:3] 36| 404 350 11eg| 137| 143| 7183 | 1201
20:5| Is4| 006| 621 36+5| 406 35-3| azes| a1y
07| o1 655| 68.5( 293| 357 255| 329 289
605 — 232 sr.t]| 40-7| 497| 609 yrg| yos
499 | 144-5| 1833 | ¥75-7| 1| 662 6831 509:5| 542
5e1 gz | I52| Is-3 60| 11.2 B6| 127 10°4
£.6 41 13-.1| 22- I4:2| 12-9| II:3| II-4| 110
156| 335| 334| 453| 187| 204 316| 200| 217
58 — 21| 5yl 631 34| 37| 60| 65
100| 32.4( 203 448 193] I57| 153| 154| 16
150 11| 21.1| 440 26.4| 231 183| z0.5| 148
148 7-4| 147| 28| 22:2| 345| 266 27.0| 163
595 268| 65.5) 131.v| 643\ 773 856| 78.6| 833
130 go| ILdI| 249 106| 1I.a| 11.3| Tg1| 16-5
64| 64| 49| 99| g2l 56| 7O 57| 63
234 17.7| 217| 43-8| 281 | 233| 28 277 | 2947
56-2| 5o-7| 05.5( xyo-4| B2:3| 67-1| 73.7| 8o 80-4
425-9| 371-3 | 768:3 [1075-1| 517-9| 538-0| 564-3| 577-0| 566.0
— —_ -— — — — 31-2| 585 | 512
27-31 149| 18.0f 488 21.5] 2y8| 30.3| 304| 307
3781 28| 3%.8| 068.3| 484 55| 61.g| 659| 640
11-8 8.0 99| 280 T155| 16:8| 217 a21.4| 242
717 49:6| 7r19) 1840f 1114 934 | 87.3( 91-7| 872
74| 69| 7:b) 199l 10gf 76| BB 97| 139
230 233 199| 5L 3ur| 2B.6) 292 320 324
279} 30:3| 400 814y 536 455| s501| s543| 578
208.g( 161-1 | 195.1| 482.1| 292.4 | 2852 | 321.5} 363.9 | 3614
634-8] 532-4 [ 963-4 J1557-2| B10-3| 82321 885-8] 9409 9374

? Not including gold.
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TABLE XX.—MONTHLY TRADE RETURNS OF THE
UNITED KINGDOM, rg13-1927

(From the Monthly Acconnts of Trade and Navigation.) In

millions of £’s

| fan.| Feb, | Mar.| Apr.|May.) June | July |Aug. | Sept.| Oct.| Now.| Der.
1913
Imports .| 71-2| 62-3| 61.3| 63.0/ 61.3 58.3| 61-8| 56.0| 61-4 va.g| 68.5] 711
Exports }| 50.2| 50-9 gr-3| £3-1| 53-2| 51-4| 55-5] 52-3] 493 56.2| 52:8| 53-1
Excess.| 15.0| 12:g] 10-2| g.9| 81| 6.9 6.3 3.7 12-1] 155! 15-7| 180
1914
Imports .| 68.0| 62:1) 66.g9) 61.6| rg-1| 5R.3| £0-4| 42-3| 450 51-4] 55-5| 673
Exports .| 57-4| 51-3| 54:1] 57| 52-4| 48-6| 52.2| 28-6| 3t-0| 35:8| 30-2| 3201
Excess .| 10:5) 10-6| 12.8) Ic.9| 67| ¢-71 721 137| 13-1] 15| 25:3} 35-2
1915
Tmyports .| 67-2f 6502 755 73-6] 76| 76.01 75.7| 69-4 70-3| 67-8 716 70-3
Exports .| 35| 33-0| 38-2| 42:1] 43-0| 426 44-1| 39-3| 39-9| 39:1| 44-0| 41-6
Excess .| 32-7| 32-2| 37-3| 31-5[ 27.7| 33.4] 31-6| 29-6| 30-4| 28.7] 27.6| 28.7
1916
Imports -\ 74:9| 67-3| 86.1| 75-7| 83-5 87.0) 76.3| 761} 77-4) B1.3) 88.9) 754
Exports .| 450 44-9| 46.4] 44-9| 58c) 56-1| 42| 555 £0:0 52-4) 49:5] 459
Excess .| 29-3| 22-4| 39-7| 30-8| 258 30.9| 22.5| 20.6 26.8| 28.8| 3¢-3| 19-5
1917
Imports .| 906 70-g| 81.1| 84-5| 87.6| 86.1| go-1{100-6| B6.3| g4.3/709-8 84.8
Exports .| 55:3| 46:3| 51-7| 44-3| 40-8| 50-1| 54-4| 54-3| 46-4| 54-9| 47-1] 403
Excess .| 35:3| 24:6| 394 40-2| 37-8| 360 35-7| 46-3| 390 394 62-7| 445
1918
Imports .| gg-0| 99-0|107.2(11g.9[125.9|101.5|109:1|110-2] 98-0|117.6]116-8]116-2
Exports .| 44-9| 41-3] 30-2| g42-2| 484 47-1| 45-7| 455 419 449 40-1| 474
Excess .| 54:1| 57:2| 68-0| 77-7| 77-3| 54-4| 63-4| 64-4| 56-1| 72.7) 707 748
1919
Imports . |134-5(106-7[105-8| 112.1|125.6{122:9|153.1[148.7|148-6{153-5143-3/169-0
Exports .| s1-9| 52:0| 621y 71.8| 75-8| 76.5| 77-1| go-1| Bz-2| ¢8.7|Iof-4{11}-0
Excess .| 82.60 54.70 43.70 40.3! 508 46-4' 762l 58.6| 66.4 54.8‘ 361! 52:6

3 Including Re-exports of Foreign and Colonial merchandise throughout,
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Jan, | Feb, |Mar.| Apr.| May.|June.| [uly.| Aug.| Sept.| Oct.| Nov.| Dec.

1920
Imports .[183-3(170:4/176:6t67-11166.417¢.3]163-1{153+3[182.8[140.6/144-2(1427
Exports .[133-31108.6]130.7{126.7|139-6|136-5|155-3|128-3|130-5(128.4|133-5|109-3

Excess .| 52-0] 61.8] 45-9| 40-4| 206-8] 33.8] 78| 250 22.0| 21.2| 11.7| 33-¢4

g3l
Tmports .|(17-0| g7.0| 93-3| go.o| 86.3| 8%.2| 8c.3| 88.6( 86.| 84.7| 8g.3| B5.4
Exports .|1o2'7| 76.3| 75-7| 68.4| 50:3| 45-2| §2-5| 61-3] 638 72.7| 72.7| 68.6

Excess .| 143 30.8| 18-1| 31-6| 36-0| 430! 38.0| 27.31 23.1| 12.0| 16.6| 168

1923
Imports .| 76.3| 6g-4| 87-9| 80.6| 88.7| Bs-3( Br.
Exports | 71-6| 68.3 . Go.g 68.

\
&

L=k
S
- o

67-5| 689 68.7] 75-

.
~3
-
-
[=a
=
r
N
-J
0

Excess .| 49| o-g| 13.2| 15 ., 20-7[ 23.4| 13-0| 15-1] 7.9 16.2| 20:0{ 27.5

1923
lmports .| 99-8| 83.9| 9c-0 86-4| 89-4 89-4 76| 28.4] 83.2 99-9i101.6|10g-3
Exports .| 76.7| ¢5.3| y0-0] 75-3| 83-3| 73.8| 68-3| 66-2| 71-9| 83-5| 75-9| 745
Excess .| 23-1| 16:6| 200l 11.1] 6.1| 15.6| 8.6| az.2| 11-3 174| 25.7] 347

1924
Imports |101-2| g6.7/1037| 86.2{122-0 88.6)108-1102-2]10C.g|120-5(118.7]131-6
Exports .| 77-5| 81.2| 73.8) 74-6| 83-4| 73-0| Br-g! 75-3| 72-8| Br.5| Bo-5| B1-4

Excess .| 23.7| 15-5| 29-9| 11-6| 38.0] 16.6| 26.6| 26-9| 28.1| 3g.0| 3B-2| 502

1925
Imports .|128.g|110.1(112.9{110:3|104-3|111.0] §8.7| 91-7| §7-9/108.8114.6{1343
Exports .| 82.3f 83.3| 83.1} 73-3| 787 69-5| 76-2| 74-5; 71-3| 805 74:5| ¥orq

Excess :| 46.6{ 26.9| 29-8} 37.0| 25-0] 41.5] 22.5| 17-21 20:0| 28.3| 401} 53-9

1926
Imports 1117.7] oh-8/106.5j102-5| B1-2| g7.5|100-3]1011{161.7|1TT+2\113-3(113-3
Exports .| 73.1| 76.0] 78-3] 64:0 £3-3| 60.9| 66.7| §8-4| 58.8| 63.5 64-1| 61.2
Excess ! 45-0| 20.8] 28-3 38-5| 27-9| 36-6| 33-6| 43-5| 43:9| 47°3| 49-2| 521
1927
Imports .|113-6] g3.9|113:5
Exports .| 65-3] 63-7| 73-9

Excess .| 4831 30.2| 400
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TABLE XXI.—-VOLUME OF BRITISH

(From the Reporta of the Liverpool

1913 Igt4 1915 1916 1907 1918

Weights of fmporits
(tons—o000's) :
Food, Drink, and

Tobacco . .| 18,705 | 16,750 | 16,050 | 15,270 | 13,160 [ 11,380
Raw Materials .| 28,943 | 24,270 | 24,380 | 22,340 | 17,520 | 19,740
Manufactures .| 8,334 6,030 4,8g0 3,500 1,350 1,980

Total .| 56,002 | 47,050 | 45,320 | 4t,110 | 33,030 | 33,100

Tonnage Entrances
(tons net—oo0's):
British ships .| 32,292 | 28,929 | 22,862 | 20,317 [ 1B,795 | 19,701
Foreign ships .| 16,772 | 14,132 | 10,864 9,842 4,433 3,416

Total .| 49,064 | 43,001 | 33,726 | 30,050 | 23,228 | 23,207

Average weight of
imports per 100
tons net of ship-
ping entrances . 114 109 134 137 143 143

Weightsof Exports
(tons—o00’s) :
Coal, Coke, &e..| 76,637 61,830 | 45770 | 41,158 | 37,800 | 34,174
General . | 15,116

Transhipment .| 1,821 not |available
Total | 03,624
Tonnape  Clear-
ances (tons net
—000"s)
British ships .| 40,101 | 32,516 | 20,380 | 17,752 | 16,927 | 14,066

Foreign ships .| 27,718 | 23,453 | 19,149 | 17,844 9,149 777l

Total .| 67,819 | 55960 | 39,520 | 35,596 | 26,076 | 22,737

Estimate of cargo
other than coal
carried per 100
tons net of clear-
ances . . 5
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IMPORTS AND EXPORTS, rg913-1926

Steamship Owners' Association)

1919 1910 1931 1923 1923 1924 1935 1936
13,950 | 15,630 | 15,300 | 16,500 | 17,602 | 20,300 | 18,600 | 18,000
19,327 | 22,596 | 15,800 | 19,700 | 35,500 | 27,200 | 15,300 { 10,500

5,487 7,316 8,200 7,800 8,900 | 11,0c0 | 11,300 | 14,000
38,764 | 45.542 | 39,300 | 44,000 | 52,000 | 58,500 | 55,000 | 53,500
12,065 | 25,83t | 25,118 | 29,421 | 33,081 | 36,857 | 37,968 | 43,523

7491 | 10,987 | 11,994 | 14,904 | 18,003 | 18,513 | 17,536 | 20,658
39,556 | 36,518 | 37,113 | 43,336 | 51,004 | 55,369 | 55,504 | 04,181

131 113 106 102 102 106 99 98
38,466 | 38,863 | 26,347 | 67,939 | 84,487 | 65,532 | 54000 | 21,863

7.537 | 10,646 6,590 | 10,260 | 13,550 | 12,467 | 13,300 | 11,500

1,587y 1,666 1,450 1,400 1,500 1,040 1.700 1,250
47,573 | 41075 | 34,387 | 79.599 | 98 537 | Bo,139 | 68,990 | 34613
11,963 | 33,833 | 24,283 | 36,818 | 42,139 | 41,733 | 41,473 | 33.858
13,599 | 13,193 | 13,115 ) 23,865 | 28,552 | 23.5607 | 20,897 | 13,094
34,563 | 36,735 | 36,397 | 59,682 | 70,601 | 65,299 | 63,310 | 46,953

59 55 kLY 45 49 45 42 i5




INDEX

Acceptance of a bill, g9, 101,
Accepting houses, 116, 150~2, 187,
164,
Accommodation bills, 103.
Allies, effect of the War on our, 199.
America and the War, 19g.
deflation in, 223.
gold shipments to, 194, 231,
American balance of trade, 151, 199.
cotlon crop, 12a.
credits, 243.
debt, 199, 241,
dollars, 29, 69, 79.
exchangpes, 148, 158, 201, 231-6,
241, abg.
sccurities, 199, 131,
silver lepislation, 6y, 1~ .
tourists, 189, 200,
Assignats, 86, a40.
Austrian currency, 240°.
Authorized issue, 120, 129.

Bagehot, Walter, 118.
Balance of Trade, 132, 131,
and the War, 194, 223,
statistics, 271,
Bank : assets and liabilitics, 103.
current accounts, 3.
dealer in capital, 95.
deflation, 224.
deposits, §6; since the War, 169,
231,
discounts, 93, 97, 171, 173
early history of, 118,
functions of a, 93, 97.
reserves, 106,
slatistics, 260~3.
Bank Charter Act, 1844, 118, 124,
245
suspension of, 143, 153.
Bank Holiday, 148-9, 152.
Bank notes, g7-108, 227, 245.
and the quantity theory, 103.
as lepal wender, 103,
change of, 148.
first, in Sweden, 118,
in Scotland, 149, 245,

Bank notes (cont.)—
uther systems of regulation, 127,
silver against, 126, 245.
1344 Act, 125-7, 245.
See Hills, Paper Money.
Bank of England, 108-30, 174, 237,
242, 145.
and gold reserves abroad, 158,
108,
and the Mint, 49, 50, 110, 242.
during the War crisis, 146-9, 153,
157.
history of the, 120-7.
n a grisis, 141,
notes of the, 123-g, 148, 227,
price of puld, 49, 243.
Proportion, 129, 221, 204.
Rescrve, 100, 128-30, 1429, 163.
statiglics, 200, 104,
suspension of cash payments by,
61, 122,
suspension of the Act, 143, 133,
Weekly Return, 138-g, 259, 304.
Bank rate, 139-46, 148, 157, 243,
345.
slatistics, 260,
Bankers' Clearing House, 94, 258.
money, 1, 43, 0.
Banking dej.artment of the Bank of
England, 1206, 128-30,
principle of note regulation, 103,
125,
stalistics, 200-5.
system, the English, 109- 30,
Barter, credit is deferred, g2,
foreign trade is, 131,
inconveniencies of, 1a.
sale is double, 12,
Bear, z2.
il of lading, 98, 116.
Bills of exchange, inland, gj-10a.
acceptance, yg.
accommodalion, 103,
due date, 100, J0OI1.
endorsation, 99, 100.
finance, 103, 170.
foreign, 131-8.
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Bills of exchange {cont.)—
holder in due course, gg—I0OI1.
prescription, 10f.

Bimetallism, 50-77%.
international, 74.

Blackett’s memorandam, 223.

Rland Act, 69, 232.

Bounties, 217,
German sugar, 213,

Brassage, 49.

Brussels Conference, 233.

Bull, 22,

Bullion Committee, 123, 243.
exports and imposts of, 139, 181,

198, 272.

in the Bank of England, 136, 259.
world's stock of, 30, 248.

Call money, 113,115, 140, 173, 262,
during the War crisis, 151,
interest rates on, 270.

Capital and foreign trade, 18g.
bankers’, 105,
restrictions during the War, 158,

260, 330.

Cassel, Gustav, 235, 237.
Circulation of Bank of England
notes, 129, 228, 260, 264.

Clearing House, 94, 163,
statistics, 258.

Closing of the mints to silver:
English, 61.
German, 64,
Indian, 67.
Latin Union, 63,

Coinage, advantages of precious

metals as, 28.

brassage, 49.
definition of, Jevons's, 34.
early forms of, 33.
free mint, 46, 49.
gold, in Egypt, 54.
gratuitous, 49,
Gresham's Law, g3,
history of English, 47, 61.
idea of modern form of, 34.
legal tender, 34, 43.
platinum, 29, 31.
qualities of standnard, 43.
right, strong, and weak, 43.
seigniorage, 49, 253,
silver, 48, 2332.
token, 57.
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Coinage. See also Gold, Silver.
Commissions on trade, &c., 186, 230.
Comparative cost, theory of, in in-
ternational trade, 204.
Contango system, 21.
Continental gold policy, 160,
Banks and the crisis, 130,
Stock Exchanges, 145.
C. L F., 185 :
Cost of production and War prices,
167.
of gould, 29, 32, 230,
Cotton Exchange, 33,
futares, z3.
speculation in, 24. .
Course of exchange, 133, 201, 266.
Credit, gr—107.
. and war inflation, 169, 226,
and deflation, 223.
control of, 245.
deferred barter, g3.
failure of, 141,
gold bottle-neck of, 163.
volume of, 163, 226.
Crisis, financial, 13g-44.
of July, 1914, 145-60.
Cunliffe Committee, 222, 227, 229.
Currency, see Coinage.
Currency notes, 81, 103, 152, 243,

244
and inflation, 108, 175, 224, 227,
Investment Reserve, 177.
statistics, 256.
Currency principle of note regula-
lion, 123, 124.

. Current accounts, 93-7.

Customs ». Revenue Daties, 213.
statistics, 182,

Dawes Agreement, 240,
Dear money, 223, 24I.
Debt extinction, 24T,
floating, 176, 241.
international, effect on balance of
trade, 181-4.
Deflation, 221, 223, 226,
Deposits, g6, 110-13, 16g, 22T,
in the Bank of England, 110,
other banks, 113.
private, 111,
publie, 110, 113,
rate of interest on, 140, 2;0.
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Deposits (cont.y—
since the War, 169, 221,
slatistics, 260-3.
Discount houases, 113,117, 130,152,
157.
Discounts, 95-7, 139, 147-9, 171-3.
Division of labour and exchange, 8.
international trade is, 203,
Document of title, ¢8.
to money, Bill of Exchange is, 99.
Double standard, 6o-72.
Drains on the reserve, home, 12g.
foreigm, 130.
Daplication of prices, 89g.
Durability of gold, 29.

Economics, definition of, 1,
science of everyday life, 5.
science of values, 4.
Economist Index Nos , 40, 219, 154.
Egypt and cotton, acy, alo, a15.
carly coins in, 33.
early trade of, 11.
early use of metals in, 11.
foreign indebiedness of, 191,
gold in, 54
Gresham's Law in, g35.
bhoarding in, 56.
tounsts in, 188,
Endorsation of a bill, gg, 100
England's adoption of Mouometal-
lism, 61,
balance of trade, 181-200, 238,
71
currency reform, 1816, 63.
dividends, 193, 239.
early currency histary, 47, 61.
foreign trade statistics, 3271-9.
investments abroad, 1¢1, 200, 239.
opposition to Bimetallism, 71.
policy as to gold, 47, 243.
trade policy, 209.
English banking sysiem, t08-30,
Exchange, advantages of, &,
at first intertribal, 7.
means of, 1.
Mant par of, 134.
moutoal gifts, 7.
object of, 1.
place of, in production, 6.
primilive, 7.
rate of, 131-8.
value, meaning of, I.

283

Exchanges, loreign, 1371, 200, 230,
American, 148, 158, 201, 230.
Indian, 67, 233.
paper, 134, 235.
silver, 134.
statistics, 266-g.

Excise duaties, 213.

Lxports, 132, 181, 2006,
and the War, 156,
function of, 207,
invisible, 132, 238.
stalistics, 371-9.
volume of, 196, 238, 248.

Failure of credit in a crisis, 144, 150,

Falling rate of exchange, 136.

Finance bills, 103, 170.

Financial crisis, 139-44.

July, 1914, 143-60.

Fire insurance premiums, 187,
and Zeppelin risks, 167,

Floating debt, 176, 241,

Food panic, 154.

Fordney Tariff, 237,

Foreign Bills (se¢ Rate of Exchange),

131-8.
discounts, 116, 117,

Foreign exchanges, 131, 200, 230.
and the War, 148, 200, 230.
statistics, 171-g.
see Purchasing Power Parity.

Foreign trade, ses International.

France as a financial centre, 113, 191,
and Bimetallism, 62-5, 70.
Protection in, 211,

Free mint for gold, 46, 49, 142,
nol for silver, 51,
not gratu.tous, 49.

F. O, B,, 18s.

I'ree Trade ». Protection, 209-18.
advantagesand disadvantages, 213,
in Great Britain, 212,
policy, not principle, 209.

French gold in Egypt, 54.
money, s¢¢ Bimelallism,
note issue syslem, 127.

German banks refusing gold, 139.
exchanges, 201, 240, 243.
note issue system, 127, 240,
thalers, 04,

Germany and the Warcrisis, 1 50,150,
Protection in, 211,
Reparations, ag4o.
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Goldsmiths {comt)—

in Lombard Street, 10g.
Gratultous coinage, 49.
Greek coios in Egypt, 33,

184

Giffen, Sir Rabert, 186, 208.

Gold, absorption of, 71.
advantages of, as coinage, 28-32,
and silver, s¢¢ Bimetallism.

Australian, 133.

Hank's price for, 49, 343.

bottle-neck of credit, 163.

coinage in k s 54

coinage of ﬁylg‘. 479, 61, 143,

ast.

coinage of the world, 30, 164, 250,

cost of procduction, ag, 33, 71, 230.

depreciation of, 63.

discoverics, 63, 71.

displaced by paper, B4.

draing on the rexeive, 129,

eatly forms of moncy, 33.

English, French, and Turkish in

Egypt, 54-

exports, 139, 230, 342,

free mint for, 46, 49, 342,

gratuitous coinage of, 49.

ruincas, 48.

hcld sguinst note issoe, 126, 328,

imports during the War, 1g8.

in England during the War, 83,

84, 163.

in Germany, 64, 159

instability of value of, 31.

in the Banking Department, 128,

in the Issue Department, 126, 218.

Latin Union and its, 64.

Mint price of, 46-51, 242,

payments, suspension of, 61, 113,

22¢.

points, 1137.

price of, 46, 142,

reserves abroad, 158, 198,

shipments to U.S. A., 199, 231,

standard and the War, 229.

standard of Fnglish, 48, 134.

standard of French, 60, t14.

supply and prices, 164, 230,

valuoe of, 51.

world's crop of, 30, 248.

wotld’s stock of, 3o, 248,

statistics, 248-51.

1663 Acl, as to export of, 47.
Gold Standatd Act, 1935, 247, 245
Goldsmiths and private banks, 120,

and the Stuants, 12 -

as money-changers, 130,

early deposits, 110,

Gresham's Law, 53-73.
and paper money, 55, 88,
in Egypt, £8-

Guinea, history of the, 48,

Hoarding, 56.

Home and foreign trade, 306,
relative importance, 207.

Home discounts, 98, 97, 139, 147.

Import Duties ». Bounties, 216.
Imports, 133, 156, 181, 106, 218,
Customs statistics of, 183,
function of, 307.
invisible, 183, 238.
paid for by exports, 132, 182,938,
statistics, 371-9.
volame of, 191, 338, 278.
Index numbers, 40, 161, 219, 253,
and P.P.P., 236.
Board of Trade, 40, 253.
Economist, 40, 31, $54.
Jevons's, 40.
retail, 120, 254.
Sauerbeck, 40.
since 1782, 161, 253.
since Lhe War, 1606, 219,
wholesale, 4o, 219, 154.
India and silver, 66, 133.
absorption of gold, 71,
closing of mints, 67.
debt charpes, 67.
early trade of, t1.
foreign exchanges, 67, 333.
gold in Southein, a8,
tea trade, 11,
Industrics and the War, 156,
Infant Industries, 213,
Inflation, v08-79, 219-43.
Insurance commissions, 186,300,230
Internations]l Bimetallism, 75.
debt charges, 19a.
»  fepayment of, 190
paper money, 77, 8a.
services, 183,
International trade, 203-18.
1ate of exchange and, 131,
real gain of, 203
really Larter, 131,



INDEX

International trade (cont)—
theory of comparative cost, 204.
triangular, 1y3.

Invisible exports, 182, 199, 238,
imports, 182, 199, 235,

Issue Authorized, 126, 229.
Depariment, 126, 129.
and Banking Department’s gold,

128,
Ttaly, tourists in, 189.

Jevons's definition of a coin, 34.
law of Markets, 16.

Joint Stock Banks, 108, 122~

Joplin, Thomas, 123-4.

July, 1914, crisis of, 145,

Latin Union, 63-5, 70, 73, 75-
Legal tender, 34, 45,
bank notes as, 103,
Currency notes, 152,
List’s argument for pro‘ection, a14.
Loans abroad, 200, 239.
to Allies, 197.
to Colonies, 19y,
l.omlard Street, 108, 113, 115, 118,
and the War, i46, 150-2, 157,
London course of exchange, 133,
201, 266,
Long rate of exchange, 134.

Marine insurance and the War, 154,
157, 186, 200, 239.
Market price, failute of, during War
crisis, t54.
how fixed, 14.
must be uniform, 15.
Markets, 14-24.
area of, 10.
definition of, Marshall's, 16, 18.
duration of, 18.
extent of, in time and space, 16.
for money, 19.
Law of, Jevons's, 16.
Produce, 23.
publication of prices, 16,
uniform price, 15.
world’s, tg.
Marshall’s definition of Economics,

I, K.
definition of a market, 16, 18.
Mercantilists and the Foreign ez-
changes, 47, 138.
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Middlemen, function of, 9.
Mint, Bank of Lngland and the, 5o,
242.
closed to silver, 61, 64, 63, 67.
free, 46, 40, 343.
gratuitous, 49.
par of Exchange, 133, 236.
price of gold, 49, 242.
price of silver, 51.
statistics, 2371,
Money, a variable standard, 3.
and barter, 11-12,
and prices, 15, 42, 161.
and the developinent of exchange,
g-11.
bankers', 1, 43, 6.
common measure of value, 23.
early forms of, 27.
carly use of metals as, 18.
economy, 4, 35,
evolution of, 26.
functions of, 23.
insufficient supply after 1873, 65.
legal tender, 43.
many forms of, 4.
Market, 108-18, 163, 169, 172;
rates, 270,
medium of exchange, 25.
mobility of, 140.
paper, 43, 75-90
platinum, 29, 31.
qualities of standard, 45.
quantity of, 43.
(Quantity Theory of, 35, 42, 161,
243
rapiduy of circulation, 4a.
regrister of debt, 26.
silver, 48' 51, 54, 50-77, 332.
standard of deferred payments, 26.
store of value, 26.
strong, weak, and right, 45.
universal third commodity, I, 13,
24.
usc of precious mctals for, 28,
value in use, 27.
value of, 3, 36.
See alio Gold,
Muncy's work, volume of, 166, 197.
Monometallism, see Bimetallism.
Moratorium, 152, 158.

National income, 177.
Neutrals and the VWar, 199,
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New York exchanges, 269.

Otrher Banks, 108, 113, 115.
call money, t15, 140, 151, 172,
Currency notes, 152, 175.
deposils and discounts, 113, 115,
169, 321,
fear of a run, 151,
in a crisis, 141,
in the War ciisis, 148-53, 158,
refusing pold, 144,
QOutside Money Market, se¢ Lombard
Street.

Paper exchanges, 134.
Paper money, Adam Smith on, B3
and prices, 88—q.
and the War, 83.
assipnats, 86, 240,
couventional, 79.
danger of excessive, 85.
diffcrent kinds of, 79,
disadvantages of, 8o.
fiduciary, 79.
Gresham's Law and, 55,
ideal currency, 77, 82.
inconvertible, 79.
international, 77, 82,
limits of issue, 83, 84.
representative, 7g.
signs of over-issue, 87.
theory of, Ba.
Par of exchange, see Mint par.
Paterson, William, founder of the
Bank of England, 121,
Tittman Act, 232, 234.
Platinum money, 29, 37.
Policy of international trade, 208.
of Great Britain, zoyg.
Portability of gold, 29.
essential to wide market, 17.
Post- Armistice slump, 219, 222,
Post-War boom, 166, 215.
Precicus metals as money, 29.
Prescription of bills, 101.
none for bank notes, 101,
Price and value of commadities, 1.
and value of pold, 51, 242.
and value of silver, 51, 232,
of bills of exchange, 133.
Prices and the quantity theory, 33,
161, 219, 143.
change of, distorts values, 3, 41.
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Prices (cont.)—
eflect of changing, 39,
history of, 40, 65, 161, 219.
index numbers of retail, 254.
wholesale, 4o, 219, 254.
inflation and, 168, 220.
paper money and, 168, 210,
nise and fall of, 37, 161, 219,
war, 106, 219, 243.
Private banks, 108, 1271,
Produce exchanges, cotton, 23.
amd the War, 147, 1358,
Production, creation of utilities, 6.
place of exchange in, 6.
three stages of, 6.
‘ Proportion’, 129, 231, 264,
I'rotection against pauper labour,
215.
and the balance of trade, 216.
arguments for and against, 213.
in France, 211.
in Germany, 2t1.
in US.A,, 212, 236,
List's argument for, 214.
meaning of, 213.
nalional policy, 210,
of e¢ssential industries, 214.
of infant industrics, 213,
of war indusuiies, 215.
who pays for, 213.
Purchasing Power Parity, 236, 341,
Pyramiding of deposits, 170, 123,

Quantity theory of money, 35, 161,
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and Bimetallism, g9, 72,

Rate of exchange, 131-8, 200, 130.
and the balance of trade, 132,
and the War crisis, 143.
between England and Austialia,

133
between gold and paper, 134.
between gold and silver, 134.
during the War, 153, 160, 301.
efiect of depreciated papcr on, 88,
134, 236.
eflect of falling, 137; rising, 137.
gold points, 137.
in India, 67, 233.
long and short, 134.
methods of quutation, 135,
Mint par, 133.
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Rate of exchange (cont.)—
rising and falling, 135, 137,
variation of, 135, 21g.

Ratio between gold and silver, 6o,
classical, 61,

Reserve, Bank of England, 118, 2ar1.
and the Mouney Market, 1006, 128,

163.

during the War crisis, 149.
held in notes, 129,
in a crisis, 142-4.
in the Weekly Return, 128.
proportion to liabilities, 129, 221,
statistics, 264.

Revenue dutics, 213,
failure as protection, 317.

Right money, 43.

Rising rate of exchange, 115-8.

Rupee, 66-8, 233.

Kussian currency, 19, 31, 240.

Scigniorage, 49 stalistics, 152,
Scttlement, Stock Exchangs -o,
of 30 July, 1914, 145.

Sherman Act, 69, 232.

Shipping and the War, 154, 200,
and the world’s trade, 185.
balance of trade, 183, 200, 239.

jritain’s share, 184.

Shiys, sale of, 187,

Short Loan Market, 11316, 250.

Short rate of exchange, 134.

Silver, American legislation, 69,

2131-4.

against bank notes, 126, 245,

against currency notcs, aay.

as token money, 6.

classical ratio, Ha,

depreciation, 64.

discoveries, 64.

English mint closed to, 61,

exchanges, 134.

flight of, from France, 63,

Germany and, 64.

Gresham's Law and, 54.

Indian mints closed to, 67,

Latin Union, 60, 63, 65, 50,

legal tender restricted in England,
6r.

made token money in England,
1816, 62,

mints closed to, 61, 64, 63, 67.

pew U.K. standard, 233.
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Silver (cont,y—
no free mint for, 51,
value and price ot, 51, 52, 232,
world’s supply of, 52, 64, 232.
statistics, 248-52.
Smith, Adam, and paper moncy, 83,
Speculation on diflerences, 212,
on the Produce Exchanges, 23.
on the Stock Exchange, 22,
Standard, meaning of, 1, 2.
money a variable, 3.
of value, 1-3.
Stock Exchange, 19.
and the War, 145, 140, 150, 158,
in a crisis, 146,
settlement, z0.
speculation on, 22.
the markel for money, tg.
theory and methods, 19-21,
Strong money, 45.
Suspension of cash payments, 61,122,
of the Bank Act, 143, 153.
Switzerland, tourists in, 18g.

Token money, 43, 57, §8.
and the quantity theory, 43, 165.
Tourists, American, 188, 100,
expenses, 183, 158,
in Egypt, 188.
in Italy, 189,
in Switzerland, 1%,
Trade returns and the War, 156,
Trader class, g-10.
Transport, g-11.
difficulties during the War, 154,
Treasury Bills, 170, 213, 224, 241,
notes, s¢¢ Culiency notes,

United Kingdom, balance of trade,
181, 193, 239, 371.
coinage of, 47, 61, 232, 251.
Universal third commodity, money,
1, 13, 24,
United States, see America,

Value and prices, 38.

distortion of, by prices, 3, 4L,

of gold, 38, 243,

of money, 36.

of silver, 51, 52, 233, 252,
Values, effect of variable standard

on, 3.
rise of all, impossible, 38,
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Variation of the rate of exchange,
135, 236.

Victory Loan, 223, 2471.

Volume of forcign trade, 196, 238,
278,

War and England's deblors, 193,

199.

and foreign trade, 198,

and home industries, 155,

and neuatrals, 199,

and the Allies, 199,

and the balance of trade, 195, 198.

and the crisis, 145-60.

and transport, 154.

and U.5.A., 190

Austria and Servia, 145.

effect on invisible exports and
imports, 199, 239.

War (comt.)—
eflects of declaration, 153.
England involved in, 153.
exports and imports, 197.
insurance, 154, 157.
loans, 170, 173, 223, 241,
prices and quantity theory, 166,
243.
,»  other causes, 167,
supplies, 19f.
Ways and Means, Advances, 176,
2121, 233.
Weak money, 45.
Weekly Return, 128, 259.
analysis of, 204.
World's coinage, 30, 350.
foreign trade, 185,
gold stock, 30, 248,
gold supply, 30, 230, 248
supply of silver, 51, 64, 232, 348,
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