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FROM THE PREFACE TO THE 
FIRST EDITION 

THE gUESTION wllether or not Great Britain should 
return to the gold standard must necessarily dominate 
any discussions of the gold problem in this country for 
some time to come. While I hope that I have never lost 
sight of this, to us, fundamental issue, I have tt:ied, in 
my treatment of the whole gold problem, to give concrete 
expressio:(l to my belief that the part which gold is called 
upon to play in the creation of an integrated price and 
income structure has received too little attention in 
recent discussion. For that there are several reasons, 
one of them being that it is not easy to bring out clearly 
yet simply the full significance of the mechanism by 
which this integration is achieved and the complex 
character of the conditions in which, and in which alone, 
the gold standard mechanism can function satisfactorily. 
It is for others to say how far the present attempt has 
been successful. While I hope that I have not; been in 
any way neglectful of fact, this book is not primarily 
intended to be a chronicle of recent events, but an 
attempt at· an analysis of fundamental conditions. . . . 

I desire to express my great indebtedness to the help 
afforded me at every stage of the progress of this book by 

-Mrs. Annette Henderson, B.Sc.(Econ.). To Professor 
Lionel Robbins I am obliged for critical discussion of a 
difficult point of analysis. 

T. E. GREGORY 

THE LONDON SCHOOL OF ECONOMICs 
AND POLITICAL SCIENCE 

November 9th I93I 
v 
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FROM THE PREFA.CE TO THE SECOND 
EDITION 

APART FROM a few verbal corrections, I have left the 
text of this book unchanged, preferring to bring the 
subject-matter up-ta-date, in so fat.is that was necessary, 
by means of a new Introduction. • •• . 

T. E. GREGORY 

THE LONDON SCHOOL 01' ECONOHlCS 
AND POLITICAL scmNCE 

July nth I932 

PREFACE TO THE THIRD EDITION 
1 

THIS BOOK was originally written almost immediately 
after the suspension of the gold standard in Great Britain, 
and its general tone was, of course, profoundly infiuenced 
by that event, the fUll consequences of which could not 
be foreseen at the time. Now that a new edition is called 
for, substantial alterations appear necessary: readers 
who compare this edition with its predecessors will find 
that the second half of the book is new and that two 
additional cbapters have been required to deal with the 
march of events in the U.S.A. and with the course of 
international discussion: whilst the chapters on Great 
Britain and on the future of the gold standard have been 
very largely rewritten. In its new form, therefore, this 
book is both longer and covers a wider range of considera­
tioDs than it did before. I hope that in its new form it 
may continue to commend itself to students of the 
subject. 
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I have again to express my deep indebtedness to Mrs. 
A .. Henderson, B.Sc.(Econ.}. She alone is responsible for 
the charts and for the revision of the Statistical Appen­
dix, and I am further under obligation to her for general 
assistance without which the completion of the book 
would have been greatly delayed. 

T. E. GREGORY 
. . 

THE LONDON SCHOOL OF ECONOMICS 
AND POLITICAL SCIENCE 

A "gust flIst I934 



CONTENTS 
CHAPTBR PAGB 

I. THE GENERAL NATURE OF THE GOLD STANDARD 
AND THE PROBLEM OF INTERNATIONAL 
EQUIUBRIUM .. 1: 

II. THE WORKING OF THE GOLD STANDARD IN 
RECENT YEARS 22 

III. THE CASE OF GREAT BRITAIN: THE CAUSES OF 
THE BREAKDOWN 

IV. THE CASE OF GREAT BRITAIN: THE CONSE­
QUENCES OF THE BREAKDOWN-I THEO-
RETICAL ANALYSIS; II A STATISTICAL 

39 

SURVEY. 60 

V. THE CASE OF THE U.S.A. 99 
VI. THE GOLD STANDARD IN RECENT OFFICIAL 

UTERATURE 1:22 

VII. THE FUTURE OF THE GOLD STANDARD: A PER-

SONAL INTERPRETATION • 1:45 

STATISTICAL APPENDIX 
TABLE 

I. U.K. PRICES • 1:72 

II. U.S.A. PRICES 1:73 

II~ AMERICAN AND BRITISH LOANS TO OVERSEAS 

AREAS 1:74 

IT. CAPITAL ISSUES IN PRINCIPAL COUNTRIES 1:75 

V. U.S.A. BALANCJl: OF PAYMENTS 1:76 
ix 



X THE GOLD STANDARD AND ITS FUTURE 

TABU: '/00. 
VI. FEDERAL RESERVE HOLDINGS OF BILLS AND 

DEPOSITS ON ACCOUNT OF FOREIGNERS • 177 
VIl. U.K. BALANCE OF PAYMENTS ON INCOME 

ACCOUNT, 1925-33. ~ 178 

VIII. AVERAGE BANK OF ENGLAND GOLD STOCK AND 
MONTH TO MONTH CHANGE • 179 

IX. GOLD RESERVES OF CENTRAL BAlli'S' AND 
GOVERNJrfENTS • ISO . 

X. GOLD PRODUCTION, ~91S, 1929-33 ISa 



'BESIDES WHICH: continued Mr. Gregsbury, 'I should 
expect him now and then to go through a few figures in 
the printed tables, and to pick out a few results, so that 
I might come out pretty well on timber-duty questions, 
and finance questions, and so on: and I should like him 
to get up a few little arguments about the disastrous 
effects of a return to cash payments and a metallic currency, 
with a touch now lLnd then about the exportation of 
bullion, and the Emperor of Russia and bank notes and all 
that kind of thing, which it's only necessary to talk fluently 
about, because nobody understands it. Do you take me?' 

'I think I understand: said Nicholas. 
NiclJolas Nickleby, Chap. XVI 
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CHAPTER I 

THE GEN~RAL NATURE OF THE GOLD STANDARD 
AND THE PROBLEM OF' INTERNATIONAL 
EQUIUBRIUM 

THE INTERNATIONAL S'ld st~<!.is ess.!.l'!ti~y_ .. ~~ 
~a!i~!!...!>LJh.!!_~~on<!_~_ f of the !linet~_~ ~t~. 
At the end of the Napoleonic Wars the currency_systems 
of the world. with very few exceptions (Great Britain 
being by far the most important). were based either upon 
silver as the sole foundation of the system or upon silver 
in combination with gold. Between 1848. when gold was 
discovered in hitherto unknown quantities in Australia 
and California. and 1914. when the disaster of the World 
War inaugurated a revolutionary change in the monetary 
situation. there occurred a gradual put. in the end. an 
almost universal transition. from these silver or mixed 
currency systems to gold. ~et..~ .!919 .II.D~ ~S _ a_ 
co-operative and succf:ssful effort w~ Il1ade to rej>lacfl 
th~ monet¥Y systems of the wor!d ~pon a firn! founga: 
lion. and the int~ational g9ld standard was _thereby 
restored, In the laSt few years a variety o( circumstances 
have combined to imperil this work of .-estoration. The 
collapse of the gold standard in a number ot raw material 
producing countries in the course of 1930 ;-as follo~'ed 
by the suspension of the gold standard in. ~ number of 
European countries in '1931. The -most important 
country to be driven oij was Great Britain;' wlUch had 
reverted to gold after the War by the Gold Standard 
Act of April 1925. The Gold Standard -{4-mendment) 
Act. passed on September 25th 1931. 1;>y sus~dirig the P 

gold standard in this country. led not only to suspension 
by the Scandinavian countries and by Finland. but also 

I I 
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to suspension in Ireland and India. Other countries 
followed, including Japan and the U.S.A. The purpose 
of this book is ~o discuss the islUes raised in consequence 
of these events. These issues are contained in the 
answers to the ,folloWing questions: Qught thc . .intec 
national .KQI~4.?d to be res~9.!l!d? ~ght. Grea.' 
!!r!!!,:~_\!~J;'g)'UIt.IC.tuID.. to th~ got4!;t3.!ldarjl? 'pnder 
~l:!~~!,:di_tJ~ns.sllpuI4 GI~a.t.'»ritain return. jo. i<?l.d'? 
The more important of these questions is the second one. 
Just a~ Great Britain's departure from gold necessi­
tated a number of other countries suspending the gold 
standard, so a return to gold by Great Britain would be 
an important factor in deciding these others to rehlhl 
to gold also. A refusal by Great Britain to return, to 
gold would, in any event, be a fact of major importance, 
even if her example were not followed by other countries, 
as, indeed, it might be. For the· world has hitherto, 
except in periods of grave dislocation, regarded a com­
mon, i.e. a truly international standard, as a sitU qua fW1S 

of normal and orderly economic progress; and Great 
Britain has played an extraordinarily important part in 
the evolution c,f the modern world and in creating the 
prestige of the gold standard. If Great Britain were 
p~ent1y to depart from the group of gold standard 
countrieS, the significance of the. international gold 
standard would. change profoundly, and the con­
sequences to the countries still remaining upon the 
gold standard. as well as to Great B~ain herself. 

'would be, whether on balance good or evil, of the 
highest importance. 

These various issues will become clearer as the analysis 
proceeds. . The first step to an understanding of the . 

~ pr~ent situation must consist in appreciating the 
relationship between gold and the monetary institutions 
of the modem world. -. 
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Economic society is built up upon the basis of a few 
exceedingly important but simple principles: tl.!~ w.visio~ 
of labo~, the existenc~ of .p~.vate property, ~d free 
exchangEl. These principles are incapable of being recon­
ciled with one another without the presence, at the same 
time, in every economic community, of some unit of 
account in which relative values can be expressed. This 
is true, even if no such thing as mo~y, i.e. a medium 
of exchange, actually passed from hand to hand in 
exchange for commodities and services rendered, had 
come into existence. The reason is obvious on reflection. 
With every increase in the number of separate trans­
actions taking place, the difficulties of pure barter would 
increase. In fact, the difficulties would be such that the 
mere existence of barter would effectively prevent the 
development of exchange, and, with it, the possibility 
of extending the subdivision of processes of production· 
and thus the growth of economic well-being. It is only 
when all the rates of exchange between commodities and 
services, not only exchange between goods here and now, 
but between goods here and now for goods in the future, 
are capable of being expressed in one common symbol 

,that prices (i.e. relative values) become comparable. The 
first requisite, then, of a society organized for, exchange 
is the existence of such a symbol or unit oi account .. 
But, in order to facilitate, not only comparison of the 
relative values of commodities and services, but also 
their exchange, it is necessary to provide,. as well as a 
symbol or unit of account, a representative of that unit,' 
or of its subdivisions and multiples, which can be passed 
from hand to hand and is freely acceptable in exchange 
for'all the goods being offered on the market. Thus a 
community requires both a unit of account and a medium 
of exchange. Prices are expressed "in terms of the unit 
Of. account, the British unit being.t}le pound sterling, 

• 
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but commodities and services are exchanged for money. 
The price of a thing at any moment is determined by 
the quantity of money which bas to be given for it, but 
the 'quantity of money' is a magnitude which is, in part, 
determined by the nature of the unit of account em­
ployed. The length of a sentence depends on the number 
of words in it, but the number of words itself depends 
upon the particular language which is employed. It 
follows from all this that the 'price level' is a highly 
elaborate concept: since its meaning turns upon the 
particular monetary language (units of account) and the 
particular money in which it is expressed. 
• Obviously, the important point for consideration now 

is the relationship between the thing or things which 
are called generically 'money' and the unit of account, 
which is, after all, only the language for the expression 

. of monetary magnitudes. Consider the significance of 
the name of the British unit of account-the pound. 
This suggests a weight, and, indeed, the British pound 
sterling was originally a troy pound of silver. So long 
as the 'pound' remained a pound troy weight of silver, 
the unit of account was a real thing, as 'Well as being the 
language in which currency magnitudes were expressed; 
and the relationship between the money and the unit of 
account was, at the same time, the relationship between 
one quantity of metal and another, provided that the 
coins all continued to be made of the substance of which 
the unit of account represented a certain weight. If the 
'pound' for monetary purposes was div,ided into twenty 
shillings and two hundred and forty pence, all of them 
made of silver, and the 'silver pound' was a pound troy 
weight of silver, then a shilling represented one-twentieth 
and the penny one two-hundred-and-fortieth part, by 
weight, of a pound \"eight of silver. (What quantity of 
silver a pound weight of it is, is itself a separate problem, 
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but that cannot be considered here.) The whole diffi­
culty in understanding modem currency systems 
arises from the fact that we have departed from the 
sweet simplicity of earlier days. The language remains 
largely the same but the meaning has altered, just as 
language has altered its meaning in other connections 
also. 

In the first place, the intimate connection between 
money and the unit of account, which existed so long 
as the unit of account did stand for a defined· weight \""" 
of something, and the coins or 'money' were all made of 
the same metal, so that each represented physically a 
defined quantity of metal determined by its arithmetical 
relation to the unit of account, became weakened. 
Certain coins acquired a face value greater than their 
metallic content, and .coins having a certain arithmetical 
relation to the unit of account were made of a material 
different from that represented by the unit of account. 
In either or both of these ways, though the unit of 
account might continue to represent a certain weight of 
metal, the metal to which in the end the whole currency 
system was related ceased to play the same role as 
previously in the actual composition of the coinage. In 
fact, the coinage itself began to playa subordinate role. 
The actual media by which transactions were settled, 
and are settled in the modern world, are overwhelmingly 
non-metallic. They consist of bank notes and of bank 
deposits subject to cheque. The whole mass of purchas­
ing power retain& only this connection with the physical 
thing with which the unit of account is associated-that 
each and every form of purchasing power, bronze and 
copper, silver, bank notes and bank deposits, is 
ultimately convertible into the physical substance of 
which the unit of account represen~s a certain weight. 
If that physical substance is gold, the whole mass of 



6 THE GOLD STANDARD AND ITS' ~uTuRa 

purchasing power is convertible into gold, so long as the 
unit of account represents a certain weight of gold and 
so long as convertibility 's effectively sustained. It does 
not matter if some forms of purchasing power are not 
directly convertible into gold so long as each individual 
form of purchasing power is convertible into a form which 
is so convertible. If bank deposits are convertible into 
Bank of England notes and Bank of England notes are 
effectively convertible into gold, the mass of British 
purchasing power is linked to gold and Great Britain is 
upon the gold standard; for all forms of purchasing 
power in Great Britain are expressed in terms of pounds 
sterling. So long as the pound sterling stands for a 
certain and defined weight of gold and so long as that 
weight of gold can be obtained freely in exchange for a 
pound, or, what is the same thing, 80 long as a certain 
quantity of gold can be obtained in exchange for the 
number of British pounds which, under existing legisla­
tion, represents that quantity of gold, the exchange value 
of British pounds in terms of gold cannot fall below that. 
fixed by law. In addition, if, in exchange for a certain 

. weight of gold representing.a certain number of British 
pounds, that number of pounds sterling can always be 
~btained, tjle value of British currency, again in terms 
of gold, cannot rise above the relationship fixed by law. 
To put the matter concretely, 80 long as the Bank of 
England is by law obliged to buy gold at the rate of 
£3 17s. 94. per standard ounce (containing II parts gold 
out of 12) anti is obliged by law to sell gold in exchange 
for its notes afthe rate of £3 17" lold. per standard 
ounce, an ounce of standard gold cannot be worth 
less or more, in terms of English money, than 13 17" gd. 
or £3 17S. 1014. respectively. Or, what is again the 
same thing, since £3 17s. 9d. = 1,866 halfpence and 
£3 17s. lold. =; x,869 halfpence and £1 = ,.so halfpence, 



INTERNATIONAL EQUILIBRIUM 7 
the value of a British pound, so long as effective conver­
tibility is maintained, cannot move outside the limits 
of N-Rw and m1f parts of an ounce troy of standard 
gold. 

The second point to be borne in mind, however, is 
that this connection between the unit of account and 
a certain weight of metal need not be maintained. v 
Effective convertibility may be suspended, as it was by 
the Gold Standard (Amendment) Act on September 25th 
193I. In that case the unit of account ceases to have 
any definite relationship to a defined weight of gold, and 
becomes purely a symbol. Whether a piece of paper 
called a pound or a bank deposit of one pound convertible 
into a pound note will continue to possess the same 
purchasing power in terms of gold, i.e. will buy as much 
gold as it did before, or more of it or less of it, now 
becomes a matter of doubt. The essential fact abou 
tb..e gold stan4arq j$, tha~ i~ guafaiit'ees-a-curi~iicisysie-
Ii fixed gold value, that is, a V-aiue-whichcannot chang 
so long as convertibility is effective and the gold weigh 
of the unit of account has not been changed. The essen 
tial fact about a currency which -is not upon the gol 
standard is that its gold value is indeterminate. Whethe 
it is better to have a currency system with a.determinat 
or indeterminate gold value is the fundamental essential 
issue which flows from our recent departure from a fixed 
relationship. 
, When a whole series of countries possess currency 
Isystems which have a fixed relationshit with gold bf 
ithe kind described above, an international gold standard 
system comes into existence, not in any formal fashion, 
but as a matter of fact. The .only intelligible meaning 
to be assigned to the phrase 'the international gold 
standard' is the simultaneous presence, in a group of 
countries, of arrangements by which. in each of them, 
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g()ld is convertible at a fixed rate into the local currency 
and the local currency into gold, and by which gold 
movements from anyone of these areas to any of the 
others are freely permitted by all of them. In these 
circumstances, but only in these, are the following 
consequences possible. 

First, each such currency will have at any moment of 
time fixed limits of value in terms of the others; and 
these limits of value will vary from time to time according 
to the cost of moving gold from centre to centre. If by 
law £1 sterling is equivalent to 113 grains, by weight, 
of fine gold and if this amount of gold obtains, and is 
obtained for, £1 sterling whilst, at the same time, 
$4.8666 American also and at all times obtains and is 
obtained for II3 grains of fine gold, then the value of £1 
in terms of dollars cannot be worth less in terms of 
dollars than $4·8666 minus the cost of shipping II3 
grains of gold from London to New York, or worth 
more in terms of dollars than $4.8666, PlfU the cost of 
shipping II3 grains of gold from New York to London. 
If pounds were worth more or less than this in terms of 
dollars, or dollars less or more than this in terms of 
pounds, gold would move, so long as the gold could be 
obtained. It is true that in moments of panic two cur­
rencies both nominally and actually upon the gold 
standard can and have, in fact, exchanged at rates 
outside the limits set by the C9st of gold shipments (the 
so-called 'gold points'). But that is due to very excep­
tional circumstances; the amount of gold capable of being 
sent within a given time is limited by the shipment and 
insurance facilities a.vailable; moral pressure may have 
been applied to prevem gold shipments or, at least, 
rumours to that effect may be circulating and Panic­
stricken individuals, rather than wait their t1U11 or, 
perhaps, fearing that their tum will never come, prefer 
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to buy at a loss, hoping thereby to avoid still bigger 
losses in the future. 

From the standpoint of business and commerce, the I 

great advantage of the international gold standard is 
precisely that, whilst it is in working order, it Bliminates ~ 
fluctuating rates of exchange. The degree to which, wi . 
the gold points, rates of exchange can vary is so limite 
that, provided there is certainty that the system . 
continue, international trade and investment can b 
conducted ·without any fear that the sums risked in a 
particular trade or investment transaction will not be 
recovered, or ~ only be partly recovered, owing to. 
changes in the relative exchange values of different 
moneys at the date of payment. It is true that, if the 
whole world, or a great part of it, were to link its currency 
systems to one particular currency, the advantages of 
fixity of exchange could be attained, even if that one 
currency were not itseH linked to gold. On the other 
hand, other possible advantages of being upon the gold 
standard might have to be sacrificed. It is also true 
that if, in the absence of an international gold standard 
or in the absence of any arrangement for linking up all 
currencies with a single one of them (say sterling), the 
market in 'forward exchange' were functioning perfectly, 
the risks of exchange to the individual could be avoided, 
at any rat.» for the greater part, though not without 
additional expense. If, el" all rights to receive future 
payments in any currency could be sold at a fixed price 
in advance or all obligations to pay in the future could 
be covered in advance, through sales and purchases in 
the 'forward exchange' market, the risks attaching to 
the dissociation of currencies from a firm gold substratum 
would be diminished. But the fact appears to be that, 
just when the relative values of currencies are most 
uncertain and when, therefore, the advantages to be 
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derived from the organization of a forward, exchange 
market would be greatest, the difficultiea of organizing 
it, in all currencies and for all maturities, i.e. dates in 
advance, are greatest also. The future market in ex­
change, i'if perfect, would eliminate exchange risks, 
though at a price. But it appears to be very difficult 
in practice to organize 'a perfect 'market except when 
currencies are not likely to fluctuate much, and that is 
just when such a market is least needed. There can be 
no question that the development of 8.Il international 
gold standard in the second half of the ninHeenth century 
and the enormous growth of international trade and 
investment which then took place are no mere coinci­
dences. The development 0( the one implied the develop­
ment ot the other. Since the, new countries then being 
ollened up required enormous masses of capital for 
development purposes and because such capita\ could 
only be obtained if the lenders were reasonably certain 
of the value of principal and interest, the debtor nations 
were obliged to go on to the gold standard; the gold 
standard in its tum .facilitated further loans and invest­
ments and at the same time made international trade a 
very much simpler operation. The international gold 
standard was thus, historically, one of the most impor­
tant adj uncts to the opening up of the world to settlement 
and exploitation, and, whatever may be.. sajd by those 
who never look at the wood because of the trees, this 
creation of a world economy constitutes one of the 
great (and beneficial) turning-points in the history of 
mankind. 

From the standpoint of tiJ.i economist, however, there 
is another aspect of the situation which necessarily plays 
a large part in theoretical discussions relating to the 
significance of an international gold standard. This is 
the part played by gold movements in the establishment v 
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of the conditions necessary t~ secure equilibrium in 
the internati~al balances of payment of the various 
countries upon the gold standard. An understanding of 
this matter is necessary in order that the method (}f 
adjusting the international balances of payment when 
countries are not upon the gold standard can be con­
trasted with the mechanism of gold standard adjustments, 
so that the advantages and disadvantages of the two 
alternative processes can be properly weighed. 

The argumPJlt will be <;onducted in stages. First, it 
is assumed tha\ there is an isolated community in which 
there circulates only a currency composed entirely of 
metallic coins. Assume further a gWen population with 
a certain average degree 0' efficiency. The quantity of 
money in th,is community will obviously depend upon 
the output of the mines (less the proportion of the out~ut 
which is consumed directly in the form of ornament ud 
hoards) and the number of coin units which under the 
prevailing conditions can be made out of· a certain 
weight of metal. The aggregate money income of the 
community (i.e. the receipts of all the producers) will 
depend upon the current output of goods (which depends 
upon efficiency) multiplied by their prices. But what 
determines the prices of the output? In the case under 
consideration the supply of new money represents the 
net income of. the gold' producers: the goods they buy 
bring in an additional income to those who produce 
them and they are in their turn in a position to buy more. 
Hence prices will rise in the process of distributing the 
new supplies of money, and, given the output of the 
community, the greater the supply of new money the 
higher the price level will tend to be, over time. If for 
any reason, say a change ih average efficiency, the output 
of goods increases, the price level" given a certain supply 
of purchasing power, may fall but money incomes may 
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remain the same or even increase; for the tendency of 
falling prices of products to cause money incomes to fall 
may be. more than offset by the increase in aggregate 
p-oductivity. 

Suppose now that this isolated community establishes 
trading relations with a second community with a lower 
level of prices and a lower range of money incomes. 
Trade will take the form of an export of metal from the 
first community to the second and an export of goods 
from the second community to the first. The 'balance 
of payments' will be adjusted entirely by an export of 
metal from the first coIDDiunity to begin with. But the 

, efIec~ of such "an export of metal must be that the supply 
of money will diminislf in that community and will 
increase in the second. The prices of the goods formerly 
demanded by the gold-miners of the firsl community 
will begin to fall and the money incOmes of t'te producers 
of such goods will also fall. & the effects begin to be 
diffused among all the producers, both prices and money 
incomes begin generally to decline. The opposite process 
will take place in the metal importing community: the 
money incomes of those who export commodities will 
rise and, by increasing their monetcuy purchasing power, 
the imports of metal will enable prices and money 

. jpcomes generally to rise. How long can this process go 
on? Until the general level of prices and the general 
·leve1 of money incomes in ~he two communities are the 
same? If the two communities were in all respects 
similar this 1Dight be conceivaltle, but in that case, as 
soon as prices and money incomes were on a level of 
equality, all trade would cease until, by a fresh increase 
in the supplies of metal in the metal producing com­
munity, prices were in disequilibrium agam.. The matter 
is obviously more complicated than this. .. • 

ctommunities do not, in fact, produce all coriunodities 
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equally efficiently. Whatever the general level of prices 
in a community may be, some goods will be lower in 
price than others, because these goods are produced 
either with more than average efficiency or because their 
producers are obliged, in consequence of peculiarities of 
their situation, to accept unusually low returns for their 
products. If, then, two communities enter into trading -
relations, each will export to the other those of its goods 
which are cheaper in the exporting than in the importing 
area. The mere fact that the general level of money 
incomes is higher in one community or .that the general 
range of prices is higher there Will not necessarily invali­
date the point that some commodities may be ·che!lper. 
But suppose that for some reason there is an excess of ; 
imports over..exports in the case of one of the two trading 
areas. The q.ther area will then have an excess of exports 
over imports. Gold 'Will flow (if the monetary metal is 
gold) into the country with the excess of exports. Again, . 
this will affect 

(a) Prices and, through prices, 
(b) Money incomes in both areas. 

In the gold exporting area prices and incomes will fall, 
and they will rise in the gold importing area. At the 
new level of prices in the gold exporting area a new; 
range of goods becomes exportable; and, since prices 
are rising in the gold importing area, a certain range 
of goods now becomes less exportable than previously. 
But this is tantamount to saying that, given this new 
situation, exports will rise in the first case and fall in the 
second, until in fact they are adjusted to one another in 
aggregate value; for, until they are, gold will continue 
to move. An adjusted or equilibrated position of the 
balanc& of payments comes about when the relative 
pos~tion of prices and money incomes in the two countTies 
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becomes such that no metal need move from one to the 
other and, in the absence of disturbing causes, free 
gold movements will force this adjusted or equilibrated 
condition to come about. 

But such an adjusted position does fWl require all 
prices and the general level of money incomes to be the 
same in both areas. On the contrary, the country with 
the greater efficiency will tend to have the lower level 
of prices and the nigher range.Df money incomes. The 
reason for this is clear: since a unit of goods will be 
produced there more cheaply, on the average, it will tend 
to have 6> favourable export surplus and will attract 
gold to it in proportion' to its efficiency. It is not the 
case that the international gold standard implies an 
identical priee level (except as regards goods which are 
internationally traded and then transport fOsts must be 
considered), still l~ an identical range of money in­
comes. What the il)temational gold standard does do 
is to force prices and money incomes in different trading 
areas into such a relationship that the balance of pay­
ments can be adjusted without gold flows jn either 
direction. To put the matter somewhat di1ferently, the' 

l
international gold,standard creates, fWI a C0111m011 priee 
level but an integrated pri((,' and income structu", the 
various parts of which stand in an organic relationship 
to one another. " • 

These truths remain fun<lamentally the same when 
allowances are made for the complexities of modern 
currency systems, for the existence of tariffs and of 
transactions other than the direct exchange of present 
goods for present goods, i.e. for capital and interest 
transactions and for such extra-economic payments as 
tribute or reparations. But an important proviso is 
necessary at this place. In spite of the ,xistence of 
complicated currency systems, tariffs, capital and interest 
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transactions and reparations transfers, the international 
gold standard will produce equilibrium if it is allowed 
to do so. The dissatisfaction with the working of the 
gold standard in recent years, a dissatisfaction the 
grounds for which will be examined more closely in the 
next chapter. is due in the main to the fact that the 
implicit logic of that international standard has not 
always been clearly grasped and that it has not been 
allowed to fun<:tion in the manner in which, if other 
views had prevailed, it would have done. The general 
conditions in which, with all the complications mentioned 
above, the interpational gold standard would produce 
equilibrium may be indicated here. . 

(I) The price and income structure of a modem 
economic community is in the first instance determined 
by the -operations of the organized banking system, in 
the end by the credit policy of the Central Bank which, 
upon the basis of a given gold stock or reserve, can build 
up a given volume of notes and deposits, serving as the 
reserves of the commercial banks. If the community 
is to remain upon the gold standard, the task of the 
Central B~k amounts to controlling the effective volume 
of pur:chasing power in such a way that its aggregate 
amount does not exceed' the amount dictated by the 
necessities of internation~ equilibrium. If it does not 
do so it loses its gold. A llumber of possibilities exist. 
Equilibrium will be restored if, in the outside world, the 
_ price and income structure moves upwards; the task of 
the local Central Bank in that case is to prevent an 
upward movement at home until equilibrium is restored. 
The Central Bank may attempt to lower the level of local 
prices and incomes. Alternatively, an attempt may be 
made, by means of an increase in the efficiency of 
productionj to lower the level of selling prices without a 
lowering 01 the level of money incomes. Any of these 
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three alternatives would produce effective equilibriWl1 
in the sense that gold flows cease and the balance of 
payments is adjusted solely by the movement of goods 
and services; and, moreover, there is no reason to suppose 
that the real magnitude of the underlying transactions 
should be less than it was before. But none of these 
solutions is necessary, in the sense that they are the only 
ones which are practically conceivable, though one or 
other of them is necessary in order t~ produce stable 
equilibrium. Two other alternatives are practically con­
ceivable whi~ would flO' produce stable equilibrium in 
the above sense. First, in order to stop the gold flow, 
the Central Bank may borrow an amount equal to the 
c,,"em deficit on ·the balance of payments. This will 
stop the gold flow but will not stop the causes of the 
flow unless" other things happen as well Next, the 
attempt to alter thetincome and price structure may 
fail, but the gold flow may be brought to an end by a 
more devious route. The price level being relatively too 
high, exports are checked, and this creates unemploy­
ment in the exporting industries. The aggregate volume 
of the national income therefore falls and consequently 
reduces both the demand for foreign product, apd the 
possibilities of savings. But ~t is not likely-;the price 
structure being what it is-that the demand for foreign 
goods will fall off in proportion. In absolute magnitude 
it may even increase, though it will not increase as much 
as it would have done if unemployment had not pre­
vailed. The adjustment may come through the falling 
off in the volume of savings reducing the quantity of 
effective new saving which can be made. If there is 
accruing an income from past investmeats from foreign 
countries, the adjustment may take the form of 'this 
income being used to meet the excess of imports at the 
expense of additional sayings in the future. There is no 
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a priori guarantee that the demand for foreign goods 
will confine itseH to the limits within which it remains 
possible to finance imports by the utilization of income 
from abroad: and then gold losses of a cumulative kind 
may make themselves manifest. But, even if they do, 
the new adjustment of the balance of payments will not 
be the same as the old, since it has been accompanied by 
a decline in the rate of new foreign investment. 

(2) ¥ii!h..affect the situation by altering the relative 
level 0 prices and incomes in the areas concerned in 
international trade. Given an effective v-ate of tariff 
duty, imports into the tariff area are checked, whilst 
exports are not immediately affected. The balance of 
payments, therefore, is adjusted by means of an inflow 
of bullion, which raises both prices and the level of money 
incomes. The result, of course, is that at the higher level 
of prices and money incomes the qnportation of bullion 
ceases and goods take the place of gold. But, if the 
renewed inflow of goods leads to a further heightening of 
the tariff walL the result must necessarily be a further 
accretion of gold, until the price and income structure 
becomes sufl'!ciently raised to enable the liquidation of 

. the balan~e in goods. 
This ·process is, of course, assisted by the circumstance 

that, as gold flows into t~e tariff area and flows out of 
other areas, their price and income structure may (and 
in normal cases will) be altered, so that a stimulus to 
their exports and a check to their imports takes place. 
But, if the gold flows are not allowed to influence the 
price and income structure in either area, the tariff, in 
the one case, and the rigidity of the cost and income 
structure in DQth cases, may become the cause of a 
qUaSi-perm.anent drain of gold; and the original equili­
brium position of the balance of payments will not be 
attained. (There are, of course, .other effects of a tariff 
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on individual prices and on the fiow of individual com­
modities which cannot be dealt with here.) 

(3) ~est and..@p~ents are constituents of 
the balance of paym~est importance in 
the modem world. If the economic machine is function­
ing adequately, imports of capiW take the ama-ete 
shape of an excess of imports ove. exports, or, what is 
the same thing, they permit of an increase of imports 
without a corresponding ina-ease in exports or of the 
maintenance of the same volume of imports with an 
actual decline in the volume of exports. Interest pay­
ments result in an excess of exports over imports, or, 
what is the same thing, they involve the maintenance 
of exports even if imports fall. or an ina-ease of exports 

. if imports remain stable. To produce these results, how­
ever, the price and incqme structure bas to be adapted 
to meet the needs of th. situation. ' 

c-' In the case of capital loans, a direct effect is produced 
'by the circwnstance that the inhabitants of the borrow­
ing country, as .. group, have DOW more purchasing 

, power at their immediate disposal, whilst the inhabitants 
of the lending country have, for the moment, parted 
with their power to dispose of as much purchasing power 
as before. This must produce some shift in relative prices 
both in the capital importing and capital exporting 
countries, which reacts upon the movements of goods 
inwards and outwards. But such an inftuence as·this 
may not be sufficient to adjust the situation to the new 
requirements. If, in the capital exporting country, the 
price and income structure is inappropriate, in view of 
the increased exports which are DOW necessary, the' 
borrowers will attempt to convert their claimS which 
are in terms of money into gold, so as to be able to b.y 
elsewhere the goods they need. or part of them. This 
sets up the reactions a1r~ dealt with elsewhere. 
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Again, since the loans enable payment to be made for 
imports which would otherwise have to be paid for by 
exports, the effects of a loan may be, not to lower the 
price and income structure in the capital exporting 
country, but to permit a higher level of money incomes 
and prices to be maintained in the capital importing 
country than would otherwise be possible. This highe1' 
level of prices and incomes checks exports, whilst it 
leaves imports at a higher level than would otherwise 
be possible. 

It follows from this that a sudden check to capital 
loans imposes a great strain upon capital importing areas, 
since it forces them either to adjust their price and 
income structure to a level at which they can pay for 
the imports which they formerly borrowed, or to check 
their imports. 

What has been said of capital movements can be 
applied mutatis mutandis to interest payments. In order 
that interest payments may be effected, the price and 
income structure has to be lower in the interest-paying 
country or be higher in the interest-receiving country 
than it need otherwise be. It also follows from what 
has previously been said that a country in the receipt 
of interest payments will be forced to a change in its 
price and income structure in a downward direction if 
these !;uddenly stop because, if it still wishes to import 
as tnuch as it did before, it must now export more than 
it did before. Similarly, a country which ceases to have 
interest 'payments to make can then sustain a higher 
price and cost structure than it did before because, whilst 
its imports remain the same, it no longer requires the 
same volume of exports. 

The adjustments necessary in order that capital and 
interest payments can be made need not, however, be 
made: there is nothing in' the theory of international 
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equilibrium which implies this. They may not be made 
because the mon;tary authorities are unwilling or unable 
to initiate the process of adjustment or because the 
necessity of making them may be for a time avoided by 
special devices and expedients. Interest may be met 
by dissipation of reserves accumulated in the past or by 
borrowing for· that special purpose. Capital movement. 
which, to be effective, might have involved a downward 
direction of the price and income structure, are prevented 
from having this effect by counter-borrowing, so that, 
from the final economic point of view, the two move­
ments cancel out. 

All that has just been said applies with especial force 
to the transfer of reparations. A transfer of reparations 
involves an adjustment of the price and income structure 
in both the paying and the recipient areas. The collec­
tion of the proceeds of the taxation necessary for the 
purpose of raising the reparations due leads to a relative 
decline in certain prices, through the transfer of the 
amounts so raised to foreigners. This in itself leads to 
changes in the structure of production and, since the 
purchasing power, e.g., of the German people is reduced, 
to a decline in imports. But, if these shifts are not 
sufficient, again German currency falls to a ·disCount in 
the market and gold flows abroad. If this is followed 
by price and income declines in Germany and by rises 
elsewhere, an excess of exports equal to the amount to 
be transferred will ultimately result. But this process 
may be 'short circuited' by borrowing, in the countries 
to which reparations are due, a part or the whole of 
what is owing to them. In that case no adjustment in 
the desired direction takes place; on th~ contrary, if more 
is borrowed abroad than is required for reparations 
purposes the German price and income structure moves 
in t~~site direction, so that, if borrowing ceases, 



INTERNATIONAL EQUILIBRIUM 2I 

the degree of adjustment necessary becomes even greater 
than it need originally have been. 

To sum up. The international gold standard supplies 
the world with a mechanism for maintaining fixity of 
exchange and for keeping in organic touch with one 
another the price and income structures of the various 
countries. But the degree to which the second of these 
functions is in fact adequately performed depends, not 
on the mere existence of a common currency basis, but 
on the manner in which the detailed administration of 
the gold standard in each and all of the countries adhering 
to it is carried out. This necessarily leads to an investi­
gation of the manner in which the gold standard has 
actually been functioning in the recent past and to a 
consideration of the various criticisms to which its actual 
working has given rise. 



CHAPTEJl II 

THE WORKING 0-1 THE GOLD STANDARD IN 
RECENT YEARS 

THE INTERNATIONAL gold standard is Ii device for 
securing fixity of exchange rates and maintaining an 
integrated price and income structure over the whole 

\range of gold standard countries. But it is something 
more than this: it is truer to say, much more than this. 
In the nineteenth century the necessity for a metallic 
basis to the currency system was takeD for granted; the 
only preoccupation of currency theorists was with tbe 
choice of the metal to serve as the basis, and the com­
mercial predominance of Great Britain, combined with 
the happy chance of the great gold discoveries, settled 
this issue at the expense of dethroning silver from its 
former position of authority. ~1!t, .. !litll_~he adoption (If 
t!l~_gol~ standard; ~e..lo~~~<;l J'lice.1evel...lvall ~ 
. tied to gold, and. gold thus became the intema~ional 
~timdard. of deferr~ pa~.ents. This was and is a fact 
of great and of growing significance. lJIeconomist._ 
~~ul~. ~~ .. ~ha~ long:peri!>(l~es .hLthe .value 0' 
money are responsible for some disturbapce to the 
economic 'system, and 'sOme ·economists would furth~' 
~ee that long-period changes ~ the value of money are 
sole!! responsible for the major disturbances to. the eve%! 
~ow oCeconomic operations. Th~ effects of changes in 
the value of mQJley, that is, the effects of changes in the 
price level, require careful examination • 
. The social and economic consequences of changes in 

the purchasing power of money, whether these are on 
balance good or bad, are due to the impossibility of [ 
adi~ting the rate of change of particular price .mea 

22 
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.to one another with sufficient rapidity and compre­
;. hensiveness. The magnitude of the social and economic 
consequences are in proportion, therefore, not only to 
the absolute magnitude of the p~ce changes themselves, 
but to the ease or difficulty with which the economic 
system can adjust itself to them. Consider first, the 

I relation between price changes and costs. When the 
prices of products fiII: wiihou( a change-iii the efficiency 
of production having first taken place and without a 
change in wage rates or other charges, the margin of 
profit to the business man falls also, and he is forced 
either to suspend production altogether or to restrict it, 
because his money income falls without any change in 
his outgoings. A sharp fall <:>f price!; leads inev\iably 
therefore to a growth in the yolume of unemployment, 
and this iiicreased "Unemployment will persist, unless and 
until the money incomes paid to those who assist in 
production fall, whether through the provision of labour 
services or of capital or capital goods, or.unless the fall 
in the price level is compensated by an increase in the 
efficiency of industry. To put the matter somewhat 
differently, a fall in prices has the effect of checking 
production and of redistributing the proceeds of industry 
in such a way as to increase the share of those whose 
money receipts have not declined at the expense of those 
whose insomes do decline. It is true that, if efficiency 
increases during and as a consequence of depression, the 
decline in the price level may be compensated. 

The degree to which the money incomes of those ~ho 
assist in production remains fixed de];lends upon the . 
specific terms of the contract, in the first instance, upon 
bargaining power ~d upon custom. In one sense none 
of them is fixed; for if labour is discharged or a works 
is closed down and the fixed plant and machinery are 
sold as scrap iron, there is an end to any income at all. 
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But, assuming that production is in part still carried 
on, those are directly affected whose only claim to 
continue to receive their usual income is based on custom 
or a short-dated contJact, whilst those are least im­
mediately affected whose incomes are protected (as those, 
e.g., of debenture holders are) by long-term contracts. 
But in recent years the general resistance to change has 
become strengthened. The bargaining power of the 
workers and their ability to resist 'cuts' have increased 
in consequence of the existence of the dole. The conse­
quence has necessarily been an increase in the volume 
of unemployment. • 

Qnce.adepression..has...been jnjtiatedlt tends to per­
petuat~)ts~l,f; for the decline in productivity, however 
initiated, tends to affect one industry and branch of 
employment after another. This occurs partly because 
lb«:...gmwth.. ob:lIle!!1I>toym~nt is a .~irect_ca,use ..of.Jhe 
reduction of demand !QrJ:onsumpti0l!~ gooqs, -p-artly 
becauS~~orders~forJaWJllaterWtJ.aUJ)tt_aruLpartlY 
'because the decline in b!l.§.in~~Ut~L...and the dis­
Coung-mgoUUook Clieckthe flotation of newjQabs. In 
tliiS-way the . demand for· ihe -pi-oducts of the heavy 
constructional industries is also affected and, in fact, 
experience shows that it is proportionally more affected 
than the demand for consumers' goods. The purchasing 
power eft those incomes which are still received and which 
are fixed in terms of money or which fall leSs rapidly 
than the price level falls steadily rises, but the aggregate 
national income, in terms of money, declines. 

The economic system operates within a territorial 
framework and the financial activities of the modem 
State are also profoundly affected by changes in the price 
level. ~udgetary ~uiJi.E~]:~!!U~_bQ'!l!cUQ_~_.p.fIec!!!.Sl; 
for on the revenue side income from taxation falls off 
~ ~~~ and 'prod~c:ti.<>~ decJi.!le, ~hjiSi~:~}arS~?~ of 
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the expenditure~f ~very modern State.is fixed in terms 
~f money_3n.<Lcannot be easily altered. This is true both 
of the interest upon the National Debt and of money 
payments incurred under the .heading of the Social 
Services. Conversion operations can gradually effect a 
reduction of the burden of debt charges, and 'economy 
campaigns' can gradually modify the cost of the Social 
Services; but, as recent events have shown, only at the 
high cost of exacerbating class antagonism. So long as 
these burdens remain and the depression persists, any 
of the methods by which the Budget can be balanced 
has unfavourable consequences of its own. Higher taxa-v 

tion exercises depressing psychological effects and 
increases the difficulty of Debt conv~ion; borrowing 
rai~~ the rate Ql interest on Government loan-operations 
and also has unfavourable effects both upon psychology 
and the chances of Debt conversion; there are obvious 
limits to economies achieved by reduction of expenditure 
in other directions. These difficulties become accen­
tuated when the bulk of the .!ndebtedness is due to 
foreigners, not only on the technical economic ground 
that relative price changes as between the products of 
the creditor and debtor nation may increase the difficulty 
of producing the requisite 'export -surplus' but also 
because economies forced on a people in the interests 
of foreign creditors are bound to be even more UI1popular 
than eCOIiomy in general is apt to be. Hence financial· 
difficulties are often followed by political instability and 
in the end, as we have seen in the case of South America 
particularly, by revolution. The effect of falling prices 
(again in the absence of technical changes which allow 
the maintenance of money incomes even in the face of 
falling prices) is, so far as Public Finance is concerned, 
to transfer to those beneficiaries of State' expendi­
ture whose incomes do not vary as the price level 
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varies a larger proportion of the national income than 
before. 

It is easy to see why, when faced with the intolerable 
difficulties of public finance in periods of depression, 
Government should fall back upon the expedient of 
abandoning the gold standard, since this gives it the 
immediate opportunity of checking the fall of prices, 
though it may bring in its train difficulties and dangers 
even greater than those which it seeks to avoid. But, 
!!t2!!g!!..~. dep3:!:!ureJ!"o~.!ll~ gol<:i~.t~~d!Dq .al!eViaie_ 
the immediate difficulties, it does not follow that they 
have ~~~~~St;cl_bit~~.exISte!i:cl!.of~h~ gold" standat:d· 
:f.roraoes It fonow, even if the particular difficulties 01 
a 'falling price level bad been directly caused by th. 
existence of the gold standard, that, if the gold standarc 
had not existed since the War, difficulties of anothel 
and an even more intolerable kind would not have arisen, 
It must not for a moment be forgotten that the rebirt~ 
of the gold standard after the War was directly due 
to the consequences of the working of free papel 
standards during the War and the immediate post-WaJ 
period. 

The question whether the gold standard had in fact 
been responsible tor the existing depression and all itt 
consequences remains, nevertheless, an issue of the 
greatest possible importance upon which it is most 
desirable to have clear ideas. If this were a matter to 
be settled by the. mere use of authority, the mattes 
might perhaps be disposed of by citing the contrary 
view expressed bl the Macmillan Committee.' But it 

I Comd. 3897 of 1931, paragraphs 208--9: ' ••• The ecouomic 
difficulties of the post-War decade are primarily due, DOt to aDy 
wanton misbehaviour OD the part of the monetary factors them­
selves but to unusually large and rapid changN on the part of 
what are rightly described as nOD-monetary phenomena. theae 
non-monetary 'factors again themselves producing monetary 
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is much better to analyse the contention than summarily 
to dismiss it. The statement is in fact ambiguous. It 
may mean: 

(I) That the gold standard has caused the present 
depression because the existence of that standard has 
involved the presence of at least two factors which 
would not have been present if some other standard had 
obtained, viz., a got(Lsho!ia~~ and !,m_aldistribution.o! 
gold, and these two factors are capable of explaining the 
present depression. 
__ {2) That grave mistakes have been committed in the 
administration of the gold standard. 

(3) That, though administered with as much technical 
skill and goodwill as was possible under the circum­
stances, the gold standard is not easily compatible with 
the conditions of the post-War world in certain respects, 
owing to the emergence of new circumstances of which 

, insufficient notice has been taken. 
The second of these assertions is, of course, perfectly 

compatible with the third; and the third is, of course, 
in itself perfectly compatible with the view that the 
gold standard is ,so necessary a piece of international 
mechanism that, instead of abandoning it because of its 
incompatibility with certain other phenomena of the 
post-War world, the utmost possible should be done to 
modify these other circumstances in order to pl-ace the 
international gold standard on a firmer foundation. The 
remainder of the present chapter is concerned with an 
examination of the validity of the contention that j! 
~s __ I!()Lj.IL!h._I!.-.. mere ,.existence of j:h~, gold. §tandar!t 
£~!. in, the mod~ of its. working.undet .the...peculia.r 
changes. . , . The recent world-wide fall· of . prices is best 
described as a monetary phenomenon which has occurred as the 
result of the monetary system failing to solve successfully a 
problem of unprecedented difficulty and complexity set it by i 
a conjunction of highly intractable non-monetary phenomena:: 
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~cum~!~~~e post-War :w.odU..hat the key to the 
~sen1.sit.uatiQnjs 1ft be found. 

The view that the depression was due directly to an 
absolute gold shortage cannot be sustained. I t is true 
that the mere fact that the total gold stocks of Central 
Banks and Treasuries of the world as a whole have 
steadily increased in recent years is not evidence that 
there has not been an absolute shortage of gold. h 
,!!!!der J!!Q.<!em cp.ru\WQns, _whel!....8.o!d_~_no J~nget..in 
activ~_ cir~ulat~~n _o!~lhe_gr:eate~..part2f _~he._ciy~liz~ 
world, the only uses to whicb.it can J>e. put are to SeID 
as t!J.~ J>a,si$.9LC:r~fpulDote...issue, to be used in the 
industrial art~!.~<?_~_hoarded..in ~ast. So long­
astIie abSoTute output of new gold from the mines is 
greater than the total quantity of gold used in the 
industrial arts or the East, or so long as there is any 
gold still in circulation which can be gradually comman­
deered by Central Banks or Treasuries-even if the 
non-monetary consumption is equal to or exceeds the 
current output of new gold-there must be an increase 
in the total visible gold holdings of the world. The issue 
can only be settled by an appeal to the known fact that 
between 1925 and 1929 the world was passing through 
an epoch of great economic progress. The gold supplies 
and the volume of purchasing power built upon those 
supplies must have been sufficient to support that 
advance, for it in fact took place. No change in the 
supply of gold has since taken place sufficient to explain 
the altered circumstances. Even if the tWsolute supply 
of gold had been greater throughout the period of 
economic expansion and contraction, there is no reason 
to suppose that the absolute degree of contraction 
between one period and another would have been less; 
for S!h~ the BaDQ...IJ!.igQLhavLm~tajned highu. 
reserve ra!!~t all r~lev~~~ (without, therefore, 
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any influence being exerted upon the level of prices 
through a change in the volume of purchasing power) 
or the price level might indeed have been !;Ugher before 
the break, but the rate of price decline subsequently 
might have been much the same as it has in fact proved 
to be.1 

;[he yjew that the depressto~.~d,:lle .to 'gold~mal:­
diJl!J~buti(;mJ§tLupon a .marl; .. plausible.. basis. The 
mere fact of gold redistribution proves nothing, of course, 
since the redistribution may be an effect, and not a 
Icause, of change. The concentration of gold has been, 
iin fact, much more marked in the last few years, after 
\ the depression had already begun, which suggests that 
,the gold redistribution could not have been the initiating 
feature. The depressi9.ILha~_~elease<!.forc~s, e.g., ~­
!le~~d un~rtainty~.as..to. the future position of various 
~~~~cy. systeIps, ~ich have produced gold drains. In 
other cases !.he gold drains are due to the impossibility 
C!.f rai.!!ing fr~sh loans or ~elling'produce at remuner~!!~~ 
prices and so to pressure to adjust the 'balance of 
payments' by gold shipments at a time when it was 
im~ssible,·i>t:. .t~~ugh.t -to .~e )()~ ·Jo .reduce the .local 
mcome-structure by deflationary steps; in other cases, 
again, the depression has forced the abandonment of the 
gold standard and enabled the gold reserves to be used 
without any effect on the local price situation. In all 
these cases the gold flows may have helped to accentuate 
the depression, but they did not initiate it. 

It may be argued that what is true of the years since 

1 What has been said above is quite consistent with the view 
that ever since the end of the War the secular trend of prices 
has been downwards and that part of the difficulty of recovering 
from the present depression is due to this circumstance. But 
as an explanation of the sharp alteration of the situation in 1929 
even this more plausible (and, in my opinion, correct) statement 
of the gold position will not serve. 
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1929 is not true of the year 1929 itself. In that year the 
heavy flows of gold to New York and to Paris led to an 
orgy of bank-rate changes in Europe, and these changes, 
by causing dear money, produced the depression. But 
this view is only tenable on the assumption that the 
seeds of the depression had not already been sown in 
the shape of the American boom. At most, the bank­
rate changes of 1929 brought about the collapse some­
what sooner than would otherwise have been the case 
by preventing a further outflow of funds to the New York 
money market. The peak of industrial production had 
already been passed in America, and the decline of 
production marked the beginning of the end of the era 
of prosperity. The gold flows of 1929 were doubtless a 
factor of some importance in the general situation, but 
they were only one among several: of which the business 
situation in the United States outranged all others in 
significance. The American boom which, while it lasted, 
sustained, and in its turn was sustained by, boom condi­
tions in other countries, itself calls for analysis and 

~ explanation. There can be little question that it was 
initiated by the cheap money policy of the Federal 
Reservp System in the winter of 1921-8, and that its 
unusual amplitude was due to the reluctance on the part 
of the American banking authorities to intervene except 
at an advanced stage when successful intervention had 
become difficult. But, since the cheap money policy 
was initiated, not only, to assist the Ame.rican business 
world to overcome the depression of 1921, but also to 
help the European gold standard countries at a time 
when gold threatened to go to America, it ill becomes 
Europeans to throw too many stones at the Federal 
Reserve System. It is more profitable to tum to a. 
consideration of the general nature of the post-War 
economic situation and to discuss how and why 
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this situation complicated the working' of the gold 
standard. 

In the first place, the economic life of the world has_ 
been subjected throughout the whole period to an un­
precedented degree of political influence. It is a truism 
that planning and preparing for the future involves 
confidence in the future; but that confidence has in the 
last decade been lacking for the greater part. At the 
present moment there is complete uncertainty as to 
the future political relations between France and Ger­
many, the future of German domestic politics and the 
whole outlook for European peace. No doubt the un­
certainty was partly the reflex of unfavourable economic 
conditions and became aggravated as the economic 
situation became worse, whilst the partial recovery of 
1933-4 has not gone far enough to alleviate matters. 
But it was a deterrent factor throughout, preventing 
the machinery of long-period investment from function­
ing adequately and thus forcing on the method of 
financing by short-term credits which has proved so 
dangerous a factor in times of tension. But, in conse­
quence of the impoverishment of Europe as a result of 
war and inflation, the degree to which certain E~opean 
countries are dependent upon foreign loans has greatly 
increased. The political factor has forced lending to 
assume the form most likely to embarrass the working 
of the banking machine. 

Secondly, the world inherited from the era of violent 
inflation which preceded the restoration of the gold stan- " 
dard a heightened awareness of the possibility of a 
currency becoming worthless. The result was that the 
international banking machine, in moments of political 
or economic tension, had to cope not only with the 
withdrawals of credit by outside lenders, but also with 
the demands for foreign currency by those who wished 
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to flee from the Joca1 currency. And, at all times, the 
feeling of nervousness bas taken the form of desiring to 
hold reserves in a 'liquid' form. There bas been a reluc­
tance _ to venture savings and so expose them to the 
dangers of renewed inflation. This bas thrown upon the 
banks a technical problem of great difficulty; since if, 
for any reason, holders of liquid resources (le. bank 
deposits) suspected the banks, they subjected them to 
unusual pressure; whilst the banks, by investing 'long' 
if they borrowed 'short', were of course courting the very 
dangers they wished to avoid; if they refused to invest 
at all, or only on short term, they aggravated the general 
business situation. The abnormally wide margin be­
tween rateS of interest on long-term and short-term loans 
which bas been characteristic of Europe in the last 
decade and a half is no accident: it is a measure, not 
only of a sllortage of capital. but also of the risks which 
it was feared attached to lending on long-term. 

Thirdly, the world economic structure bas become 
rigid to an unprecedented degree. Owing to the much 
greater pressure which organized business and labour 
interests can bring to bear on Government, there bas 
been a general advocacy of 'stability' which bas in prac­
tice meant that particular groups could stabilize their 
own position without any, or enough, attention having 
been paid to the result of such stabilizing action on 
other parts of the economic field or to the long-period 
results of such action. Raw material producers have 
been allowed. with the aid of Governmental or quasi­
Governmental assistance, to 'stabilize' the prices of 
particular raw materials, without regard to the fact that 
consumption might thereby be discouraged and produo­
lion encouraged. In industry and distribution there bas 
been a growth of large-scale org~tions which have 
not always been willing to adjust .prices to the trend of 
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the market, thus adding in the end to the losses which 
had to be suffered on stocks when liqUidation finally 
became necessary. The depression has accentuated these 
factors in the economic organization of the world. In 
the sphere of labour there has been in certain countries 
a development of unemployment insurance schemes or 
similar relief measures which have prevented wage rates 
from falling, whilst in others public opinion, reinforced 
by Government propaganda, has had very much the 
same effect. In a word, there have been tendencies at 
work in many countries preventing a rapid adjustment 
of the level of money incomes to changes in the general 
economic situation. Where the level of money incomes . 
at the moment when the gold standard was originally 
restored was a low one, as, e.g., particularly in France 
and Italy, a certain 'margin of tolerance' was present, 
for adjustment could come, not by forcing the level of 
money incomes down, but by slackening the rate at 
which the movement upwards took place. From the 
standpoint of the working of the international gold 
standard, such a rigidity of social structUre and of the 
scale of money income implied that the adjustment, 
which might under more elastic conditions have been 
made by movements in the domestic price and income 
structure, was at best delayed, with the inevitable effect 
that gold movements, or, what is in the modern world 
very much the same thing, changes in the holding of 
foreign exchange assets at the command of the Central 
Bank, took place on a larger scale than would otherwise 
have been necessary. At worst, the adjustments were 
not made .B:taij.. For atiffiiTf was-attempted toproi> 
up fhe situation by loans, short or long. This enabled 
a larger volume of consumption of foreign goods to con­
tinue for a longer time than would have been possible 
otherwise; i.e. the balance of payments remained 

3 
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uncorrected, and, since borrowing could,not go on indefi­
nitely, the degree of adjustment finally called for wu 
actually greater than it would otherwise have been. 

Lastly, so far as the general nature of the post-War 
economic situation is concerned, it may be pointed out 

, that the tendency of tariffs to increase hu also increased 
the difficulties of adjustment. For, as already pointed 
out above (p. 17), tariffs encourage gold imports at the 
expense of an importation of goods; or, to put it in 
another way, require a higher price and income structure 
(differences of efficiency being neglected) in order that 
the same volume of imports may be attracted. A con­
stantly rising tari4 wall prolong, the drain of gold or 
increases the pressure which must be exerted on the price 
and income structure of debtor and exporting nations 
in order to secure adjustment. But reasons have just 
been given why such adjustment is more difficult to 
secure to;lay than it was in the pre-War world. In this 
respect the depression, by encouraging the growth of the 
quota system .at the expense of mere increases in the 
tariff rate, has made the situation still worse. 

We turn now to the question of how far the working 
of the gold standard, in so far as this turns on the views 

. and policies of Central Banks themselves, was unfavour­
ably afIected by the attitude taken up by these banks 
'or by mistakes committed by them from time to time. 
Here, just as in the case of the attribution of all the 
difficulties of the situation to 'gold shortage' and 'gold 
maldistribution', public opinio~ is inclined to state the 
situation in far too simple terms: the Central Banks are 
accused of failure to 'co-operate' and of insensitiveness 
to the trend of opinion. Neither of these statements. 
in its baldest form. is in the least true. There has in 
,fa~ been a great deal of co-operation: the European 
countries returning to the gold standard were assisted 
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to do so by ¥leans of stabilization credits; financial 
reconstruction in Austria, Hungary, and elsewhere was 
greatly helped by special action by the Bank of England; 
in the winter of 1927 the Federal Reserve System paid 
regard to the special needs of Europe; ever since the 
formation of the Bank for International Settlements the 
leading Central Banks have been in close touch through 
the monthly meetings of the Board; in the earlier stages 
of the depression the Bank for International Settlements 
advanced huge sums to Germany; the Bank of England 
came to the assistance of Austria, and both France and 
the U.S.A.· to the assistance of Great Britain. Later 
. still, be~ore the American collapse, F;ance and the United 
States reached an agreement for the purpose of protecting 
the American dollar. It is true that co-operation has ~ 
been made more difficult by the intrusion at times of 
political elements; that sometimes agreement was 
achieved only after the situation it was intended to 
remedy had become much worse in consequence of delay: 
and that, in general, the criticism may. be passed that 
there has not been among Banks sufficient prevision of 
what failure to stabilize the economic position would 
involve. In other cases, no doubt, failure to reach agree­
ment was due to real, differences of opinion as to the 
right course of action to pursue or to real short-run 
differences of interest between money markets. But such 
difficulties as these are inevitable and do not justify a 
general charge of absence of co-operation. As regards 
the influence of public opinion, it is at least arguable 
that the Central Banks have been over-inclined to pay 
attention to it; public opinion and the exigencies of a 
Presidential election prevented ~he Federal Revenue 
System from putting on the screw early enough to 
prevent the disastrous boom in the United States; the 
Bank of England was forced into the policy offsetting 
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gold losses and encouraging foreign balances at least in 
part by the clamour of those who saw disaster in every 
rise of the Bank rate; the Bank of France has, it is stated, 
been forced to act at times as the instrument of French 
foreign policy (what justifiCation there is for thlj charge, 
commonly levelled in the British and American financial 
Press, is another matter); the Reichsbank, even before 
the collapse, had to fight a sharp battle to get enforced 
some control over German foreign borrowings. These 
illustrations will at least serve to refute the allegation 
of indifference to public opinion, though conformity to 
• public opinion is hardly the best test of the correctness 
of Central Bank action. In truth the problem is much 
more complicated. 

There has, to begin with, been a general tendency to 
fix minimuxa ~eserve ratios at too high a figure; this 
has meant that Central Banks have had to keep effective 
reserves conSiderably higher than those which they 
needed to have kept otherwise. As a consequence public 
opinion has befOme unnecessarily excited when gold 
flows or foreign exchange drains began, as in the case 
of the Reichsbank and, more recently, in the case of the 
Federal Reserve Banks. But it is not always realized 
that small gold stocb or smaller foreign exchange 
reserves can be kept only if the process of international 
adjustments is allowed to work itself out quickly and 
if there is no danger of vast amounts of liquid capital 
being suddenly withdrawn. But, as already pointed out, 
the speedy adjustment of international balances of pay­
ment has been much impeded in post-War years by the 
growing rigidity of the social and economic structure: 
and the sensitiveness of the International Short Loan 
Market to political influences has been one of the greatest 
difficulties of the last few years. In any case, it must 
be remembered that tbe increased use made of the gold 
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exchange standard, by which foreign gold assets and 
not actual gold is held in reserve, itself represents a 
considerable economy of gold. It is one of the misfor­
tunes resulting from Great Britain's departure from the 
gold staildard that great losses must have been inflicted 
on those Central Banks keeping balances here in the 
London Market, so that this particular instrument of 
gold economy is likely to suffer a considerable setback 
in popularity. 

It is also probably the case that the Central Banks 
have not sufficiently considered the dangers involved in. 
the devices of which much has been heard during the 
recent decade: i.e. 'offsetting' and ·sterilizing'. By the 
first device gold or foreign exchange losses are prevented 
from affecting the basis of credit by an extension of the 
earning assets of the Central Bank (its· loans and dis­
counts); by the second device accretions, of golli are 
prevented from raising the price level by a sale by the 
Central Bank of some of its earning assets. But, if one 
set of countries sterilizes gold imports and another group 
offsets gold exports, the international price and income 
structure is prevented from adjusting itself rapidly, for 
prices and incomes will not fall in the one case, and 
will not rise in the other. In other words, given these 
devices, a greater volume of gold will have to flow, or 
a greater loss of foreign exchange reserves will have to 
be sustained, before a given degree of approximation in 
the price and income structures of the two areas is 
attained. Central Bank policy reinforces, by the use of 
these devices, the influence of those other elements in 
the situation which work against speedy international 
adjustment. The development of these devices was a 
natural result of the growing desire, which has affected 
bankers as well as politicians and business men, to inter­
pose some obstacle to the speedy communication of 
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unquestionably also all such devices impede the IDlOOth 
working of the international gold standard. " 

To sum up: the post-War world is in some important 
respects markedly dif[er~t from the pr~W~ world, 
notably in the degree to which political influences exert 
a deterrent effect on the developments of economic life 
and in the extent t9 which the greater rigidity and 
inelasticity of the economic structure impose obstacles 
to the adjustment of relative incomes and prices. The 
working of the gold standard, as an instrument of 
enforcing International equihorium, has suffered from 
these as from, t>ther' elements in the present world 

. situation~notably the insufficient degree to which the 
normal relations between the long-term and the short­
term money markets 'have been restored. Neither gold 
shortage, gold maldistribution, nor lack of Central Bank 
co-operation is sufficient to explain the unsatisfactory 
charac~r of the general economic situation. The fall of 
prices rnust primarily be regarded as the reaction from 
the world boom of 1925-9, a boom which was itself 
pllllonged by the failure to take earlier steps to correct 
it. The appearance of certain new banking devices has 
probably on balance assisted to prevent speedy adjust­
ment of the international situation. Economy in the 
case of gold, though assisted by the development of the 
gold exchange mechanism, has been impeded, not only 
by the nature of the reserve legislation adopted since 
th~ War, which requires the Banks in fact to hold reserves 
substantially above the legal minima, but also by the 
existence of an abnormally large International Short­
Loan Fund. This Fund is capable by its sudden move­
ment of very rapidly depleting a reserve and of thus 
adding a new element of uncertainty to IU\ already 
complicated situatio~ 



CHAPTER III 

THE CASE OF GREAT BRITAIN: 
THE CAYSES OF THE BREAKDOWN 

'. THE CAUSES which drove Great Britafu off. the gold 
: standard are complex, since they involve elements both 
i near and remote in time. Political controversy, by 
seizing on the elements in the situation most proximate 
in time, and by imparting to the whole discussion a note 
of personal and class vilification. succeeded in conveying 
to vast masses of people who for the first· time had to 
concern themselves with problems of curre~cy an utterly 
distorted picture. both of the working of the inter­
national financial machine and" of'tp.e forces which 
brought about the final conjuncture of events. 

The beginnings of the crisis may '!>e traced back to 
1925. when the gold standar~ was restor~. 'At .that 
time controversy turned on the question of whether Or 
not the rate of exchange ruling before the War between 
~e gold pound and the gold dollar should be the ~te 
to be adopted in the future: whether. in other words. 

! the pre-War ratio between the pound and gold should 
~ be restored. The point insisted upon by il1.!LDJlPWlents... 
of the return to the gold standard at the old parity ""as 
spnply that the dollar rate of exchp1ge had been Qsing 
very rapidly. and that there was considerable reason.. to 
~uppose that this rise was not due' to. anything. mare, 
fundamental than aD anticipation on the part of American 
speculators that the pound weuld be linked up ag~ 
~th gold atthe old ratios. But. whilst the dollar value 
of sterling was rising rapidly. the internal level of money 
incom~ was not falling: in other words, if the rise in 
the dollar value of the pound s\erling was to be made 

39 



40 THE GOLD STANDARD AND ITS FUTURE 

permanent, UUs would result in an over-valuation of the 
pound in terms of its domestic purchasing power, which, 
unless corrected by a subsequent increase of efficiency 
or a fall in money incomes, would be bound to have 
d:isadvantageous effects upon the British balance of 
payments. For an increase in the dollar (and gold) value 
of sterlin~ of, say, 10 per cent, would be equivalent to 
an increase in the cost (to the foreigner) of all British 
exports of 10 per cent; whilst a similar rise in the pur­
chasing power of sterling in terms of gold or dollar 
would be equivalent to a.. fall in the cost of all foreign 
imports to inhabitants of this country. Unless the cost 
of British goods, in terms of pounds, feU by 10 per cent, 
or the prices of foreign goods, in terms of foreign cur­
rency, rose by 10 per cent, then an improvement of 
10 per cent in the purchasing l><>wer of the British pound 
in terms of gold or foreign currencies themselves COD­

vertible into gold would encourage imports at the expense 
of exports, i.e. it would force an alteration in the con· 
stituents of the British balance of payments which would 
involve the country in grave difficulties. For, in order 
to .secure equilibrium, it would be necessary either 
(1) to increase efficiency by an amount sufficient to 
overcome the initial disadvantage of sterling costs being 
too high by, say, 10 per cent; or (2) to reduce the average 
level of costs by, say, 10 per cent; or (3) to adjust the 
volume of British capital exports in such a way as to 
take account of the fact that a larger proportion of the 
imports into the country would have to be paid for out 
of the proceeds of shipping earnings and interest on past 
investments, which would leave a smaller margin avail­
able for re-investment; or (4) lastly, if -none of these 
adjustments were possible, it would be necessary to face 
the prospect of an increase in the volume of unemploy­
ment in the export industries and the constant danger 
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of the Central Bank battling with a loss of gold, which 
in its turn would involve 'dear money'. Dear money 
might, in its turn, check capital exports and, through 
the pressure on employers, force on a blj,ttle for wage 
reductions between them and their employees. But the 
issue in such a conflict was uncertain. 1£ the attempt 
to reduce the average level of remuneration were un­
successful, a continued stagnation in British exports was 
inevitable. 

The 10 per cent 'over-valuation' of the pound, which 
has been taken as a purely illustrative figure in th~ 
preceding paragraph, has, as a matter of historical 
record, played a predominant role in the' shaping of 
opinion. It is as well, then, to remind the reader of 
the original source of the calculation: It was not an 
official estimate at all, but appeared in the course of 
controversial articles published by Mr. J. M. Keynes, 
the basis of the calculation being a comparison of the 
British and Massachusetts cost of living indices.. Using 
these two sets of figures, the inference drawn was per­
fectly valid. l But a comparison of the British cost of 
living index with the American Bureau of Labour inc1ex 
for the cost of living in the United States as a whole 
would have yielded precisely the opposite result, i.e. it 
would have shown that the British pound, before the 
return to the gold standard at the rate of $4.866 U.S. 
to the pound, was actually during 1924 worth about 
10 per cent less in terms of dollars than it ought to have 
been worth. The immediate_results_oCihe...retum...1Q. 
the gold standard vver~ consistent-Witlleith",.-rlew-with 
tEe view that this step led. to an. .over~valued exchange 
?r with the view that the parity actually _ chosen .ended 

1 All the relevant statistical material will be found at 
p. 52 et seq. of my Firs' Year of 'he Gold Standard. (London 
1926.) 
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a period of under-valuation. For a rise in the inter­
national vaIue'ofthe pound, ~thout any 'adjustment ~i 
lhe intemallevel oftostr,~was bound in any case to throw 
anmcreased strain 'upon the exporting industries. ' 

The disabilities' to which the' export industries were 
exposed were not slow in making themselves felt, \)ut it 
would be a complete misconception to suppose that aU. 
the difficulties which have been encountered during the 
cour~ . of ,the, followirig six years are ·to be attributed· 
?',ectly',t~ th~excha.Dge ·positionu it. was. at the be~~ 
~ing .of Jhe j>eriod. A most complicated economic and 
political situation unnot be so simply explained. 

The first effect of the rise in the value of sterling 
naturally was tq cause staple exports to fall off in value 
and volume, 'thereby creating unemployment in those 
industries, and, as time Wellt on, to cause the level of 
wages in these trades to fall substantially below the 
general leveL But this very reduction should have 
assisted to bring abo\1t a recovery, even thougb ancillary 
costs did not fall. ~utJhe older export industries ,!ere 
additionally handicapped. by the emergence of new 
't0mpetitive conditions and by a shift in the nature of 
world demand. The stabilization of the Belgian, French. 
and Polish currencies' at' a- tevelwhich substantially 
N"u,-vtJuedthe,cuiTency (i.e:'Jefi their prices in terms 
of gold unduly low); the emerg.encIL~L p.wavated 
Japanese compeWi~!1, in !!i~t)i ~t, cpup1ed ~th the 
Indlai!l>QyCOtt and the world-st~atiou in.demand fat 
certam textile p!odu~iS!nd fo~~q~~verselyaffecte<J 
thetronand steel, coal, cotton, and woollen industries 
annOa leSser-exlent; jlu:. engineering industri.es; and 
lhese--U!~Lt1;le stap1e-::trades,,0(.the ~untry, dependent 
§elY..-!1l'Qn .exP9r:t,--Jousontiny~ce., Qf,..KQ.SPe!Q~ 
conditiQ!lS. Had the pound been stabilized in 1925 atI 
a lower figure it would have removed one iWtial handicap 
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(assuming that it would not, by encouraging the Conti­
nental countries who stabilized subsequently to do so 
at a stiU lower rate, have given them a still greater 
exchange advantage), but the others would have 
remained. 

So large a proportion of British pre-War foreign trade 
was done by these staple industries that their continued 
stagnation very much impressed both British public 
:opinion and Continental critics, with the result that 
insufficient attention was paid to the position of the 
'other export industries. As a matter of fact, out of the. 
!wenty groups of commodities into wb,ich ~ritish exports 
91- articles wholly or mainly manufa~tured. a,re, !livided 
twelve show an increase overx913, w1fi1~t~ig1tt,sh()wa. 
.?ecline, comparing '1929 witli the list pre-War years. 
But the improvement in the position-of these twelve 
groups was not sufficient to outweigh quantitatively the 
effect of the decline in the quantity of exports in the 
other 1light groups. Great Britain's exporting capacity 
was prejudiced, partly by the fact that her predominant 
pre-War export industries were being subjected to 
special difficulties ,and partly by the rise in the external 
value of sterling, which not only accentuated the pressure 
on these particular industries but hampered the possi­
bilities of expansion of the other exporting industries. 
Whilst wage rates fell in certain exporting industries, 
e.g. in coal-mining and engineering, this fall was not 
accompanied necessarily by such ·a general fall in all 
their costs, direct and indirect, as to lead to a reduction 
of export prices by an amount equal to a given fall in 
the wage rate, since wages constitute only part of the 
total cost, and not always even the largest proportionate 
part of the total costs, of a given product. 

But this problem of the export industries-which was 
only in part a problem of the rate of exchange-really 
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raised another problem of a far more fundamental 
character. Why did not the labour which could no 
longer find employment in the export industries move 
into other industries? The answer is by no means simple. 
Firstly, labour transfer upon a considerable scale dill 
take place; secondly, some labour which was willing to 
move could not move either because of unsuitability for 
"the kins! of job offered, or because of ignorance of where 
work could be got, or because of lack of adequate 
accommodation in the areas (mostly in the South of 
Eng1an(ij where the newer industries were settling down. 
The q-aestion is whether these causes of non-transference 
exhaust the reasons why not more labour was actually 
transferred. Was there not also some ""willing1USs to 
transfer, in spite of an ability to do so? A reluctance 
to move, so long as any hope remains of finding a job 
in an accustomed trade, is a perlectly natural feeling. 
The existence of the Unemployment Insurance Acts 
works towards a strengthening of this feeling. But there 
is another aspect of the problem. A single individual 
can plead, and with justice plead, that he can find no 
work available at the rate of wages to which he is 
accustomed; such work may not in fact exist. It does 
not follow that there is no work of any kind available 
of the sort which he is capable of doing. But if there 
is hope that he may one day find work at the old rate 
of wages in his old occupation, if there is a strong class­
feeling that wage reductions or acceptance of lower 
wage rates are intrinsically undesirable, and if, at the 
same time, at least a bare minimum of existence is 
guaranteed by the existence of the 'dole', it would be 
foolish to expect unemployment to disappear. The 
workman resents the suggestion that he prefers the 'dole' 
to work, and he is right in doing so. But, unfortunately, 
what he means and what his critic very often means 
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are two different things. The critic means that working­
class sentiment has enforced the rule that it is better 
to accept the 'dole' than a job at lower than the normal 
rate, and that this is a cause of unemployment. The 
workman means that, if he could get a job at the rate 
to which he is accustomed, he would accept it rather 
than the 'dole'. But, since the number of jobs which 
can pay a certain rate of wage is at any moment J.!mited, . 
a willingness to work at that rate is not evidence that 
unemployment is not in part caused by the existence 
of too high rates of wages, in the sense that, if .'~'Orkers 
were willing to accept lower rates, more jobs woiitd be 
in fact available. What these jobs are cannot be foretold 
in advance, for they are in fact created by the offer to 
accept a lower rate of pay. Thus there is some reason 
to think that the absence of greater :flexibility of wage 
rates explains, in part, the continuance of unemploy­
ment, although that unemployment was concentrated in, 
the main in a few leading industries. 

The question as to what rate of wages can be paid 
by industry in order to absorb the whole of the existing 
volume of unemployment (in technical terms, the 
marginal rate of wages) is complicated by changes in 
the productivity of industry as a whole. The evidence 
available points to a considerable increase in per capita 
productivity during the period under discussion-about 
10 per cent, if not more. Now an increase in productivity 
per head allows more wages to be paid to those still 
employed in the industries where the increase in efficiency 
is being experienced. But it does not necessarily follow 
that the whole of the increase in productivity is available 
for increased wage payments, since additional capital 
will have had to be employed which itself requires 
remuneration. Nor does it follow that the demand for 
the products of these industries is So elastic. that so 
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many more people can be employed as to absorb th06e 
whose livelihood is threatene4 by improvements, for 
these have been introduced b«.us" at the existing level 
of wage rates, capital was a more economical agent of 
production to use than labour. An increased output per 
head of those 'still ~mployed is therefore no proof that 
the same rate of wages can be paid to those out of 
employment as fo those in employment. It is not even 
a proof that the rate of wages which would have absorbed 
all the unem,Ployed before the relative change in efficiency 
took place Will fIOU' be low enough to absorb them all; 
for the number to be absorbed has increased. It is the 
case that, w~t increases of efficiency due to substitu­
tion may be going on, labour may also be becoming 
more efficient Oft other grounds, e.g. the fear of unemploy­
ment may, at a given level of wages, cause the worker 
to produce more than he did before. S"," a change, 
by diminishing the relative attractiveness of employing 
more labour-saving machinery and increasing the attrac­
tiveness of employing more labour, may raise the 
marginal rate of wages at which unemployment would 
cease or prevent it from falling below what it previously 
was. Such changes in efficiency have in fact also 
occurred, e.g. in coal-mining. 

The economic problem in Great Britain in the years 
1925-31 was thus an excessively complicated one, for 
it comprehended two elements of quite dissimilar kinds. 
One was concerned with the relative level of costs in 
Great Britain and abroad, contrasted with one another 
at any moment through \he existing rate of exchange. 
/to reduction of costs in this country, relatively to costs 
elsewhere, however brought about, whether through a 
fall of exchange or a rise of costs in other countries or 
by means of improved processes in the export industries 
here, would have improved our competitive position. 
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The other problem was concerned with the difficulty of 
re-absorbing labour, released in one direction, into new 
channels. This was a problem in equilibrium: in the 
relative productivity, at given wage rates and at a given 
rate of interest, of labour and capital. A mere increase 
in the volume of purchasing power would no' have solved 
this problem; for the volume of purchasing power does 
not determine in any way the equilibrium rate of wages 
necessary for the elimination of unemployment. 

It was not to be expected that questions of this order 
of complexity, upon which acute differences of opinion 
were and are entertained even in professional economic 
circles, should have been fully and satisf~ctorily analysed 
by public opinion at home and abroad. What public 
opinion seized upon was the continued stagnation in the 
older export industries, the rigidity of wage rates at a 
time of falling prices, the continuance of unemployment, 
and the burden of the 'dole'. Public opinion was not 
even fully aware of the extent to which improvements 
tending to a reduction of costs were taking place; and 
the growth of the total occupied population in actual 
emPloyment influenced opinion far less than the failure 
of unemployment to fall, although, so long as the total 
number of employed persons continued to increase, 
stability in unemployment implied a reduction in the 
urgency of the unemployment problem. The Continent 
was inclined to think that. Great Britain was 'played 
out'; the working classes -corrupted by the 'dole'; the 
employing class too anxious to be considered gentle­
men to make the vigorous effort necessary to pull 
industry out of its rut; the whole nation too inclined 
to blame others for its own misfortunes.1 What the 

1 See. e.g., for the views of a friendly critic, Andre Siegfried's 
England's Crisis, 1931, pp. 47, 67, 147, and elsewhere. Long 
before the crisis, in the summer of 1931, the view that 'Great 
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Continent might think did not matter so long as this 
country was not in a position where pessimistic views 
could in themselves work mischief; but this ceased to be 
the case after the War, for reasons it is now necessary 
to expound. • 

!he ~ility of European cUrrencies had, as one o~ 
its consequence5;-£Iiepnenomenoii'lmowiCai lh~Bight. 
g()m.!~!l .. c~ep.c:.I.~ took the fomi;-partly of the 
holdUig of actual foreign bank notes by the ordinary 
citizen, but, over and above that, it led to the accumu­
lation, in centres like Amsterdam, Zurich, and London, 
of bank balances to the credit of foreign firms, banks 
and individuals. When the curre~ies of France, 
Belgium, and Italy were stabilized, even though the 
individual owners of these balances desired to with: 
draw them, they could only do so, ~ the main, by 
selling their balances either to banks, or if they were 
themselves bankers, to the Central Bank. Specuf.a.tioo 
!!t, e.g., francs. JIl..9~yer. add~thU'9JUme_o1-"ucll 
_b~iUl£es; for aIf American or English speculator paid 
for his francs in dollars or sterling,. thus placing foreign 
balances at the disposal of banks in France and Belgium. 
Since the currencies of Europe were generally stabilized 
at a figure which encouraged an initial trade ~d stock 
exchange boom, further sums were accumulated. One of 
the great centres which held, and holds, such balances 
is London. 

Throughout the fifty yeaa...before....1he-War Inndon 

~rbeel!-.~ll.e gr~at i,n.!!~ed t!J.~on1Y,- tp1~in~emational. 
J!!t~4lL~~Jre. A large part of the foreign trade of 
the world had been financed by means of the promises 
to pay of London ban)dng firms, who 'accepted' bills of 
exchange representing shipments of goods between all 

Britain would follow where Australia had led' was widespread 
among Continental observers of the British Empire. 
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parts of the world for a commission, and who expected 
to receive from the foreign customers, as well as from 
the British firms, on whose behalf they accepted, sterling 
remittances to cover the payment of the bills when due . 

• Thus a constant streanLoLmoneyJrQm _abroad w~ 
~~lly~."-e.inUcLUi~clJ~tQ~D.c:l~I)..JD..payt!le~i~(~i1Js ... 
the proceeds being placed at the disp~s_a,l ~U.hQs~JY.hQ. 
~a_~ shippe~ ~he ~<!.~3!l~_~_anted_paJIlltlnt in, _ste!"Jing. 
In addition, London lent not only its name, but its cash, 
which was, of course, partly furnished by the foreign 
remittances received for the payment of bills due in 
London. At the outbreak of War, so immensely strong 
was the creditor position of London that, in order to 
provide sterling to meet immediate obligations due in 
London, American firms actually bid $7 per £stg. to 
obtain the pounds. they required. 

This accretion of forei.gnJ)alang::Lafta_the.....waJ:'" 
alterectihe PQsi!io.i!l>£iiiakmg J.9ndon _woJe .oLa .dehtor. 
centre than shUa.d....beeD liefQre. Immense amounts 
wereDOW:. d~e.-poLonlyJ)yJQreigtl~rs to Lonoon;out 
6ylondOJl banks _an<!y~~g~fi!!!l~_ {ci.J~r~i.@"ciS,-~ 
amounl"S-so-·aueoeing increased by thep()~cy. pursued 
iirlinies 'of deliberatel.y·ll.ftractirig flgtb,er .. ,SllIDS..m0W.e5 
to -e~rate the short-run position of sterling. The 
tii1ances. ~ilitUme<IIQ-tlie Old: ~andCl!d, 
lVere p~Y!lbl~in goldli!J. _~!!1~<:'!!-~es at once. in 2thW 
after notice given. ~t_ there(or~_J~.~<:~~ ___ J1ILobiecLQl 
policy to prevent !!t~sEll>alances fr~m_be~withdrawn_ 
~cklY~Ior -Witfi-a gold standard theJallJ>Lthent~Qt 
exchange to the point at which it pays Jo withdraw iI! 
gold is vexysoon reached. TjJ.e_simplesLway.of..making._. 
tertairi --o~_!Ile- retention . .9L these. balances w~ .!o. keep. 
the Bank rate-and_~Qney..Mark.e.LI:a.tes...jn IondOlLa1 
a figure which would encour.age Jhe. _owners __ ot thes~ 
l>alances to keep them here; or, at any rate, to ensure 
. .. 
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• that, if one centre, say Paris, called balances in London, 
another centre, say New York, would be encouraged to 
bring fresh money here. tn.this .way the position in 
Ieh.~on became a very complicate.<i ·~n~. The encourage­
ment of balances to flow here or remain here meant . 
\hat, if for any reason the rate.of exchange weakened 
-because for the moment, e.g., long-term loans to 
foreigners led to their selling pounds abroad and so led 
to a weakening of sterling, or because the rate at which 
imports "'ere flowing in put pressure on the monet 
market for remittance--a 'tum of the screw', i.e. a rille 
in rates paid for foreign balances. \V~ld lead to a demand. 
for pounds abroad to increase ~he amount held' in 
London, and this deman.d rais~, the exchange again to' _ 
ilevel which-redi,Iceq.1he aangel of a gold autaQw. The 
capaCity ~f .i.(,ndon~oJend, ~oth _on .shoq-term accOunt. 
.. don ~, wumaea..d _by_ tbis.ys...... For, )'IOVi~ 
the 'foretgn oaJaiices were not all Wlthdrawn together . 
or provided they were not withdrawn at a rate fast 
than funds could be returned from the centres to w . 
they had been re-lent, the liabilities of London wE' 
liquidated at the same time as the liabilities to London 
were being repaid. But, if a large part of the for . 
balances due by London were withdrawn .. t a rate 
faster than London assets could be gathered in, and if, 
in addition, the whole future position of {he London 
money market were regarded by foreign bankers as In . 
danger. the pressure on the gold stocks of the co~try' 
might become intense. . • 

The British situation was therefore vulnerable from 
'two-polntsofvitiw:lIii'iigidity of ~~e's~ct1lf~'and the ; 
omrcuIHes.J!1..readj~t~ent; internally and externally", 
were forcing reliance upon the retention of the foreign, 
~:qances _~. tile ,!Dethod of equilibrating the position .of 
~e 'BalanCe of PayID~ntsT; but the' v~.e~t.~.~c~ 
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these .bal~c:es.~as_.;L l1Q~~ntial,.'oJU"ce oLclaJlger, fro~ 
ille-iechni~al_.pankingstandpoint. They were liable to 
move if the world situation or the British situation led 
to a loss of confidence in the London money market, or 
if, for any reason, a better price were offered for the 
use of balances in any foreign centre. IJ:1t:_!!!:~tw.~ ~ 
abnormal, the second'a. J;lormaJ...banking ri!i~. But oltCe 
the balances started moving, the loss of gold which the 
movements might entail was itself a cause for further 
alarm and a cause for further movement in the balances 
and for a further loss of gold. . 
, What would have. been the conditions under which 
the monetary authorities could have relied to a smaller 
extent upon the inflow of foreign balances? It mu§U~ 
pointed out, to begin with, that all.the available evidence 
points, not to an increase ofreliance.uponfor.eign..ba1ances. 
as the crisis- approached. but. to, a .. diminution. In so 
lara.! the crisis of September I93I was due to the fears 
of foreigners leading to a withdrawal of balances, it was 
not because those balances were increasing in size. On 
the contrary, as compared with the position a few 
years previously, the statistical position had improved. 
During the years I928-30 the net liability of London 
(i.e. Deposits Plus Sterling Bills held in London on 
foreign account Plus Advances to discount market less 
Sterling BiJls accepted on foreign account, which of 
course have to be covered when due) gradually fell 
from '£302 millions to £274 millions, and at the end 
of the first quarter of I93I had fallen still more to, 
~254 millions. 1 Allowing for the fact tha~ the figures, 

1 Macmillan Report, p. lIZ, and Appendix I, Table II, p. 301. 
These figures exclude (I) sterling bills held by foreign banks in 

, theiI own custody, (z) British balances abroad. The first would 
increase, .the second diminish, our net liability to foreigners. 
Later events seem to point to the fact that the net liability to 
foreigners was greater than the evidence presented to the Com­
mittee would indicate. 
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are incomplete, so that the absolute magnitud~ of the 
amounts involved may be greater than appears and the 
trend downwards may be exaggerated, nevertheless,,l<l 
!&! . as. }s Jmo~. _t1!.er~_ha.4 J)~n_ n<:>. p'oC".~siv, 'nC1eas~ 
m .. o~. ~ependence on foreign balances. as a method of 
ac~ieving equilibriiiin:' . the trade depression was resg: 
sible, according to the figures of the Macmillan Com­
mittee, for a fall between 1928 and March 1931 of nearly 
£50 millions in British acceptances on foreign account 
and nearly £100 millions in the deposits and sterling 
bills held in London on foreign account, Le. our foreign 
liabilities fell faster than our foreign assets. But to 
have depended less on foreign balances would have 
involved (I) exporting more, or (2) importing less in 
the shape of goods, or (3) increasing our earnings from 
interest on investments abroad, or our earnings upon 
shipping and financial services, or (4) investing less 
abroad, in so far as a smaller investment abroad would 
not have involved, as it might probably have done, a 
smaller export of goods, or (5) to the extent consistent 
with the safety of the banking structure, a reduction in 
the size of our gold reserve. Any of these five alterna­
tives would have enabled the Balance of Payments to 
balance consistently with a reduction in the volume of 
foreign balances and with a maintenance of the other 
items making up the Balance of Payments at their 
actually recorded figure. But it is extremely improbable 
that the cause, which would have led to any of these 
items being different from what it. actually was, would 
have left the others unchanged. HaUhe .Joreigt! 
~alance9 not J>een _ ayai)ab~, !h~ ,Balance, 9f .I'ayments... 
would still have balanced, but we do not know what 
Uiequantitative-aspects'of the items would have been. 

\ 
All that is probable is that if the British economic system 
had not been protected against pressure from without 



CAUSES OF THE BREAKDOWN 53 

by the, existence of the foreign balances, 1h~ Jeyel o! 
money costs !lIld incomes would have been .lower ~ 
~hat this would. have...{I) discouraged imports and 

... (2) encouraged exports both of goods and services, ~ 
it might also have been the case that the rigidity of our 
system was too great. In that case, without the inflow 
of balances, exchange might never have risen in I925 
and we might never have returned to the gold standard. 
However that may be, the possibility of attracting 
foreign balances to this market made the necessity of 
more"fundamental ad'ustments" less ur ent for the 
momen . ut could the situation have been in­
definitely maintained, even if the adverse factors 
directly leading to the catastrophe had never manifested 
themselves? 

The answer depends upon the view taken of the 
repercussion of the world depression upon the position 
of Great Britain. Between I925.and ~929 Grea.l13ritain.. 
ha<!.!>~n.e~ted, !.ogill!.ermth the.rest._of.1he.. wQrlUom 
~"!le !xpansion _ ?f _~de and _productioI!. Exports (in 
terms of money), though never during the subsequent 
period attaining the levels reached in I925, recovered 
up to I929, after the slump in I926 due to the General 
Strike; whilst the interest received upon overseas invest­
ments, The earnings of shipping, and the receipts from 
fiiePerformance of financial and other services wer~ 
higher by I929.1 The result of these tendencies was that 
the excess of the credit over the debit items (primarily the 
cost of imports) in the Balance of Payments increased 
substantially from £54 millions in I925 to £I03 millions 
in I929. New overseas issues in the London capital 
market amounted to £88 millions inI925 and to £94 
millions in I929. A substantjal wjthdrawa! of balances 

1 Statistics bf the Balance of Payments will be found in the 
Statistical Appendix, 
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could thus be financed without any pressure on the other 
items in the Balance of Payments. 
~X~93()~h~ _sit~~tio_IL~~_a1readY,changi!tg. ~xports. 

(in terms of money) !,:ere, fallinK.J1.1uch Jaster than 
imPoIts, .!lDd ,the trade depressioI\ ."]vU beginning.to 
~ect ~he,yi,eld of,o~ foreign investments, ,as well as the 
i!tco!De from shipping.JI.Dcltinancial.andotheL.servU:es. 
The real excess of the credit over the debit items in 
the Balance of Payments fell to £28 millions, whilst 
overseas issues had risen to £109 millions. ~sition 
was clearly becoming less comfortable. One of the' 
elements alleviating the situation was the extraordinary 
fall in the unit prices of raw materials, which meant 
that the country was provisioning itself with food and 
raw materials on very favourable terms. 

World prices c;ontUltled, to . .fall, during 1931. The 
average'quarteriyexcess of imports of goods and bullion 
had been £91 millions in 1929, £98 millions in 1930, and 
(for the first three quarters) £81 millions in 1931. Jncome 
!rom ~reign_!n,,~tme$ .!D<! ,fro~ shipping certainly 
~n!mue(HQ fall, ~d.vari0t1!lo!h~_Dalancing items on. 
the favourable ~de ,,~f, ,the_"account~eceipts from. 
ReparationsPayment,s. and profits on international 
trading irj securities, etc. (not included in the official 
estimates)""':'were -.~_~b~_t .d!lri!tgJhe, whole. or l'¥t 
~!. the_~ar. A'gamst this must be set the fact that the 
volume of new overseas issues, which bad amounted to 
£11 millions in the first three quarters of 1930, bad 
fallen to £45 millions in the first three quarters of 1931. 
The reduction in the trade balance' pz..s the reduction 
in the volume of the new overseas issue together amount, 
for the first three quarters- of 1931, to £58 millions. 
In 1930 the estimated income from shippmg, financial 
services, and foreign' investments together came to 
£395 millions; net Government receipts to £19 ~ons. 
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A 10 per cent reduction in the 'invisible income' would 
amount to only £30 millions for the first three quarters, 
against a reduction in the 'adverse' items of £58 millions. 
Even if allowance is made for the falling off in Govern­
ment receipts and a possible increase in imports during 
the autumn, provided the falling off in invisible income 
was of the order of 10 per cent as compared with last 
year, the position would not have been at all desperate, 
though none too comfortable. A rate of decline of the 
order of 20 per cent or more would, of course, have meant 
a more intense pressure. But these speculations, though 
they suggest that without the financial crisis the situation 
would not have been as bad as some public utterances 
would lead one to suppose, are, of course, quite inappli­
cable to the position which actually developed. 

What were the direct causes leading to the suspension 
of the gold standard? They must be divided into two 
groups. 

The first group relates to the. development of the 
domestic sltua~iop .in ~x:eat BIjr~~~ulminating .in._t!t.e 
impression created.~l?road by the news oq~e,:~ava! 
Mutiriyr. It cannot be too strongly emphasized that 
evenoefore the spring of 1931 the Continent was inclined 
to regard the British situation with suspicion. But then 
occurred the £epe~!.ed~3.f!1J!lgs.~!.th~ .. C~an~~n..ox:of th~. 
Exchequer of the dangers of the financial situation .. 
coupled W1t1i-a: weak Budget"":"mterpreted as-a"sign that, 
bad as the ppsition was, the nation was not. prepared 
to face it;-<he. pe~s4nis!ic.memorandum submitted by 
Sir Rich~4._ Hopkll:!s: tG the Royal Commission on 
Unemployment Insurance~ refus~ of t.he ~ve~~~t 
of the day to deal with Hie question. of unemploym€m~ 

:::~:~~~:~~tS~g:~t~!Z~:~:~~r:;! 
~_heavy gold.l()ss~_c:>LtheJt@..LinJyly, following 
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upon the German banking crisis''and the raising of the 
first credits"(itself re~arded as a sign of weakness); the 
publication of the May 'Economy' Report and the 
agitation over its adoption; the announcement that the 
first credits were exha~t~(Land...thaLfresb . andatill 
iarger amountshild ~a;d to be borrowed\jhe placing by 
the new Government of the fight for the pound in the 
rorefrorif of discuss~ori;"tinally, and as the cuhninating 
poiDCt,he e~agg~ate4 .fears _inspired . by: the news of 
~~~.discolltent, .which naturally led the Continent to 
suppose that the executive could no longer rely upon its 
own forces.! 

No doubt these events would not have startled the 
Continent so much if contemporaneous events on the 
Continent had not been of the gravest character. The 
polit~a! .. out1oo~ ~_Germany !!!.d 10001L~en _uncertain: 
tIle .P<>S!tlO!l_Q.I.!hU>\1QJic.Jj,nances gran. The situation­
iii these respects was not made better by the delays and 
the bargaining which occurred before the acceptance 
by France of the moratorium offer made by President 
Hoover: a delay which destroyed the psychological 
effects of the offer and prevented the first signs of 
renewed confidence from being the opening stage in a 
real recovery of world affairs. 

How far the misfortunes of the Austrian C,editansNU 
and of the German Nationalbank Viereciti"e to mistakes 
of their own iiiaIclii"g, how far due to the influence of the 
deepening depression on the course of industry generally, 
cannot be investigated here; but !!J.-:. immecliate.,cODS«;­
guences were that the enti!~ b~VtI11~t~e,A!>f the, 

1 It is said that the publication by the Macmillan Committee 
of the volume of foreign balances in London a1armed Continental 
bankers, instead of reassuring them. Upon this point the writer 
prefers to offer no comment, but he can testify from penonal 
experience to the impression made in Canada and the United 
States by the news of the 'Mutiny' in the Royal Navy. 
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two countries was involved, and a complete breakdown 
was very narrow~_~rt~d. Norwas~lliesituaiion 
elSewhere too reassuring: !!l_e UIlit~~LSj:~tes_~~su:l'f~r.Wg 
from an epidemic of ~an~ Jl!Uures. a.ruLQL~Jm:en~l! 
noardirig; ~§!~dfu ~ifii~ulties~er~_being ~:xpetiencedin 
france. Moreover, the threat to the <;i~rmaIl,banking 
;ystem wasa:ISOatnreaf to' 'the--entire internationlll. 
~anking_~&":;~lltE, -bec~l!~~Y~IDlim.~ .was....a....short-term 
aebto.r on a great scale to the United States, to Great 
Britain, Switzerland, and Holland. The knowledge 
that large amounts of assets were at least'~emporarily 
immobilized'inust have been a further element weakening 
the position of London in the eyes of the Continent.1 

There is one last point to be kept in mind. In addition 
to the deposits maintained in London for commercial 
~oses, London was also an important holder of 
Oeposits for reserve purposes, so that any failure of 
London to meet demands in gold meant that the security 
behind, e.g. the Dutch currency, was in effect reduced 
in value. lJ.lt:..awdetrs>L~rtain_ ~ent!"..a.!Ji.~~tlQ.JJJ"a.VL 
out gold at a time when gol~L!6thdr~'Y~J.l'P~:i!~<l. 
Tiighly embarrassmg 'lathe Bank of England.IIlu'sJ .not 
De put down toblli!~p.~<: .Q~ ·~~1fi.s~~~Lop-..!b~p,atl.oL 
i"J5.ese.J3anks.-

What finall dra ed Great Britain off old was 
an mternational banking pamc, m uced partly by the 

1 According to the information given in the Wiggin Report 
(The Economist Reprint, p. 6). the total short-term liabilities of 
twenty-eight German banks (covering 85 per cent of all short­
term indebtedness by German banks) was on March 31st 1931, 
5.639 million RM., and in the middle of July, 4.393 million RM. 
Of this amount, the British portion was 1,153 million RM. and 
1.051 million RM .• or 20'4 and 23'9 per cent respectively (£56.6 
and £52'5 millions). Against this must be set the German 
balances in London of 96 million RM. in July (£4.8 millions). 
Of the total British loans. 634 million RM. at the earlier date and 
900 million RM. at the latter represented acceptance credits. 
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Continental situation, partly by the domestic situation 
in this country, and partly by the fear that the Conti­
nental situation was reacting disastrously on the safety 
of the London banks . 

. These events suggest two questions, so far as Great 
Britain is concerned. Firstly, could the Bank of Engtanc:J. 
by more vigorous effort have prevente~ co11a£Se-2f 
the gold standard? Secondly, what is the res~~siblli:!I 
of the bankers who 'borrowed at 3 per cent from France 
and lent at 8 per cent to Germany'? The elucidation 
of these issues ought to be the topic of a special inquiry, 
for much that is relevant to an adequate answer has 
not yet been revealed. But the following queries appear 
justified already: 

Firstly, assuming that, after the gold losses in July, 
a foreign rndjt was necessary, should it not have ~ 
~..Ke!Tan~~U!~lLnot ha~en aCl'Qmpanie~ 

Jp) !l WIder extension of the rig'" to issue uncovered notes 
and~. sharper rise in Bank rate? 
,;Secondly, assuming that it was unwise to alarm public 
opinion during August, but in view of the fact that the 
first credit was exhausted in that month, would it not 
have been better to sacrifice a larger part of the remain­
ing gold stocks and push the Bank rate up to the 
traditiona11igure of 10 per cent than to borrow a further 

"enormou amount, if it was not absolutely certain that 
this credit'would save the pound? . 
.IThirdly, was it wise to allow public opinion to con­
centrate so largely upon the question of the future of 
sterling? Did this not encourage further foreign with­
drawals . and even cause some domestic demand for 
foreign exchange? 

As regards the IIeCOIld main issue: 
Firstly, would it have improved the European situa­

tion if Germany had been deprived of the aid of foreign 



CA USES OF THE BREAKDOWN 59 

capital, and, further, would not those who now condemn 
the banks for having lent to Germany been the first to 
condemn them for not having lent? 

Secondly, would it not have simply accelerated the 
German crisis if more had been withdrawn from Germany 
between March and July, for, in fact, during this period 
considerable amounts were withdrawn? 

Thirdly, granting that, in the circumstances o~ Europe 
and the world during the last few years, short loans to 
Germany were better than a refusal to lend at all, was 
sufficient care exercised in all cases with regard to 
individual loan transactions? 



CHAPTER IV 

THE CASE OF GREAT BRITAIN: 
THE CONSEQUENCES OF THE BREAKDOWN 

PART I: THEOREnCAL ANALYSIS 

BY THE Gold Standard Amendment Act, 1931, the Bank 
of England is no longer obliged to cash British money 
into gold bars, the direct result being that the gold (or 
franc) value of the pound sterling is free to vary down­
wards. Its value in terms of francs or gold may ~. 
to zero, but its value in terms of gold currencies can 
never rise above the point at which the pound is worth 
rather more than M~ of an ounce of standard gold, 
for, if it does, gold will be sold to the Bank of England 
and sterling will automatically be back upon gold. But, 
so long as a country remains upon the gold standard 
its price level is subject, after Jftaking all the necessary 
allowances, to the same general influences as those 
operative upon the price levels of all other gold standard 
countries. The difference between this state of affairs 
and that obtaining when a country is" not upon the gold 
standard but possesses an independent standard of its 
own may be expressed as follows: under the gold stan­
dard, since the rate of exchange is fUJI free to vary 
except within very narrow limits, international parity 
of prices is achieved by means of gold movements and 
consequential changes in the price and income structure; 
under a paper standard, since the price and income 
structure is not subject to the direct influence of gold 
flows, international parity is achieved by means of 
variations in the rate of exchange. To re-state the 
matter somewha.t differently: subject to the qualifications 

60 
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mentioned below, the rate of exchange between Great 
Britain and gold standard countries will hence-for­
ward fluctuate according to the relative variations in 
gold prices and gold incomes and British paper prices 
and paper incomes. If prices and incomes in Great 
Britain remain constant, whilst gold prices and incomes 
rise (or, alternatively, fall), the rate of exchange between 
the pound sterling and francs will improve (or, alterna­
tively, become less favourable). The more the British 
price structure moves in· the future away from the 
position it had reached in September I93I in an upward 
direction and the more the gold price structure moves 
.in the opposite direction, i.e. the more sterling prices 
rise and gold prices fall, the less will be the number of 
francs bough. by the pound and the more will be the 
number of pounds which can be bought by the franc. 
But the number of francs bought with paper pounds 
may rise, even if British prices rise, provided gold prices 
rise still more, whilst the number of francs bought with 
pounds may fall, even ft British prices fall, so long as 
gold prices fall still more. The future exchange value 
of the British pound is thus not merely a function of 
British monetary policy, but also of the future of gold 
prices. • 

So far as other non-gold currencies are concerned, the 
same general rule applies, The future rate of exchange 
between pounds sterling and Swedish and Danish crowns 
will turn on the relative purchasing power in Great 
Britain, Sweden and Denmark respectively of the pound 
and the crown. The condition for stability of exchange 
between these currencies is that the price movements 
within these countries must not diverge. Since there is 
no longer any automatic mechanism, such as gold move-· 
ments, to keep these price movements synchronized, 
the price movements must be managed ~th a'view to 
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maintaining exchange parity, otherwise fixity of exchange 
will be impossible. " 

What has been outlined above is the theory of exchange 
movements known· to economists as the doctrine of 
Purchasing Power Parity. This doc~rine, which leads 
from the relative price levels to the rate of exchange, 
requires, however, certain important qualifications. 

The rate of exchange ruling in the market is not to be 
thought of as direcUy established by anything so ,.emote 
as the relative price levels ,. two countries but is due 
to the supply of, and demand for, the currencies of the 
countries in question. The general relations between 
the price level and the rate of exchange are given by the.: 
fact that if, at the prevailing rate of exchange and the 
prevailing price levels, there is a wide disparity between 
the actual rate and the equilibrium rate, imports will be 
attracted if the rate prevailing is higher than it ought 
to be, wl!ilst exports are discouraged. This will in itself 
tend to force the rate down towards the equilibrium or 
purchasing power parity rate, ~Uter things being equal. 
Again, if the de facto rate is lower than it ought to be, 
imports are discouraged and exports eneouragt;d, and 
this will in ita tum force the rate up again." It is not the 
fact that the exchange is below the !lominal gold parity 
which is !J.ecessarily an encouragement to exports or to 
imports as the case may be, put the relation of the tU 
fat:to rate of exchange to the equilibrium rate, as defined 
above. Thus, even a rate of exchange which is below 
the nominal gold parity may be a discouragement to 
exports and an encouragement to imports if, at that 
rate, there is 'over-valuation' in the sense that relative 
price levels should move the market rate downwards; 

• But are there any valid grounds fo{ thinking that, though 
an ·over-valued'. or an 'under-valued' exchange itself is 
a cause fbr 'urtJler Iftovements in the'market rate, tending 

• 
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to bring that rate more into line with the equilibrium 
rate, the equilibrium rate and the de facto rate must 
ultimately coincide? 

The' first cause of possible divergence between market 
rate and equilibrium or purchasing power parity rate 
is the influence of the anticipated future value of the .. 
currency on its present value in the exchange market. 
If it is believed that the future exchange value will be 
either lower or higher than it is now, that belief will 
in itself cause the presentvalue to move downwards or 
upwards towards that expected future value. The most 
important element determining belief in this respect is 
the monetary policy pursued by the Government and 
the Central Bank. If that policy indicates a possible rise 
¢ prices in the future, the present value of the currency 
will faIl towards what will, in the future, be the appro­
priate equilibrium rate; and so also for a faIl of pric~, 
which will cause exchange to rise towards· the then 
appropriate equilibriun; rate. It is altogether impossible 
to eliminate anticipa't\on, and thus the coincidence of 
market'and equilibrium rate can never, in all probability, 
be a perfect .one. 

In the second place, there are conceivlible conditions 
in which the purchasing power parity rate if. itself not· 
the true equilibrium rate, so that there may be diver­
gence between the de factp rate, the true equilibrium rate, 
and the purchasing power parity rate. In the case of two 
gold standard countries, gold flows take place until the 
price and income structure is such that the balance of 
payments is adjusted by means of the flow of goods. If 

. one of these gold standard countries desires the products 
of the other more urgently than its own products are 
desired in their tum, it will go on losing gold until itS 
own price and incoI\le structure has (aIlen to a sufficiently 
low level to force a demand for its go~,. i.re~ its price 
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level will be lower than it would have been if its goods 
had been in greater demand. Under a paper standard 
the price and income structure is not tli,lCtly alIected, 
except in so far as goods imported must be sold at a 
price. which covers the cost of exchange; if one of the 
trading countries desires the product of the other more 
urgently than its own products are desired, the method 
of adjustment will be a fall in the rate of exchange to an 
,,1monnaJ level, lower than is justified by comparative 
prices, in order both to stimuJate an additional demand 
for its own products and to cut oft part of its own 
demand for foreigJi products. An alteration in the 
intensity of a country's demand for foreign products 
may therefore make the true equilit>rium rate of exchange 
different from (and lower or higher than) the purchasing 
power parity rate. But there still remains the possibility 
that there will be lack of coincidence between the actual 
market rate and the true equilibrium rate: the market 
rate may still be too high or too low in comparison to 
that true equilibrium rate. " • 

The doctrine of purchasing power parity is without 
doubt ~tial to ILO understanding of fundamental 
conditions: in.aum. it merely expresses the truth that in 
a money economy the relative values ·of different mone­
tary units' must bear some relation to their relative 
purchasing powers. in other words to their command 
over goods and services. If one proceeds • .however. to 
ask how far the doctrine is directly of use in explaining 
all the confused phenomena of the last feW years. then 
it must be admitted that certain qualifications which 
have already been stated in general terms have come to 
possess a significance which requires explicit statement. 
What we have in fact no:w to investigate is the in1Iuence 
exerted, at a time of -grave international depression, 
by the 1'h~OJDena' of over-valued and under-valued 



CONSEQUENCES OF THE BREAKDOWN 65 

currencies, when they are accompanied, as they have been 
in recent years, not only by deliberately induced changes 
in the relative intensities of demand for the products of 
particular countries iNln s, but by the introduction of 
artificial methods of control over capital movements and 
over fluctuations in the rates of exchange themselves. 
Let us put these issues as concretely as possible. Great 
Britain's departure from the gold standard is not the 
only factor which has had a bearing on the course of 
events since 1931. At that time the world depression 
was already severe, and the abandonment of gold by a 
world 'POwer at such a time might well produce conse­
quences different from those which might have been the 
result if Great Britain had abandoned gold whilst general 
conditions were good. Since 1931 many countries have 
abandoned gold; a whole series of quota and licence 
restrictions as well as of additional tariff rates have come 
into existence: capital movements and interest payments 
have been greatly impeded by moratoria and exchange 
controls; finally, in 19J2'Great Britain created an Ex­
change Equalization Fund to eliminate minor exchange 
fluctuations. and her example was followed by the 
U.S.A. in 1934. It is obvious that to estimfte the direct 
effect of Great Brttain's abandonment of gold. upon 
herseU and the rest of the world. is an exceedingly 
difficult task, for, apart from the difficulty of disentangling 
the effects of anyone cause, the initiating factors have 
in part stood' in the relation of cause and effect to one 
another. Thus the abandonment of gold by Great Britain 
led to the abandonment of the gold standard by the 
Scandinavian countries and by some of the countries of 
the British Empire, and Japan followed soon after. In 
the ultimate analysis it may be said that even the 
temporary abandonment of gold by the U.S.A. is psycho­
logically connected with the British exp¢ment. The 

5 
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abandonment of gold, the introduction of exchange 
controls, tariffs and quotas, etc., constitute an organic 
complex of eVeJlts, and it is almost, if not quite, impossible 
to separate the respective consequences of all these 
measures. It may be possible to do something analyti­
cally, but it is in my judgment impossible to proo, one's 
analysis by an appeal to positive fact: the situation is 
too complicated. 

Let us first il\vestigate the effects to be expected from 
the over-valuation or under-valuation of the pound 
sterling. In addition to the ele\Ilent or anticipation 
already alluded to, the pound has been subject to the 
influence of capital movements from time to time. The 
fear that the U.S.A. might be driven off the gold standard 
before that event actually happened, the fear that the 
dollar might fall sharply after. gold had actually been 
abandoned, and doubts as to the fortune of the gold 
standard in the Gold Bloc countries resulted in an inflow 
of funds into Great Britain-a movement which, unless 
counteracted, might easily I1I.ise the level of sterling 
temporarily above· the true equilibrium point. The 
necessity to buy foreign currencies to meet accruing 
foreign inde\>tedness (such, for example, as that incurred 
in the summer of 1931 in order to defend the pound) or 
to meet the demand for repayment of balances held in 
London, if the foreign holders thought the immediate 
outlook for sterling unfavourable, would have the oppo­
site effect: it would help to drive sterlIDg below the 
.equilibrium point, considered from the standpoint of 
relative prices in both cases. An over-valued pound 
would have the effect, given a certain level of prices 
abroad, of causing the prices of imports here to rise more 
than would otherwise be the case, and of checking 
exports, for, given a certain level of sterling prices, 
British exports would PTO tanto cost the foreigner more. 
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These effects would, however, be self-corrective, other 
things being equal (that is, assuming that a fall in sterling 
did not encourage speculative sales or 'a rise encourage 
speculative purchases or, in either case, movements of 
balances). Rising sterling prices for imports would cause 
them to decrease, thus reducing the demand Jor foreign 
remittance: on the other hand rising priceS to the 
foreigner would cause him to cut down. his consumption 
of British goods, thus checking the rise in sterling. 

In gener~ one would expect that, in so far as British 
prices were to rise. as a consequence of exchange rates 
with foreign countries being above what they were before 
(in terms of sterling) or below what they were before (in 
terms of foreign currencies), the rise in the cost of imports 
per se would be greater absolutely than the rise of prices 
in general of those goods, for the manufacture of which 
these imports were required, since domestic costs, which 
need not alter directly at all, merely in consequence of 
a fall in exchange, are a larger proportion of the total 
cost of such manufactured goods. It is also obvious that 
those goods which were absolutely necessary to us would 
rise most in price, whilst things which could be replaced, 
either by less expensive (even if less suitable) substitutes, 
or by commodities of home origin, are not at all, or only 
indirectly, affected by the influences exerted by the 
exchange. In the case of Great Britain, the great em­
porium for pverseas products and a large importer for 
foodstuffs, these considerations are more than usually 
significant, especially at a time of agricultural depression, 
when unsold stocks are pressing upon the market in any 
case. For sales in sterlin~ may have the direct result of 
depressing the local price level of agricultural produce. 
The very fact that the pound falls in value in terms of 
the local currency implies a unit fall in the value of 
produce sold in the British market, unless sterling prices 



68 THE GOLD STANDARD AND ITS FUTURE 

can be made to rise in exact correspondence to the fall 
in exchange. If the demand for overseas supplies of 
foodstuffs and raw materials, however, is such that the 
demand falls off if the price goes up, it is probable that 
foreign sellers, rather than lose their market, will submit 
to a reduction of price, in terms of the local currency. 
The only way of avoiding such a loss is to abandon the 
gold standard, so that the local currency' continues to 
be worth as much as before in terms of sterling. In so 
far as local prices of exportable products remain un­
changed, and the local currency now varies in terms of 
gold as sterling varies, what in fact has happened is that 
the gold value of the local products has faDen. This fall 
in the gold value enables local producers to compete 
more successfully, both in the British markets and in 
neutral markets, with products of a similar kind coming 
from countries stiD upon the gold standard, and with 
goods coming from gold standard countries for which, 
at the new level of prices, goods coming from paper 
standard countries are more or less efficient substitutes. 
In this way the abandonment of the gold standard by a 
single important country acting as the main source of 
demand for competitively produced raw materials may 
exert an important influence, not only upon the course 
of currency policy in many parts of the world, but upon 
the generalleve1 of world prices for foodstuffs and raw 
materials. What has already been said does not, how­
ever, exhaust all the possibilities. Maintaining parity 
with sterling is not the only possibility open to raw 
material producing countries; they may choose to see 
sterling going to a premium in terms of the local cur­
rency. In that case the money incomes derived by 
exporters from the sales of local produce to Great Britain 
expand in terms of the local currency and they may be 
thereby encouraged to push their sales. The effect may 
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then be to cause not only additional pressure upon 
producers in gold standard countries-for they cannot 
sell their products at sterling prices which are above the 
competitive level-but also to produce an actual fall in 
the level of sterling prices for the commodities in ques­
tion: the market may be glutted in consequence of the 
efforts of local exporters to expand aggregate money 
receipts in tenns of local currency to a maximum, but 
in reality overshooting the optimum point. A fall in 
sterling prices will, in these circumstances, be accom­
panied by a fall in local incomes and a fall in the unit 
prices of local produce, unless the exchange on sterling 
is allowed to fall still further. 

These influences em the price level of internationally 
traded goods (and indirectly upon domestic prices) may 
be reinforced or counter-checked by the effects produced 
by tariff legislation, quota restrictions, and the control 
of the market for capital loans and for foreign exchange 
itself. The general effect of a tariff rate is to check 
imports and so to raise the price level of the goods 
affected: at the same time by checking imports it may 
have some effect upon the rate of exchange itself, so that 
the net result may be that the cost of an imported com­
modity plus duty but with a somewhat higher rate of 
exchange may not differ significantly from the cost of a 
similar article imported duty free but at a somewhat 
lower rate of exchange. A quota which limits the total 
amount to be imported works in the same direction: so 
far as the importing country is concerned, the question 
of whether prices will or will not rise depends upon the 
relative importance of the effect upon the rate of ex­
change, the net decline in quantities imported and the 
result of the decline upon local demand. But the issue 
is not disposed of by considering merely these reper­
cussions: one must also take into account what may 
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happen in the exporting area. Tariffs and quotas alike, 
in so far as they succeed in checking imports, must 
reduce unit prices of the commodities formerly exported 
unless alternative sources of demand are available or 
output is cut down. In order to avoid the resulting loss 
of receipts, the imposition of a tariff rate or a quota may 
be met by raising .the value of sterling in terms of the 
local currency: tariff manipulation is followed by cur­
rency depreciation which.iD its turn may be followed by 
still further quota restrict~ons and tariff impositions. At 
a time of grave internatioDal depression, and taking into 
account the inelastic character of agricultural produc­
tion, it is difficult to escape the general conclusion that 
tariffs and quotas bnposed with the idea, inter lilia, of 
protecting rates of exchange, have a seriously<leftationary 
effect upon the price level of intemational raw materials. 

RestrictionS-upon the free movement of capital and 
the free purchase and sale of foreign exchange must 
obviously work in the same direction. The agricultural 
countries of the world notoriously suffer more from 
depression than industrial states, in the sense that their 
aggregate income varies more abruptly between periods 
of good and bad trade. But these countries are all debtor 
States, owing money to the more 'advanced' areas. To 
pay interest and amortization upon debts fixed in terms 
of money involves the export of greater real quantities 
of goods in times of bad trade. One way of avoiding 
some of the pressure so induced is to borrow during the 
period of depression in order to repay when times are 
better. This is difficult enough in any case owing to the 
natural disinclination of the investor to take up the 
securities of countries which are known t4 be doing badly; 
but, if the hesitancies of the investor ate reinforced by 
the restrictions imposed by Governments, 'distress 
borrowing' becomes impossible. If at the same time the 
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traditional lending areas impose new or additional duties 
on imports, the task of the agricultural countries becomes 
an impossible one-the very effort to pay their debts, 
by increasing the quantum of their exports, brings down 
upon them a new series of penalties. Hence they default 
or depreciate their currencies, or do both these things 
together. This in its turn Play result in a new series of 
penalties being imposed. The general effect is deflation­
ary. Again, if such countri~s are not allowed to use 
freely such assets in the way of foreign exchange as they 
may have accumulated in the past the result must be 
to increase the pressure on current exports and to cause 
them to be offered at lower prices. 

Before any final summing up can be attempted it is 
necessary to consider the position, not only from the 
standpoint of the internal price level in Great Britain 
or of countries exporting to Great Britain, but also from 
tl).e standpoint of countries buying from Great Britain, 
or in competition with her in neutral markets. .A:. fall 
in the external value of the pound, in so far as it merely 
compensates for the higher level of money costs inside 
the country, does nothing more than restore Great 
Britain's competitive position to what it would have 
been if the gold standard had been restored at a lower 
gold content, or had not been restored at all, in 1925. 
The extent to which the pound must fall in order to 
effect this depends on the actual level of relative costs 
at any time and cannot be measured by what it was at 
some time in the past. Costs do not remain constant 
over time. A rise in wage-rates, induced by a rise in the 
cost of living due to the higher cost of imported goods, 
would at once 6.ffect the equilibrium position. In so far 
as the pound was over-valued before the abandonment 
of gold by some 10 per cent, a fall in the external value 
of the pound by 10 per cent does not give Great Britain ., 
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any special advantage, but merely removes a disadvan­
tage. If the exchange, however, for any reason falls by 
more than is required to offset a higher cost structure, 
that is, if the pound is under-valued, Great Britain enjoy, 
a special, though it may be merely a temporary, export 
bonus. She can for the moment under-seU industrial 
rivals, or, if a group of manufacturers are selling a mono­
polized commodity at fixed prices in foreign currency, 
they obtain a larger monopoly profit. In a depressed 
world the effect of under-valuation and the special 
stimulus to exports which it affords is to cause additional 
difficulties to countries with a fixed exchange, which they 
can try to meet ei\her by reducing costs, imposing 
additional duties, or abandoning gold themselves. The 
most important case in which this alternative was 
adopted was that of Japan, for Japan is in some impor­
tant respects more directly in competition with Great 
Britain than is the U.S.A., though in the case of the 
United States also the temporary abandonment of gold 
and the considerable under-valuation which accompanied 
this step increased the competitive zone, that is, the 
range of commodities exportable from America in com­
petition with British exports. 

There can, I think, be little doubt that Great Britain', 
departure from the gold standard had consequences, both 
inside and outside the country, which were not antici­
pated at the time. So far as the internal situation is 
concerned, the fact that Great Britain's example en­
couraged many important suppliers of foodstuffs and 
raw materials to follow her, added to the circumstance 
that in a nationalistic, tariff-ridden world this country 
was a quasi-monopolistic buyer, resultM in a smaller 
rise of prices, direct and indirect, than inost instructed 
persons would have thought possible in 1931. On the 
other hand, the high hopes ent~ed that Great 
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Britain's exports would be greatly stimulated have 
hardly been borne out by facts. The special disadvan­
tage of an (uncompensated) higher cost structure has 
indeed disappeared, but the cumulative effects of con­
tinued world depression, tariffs and quotas, and imitation 
by other industrial competitors, especially Japan, has 
severely limited the direct gain to this country. Since 
there can hardly be any doubt that the depression has 
been prolonged by the uncertainties and difficulties 
caused by the interferences with the free flow of inter­
national trade, there are no indirect gains. At best it 
might be argued that Great Britain has been able to 
snatch a rather larger share of a greatly shrunken aggre­
gate: against this possible advantage must be set the 
fact that Great Britain's action was a considerable factor 
in producing that complex of governmental actions which 
has impeded recovery, even though at the moment of 
writing the outlook is undoubtedly much more cheerful 
than it has been for a long time past.1 

PART II: A STATISTICAL SURVEY 

IN THIS section the attempt is made to depict the 
general course of development in this country since 
September 18th 1931. Thus its emphasis is primarily 
upon internal changes: upon the movements of exchange 
and prices, production, and the volume of employment. 
But in one sense it may be said that the most important 
influence exerted by Great Britain's departure from gold 
was not upon internal economic conditions at all (the 
magnitude of that influence quantitatively being in any 
case, as already pointed out, an extremely difficult thing 
to measure) but upon the course of currency policy in 
other parts of the world, both within and without the 

1 May 1934. 
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British £mpire. Even before Great Britain's defection, 
the position of the gold standard had become imperilled 
by the course of the depression: there can be very little 
doubt, however, that the example of Great Britain 
b*ame highly infectious. This was so, Dot only because 
abandonment of gold here inflicted a serious blow upon 
the prestige of the gold standard itself and made other 
countries less anxious to sustain the sacrifices which 
,retention of the old parities with gold might seem to 
involve: reasons more directly connected with the specific 
situation of the various countries toncerned can be 
advanced as well. The fundamental factor is the depen­
dence of many countries, both overseas and in Europe, 
upon the British domestic market: this is a consideration 
of great importance in the case of Scandinavia as well 

'as of New Zealand and the raw material areas generally. 
In other cases, it was not so much dependence on the 
British .domestic market which proved decisive as fear 
that a faIling pound sterling would increase Great 

,Britain's competitive position, and, in the case of Japan, 
. this consideration was no doubt of overwhelming impor-
tance. Once a large part of the world was off gold, 
however, the pressure upon those countries still upon 
gold increased. Thus Great Britain's action, though it 
did not by any means initiate the flight from gold, very 
greatly strengthened the tendencies already present. 
Norway, Sweden, and Egypt suspended gold payments 
on September 27th 1931; Denmark on the 28th; Finland 
and Northern and Southern Rhodesia suspended on 
October 12th; whilst Canada officially followed on 
October 19th. India, because it was associated with 
sterling, automatically 'went off' gold when Great Britain 
did; the Australasian Dominions were already off gold. 
Japan left the gold standard on December 13th 1931, 
Siam in May 1932, and South Africa on December 13th 
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1932. All these changes can be directly assoc~ed with 
the changes in the monetary status of this country. 
America's defection, which will be separately dealt with in 
the next chapter, presents special problems of its own. 

&, 

I. The Course oj Prices and of the Exchange 

The general course of prices and of the gold exchanges 
can be followed from the accompanying Table I and 
Chart No. 1.1 Up to March 1933 the United States 
was upon the gold'standard; up to that date, therefore, the 
'sterling price of gold' measures also the premium, in 
terms of sterling, upon the American gold dollar. After 
that date, the sterling cost of acquiring dollars fell 
rapidly until a period of comparative stability was 
reached in the early part of 1934-one of the direct 
consequences of the devaluation of the dollar t,hrough 
the Gold Reserve Act of 1934. 

(1) Before dealing with the minor details of these 
movements it is desirable to draw attention to the mos~ 
conspicuous feature clearly shown by the chart. The rise' 
in the price of gold in terms of sterling has far outstripped 
the rise in the sterling price of commodities, though 
sterling primary prices have been more affected, at times 
considerably more affected, than sterling prices, as 
measured through the 'Complete Index'. It does not 
follow, of course, that because gold rises by a given 
percentage in terms of sterling that prices, even of 
imported commodities, must rise by a similar percentage, 
for gold prices may have fallen, and it will be seen that 
until March 1933 the movement of gold prices is at times 
almost the inverse of the movement of the premium 
upon gold in terms of sterling: so that fluctuations of 

1 Reproduced here by permission of the Editor of The Econo­
mist. 



Date 

• 

1931 
Sept_30th 
Oct. 28th 
Nov. 28th 
Dec. 30th 

1932 
Jan. 27th 
Feb. 24th 
Mar. 22nd 
Apr. 20th 
June 1St 
June 29th 
July 27th 
Aug. 24th 
Sept. 21st 
Oct. 19th 
Nov. 30th 
Dec. 28th 

1933 
Jan. 28th 
Feb. 22nd 
Mar. zznd 
Apr. 19th 
May 31st 
June 28th 
July 26th 
Aug. 23rd 
Sept. 20th 
Oct. 18th 
Nov. 29th 
Dec. 13th 

1934 
Jan. 31st 
Feb. 28th 
Mar. 28th 
Apr. 25th 
May 23rd 
June 6th 
June 20th 
July 4th 

TABLE I 
STERLING AND INTERNATIONAL PRICES 

September 18th 1931 - 100 

T/U E~ Iodices 

:1 Primary i:g " ~ cl'a ""- Producta_ jJ~ .ac:l .. fla .!IJ";.!l .a 00 a- :l'~ 
~rI! llc:l 'clji 1l:§ ·i~ r~ J!~"" 111-- ::1'8 

~ ·c 11 1I CIl 

8 III!!!. <- CIl 

107-8 112·0 94-7 1Z3·9 98.7 96·9 
108·4 114·4 101·4 1Z4·5 99·3 95.6 
109·1 114.8 98.0 131.6 98·3 94.2 
108·9 117.1 94·4 142•0 96·1 93·4 

93.8 108·3 115·7 14°·9 93·5 93.6 
110·9 120·9 89·6 139.8 92.4 95.1 
108·1 111·9 86·5 133.1 91·5 96.3 
103.8 105.4 83.6 1Z9·5 89·6 97"0 
100·2 101·0 79.8 132.7 87·3 94.0 
97·4 99·3 80·5 135.0 86·4 91·5 
99·5 1°3·5 84.1 136.9 88·3 91.3 

102·5 111·8 89·3 140•0 89·8 89·0 
106·0 117·4 .89.6 139·9 9°·5 89·7 
1°3.1 112·3 84.0 143.8 88·6 88·8 
103.1 11Z·3 77·7 ISS·8 87·3 88·4 
101·2 109.3 76.9 145.6 8]"5 88·1 

101·3 107.7 78.0 142•6 80·S 88·1 
99·5 104.2 76.9 143.2 79·9 88·1 
99·0 104.0 80·1 14z•1 8z·1 87·z 
98.7 104.6 88·7 141.4 8z·8 87"5 

105.3 116·3 108·5 14S·8 go·o 87.2 
1°7.6 118·2 117·4 144.0 94·4 89·5 
108·1 1Z0·6 124.7 14S·7 100·9 8en 
107.9 116·9 119.0 147.6 10Z·1 Bg·S 
108·1 116·9 120·7 157·4 103.7 87·S 
106-4 112·8 109·1 155·4 103.7 87·' 
104.4 114·7 117·z 147·7 103.5 86·8 
10 5.3 114.8 117.0 148.4 104.4 87.2 

108·8 118·0 124.8 156.7 105.6 87.2 
log·1 121·3 1Z8·0 161·3 107"9 86-1 
108·3 121·4 127.5 160·4 107·3 8S·9 
108·2 119·8 125.3 159·5 106·0 8S·4 
108·2 121-4 128·8 160·7 log·S 84·7 
108·2 122·3 134·4 162·3 110·1 84.1 
108·1 123.4 133·9 162·3 113.1 8z·7 
107.7 123.2 133·4 161·7 113.1 82·0· 

• These figuree refill" to June 27th 1934. 

76 

II~ l.t~ 
~IJ as' ~ -

j'8 III 

98.8 98·9 
99·9 98·7 
98·8 97.6 
96.9 94.6 

95.8 91·6 
97.2 9200 
97.0 91·4 
95·3 go·3 
91.7 88·5 
89·5 88·1 
88·5 88·1 
89·3 87.1 
91·2 87.1 
92.7 86·8 
91·4 85.2 

90·9 84.2 

go-2 83.8 
88·7 84·3 
87·5 83·. 
86·z 83·4 
86·6 84·9 
87.2 8S·6 
86·z 86·6 
86·2 86·6 
8S·8 87·' 
84.6 88·1 
84·' 88·2 
84·' 88·4 

84·4 88·S 
84.1 88·0 
84.2 88·1 
83.2 87·7 
83·9, 88·, 
83.8 88·9 
83·9 Bg·6 
83·9· 89·7 
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sterling iniport prices represent the combined results 
of two contrkdictory trends. Moreover, sterling import 
prices are affected, not only by 'the movement of the 
exchanges and of gold prices" but by the behaviour of 
non-gold prices. .AS already- pointed out, a large part of 

I 
the world is DO longer upon gold, but upon sterling or 
paper, and it has been possible for Great Britain to direct 
purchases to such' (relatively) lower priced areas, with & 
resultant pressure upon gold prices themselves. The 
chart and the table cannot, of course, prove anything 
whatsoever as regards the chain of causation: all that 
they do is to prove conclusively that the rise in the gold 
premium has not had a proportionate effect upon the 
course of domestic prices. When Great Britain departed 
from the gold standard there was sOme apprehension­
shared in part at least by the writer-that the action 
then taken would hare pronounced effects upon the cost 
of living. These apprehensions have not been borne out 
by the facts, in spite of the depreciation of sterling in 
terms of gold and the imposition of tariff duties and the 
limitation of imports. It is true that even in 1931 
Professor A. L. Bowley estimated that', given the distri­
bution of food imports from gold and non-gold countries 
at that time, a 2S per cent appreciation,of gold in terms 
of sterling would involve an increase of some 4 per cent 
only in the cost of living, since, of the 60, per cent of 
the cost of living index composed of food items, only 
haH was attributable to imports, and only half of these 
again were imported from gold standard countries.! The 
gold premium has, however, since risen to some 60 per 
cent and meanwhile the cost of living index has actually 
fallen from a monthly average (Base: July 1914 = 100) 
of 147 in 1931 to 143 in 1932 and 1933 to 138 in May 

1 Luntloft aflll Cambridge ECO'IIO'mie Serviu B .. Z1eti_, No. JO, 
Vol. IX, p. 307. 
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1934. Such results could certainly not have been 
anticipated on a priori grounds. • . 

(2) Turning now to the fluctuations in the various 
series. it will be seen that the sterling price of gold. whilst 
tending to move constantly upwards. displays a strong 
wave-like movement. In each of the years 1931. 1932. 
and 1933. there is a peak in the autumn and a minimum 
in the spring: in 1933. however. there i,s also a minimum 
in the autumn after the peak. whilst a new maximum 
was attained in February of 1934-these latter pheno­
mena being no doubt associated with the vagaries of 
American currency policy. to be discussed in the next 
chapter. It. will be noted. too. that the fluctuations in 
the course of sterling primary prices accompany the 
movements of the 'exchanges fairly closely. though with 
a tendency to lag somewhat behind in the earlier years 
and to be less pronounced in the later years. The com­
plete index of sterling prices. though much less sensitive. 
also tends to move with the curve representing the 
premium on gold. The divorce between the movements 
in the gold premium and the price-curves in the later 
period (after tl'le beginning of 1933) is again to be 
associated with the abandonment of the gold standard 
by the U.S.A. 

(3) The magrutude of the fluctuations in the price • 
curves is. as already suggested. a function, not only of 
the movements of the gold or other exchanges. but also 
of overseas prices. The chart brings out very clearly the 
rather astonishing fact that the level of sterling primary 
prices in the early period of depreciation attained a 
maximum (120) which was not reached again till the 
middle of July 1933. though the trend of the gold pre­
mium had been rising. This second peak. is clearly 
associated with the uprush of American primary prices 
in the spring of 1933. under the combined influence of a 
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falling dollar, .the Agric~tural Adjustment Act, and 
widespread speculatioJl in commodities. Whilst, at the 
earlier date, falling prices in the U.S.A. tended to 
neutralize the sharp rise in the premium, at the second 
date rising American prices were tending to neutralize 
the effect of a rapidly depreciating dollar. 

This rapid survey leaves open the question of tlie exact 
extent to which from time to time the pound sterling 
has been over-valued or under-valued.in terms of other 
currencies. That the pound should bve been worth 
more in terms of dollars, until America herself abandoned 
gold, is II Fiori probable when the movements of 
exchange are compared with the movement. of price. 
Moreover, the question whether such over-valuation or 
under-valuation as exists has been in1luenced by mone­
tary or governmental policy is also one of considerable 
significance. Both tl~ese issues will be examined in a 
separate section. 

2. The Course 01 Production and of Employment 

Economic activity in Great Britain is more closely 
related to the international economic order than in any 
other leading industrial country. This is not entirely 
due to the magnitude of the export industries and the 
possession of a large mercantile marine: nor is it due only 
to the direct in1luence exerted by capital exports and 
the financial activities of the City of London as the centre 
of the world's international clearing system. These 
factors afiect the economic situation of Great Britain 
directly, but they also afiect it indirectly, in the sense 
that a vast mass of derived employment exists which 
fluctuates with the income earned through the activities 
so far mentioned. It follows from this that the British 
economy ought to be very profoundly influenced by so 
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far-reaching an event as the departure from the gold 
standard. 

As already pointed out, the abaridomnent of gold might 
be expected to assist the position of this country by 
stimulating exports (through the closer adjustment of 
nominal costs to the outside price level) and by checking 
imports. But it might also have indirect (though 
favourable) repercussions of a psychological nature. 
Certainty is never as deterrent in economic matters, even 
though the certainty be bad, as fear of the unknown. 
Consequently, abandoning gold may have stimulated 
industrial activity, not because the technical features of 
the situation were profoundly altered thereby, but 
because it marked the end of a long-drawn crisis. The 
gold standard had been made responsible in the eyes of 
the public for much of the so-called 'depression' of the 
period :£925-30 and was consequjIDtly very unpopUlar. 
The mere fact that it no longer existed might- therefore 
have acted as a psychological stimulant. Moreover, the 
public had been taught in the summer 9f :£931 to expect 
unfavourable results from the abandonment of gold: it 
experienced a distinct sense of relief when these failed 
to show themselves immediately, in any obvious way­
for the Chain of causation which leads from the abandon­
ment of gold to an intensification of the world crisis, via 
competitive exchange depreciation and the whole 
apparatus of governmental interference with the free 
flow of capital and goods is by no means an obvious one 
-and this sense of relief may again have helped to 
restore confidence. Thus the indirect consequences of 
the abandonment of gold might well prove more impor­
tant than the direct, in the long run. Dethroning gold 
may have helped recovery merely because the public 
had been taught to expect miracles if gold were de­
throned. Further, it has to be remembered that almost 

6 



-TABLE II-
INDICES bF PRO])UCTIOK' kD 01' BUSINESS ACTIVITY .., .,. 

(A) LondOft and Camlwidg, E.onomi(; S,",i" QIUI,u,ly 
,- '_ Index of P,odueliOft 

6.verage 1924 - 100 

1929 1930 1931 1933 

lSt Quarter 108-3 log,6 8S-1 91-3 
2nd Quarter 111-0 100-9 80-6 83'2 
3rd Quarter 108'2 9°'7 81'1 77'8 
4th Quarter 114,8 93'7 90'S 87'2 

1933 1934 

88-0 103-3 
88,8 
87'9 
97'4 

(B) 'T'" E(;()1f()tftisl' 1,,416 of BUliflUl ..faillil), 
Th," MOftIhs' Mooing AIIWIIl' t 

1924 - 100 

1929 1930 1931 1932 1933 1934 

January 106,6 111'2 100'4 94'3 96'S 105'9 
February , 106-4 110'5 98'9 94"9 96-6 107-4 
March 107-6 110'6 97-8 9S-S 96-6 log-I 
April , loS-I 110'0 97'2 96-6 '96-6 108-6-
May log-7 log-3 97'3 9S-8 97-8 107-4-
June, , 110-2 107'9 9p 96-, 98-3 
July, , 110-2 lOS'S 9 -I 9S-6 99-6 
August , 111'0 104-0 97-7 9S-9 101'1 
September In-4 103-4 96,. 94-6 102-~ 
October 110-7 103-S 94" 94-9 102-S 
November, 110-8 102-, '93"7 9S-3 102'7 
December • 110-6 101'7 93-9 96-7 102"9 

• Provisional_ t Partly corrected for,seaaonal vana tiona_ 
(C) Board of T,ade Index of Industrial Prodl4CliOft 

Base 1924 _ 100 

1929 1930 1931 1932 1933 1934 

1st Quarter 110-4 111-0 9S-o 94-3 94-8 loS'4 
2nd Quarter 111'9 103-1 91"9 87'3 96-7 
3rd Quarter 110'6 99-S 89-3 9S-0 96-8 
4th Quarter 113-S 99-0 96-8 94-8 105-0 



.CHART No.2 
INDICES OF PRODUCTION 
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simultaneously with the dethfonement of gold, a fiscal 
revolution took place, the effects of which upon the 
economic poSition of Great Britain are intermingled with 
those resulting from the revolution in monetary policy. 

There are available, as empirical ~dence of the effect. 
of the abandonment of gold, three distinct series of 
figures. Turning first to indices. of Productive and 
Business Activity (Table It 8J\d Chart No.2) it will be 
seen that whilst Th4 Economisi Index of Business Activity 
shows a distinct turning point towards the end of 1931 
(whilst revealing in general the wave-like appearance 
characteristic of the normal trade cycle), the turning 
point in the London and Cambridge Economic Service 
Index, after some recovery in the last quarter of 1931 
and the first quarter of 1932, reaches an absolute mini­
mum only in the third quarter of 1932. The Board of 
Trade Index of Production similarly shows a preliminary 
recovery, but reaches an absolute minimum in the second 
quarter of 1932 and only a slow recovery thereafter. The 
index of the vol .. "" of British Overseas Trade-a most 
important test in view of the supposed relation between 
currency depreciation and recovery in international trade 
-5hows that U.K. exports continued to fall in volume 
until the third quarter of 1932, a quarter in which imports 
also reached their minimum (Table III). Unemployment 
(which, it must be pointed out .... as influenced also by 
the results of the Economy Campaign) feU seasonally in 
December 1931, but rose almost continuously throughout 
the first half of 1932 and only began to show a definitely 
declining trend from the middle of 1933 (vUU TaJlle IV). 
This is especially so as regards maU unemployment. & 
regards prices, Table I above shows that Th4 Economisl 
complete index rose some 10 per cent, then feU below 
the level of September 18th 1931 by June of 1932, was 
below the base level again early in 1933, and has only 
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shown a somewhat hesitating upward movement ever 
since. Other. indices also reveal a sharp upward turn 
immediately after the abandonment of gold, a collapse 
later and a marked tendency to rise recently. 

The evidence that the abandonment of the gold 
standard marks the turning point in the great depression 
is thus'far from conclusive. ,It might perhaps be con­
tended that the continUfUlce of adverse conditions 
elsewhere (the Gold Bloc countries, the United States) is 
negative evidence of the wisdom of the step taken in 
1931. But this argument assumes that our action did 
not intensify adverse conditions elsewhere, so that all 
that can ·be urged is that we snatched a temporary 
advantage at the expense of others. This counter­
argument cannot be proved by an appeal to statistics, 
any more than the contention against which it is directed. 
There is some evidence that the abandonment of gold 
and the sharp depreciation of the exchanges had certain 
direct beneticial reactions in the short run which were 
dissipated as time went on, and had more lasting effects 
upon psychology and the state of public confidence. 
More than this cannot be said, in the considered judgment 
of the writer. 

3. The Under-valuation of the Pound and the Exchange 
Equalization Fund 

The efficacy of a falling exchange, as an instrument of 
competit.on, turns largely upon whether it results in 
over-valuation or under-valuation of the currency. It 
becomes important to inquire what the position of 
sterling has been in recent years: the causes which may 
have produced over-valuation or under-valuation have 
already been sufficiently discussed. 



TABLE III 
VOLUME OF BRITISH OVERSEAS TRADE 

1930 ... 100 

1931 19311 1933 1934 

Total UoKo Total UoK. . "rotal UoKo Total UoK. 
Imports Exports Imports Exports Imports Exports ImporU Exports 

1St Quarter 95°2 77°1 95°0 76°9 87-0 76°5 96°5 80 °9 . 
2nd Quarter 97°6 74°0 8S07 7808 88-0 73°9 -
]I'd Quarter . 99°2 74°. 85-0 71°8 8~08 79°2 - . -

~ 

4th Quarter . .117°3 .7808 ° 94"9 79°9 97°8 .84°1 - -
... 1924: Total Importl.9106; ~ U.K. Produce, 11602 



TABLE IV 
THE COURSE OF UNEMPLOYMENT 

Pe1'centages of Insured' Pe1'sons Recorded as Un "employed : G1'eat B1'itain and Northern Ireland 
, -

1929 1930 1931 1932 1933 

Males Fe- Total Males Fe- Total Males Fe- Total Males Fe- Total Males Fe- Total males males males males males 

Jan, 13,6 8'3 12'2 13'3 ~O'2 12'4 21'7 19'5 21'1 24'8 IS'S 2~'2 26'3 ,14'2 23'0 
Feb, 13'7 7"7 12'1 13'7 II '0 12'9 22'2 19'2 21'3 24'7 14'4 21'9 25'9 1,,'0 22'7 
March 11'2 6'7 10'0 14'2 12'4 13'7 22'2 17'9 21"0 23'8 12,8 20,8 25'1 .13'7 21'9 
April 11'0 6'7 9·8 14.6 13'3 14'2 21'S 17'5 20'4 24'4 13'0 21'3 24'3 13'2 21'3 
May 10'9 6,6 9'7 15'2 14'4 15'0 21'4 17'4 20'3 25'0 14'2 22'0 23'6 12'0 20'4 
June IO'S 6,6 9,6 15'6 14'8 15'4 22'S 17'8 21'Z 25'3 13'8 22'2 22'7 10'8 19'4 
July 10,8 6'9 9'7 17'0 15,8 16'7 23'1 18'9 21'9 26'0 14'4 22,8 22'7 iO'9 19'5 
Aug, 10,8 7"4 9'9 17'2 16'4 17'0 23'0 19'3 21'9 26'2 14'5 23'0 22'4 10'5 19'1 
Sept, 10'9 7'2 9'9 17'8 16'7 17'5 23'S 19'6 22'4 26'2 13'9 22,8 21,6 10'0 18'4 
Oct, 11'4 7"4 10'3 19'2 16,6 18'5 23'4 17'3 21'7 25'S 12'4 21'9 21'4 9'5 18'1 
Nov, 12'0 7,8 10'9 19'6 17'0 18'9 23'4 15'7 21'2 25'7 12'9 22'2 21'1 9'4 17'9 
Dec, 12'2 7'9 II '0 20'4 18'5 19'9 22'9 14'9 20'7 25'1 12'5 21,6 20,8 9'0 17.6 
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Before Great Britain's departure from the gold stan­
dard, it was generally assumed in expert circles that 
S01M over-valuation of the pound existed. The following 
Chart and Tables take account of this prevailing im­
pression, in that they attempt to estimate the lituation 
on the assumptions (I) that the poimd was at a true par 
With the American dollar on the basis of a dollar-sterling 
rate of h·86 to the pound, (2) that the true parity was 
some 10 per cent lower than this, ie. the 'equilibrium' 
rate should have been, not h·86, but $4'40 to the pound. 
A comparison is made on the basis of American and 
British wholesale prices, and upon the basis of American 
and British cost of living indices. The numerical results 
are given in Table V, but in order to obtain an easier 
oversight Chart NO.3 and Table VI record the c0-

efficient of deviation between the actual rate ruling at 
any period and the calculated purchasing power parity 
rate. If these two rates coiricide, the result equals 100. 
If the actual rate is lower than it ought to be in com­
parison with the purchasing power parity rate, the result 
exceeds 100 and the deviation measures the degree of 
under-valuation. If the result is less than 100, the pound 
is over-valued in terms of the dollar, or, what comes to 
the same thing, the dollar is under-valued in terms of 
the pound. 

Whilst the chart is useful as showing the directions of 
change over the three years 1931-3, it does not, of course, 
prove the absolute magnitude of the degree of over­
valuation or under-valuation actually present during 
those years; all it does is to illustrate and confirm the 
general impression that the pound was over-valued before 
gold was abandoned and that this over-valuation gave 
place to under-valuation thereafter. The chart shows 
very clearly the fundamental changes wrought in the 
situation by the departure of the U.s.A. from the gold 
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standard in December 1933, and shows also what an 
immediate effect was produced by the movements of 
funds in the early part of 1932, when sterling rose from 
$3'430 in January to a maximum of $3'752 in April, 
By the end of 1933'the under-valuation of the pound 
was some 10 per cent on the most favourable sup­
position, and may have been as much as 20 per cenl 
over-valued-in terms, of course, of the American dollar 
-on the assumption that $4'40 was the true equilibrium 
rate and the cost of living relatives the proper measuring 
rod, At any rate, it is clear that the change in American 
currency policy very profoundly modified the competi­
tive • situation of sterling: the outcome must largely 
depend upon the course of prices in the U,S,A, as well 
as in this country, 

The course of exchange during the last three years has 
not been entirely left to the free play of 'market prices', 
numerous as these are in themselves, Almost from the 
very beginning of the era of the paper standard, the 
movement of the rate has been subject to official inter­
vention L-first by the Bank of England acting on its 
own account, and later by the Bank of England acting 
on behalf of the Exchange Equalization Account, created 
by authority of the Finance Act of 1932, Originally the 
amount of the Exchange Fund was fixed at £150 millions, 
but was raised to £350 millions by the Finance Act of 
1933; and, by the original legislation on the subject, 'the 
Treasury may cause any funds in the Account to be 
invested in securities or in the purchase of gold as they 
think best adapted for checking undue fluctuations in 
the exchange value of sterling', For this purpose the 

1 The following paragraphs largely repeat what I have already 
written on this subject in the Introduction to the second edition 
of this book. For a very useful and more elaborate inquiry cf. 
N. F. Hall. The British Exchange Equalization Account. published 
as a supplement to The Economist of May 5th 1934. 



British 
Wholesale 

Date Prices, Bd, 
of Trade 
General 

1924 100 
1931 Jan. 64'3 

Feb, 63'9 
March. 63'7 
April 63'6 
May · 62·8 
June '62'1 
July 61'S 
Aug. · 59'9 
Sept. 59'7 
Oct. 62,8 
Nov. 64'° 
Dec. 63'7 

1932 Jan. · 63'4 
Feb. 63'4 
March 63'0 
April 61'6 
May 60,6 
June 58'9 
July S8,8 
Aug. 59'9 
Sept. 61'4 
Oct, 60'8 
Nov. · 60,8 
Dec. · 60,8 

1933 Jan, 60'3 
Feb. 59'S 
March. 58'7 
April · 58,S 
May · 59'7 
June · 61'2 
July · 61'5 
Aug. · 61'7 4 
Sept. · 62'0 
Oct. 61,8 
Nov: 61'9 
Dec. · 61'9 

TABL 
OVER~vALulnoN AND UNDEI 

" 'Coat of Livin, 

American 
Wholesale 

Price, British Americau 

100 100 100 
80'0 87 88 
78,S 86 87'5 
77'5 84 87 
76'0 84 85'S 
74"5 83 84'S 
73'5 84 84'S 
73'5 83 84'S 
13'S 83 84 
72'S 83 8]·S 
71'S 83'5 82'S 
71'S 84'5 Ba 

7°'0 84 Bo 
68,S 84 ' " 79 , 
61'S 83'5 • 78,S 
67'S 8:1., 17'5 
67'0 8r·s 76 'S 
65'5 8r 76 • 
65'0 81'S 76 
65'S 8Q'S 75'S 
66,S 80'5 75'S 
66'S 81'5 75'S 

,65'S' 81'S 75 
65'0 81'5 74'S 
64'0' 81 74 
62'0 80'S 72'S 
61'0 ' 79'S 71 
61'5 78,S 70 ,S 
61'5 77'S 7°'5 
64'0 17'S 71 
66'0 79 71'S 
7°'0 79'S 74 . 71'0 80·S 76 
72 '0 80,S 77 
72 'S 80'S 77 
72 'S 81·S 76'S 
72'0 81 76 



!\LUATlON OF STlIRLING; 

Purchasing Power Parities 

i\merican American American American Monthly 
Wholesale Wholesale, Cost of Cost of Average 

Prices Prices Living Living of 
X4,86 x4'4° X 4,86 X 4'40 . Daily 

Board of Board of British Cost British Cost Rates 
Trade Trade of Living of Living 

General General 

6'046 5'474 4'913 4'448 4,855° 
5'968 5'4°3 4'943 4'475 4,8565 
5,915 5'355 5'035 4'558 4,8585 
5,808 5'258 4'947 4'479 4,8600 
5'764 5'218 4'947 4'479 4,8641 
5'754 5'210 4,889 4'426 4,865° 
5,808 5'258 4'947 4'479 4,8566 
5'963 5'399 4'918 4,453 4,8573 
5'900 5'342 4,889 4'426 4'542 
5'536 5'012 4,802 4'347 3,886 
5'429 4'915 4'714 4'268 3'719 
5'341 4,836 4'627 4'189 3'372 
5'249 '4'752 4'568 4'136 3'43° 
5'176 4'686 4'568 4'136 3'459 
5'205, 4'712 4'564 4'132 3,634. 

'5'288 4'787 4'564 4'132 3'752 
5'254 4'756 4'559 4'127 3'676 
5'365 4,858 4'534 4'105 3'649 
5'414 4'902 4'559 4'127 3'552 
5'395 4,884 4'559 4'127 3'476 
5'263 4'765 4'500 4'074 3'471 
5'234 4'739 4'471 4'048 3'399 
5'195 4'7°4 4'442 4'022 3'277 
5'Il8 4,633 '4'442 4'022 3'276 
4'996 4'523 4'379 3'964 3'372 
4,882 4'510 4'34° 3'929 3'422 
5'093 4'6II 4"364 3'951 3'436 
5'108 4'624 4'423 4'004 3'5°7 
5'210 4"717 4'452 4'030 3'938 
5'239 4'743 4"398 3'982 4"141 
5'531 5'°°7 4'525 4'096 4,643 
5'594 5'064 4'588 

t 
4'154 4'503 

5,642 5'108 4,651 4'2II 4,660 
5'7°1 5'162 4,651 4'2II 4,667 
5,691 5'152 4'564 4'132 '5'136 
5'652 5'117 4'559 4'127 5'Il8 
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CHART NO.3 
THE OVER-VALUATION AND UNDER-VALUATION IN STERLING 
IN TERMS OF THE U.S. DOLLAR, I.E. THE CO-EFFICIENT OF DEVI­
ATION BETWEEN ACTUAL AND PURCHASING POWER PARITIES 
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TABLE VI 
CO-EFFICIENT OF DEVIATION BETWEEN ACTUAL AND 

PURCHASING POWER PARITY RATES 

. P.P.Rate 
I.e. Actual Rate X 100 

Col.I Col. II Col. III Col. IV 

American American American American 
and British and British and British and British 

Date. Wholesale Wholesale Cost of Cost of 
Prices on Prices on Living Price. Living Prices 
Parity of Parity of on Parity of on Parity of 

14·86 14'40 14'86 14.40 

1931 ~an, 124'53 u7'49 101'19 91·6a 
eb. 122'87 111'25 101'78 9 a'I4 

Mar. 121'75 110'22 103'63 93'81 
April 119'51 108'19 101'79 93'16 
May 107'38 107,28 101'70 93'08 
june 118'27 107'09 100'49 90'98 

uly 119'59 108'27 101'86 93'23 
Aug. 123'76 111'15 101'35 91'68 
Sept. 129'go 117'61 107'64 97'45 
Oct, 142'46 127'98 123'57 111,86 
Nov. 145'98 133'16 u6·7S 114'76 
Dec, IS8'39 143'42 137'23 la4'23 

1931 ~an. 153'03 138 '54 133'18 lao'S8 
eb. 149'64 135'47 132 '06 119'57 

Mar. 143'23 129'66 125'59 113'70 
April 1a7'S8 127'59 1al'64 110'13 
May 1a9'38 139'39 124'03 112'37 
june 147'03 133'13 124'25 112'5° 

uly 151'42 138'01 128'35 116'19 
Aug. 155'21 14°'51 131'16 118'73 
Sept. 151'63 137'28 119'65 117'37 
Oct. 153'99 139'42 131'54 119'09 
Nov, IS8'S3 143'54 135'55 122'73 
Dec. IS6':II 141'42 13S'S9 122'77 

1933 Jan. 148'16 134'13 la9·86 117'S6 
Feb. 145'59 131'79 1a6·83 114.82 
Mar. 148·u 134'20 u7'01 114'99 
April 145'65 131'85 126'12 114'17 
May 132 '3° 119'78 113'05 102'34 
june u6'SI 114'54 106'21 96'16 

uly 119'13 1°7.84 97'46 88,u 
Aug, 114'13 112'46 101,89 92'25 
Sept, 121'07 log'61 99,81 go'36 
Oct, 121'16 110'61 99·66 go'I3 
Nov, 110'81 100'31 88,87 80'45 
Dec. 110'43 99'98 Sg'08 80'64 
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Treasury is given power to borrow, and' specificaJly, 
under Sec. 22 (6) of the Act of 1932, the 'Bank of England 
may advance to the Treasury any sums which the 
Treasury have under this section power tozaise'. Three 
quite different sets of questions arise. 

First, as to the technique of the operations. 
I. So long as and whenever the Bank of England 

operates independently and is in a position to pay for 
the foreign funds which it buys by exchanging them for 
other assets in its books, the total volume of purchasing 
power placed at the disposal of the banking community 
is not affected. TechnicaJly, the foreign funds (dollars, 
francs) are placed in the Issue Department of the Bank 
and appear in the accounts under the rubric 'Other 
Securities'. If the Bank buys gold, it adds to the Gold 
Coin and Bullion in the same department. Since' a 
purchase by the Bank adds to the amount of purchasing 
power available to the money market, the method by 
which such purchases can be prevented from swelling 
the net total of such funds is for the Bank to seD some­
thing to the market at the time when it is buying 
exchange. From the standpoint of the Bank such a 
simultaneous purchase and sale is, of course, equivalent 
to an exchange of this asset for another. Similarly, if 
the Bank disposes of some of its foreign assets or sells 
gold, this sale will only reduce total market funds if the 
Bank does no~ 'offset' the sale by the purchase of some 
other asset. ., 

2. If the time comes when the Bank iI 80t in a position 
to exchange one security for another in this way, and if 
its purchases of foreign exchange are not offset by sales 
of some other security, the purchases so made have the 
e1Iect of swelling the total amount of market purchasing 
power; just as net sales without offsetting will reduce 
the total amount of market purchasing power. A net 
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increase in purchases must have the ultimate effect of 
raising the level of security values, of giving the money 
market the kind of funds which it regards as the equiva­
lent of cash, of stimulating lending as soon as industrial 
and commercial conditions are favourable, and, there­
fore, of raising prices. Such a rise of prices would, of 
course, in itself help to bring any existing over-valuation 
to an end. If funds continue to be offered (or if the 
Bank continues to buy exchange and/or gold) a local 
boom may be stimulated, just as a continued influx of 
gold under normal gold standard conditions may stimu­
late a local boom. A net sale of assets will have, of 
course, precisely the opposite effects on the internal 
security and price level. Such a policy reduces under­
valuation, if it exists, not by raising prices but by causing 
exchange to rise. 

3. The .Government, of course, possesses no free funds 
available for exchange operations. It must either borrow 
from the Bank of England or from the market. In so 
far as the Bank itself advances the purchase price, with­
out selling other assets, the net effect will be the same 
as if it had bought the foreign exchange funds or the 
gold itself, i.e. in the long run a rise in the total volume 
of purchasing power will take place. In so far as the 
Bank lends effectively to the, Government, but recoups 
itself by sales of other assets, or in so far as the Govern­
ment refunds the Bank by borrowing in the open market, 
the addition to money market funds is for the time being 
offset by sales to the market or loans from the market. 
Once the Government Account has acquired a stock of 
gold and/or foreign exchang~, sales of these funds will 
reduce indebtedness· to the Bank (virtually, foreign 
holders of sterling funds or securities exchange them 
against gold or foreign exchange) or to the market. Sales, 
in so far as Government is indebted to the Bank, which 
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meanwhile has not offset its additional lending. reduce 
the volume of market funds; if the Bank has already 
offset and now offsets again. "'the net effect is to leave 
things unaltered. In so far as the Government borrowed 
directly from the market and now repays the loan. the 
effect is not to change the aggregate volume of funds at 
the disposal of the money market, 'but to change the 
direction in which they are used. 

This brings one to the second of the questions involved. 
viz. the possible limits of action open to the Exchange 
Account. The direct effect of a purchase of gold or of 
foreign exchange by the Account is to weaken sterling 
when it is already falling. or to prevent a strengthening 
of sterling when it is already rising. So long as the Fund 
operates only with a fixed amount of money. it is 
powerless to prevent sterling falling when the whole of 
its resources have already been exhausted (i.e. when the 
assets consist entirely of gold and/or foreign exChange). 
unless it reverses its position and sells gold or exchange 
against sterling receipts. Similarly. when the }lound is 
rising. the Account can only prevent a further rise by 
selling more sterling. which is the same thing as increasing 
the absolute size of the Account. if the whole of the 
amount has not ab'eady been invested. In fact. however. 
there is a method available for keeping the Fund affec­
tive. as an instrument of control. even without obtaining 
fresh Parliamentary sanction for an increase in the 
absolute amount of the Fund. Suppose the Fund invests 
its sterling reserves in gold or foreign exchange. It 
can sell this gold or foreign exchange to the Bank 
of England for cash. In this case. there will still 
be sterling available for further exchange operations. 
Even here there are limits. The Bank treats gold as if 
the sterling price of gold were still 845. per fine ounce. 
whilst the market price is in the neighbourhood of 1361. 
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to 138s. sterling. Sales of gold must therefore weaken 
the Fund (by inducing losses) although they enable it 
to carry on operations upon a diminished scale. (These 
losses are, in one sense, purely nominal-since any de jure 
stabilization of the pound upon the basis of a lower gold 
content will be accompanied by a writing up of the 
sterling value of the gold stock of the Bank of England 
and the 'profit' arising from any such operations can be, 
or will be. used for the purpose of meeting any ultimate 
losses on the Exchange Equalization Account.) But 
what has been said will be sufficient to show that there 
are limits to the extent to which. once the Exchange 
Equalization Fund has started to invest its funds, it can 
continue to intervene. It would be a great misfortune 
if it were to be thought that a fund of this character 
could be a substitute for measures of a more radical 
nature .which might prove to be necessary if the external 
or internal situation were again to alter violently in one 
direction or another. 

The- operations of the Exchange Equalization Account 
have been kept entirely secret: no official information 
has ever been vouchsafed as to the manner in which the 
assets of the Fund have been invested. the proportions 
of gold or foreign exchange held. the times at which 
changes in these assets have been made; or the principles 
by which the authorities are guided from time to time. 
Some light is thrown upon these matters by changes in 
the gold stock of the Bank of England 1 (though it is 
said that the Exchange Account also possesses gold of 
its own of unknown amount. nor does it follow that the 
gold acquisitions of the Bank have been entirely or even 

1 The gold stock of the Bank was on tne average of 1931. 1932. 
and 1933. £140. £130. and £177 millions respectively. At the end 
of July 1934 it stood at £1911 millions, equal to £314 millions 
nominal if gold is taken at 138s. per fine ounce in place of the 
old mint price of 84S. 

7 

• 
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mainiy due to the operations of the Account). But there 
have been episodes in r~ international monetary 
history which throw indirect light upon what must have 
been the policy of those in charge of the Account. In 
the spring of 1932 the return flow of balances tJ:!.reatened 
to raise sterling. and the necessity of accumulating funds 
to repay the international loans made to this country 
before the final abandonment of gold must have led to 
purchases of foreign currencies upoti a large scale: the 
tlight from the dollar before the final crash in the US.A. 
and the tlight from the franc must also have tended to 
raise sterling and the rise may have been kept down by 

. purchases' on . official account: the foreign assets 10 

acquired 'being turned into gold in order to reduce the 
risk of loss which might otherwise have occurred. The 
sharp d~line in the dollar value of sterling in the autumn 
of 1932 (aD accentuation of a normal seasonal movement) 
may also have been tempered by sales of dollars or other 
currencies and caused the Fund to consist more of sterling 
and less of other assets than it Pid before or has done 
since. The important point to remember is that, large as 
the absolute size of the Account is, 'normal' movements 
-including speculation and the shifting'.of the inter­
national Short Loan Fund from place to place--u'e also 
large, so that to regard the Fund as the ultimate deter­
minant of exchange movements is in an probability a 
gross exaggeration. 



:t 
CHAPTER V 

THE CASE OF THE U.S.A. 

OPINION AND policy in the sphere of. monetary affairs 
have been so much influenced by the recent course of 
events in the United States and yet what has been 
happening there has been so little understood generally 
that an investigation of the American currency revolution 
is called for, especially as the future of the gold standard 
is closely bound up with the course of American policy. 

In the case of Great Britain, certain clear~cut reasons 
can be given for the final catastrophe:. iiI the final 
analysis they resolve themselves into the combination of 
international mistrust of Great Britain's position with 
the presence of certain definite maladjustments, viz. the 
inability, ever since the restoration of the gold standard 
in I925, , to adjust the level of costs to the extent de­
manded by Great Britain's peculiar dependence upon 
international trade coupled with the pursuance, in spite 
of this stumbling-block, of a policy of relatively free 
international lending. These factors could only be 
reconciled, in the absence of any other practicable 
alternative, by the process of 'borrowing short and 
lending long'. The position of the United States, it 
must be emphasized at the very beginning, was very 
different. 

Firstly, the cost-structure in the United States was .. 
(and even after the recent legisiatioll probably still is) 
much more elastic than that of Great Britain. 'In the 
mass-production industrie~ costs were capable of drastic 
slashing in consequence of mechanical improvements: 
the absence of ,strong trade union organization meant 
that wages 'were less resistant to change (even if the 
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decline in immigration worked in the opposite direction)., 
The popularity of equity shares as instruments of stock 
market gambling and as investments meant that to a " 
growing extent industries could reckon upon throwing . 
on to the share-holding class the burden of depression • 
by simply cutting dividends: the large extent to which 
industries financed themselves by re-investing profits in 
good years also worked in the direction of mitigating 
the inelasticity of the cost structure, in so far as that is 
represented by fixed interest charges. It is true that the 
American farmer was heavily indebted, but since agri­
culture is still largely a family unit of production, other 
elements in farm costs could be cut, even if mortgage 
and bank interest could not. Moreover, foreign trade is 
not of the same quantitative importance in the structure 
of American economic life as it is in that of Great Britain, 
even though certain branches of agriculture, e.g. cotton 
and tobacco growing, and certain industries, e.g. the 
motor-car and film industries, are greatly interested in 
foreign markets. The result of aU these factors bas been 
that at no time since the onset of the depression bas 
public opinion been in1luenced by a fear that costs could 
not be adjusted to the international position of the 
country, nor has inelasticity of costs played a decisive 
role in the economic evolution of the last few years. 

One must consider in the second place the position of' 
the United States as a short and long term debtor of I 
foreigners, for the vulnerability of the gold standar~ isJ 

• in the first instance a function of the 'pull' which foreigIJ 
. creditors can exercise. The Department of Commerce 

issues iumually the results of an investigation of the 
international banking position of the U.S.A. The figures 
for recent years are as follows' (million dollars): 

I League of Natioos. BlIliIfJU. of P""",-u 1931 "fill 19311 
(Geneva. 1933). p. 188. 
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Total due t& foreigners1 

Total due from foreigners 

Net liabilities or assets -I,420 

1930 

2,737 
I,802 

-935 

1931 1932 

I,465 9I 3 
I,239 I,058 

It is, of course, true that of the American short-term 
assets abroad a certain proportion was 'frozen' in conse­
quence of the German 'standstill agreements', exchange 
controls, and the illiquidity of foreign creditors. Making 
all possible allowance for these factors, it remains the 
case that Amepc!!c.~a!i ceasing to bea net debtor on _ 
short-term.-aeco1lll1:s, 80- that the--danger to be appre­
bended on this ground was becoming more remote. In 
fact, the externaZ'flight from the dollar' had taken place 
earlier; the U.S.A. had sustained an international run 
both in I93I and I932, the outward and visible sign of 
this run being the sharp diminution of the gold stock 
in the autumn of I93'l and in the early summer of I932. 
In spite of these manifestations, foreign confidence in the 
outlook in the U.S.A. was not undermined, a fact which 
is shown by the circumstance that in 1931 and 1932 alike 
there was a net inflow of long-term capital into the 
United States, which continued, though on a reduced 
scale, in 1933. 2 The gold stock of the country actually 
increased in 1932 by 53 million dollars, an outflow of 
446 million dollars being more than offset by a net release 
from earmark of 458 million dollars. It is true that in 
the first three months of 1933 there was comparatively 
heavy earmarking of gold, viz., 370 million dollars, but 

1 i.e. Deposits, advances and overdrafts, short-term loans and 
investments, etc., and acceptance credits; 

a Vide the Summary tables in The Economist of April 14th 1934. 
The excess of the purchase of dollar securities over new long-term 
loans by the U.S.A. was 218 million dollars, 217 million dollars, 
and 137 million dollars in 1931, 1932, and 1933 respectively. 
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these movements must be brought into relation with the 
country's gold stock, which at the lowest point in 1933 
(end of , March) still stood at 4,282 million dollars. So 
far as the danger of an internal drain Is concerned, it 
must be remembered that in consequence of the passage 1 

of the Glass-Steagall Act on February 27th 1932 the 
Federal Reserve System had acquired the right to issue 
Federal Reserye notes backed by direct obligations of 
the Government of the United States. The desiro to 
acquire current money, then, which was a characteristic 
feature of the American situation, could be satisfied 
without any direct pressure on the gold stock, for there 
is very little, if any, evidence that there was any heavy, 
demand for gold, as distinct from currency, until the 
intensifu!ation of the crisis in the first three months of 
1933,-thdugh there was, of course, a very considerable 
increase m the demand for hand-to-hand currency, which 
was in itself caused by, as well as causing, the banking 
crisis. A 'suspension of cash payments is no necessary 
consequence of a banking panic, though it was a feature 
of some of the previous crises through which the United 
States had passed. The Federal Reserve System was 
expressly created in 1913 for the purpose of avoiding any 
suspension of cash payments in the future, for the 
received tradition of central banking contains no place 
,for a suspension of cash payments as a remedy for bank­
ing panic. On the contrary, the received tradition is 
that, so long as the foreign exchanges continue favour­
able, the way to avoid a suspension of cash payments 
is to lend freely against adequate security, but at a rate 
of interest sufficiently high to deter irresponsible borrow­
ing and at the same time to attract back to the country 
a portion of its outstanding short-term assets. Even if 
it be held, as it quite plausibly may be, that under 
modem conditions a high bank rate does not attract 
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funds, but on the contrary, accentuates the feeling of 
panic, there is nothing in the mere fact of banking 
pressure whic~ warrants the abandonment of the gold 
standard, especially in view of the statistical and 
economic facts related above. The abandonment of gold 
in these conditions represents an arbitrary act of stateS­
manship, which may indeed be justified on political or 
psychological grounds, but which was certainly not 
inevitable on technical economic grounds. 

It may perhaps be argued that, though the suspension 
of the gold standard (which was part of the series of 
measures which followed upon the crisis of March 4th 
when every bank in the country was closed) was not 
inevitable, regarded as one of the necessary instrumen­
talities for the restoration of confidence, it waS impossible 
immediately to return to gold, suspension h~ving. once 
been, decided . upon; for the domestic and the foreign 
creditors of the banking system would have. taken the 
precaution of acquiring gold, on the prin~iple that a 

. suspension having taken place once, there was no reason 
why it should not take place again if the situation did 
not improve in the immediate future. It cannot be 
denied that there is some force in this argument: on the 
other hand, it may with equal reason be argued that 
the suspension of the gold standard was calculated to· 
give the impression, both at home and abroad, that the 
situation was even more serious than had been thought 
-with the consequence that the restoration of confidence 
was made more difficult than it would otherwise have 
been. 

In fact, the abandonment of gold was not thought of 
in the initial stages as being permanent. Export licences 
seem to have been fairly easily obtainable and the level 
of the dollar in terms of gold currencies, though the 
dollar weakened, did not indicate any very pessimistic 
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interpretation of the outlook. But the most striking and 
curious confirmation of that interpretation of the situa­
tion which is put forward here-that originally the 
abandonment of gold was regarded purely as a crisis 
phenomenon-Is afforded by the circumstance that the 
abandonment of gold has come to be associated, not ~th 
the original proclamations of the President and the 
Emergency Legislation of March 1933, but with the issue 
of a further proclamation on April 20th 1933,1 the terms 
of which are in fact intelligible only when studied in 
connexion with the preceding legislation. Technically \ 
the U.S.A. had abandoned the gold standard on March 
4th: why, then, was such importance assigned to a 
proclamation issued nearly two months later? In my 
opinion, because it indicated a change in the point of 
view of the Administration, though it did not substan­
tially alter the technical situation. In the course of these 
seven or eight weeks the policy of the country had 
undergone a change; though the abandonment of the 
gold standard was not really necessary as an element in 
crisis-policy, it was considered a necessary (even if only 
a negative) adjunct to the policy upon which the U.S. 
Administration was about to embark, viz., the policy of 
raising prices, if possible, back to the level of 1926. 

American currency policy between April 1933 and the 
de facto stabilization of the dollar upon a gold basis in 
January 1934 falls into two su~periods, only in the 
second of which did the deliberate depreciation of the 
dollar as an instrument of monetary depreciation playa 
decisive role, and then in a form which differentiates it 

1 The order of Apri1aoth prohibited the earmarking and aport 
of gold c:oiIl, bullioD, and gold certificates, ncept whea apressly 
permitted by Treasury licence in certain spec:iDecI c:aaea. FOI'the 
technical reasons which have led me to the opinions expressed 
above. I refer to my article. 'Twelve Months of American Dollar 
Policy' iD EUIfIOfJIUII. N.S., No. I, pp. 121 et Ieq. 
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sharply from European experiments of a somewhat 
similar kind. In the first period, which extends from 
April to the end of October, one must distinguish between 
actual policy and the shaping of opinion which was to 
determine policy in the second period. The first period 
is marked by the following executive acts: 

(1) The passage of legislation which permitted the. 
President to implement, if he choose to do so, various \ 
inflationary measures. The so-called 'Inflation' or 
'Thomas' Amendments to the Agricultural Adjustment 
Act,1 which had been agreed to at a White House 
Conference by President Roosevelt as early as April 19th 
1933 sanctioned the pursuit of a vigorous 'open-market' 
policy, allowed the issue up to a maximum of 3,000 
million dollars of uncovered notes and, most important 
from our immediate standpoint, permitted the "President 
to devaluate the dollar by proclamation, though the 
amount by which the gold content of the dollar was to 
be reduced was not to exceed 50 per cent. This was 
followed by the passage of the Joint Resolution of 
June 5th 1933 by which the 'Gold Clause' was abrogated, 
i.e. where contracts specified payment in United States 
gold coin of standard weight and fineness or specified 
payment in gold it was hencefgrward possible to satisfy 
the terms of the contract 'upon payment, dollar for 
dollar, in any coin or currency which at the time of 
payment is legal tender for public and private debts.' 

(2) The rejection of the policy of immediate dollar 
stabilization. Such a policy would not have been incon­
sistent with the terms of the Inflation amendments just 
stated: it would have been possible to pursue an open 
market policy, or to issue greenbacks even if the gold 
content of the dollar had not been varied at all, and the 
amendments themselves specifically conferred the power 

1 This Act was approved May 12th 1933. 
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to give the dollar a determinate gold content again: all 
that the amendments prevented the President from doing 
in this respect was to reduce the gold content by more 
than a certain percentage. Moreover, the international 
situation was one which might have made dollar stabili­
zation desirable, not only for its own sake, but as part 
of an intemationaJIy co-ordinated effort to restore 
sounder monetary conditions over a large part of the 
world. At the very moment when the so-c:alled official 
abandonment of gold was being announced in Washing­
ton, the Prime Minister of Great Britain was upon his 
way across the AtIaOtic to confer with the President and 
a series of ,Jimilar visits by other heads of European 
States was in prospect. These visits were in themselves 
Undertalcen in view of the forthcoming World Economic 
Conference, JVhere monetaiy questions were bound to 
playa very considerable .. ole. In the event the U.S. 
$i<>ve~nt rejected the policy Df stabilization with ever 
mcreasing 'emphasis: exchange stabilization was to be 
subordinated, first to the policy of raising prices and 
then to the policy of stabilizing prices at the higher 
level so attained. Having rejected on June 22nd the 
suggestion, emanating from the meeting of certain 
Treasury and Central Bank representatives, that ex­
change rates be IempOJ'arily stabilized during the London 
Conference, the President in a celebrated· message on 
July yd also rejected the Joint Declaration, emanating 
from the Conference itself, which called for the wltifPU114 
reStoration 'Of the gold standard, the suppression of 
speculation in the foreign exchanges, and the main­
tenance of the status po by the still existing gold 
standard countries. This declaration was rejected upon 

. the ground that 'the sound internal economic system of 
a nation is a greater factor in its well-being than the 
price of its currency in changing terms of the currencies 
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of other nations'. The object of American policy was to 
raise prices: 'the United States seeks the kind,of dollar 
which a generation hence will have the same purchasing 
and debt-paying power as the dollar value we hope to 
attain in the near future'. This remained the official 
policy of the American Government throughout the 
period under review, and was re-emppasized in the broad­
cast message which inaugurated the second phase of 
polic,-, to which we shall come very shortly. 

The policy of deferring stabilization until prices had 
risen, announced by the American Government, was on 
all fours with the attitude of the'British Government on 
the problem, but, in the summer of 1933. there were 
pressing reasons for the refusal of the Americ~ Adminis­
tration to commit itself. In the first place, then~ cart 
be little doubt that in the spring of that year the deprecia­
tion of the dollar was one of, the most potent factors in 
the rise of American security prices, and the ~erican' 
public has not yet learned to disregard the movement 01 
security prices as an index of 'prosperity'. Moreover, 
under the combined influence of many factors, the fear 
of inflation, i.e. rising costs, and of th~ tendency of the 
new agricultural and industrial legislation to work in 
the same direction, a considerable boom was under way. 
It was natural to fear that if the dollar were stabilized 
these encouraging developments would come to an end. 
In fact, they were checked, but not by the stabilization 
of the dollar. There was a break in the stock and produce 
markets and a considerable fall in the volume of indus­
trial production,l to which the relatively moderate 
improvement of the dollar in August may have contri­
buted, an improvement which was, in part perhaps 
influenced by the stabilization talk of previous months, 
but which was mainly due to other reasons. 

1 See table at foot of page 108. 
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Whatever the cause of the set-back, it represented a 
serious problem for the Administration. It had hitherto 
had no reason to press forward with the use of the 
Inflation amendments, but a check in the progress of 
recovery made it inevitable that public opinion would 
urge it forward to take more drastic action. In Sep­
tember, in fact, great pressure was being brought to bear 
upon the Administroltion, particularly by the agricultural 

. States. To avoid worse things, perhaps, or merely 
because the President's advisers were convinced of the 
truth of the theory, the Government in October 1933 
adopted a policy based upon the views of Professors 
G. F. Warren and F. A. Pearson of Cornell University: 
the agency most actively disseminating these views being 
a body,o~ industrialists with headquarters in New York 
callin«. themselves the Committee for the Nation. The 
sum and substance of the point of view thus adopted 
can be stated in the words of the spiritual fathers of the 
policy themselves: 'A study of the history of prices shows 
that if the supply of the monetary unit is ,udd,,,ly 

Indus- Exchange 
Prices. 

1926 _ 100 
trial Rates. Common 
Pro- ~.Cents Stocu AU duction per 1926-100 Com- Farm 

1923-25 I French modi- Pr0-
=- 100 franc. ties. duct.. 

Mar~ 1933 56 3'936 43 60'2 42 .8 
ApI. 66 4'102 48 60'4 44'5 
May . 78 4'593 63 62'7 5°'2 
June 93 4.8°4 75 65'0 53'2 
July JOI 5'459 80 68'9 60'1 
Aug. • 91 5'375 75 69'5 57-6 
Sept. 84 5'772 75 7°·8 57'0 
Oct. 76 5.817 70 71'1 55'7 

(Data from Fltleral Ru"", BNllelifl) 
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doubled the price level doubles. Exactly the same results 
are obtained if the demand for the monetary metal is 
cut in half or if the amount of metal in the monetary 
unit is cut in half. Cutting the weight of metal in the 
monetary unit by half amounts to doubling the supply 
in so far as that country is concerned.' 1 Now if this 
proposition is rigidly true, the problem facing the United 
States could be easily and speedily sbtved: if the relation 
between the dollar and ~he 'monetary metal', i.e. gold, . 
were varied in such a way as to raise the dollar value of 
gold, prices would rise in proportion to the fall in the 
gold value of the dollar, for every such fall in the gold 
value of the dollar would amount to increasing 'the 
supply in so far as that country [i.e. the U.S.A.] is 
concerned'. .~ 

Historically there is a connection between perleds of 
rising gold production and of rising prices, and of falling 
gold production and falling prices. Further, if the total 
quantity of purchasing power is rigidly related to the 
output of the precious metal, and if no changes take 
place in the monetary habits of the population, i.e. 
'velocity of circulation' is not affected, either by changes 
in quantity of money or other elements in the situation, 
this connection may be a fairly close one. But this 
proposition is a very different one from that advanced 
by Messrs. Warren and Pearson, for their argument 
stresses, not only the closeness of the connection, but the 
immediacy of the connection. Now, in fact, time is 
needed for two consequences of a change in the relation 
between the monetary metal and the money "Of a country 
to take effect: it takes time to adjust the quantity of 
purchasing power to the change in the gold content of 
the unit of account, and it takes time before a change 

1 Italics mine. From a Memorandum by Messni. Warren and 
Pearson on the Business Situation, dated June Ist I933. 
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in the quantity of money or purchasing power can 
influence prices. It does not follow that because, say, 
the content of the 'gold' dollar is halved and it is there­
fOTe posslble on the basis of a given gold stock to double 
the amount of 'dollars' in circulation, the quantity of 
dollars in circulation will be immediately doubled. Still 
less does it followrthat, if the quantity of dollars is 
doubled, all prices' will be immediately doubled. 10 fact 
it is notorious that a considerable period of time is 
required before prices can adjust themselves,' and even 
in a period of violent inflation some prices do not 'catch 
up' with the' average. Indeed, it would never pay to 
inflate if prices did all adjust themselves at once, The 
attractiveness of inflation in a period of war, of revolu­
tion, or of depression, lies precisely in the differential 
efIec!ts)t has upon the price level 

The policy actually announced at the end of October 
1933 was justified to the country by President Roosevelt 
00 the ground that the time had not yet come for a 
definite stabilization of the gold content of the dollar. 
To demand immediate exchange stabilization was to put 
the cart before the horse: 'to guess at a permanent gold 
valuation now would certainly require later changes 
caused by later facts'. On the other hand, in the 
President's opinion, the absence of any relation between 
the dollar and gold made the control of prices more 
difficult, since the dollar was 'altogether too greatly 
influenced by the accidents of international trade, by the 

"internal policies of other nations and by political w. 
turbances of other Continents. Therefore the United 
States"must take firmly into its own hands the control 
of the gold value of our dollar. This is necessary in order 
to prevent dollar" disturbances from swinging us away 
from our ultimate goal, namely, the continued recovery 
of our commodity prices: 
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Between October 25th and October 29th the executive 
steps necessary to carry the policy into effect were 
announced: the Reconstruction Finance Corporation was 
empowered to buy gold at home and abroad and also to 
'hold, earmark for foreign account, export, or otherwise 
dispose of such gold'.1 The opening price was fixed at 
31'36 dollars per fine ounce. For a time the policy of 
raising the gold price was vigorously pursued: it reached 
33'56 doijars on November 14th and was 33'93 dollars 
at the end of that month. Then in the first fortnight 
of December it stood at 34'01 dollars:up to January 15th 
1934 it stood at 34'06 dollars, and on JanUary 16th was 
raised to 34'45 dollars. The old mint price of gold in 
the' U.S.A. was 20·67 dollars: by the beginning of 1934, 
therefore, the increase in the dollar value of gOld was 
64'8 per cent. In the course of this phase of the i\mencan 
experiment the Government bought some 95 million 
dollars of gold, of which 21 million dollars approximately 
came from home production. 

The experiment had two aspects: technical and 
economic. The technical aspect concerns the influence 
of the new gold-buying policy of the Government upon 
the international position of the dollar, i.e. its foreign 
exchange value. The new policy implied giving the 
dollar a determinate, if fluctuating, value in terms of 
gold. It follows from this that it gave the dollar a 
determinate even if fluctuating upper value in terms of 
gold currencies, e.g. the French franc. Thus, if an ounce 
of fine gold were saleable to the U.S. Government at 
. 1 Since the end of August the American Treasury had been 
buying newly-mined domestic gold at world prices, i.e. above the 
American mint price. This was done to satisfy the gold pro­
ducers, who were, of course, hit by the fixed mint price. The 
new policy differed :f£om this policy by the fact that (I) the 
Government, and not the market, fixed the new buying prices. 
(2) the gold bought at these prices was to be acquired at home 
and alwoad: obviously two vital distinctions. 
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33 dollars per fine ounce, the United States dollar could 
not be worth more than the number of gold francs con­
taining the same amount of gold, or purchasable for the 
same amount of gold. On the other hand, so long u- ... 
the United States Government was not prepared to sell 
gold, then, though the dollar was not worth, and could 
not be worth, ftIIW. than a maximum number of francs, 
it might be worth less than this number: for a fall in the 
franc value of the dollar (i.e. the number of francs a 
dollar could buy) would not necessarily result in an 
bport of gold from the U.S.A. to France. But what, in 
these conditions, is the value of the dollar in terms of 
sterling? 

It ~ a commonplace of the exchange market that all 
the various rates quoted in the market must move 
together in such a way that (given a free market) it is 
neither more nor less profitable to move funds from 
Centre A to Centre B directly than it is indirectly via 
Centre C, from which it follows that, if the rate between 
B and C alters, either the rate between A and C or A and 
B must also alter, or both rates must alter in opposite 
directions. If, then, the rate between New York and 
Paris altered, so that a given number of francs bought 
a larger number of dollars, that movement was bound to 
be accompanied by alterations, either in the New York­
London rate, or the London-Paris rate, or in both rates 
together: since dollars became cheaper in Paris, they had 
to become cheaper in London, or the franc had to become 
dearer, or dollars became in part cheaper, whilst francs 
became in part dearer: 1 otherwise speculative operations 
would have been undertaken until the rates were 'in 
line' again. The dollar became, intrinsically, a cheaper 

1 A dearer franc would, of c:oune, in_lve a higher LoDdoa 
gold price. For the fraDc represents a certain weight of gold, 
and if the franc becomes dearer in terms of pounds, 10 mast the 
amount of gold represented by a given Dumber of fraDca. 
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coin. In consequence, if the value of the dollar in terms 
of pounds were not to alter, the value of the pound in -' 
terms of francs was bound to alter. If the value of the· 
pound in terms of francs were not to change, the value of 
the dollar in terms of pounds was bound to change. It 
does not follow, however, that, because the external 
value of the dollar was thus made to fall, an immediate.,; 
change in internal prices would result: the relation 
between the technical and the economic aspects is given 
by the possible divergence between percentage changes 
in the gold (or foreign exchange) value of the dollar and 
the alteration of the price-level inside the country. The 

. dollar might become seriously undervalued, unless prices 
responded at once and uniformly to the change in the 

• external value. Under the combined influencE! of the 
lowering of the gold value of the dollar and the pressure 
of speculative operations the dollar did fall heavily, 
attaining a low level of 5.50 dollars to the pound on 
November 22nd 1933 subsequently recovering to a 
maximum of 5·03 dollars. At the end of 1933 the dollar 
closed at 5·12 to the pound. 

The direct influence of deprE:ciation on prices comes, 
as we have already seen in the case of sterling, througbv 
import and export prices and through the reaction upon 
costs of production and cost of living. In the case of the 
U.S.A. the problem of determining the influence of cur­
rency depreciation is in any case made more difficult by 
the contemporaneous experiments in agricultural and 
industrial reorganization, which also tended to push the 
'price level' or, at any rate, certain kinds of prices 
upwards. Since certain branches of American agriculture 
are more deeply influenced by the export situation tlian 
American industry in general, one would expect agricul­
tural prices to be more influenced by the depreciation of 
the dollar than industrial prices, and this is perhaps 

8 
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the case, though, to repeat, it is impossible to disentangle 
the influence of the N.R.A. and the A.A.A., and of other 
factors as well. 

It is clear from the accompanying chart: (I) That of tM 
various price-series quoted, that representing farm pro­
ducts moves most closely with the price of gold, but that 
the closeness of the movement is greatest in the early 
period, before, in fact, the policy of depreciating the value 
of the dollar by varying gold prices was ever adopted. 
(2) That in the second half of I933 the movements in the 
gold price and in the price of farm products is rather 
divergent than congruent and that the two only begin 
to move together again after the close of the year, when 
the experiment was virtually at an end. (3) That retail 
prices, wholesale prices, and the prices of finished pro­
ducts show some rise, but it is quantitatively I1JuGh less 
significant than the rise in' the dollar value of gold and 
in the dollar value of farm products. These various 
movements, both in direction and scope, confirm a 
priori reasoning, but they also disprove the idea that a 
sudden alteration in the gold value of a currency must 
necessarily pull all prices in the desired direction. A 
little reflection will show that the form naturally adopted 
by the American experiment was hardly such as to give 
the Warren-Pearson theory full empirical verification. 
For the total volume of American purchasing power was 
not varied as the dollar-value of gold mounted; the total 
mass of purchasing power would only have increased if, 
every time the dollar value of gold rose, the gold stocks 
of the Central Bank had been re-valued and the increased 
purchasing power which could have been created on the 
basis of this re-valuation had been at once put into 
circulation. Even then, prices would in all probability 
have not responded at once; as it was, though the 
experiment in the autumn of I933 ~as· based upon 
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the Warren-Pearson theory, the technical conditions 
under which its truth might have been experi­
mentally confirmed or disproved were not really 
present. 

In the early days of 1934, however, a new and decisive 
tum was given to American currency policy: the policy 
of depreciation was replaced by the policy of d, facto 
stabilization. De facto stabilization did not appear as 
the first consideration of importance in the Presidential 
message in which Congress was invited to pass the 
appropriate legislation: the major preoccupation appeared 
to be the concentration of the entire gold stock of the 
country, including the vast holdings of the Federal 
Reserve System, in the hands of the Treasury of the 
United States. But the mobilization of gold required 'a 
more certain determination of the gold value of the 
American dollar'. Because of world uncertainties the 
President did npt 'believe it desirable in the public 
interest that an exact value be now fixed'. Under the 
Agriculture Adjustment Act the President already p0s­
sessed power to lower the gold content of the dollar by 
not more than 50 per cent: 'Careful study leads me to 
believe that any re-valuation at more than 60 per cent 
of the present statutory value would not be in the public 
interest. I therefore recommend to the Congress that it 
fix the upper limit of permissible re-valuation at 60 per 
cent.' Further, the President recommended the estab­
lishment of an Exchange Equalization Fund of 2,000 
million dollars (£400 millions at par). By the Gold 
Reserve Act of 1934 these recommendations were carried 
out: this Act fundamentally altered the character of the 
American monetary system. The gold stock of the 
country became the property of the United States 
Government and the coinage of gold was to cease: the 
entire existing supply of gold currency was to be melted 
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down into bars. The redemption of American currency 
was to cease except under Treasury regulations; substan­
tially this means that America is now upon a gold bullion 
standard: the three main distinctions between the Ameri­
can system and the British system as it was between 
1925 and 1931 consisting (I) in the presence of the 
Exchange Equalization Fund, (2) in the substitution of 
the Treasury for the Central Bank as the gold-buying 
agency, (3) in the absence of a definitive fixed gold value 
for the dollar-by the terms of the new legislation the 
weight of the dollar cannot be less than 50 per cent of 
the old weight of the dollar, but it cannot be more than 
60 per cent. The actual de facto weight of the dollar 
was fixed by Proclamation on January 31st 1934 at 
I5-g\ grains, !"II" fine, which is equal to 59.06 per cent of 
the former gold content of the gold dollar. Further, it 
was announced that, in accordance with the new deter­
mination of the weight of the dollai, the buying and 
selling price of gold would henceforward be 35 dollars 
per fine ounce. This price will of course last only as 
long as the President makes no use of the right to lower 
still further (i.e. to the 50 per cent limit) the gold content 
of the dollar: the Proclamation of January 31st expressly 
reserving the President's 'right by virtue of the authority 
vested in me to alter or modify the proclamation as the 
interest of the United States may require'. Up to the 
moment of writing (June 1934) no use has been made 
of the President's power to vary still further the gold'" 
content of the dollar. 

A curious result has thus come about; for it will be 
remembered that it was primarily the attitude of the 
U.S.A. at the World Economic Conference which pre­
vented the provisional stabilization proposed by the"; 
representatives of Treasuries and Central Banks and the 
acceptance of the Joint Declaration which, in however 
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provisional a form, looked forward to the general re­
establishment of the international gold standard. 

The de facto stabilization of the dollar again raises the 
question of the technical and the economic consequences 
of the measure taken. Technically, the measure differed 
from the experiment previously tried by the fact that not I 
only is there now a definite buying price for gold, but 
that there is also a definite selling price. It follows from 
this that, in terms of other gold currencies, the dollar can 
now not only not be worth more than a certain sum; it 
cannot now be worth less than a given sum of any other 
currency which is also upon gold. This involved an 
adjustment of rates of exchange to the new gold parities, 
which differed from those under the last gold price fixed 
under the gold-buying scheme (35'00 dollars per fine 
ounce against 34'45 dollars: thus each dollar represented 
a slightly smaller quantity of gold). The new parity with 
the gold franc, for instance, is 6·63 cents per franc. It 
was only gradually that the price of dollars in Paris fell to 
this point; at the end of January the price was still 
6'26 to 6'28 American cents per French franc. The con­
sequence was an immense out1low of gold to the U.S.A., 
for the amount of gold in a French franc, if exported and 
sold in the U.S.A., brought in 6·63 cents, whilst to buy 
dollars in Paris with the same amount of money brought 
in a smaller number of cents: to export gold was therefore 
very profitable and the very profitability of the operation 
meant that the number of dollars on sale in Paris would 
increase. This was so because the export of gold and its 
sale in New York meant that the exporters could sell 
dollars in Paris for francs, and this lowered the price of 
dollars, i.e., increased the number of cents which the 
franc could buy.l 

1 These changes in the franc-doUar relation had nec:euarily to 
affect also the relatioD.l between the LondoD-Paris and London-
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SO far as the internal price level is concerned, the 
immediate effect of devaluation was, of course, nothing 
at all. But, owing to the fact that the total stock was 
re-valued, i.e., a larger number of paper dollars' or of 
bank deposits could be built up upon the basis of the 
same physical weight of gold, the underlying position was 
capable of substantial change. The immense difference 
made to the basis of purchasing power as a consequence of 
re-valuation can be seen from the fact that 'the total 
stock of monetary gold in the United States increased 
from 4.033 million dollars on January 31st to 7,438 million 
at the end of February'. 1 The paper profit resulting 
from these operations has been credited to the United 
States Treasury at the Federal Reserve Banks. It has 
been drawn upon, both in consequence of the operations 
of the Exchange Equalization Fund and of the general 
expenditure of the United States Treasury, though so far 
it appears that the main direct effect has been that the 
banks, to whom cheques so drawn have been passed, have 
re-deposited them at the Federal Reserve Banks. The 
result is that the excess of the total reserve which they 
now hold over the reserves they are by law required to 
keep, i.e. the so-called 'Excess Reserves' of the Member 
Banks, are much larger than ever before in the history of 
the Federal Reserve System, notwithstanding seasonal 
increases in currency demand and repayment of loans to 
the Reserve System, both being factors which reduce the 
assets of the member banks with the Reserve Banks. 2 

New York rates and also the price of gold in London. Dollars 
were now cheaper in terms of francs. they had therefore to become 
cheaper in terms of pounds unless francs became dearer in terms 
of pounds, in which case the price of gold in London would rise. 
If dollars became dearer in terms of pounds, francs would have 
to become dearer still and the price Qf gold in London would rise 
still more. 

1 Federal Resmle Bulleli~ March 1934. p. 141. 
• Ibid. p. 142. 
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The possibility of a considerable expansion in the 
volume of loans is therefore present, and if the U.S.A. 
Government were to make use of the power it already 
possesses to devaluate the dollar by a further 10 per cent 
of its original gold content, the excess reserves and, with 
them, the potential expansion of bank loans, would rise 
still more. In the period immediately following the 
devaluation of the Austrian, German, and French 
currencies, a direct stimulus to credit expansion was 
afforded by the under-valuation of the currencies at the 
parity rate chosen, combined with the in1lux of capital 
upon a large scale and there came what I have elsewhere 
called the 'Stabilization Boom'.l It is unlikely that 
similar consequences will follow directly from the United 
StateS stabilization, but the vast expenditure of the 
United States Government, coupled with a return of 
confidence, or followed by such a return, whether or Dot 
expenditure on the present scale is maintained, would 
work in the same direction. '\'llatever initiated the 
expansion in the demand for bank loans, it would not be 
easy for the Reserve System to check it without sacrificing 
a larger proportion of its remaining earning assets than 
might be technically possible to eJlect without breaking 
the market in Government securities and imperilling its 
own income, though this latter consideration is a minor 
one. At the end of April 1934, for instance, the total 
earning assets of the Federal Reserve Banks amounted 
to 2,440 million dollars, of which amount all but 9 millions 
consisted of United States Government securities. 460 
million dollars of these were held against F edera1 Reserve 
Notes and Federal Reserve Bank Notes. Excess reserves 
stood in the neighbourhood of 1,700 million dollars and 
total member reserves at 3,750 million dollars. Thus the 

• Cl. my First Y_ oj 1M GoI4 SlaaUrtl. especially pp. 20 
et seq. 
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total earning assets available for sale, approximately 
2,000 million dollars, were only 300 million dollars more 
than the excess reserves. It would appear, then, that 
the possibility of a dramatic rise of prices is not excluded: 
the only practicable alternative would be to utilize the 
powers already conferred on the Reserve System by a 
section of the Agricultural Adjustment Act, 1933, which 
has received little notice (Sec. 46), by which the Federal 
Reserve Board 'upon the affirmative vote of not less than 
five of its members and with the approval of the Presi­
dent, may declare that an emergency exists by reason 
of credit expansion, and may by regulation during such 
emergency increase or decrease from time to time in its 
discretion the reserve balances required to be maintained 
against either demand or time deposits'. The' use of 
these emergency powers to increase the minimum reserve 
requirements of the member banks would of course 
reduce, not the total reserves of the member banks, but 
their excess reserves, would make 'open market' opera­
tions tell more quickly, and, by forcing the banks to 
support additional loans by direct borrowing from the 
Reserve System, would restore to some extent the power 
of the System to control the rate of expansion. 



CHA'PTER VI 

THE GOLD STANDARD IN RECENT OFFICIAL 
UTERATURE 

IT MUST not be imagined that so far-reaching a catas­
trophe as the destruction of the international standard 
of value, which had "been. restored at such great cost 
during the decade between the end of the War and the 
collapse of the boom in ~929, has been neglected by the 
governments of the world. On the contrary there has 
been in the last five years an ahnost continuous inter­
national discussion of the problem of the standard: an 
interchange of view which culminated in the unfortunate 
World Economic Conference of 1933 and which may be 
said to have begun with the appointment of the Gold 
Delegation of the Financial Committee of the League of 
Nations in 1929 (that is, before the crisis had become 
really acute) for the purpose of examining into and 
reporting upon 'the causes of fluctuations in the pur­
chasing poweJ' of gold and their effect upon the economic 
life of the nations'. 1 The special circumstances of Great 
Britain led to the appointment in the late autumn of 
1929 of the Committ~ on Finance and Industry, charged 
to inquire into banking, finance and credit, 'paying regard 
to the factors, both internal and international, which 
govern their operation'. 1 These agencies which had been 
created to deal with problems which arose before the 
ahnost universal abandonm'ent of gold found themselves 
obliged to face new problems of hitherto unsuspected 

1 Apart from special iteml of memoranda. etc., 81lbmitted to 
it, the Gold Delegation has published the followiDg: Fir" IIfI4 
Secorullflleri", R6pom (September 1930 IUUl JaDuary 1931' IUUl 
• Fiflal Repurl issued in June 1932 (e. 502, M. 243, 1932 II A). 
. I Reported &I Cmd. 3891 of 1931. 
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magnitude as time went on. The Lausanne Conference, 
called upon to liquidate the problem of Reparations, 
ended by inviting the League to call a conference for 
deciding upon the 'measures to solve the other t;Conomic 
and financial difficulties which are responsible ~or. and 
may prolong the present world crisis'. The Lausanne 
Conference was followed by the meeting of the representa­
tives of the British Empire at Ottawa, and the Ottawa 
Conference also dealt with the problems of money and 
the international standard from the standpoint of the 
constituent members of the Commonwealth. In the 
early part of 1933 there appeared the 'Draft Annotated 
Agenda'1 submitted to the League by the Preparatory 
Commission of Experts, which was in due course followed 
by the record of the decisions at the World Economic 
Conference I itself. The events at that Conference were 
responsible for important statements of principle by the 
members of the British Empire and of the 'Gold Bloc', i.e. 
those European countries still upon the gold standard. 
Finally, there exists-apart altogether from the appropri­
ate committees of the League of Nations-a new centre 
for the continuous study and discussion of international 
monetary questions: the Bank for International Settle­
ments, itself a child of the Young Conference on repara­
tions. The present state of international opinion finds 
its appropriate medium of expression in the last available 
annual report of the Bank-the 'Bankers Club' as it is 
sometimes called. I The volume of official literature is 
thus very considerable: in order to view the future of tile 
gold standard intelligibly, it is necessary to understand 

1 Reported as Cmd. 4174 and 4175 of 1932 . 
• I Official No. C. 48 (I). M. 18 (I) 1933 II and C. 435. M. 220 

1933 II. Reports afrPJ'ooed by the Conferencs on July :17 I933 and 
resolutions G/lQpted by the Bureau and the ExecvtifJlI Committell. 

• Bad for IntemGlional Settlements: Fourth An"ual Report •. 
Basle: May 1934. 
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the course of recent official discussion. The fact that this 
discussion has hitherto not led to any positive result is apt 
to mislead: whilst it would be futile to pretend that there 
is unanimity upon the ultimate objectives of the gold 
standard, it still remains true that there is much more 
agreement upon this point than there is upon the question 
immediately facing the world, viz. the conditions upon 
which it would be desirable to return to the gold standard. 
This, the major question of tactics, is the real bone of 
contention. It does not follow, of course, because a 
greater measure of agreement has been obtained with 
regard to the way in which the gold standard should be 
manipulated, once it has been restored, than over the 
conditions under which the gold standard should be 
restored, that there is nothing left to be said upon the 
former point. It might well be the case that the trend 
of official opinion has lagged somewhat behind and that 
professional economic opinion is no longer so whole­
heartedly in favour of the course of action which com­
mends itself to official opinion as it was at one time. 
This particular issue, however, can well be left over to the 
next chapter: what concerns us at the moment is the 
actual course of official thought. 

I. The tUtimilU objective: 1M restor'""'" oJ 1M gold 
standard. There is a general consensus of opinion that 

./ the ultimate objective of monetary policy must be the 
restoration of the gold standard. Upon this particular 
point there is no difference of opinion between the so­
called 'Expert' Committees and the Diplomatic Con­
ferences, nor between the members of the Sterling Group 
and the members of the Gold Bloc. The 'ultimate aim 
of monetary policy', the Ottawa Resolutious urge, 'should 
be the restoration of a satisfactory inlerfUltiOfUll monetary 
standard', a point of view reiterated in the Joint 
Declaration of the members of the British Commonwealth 
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after the failure of the World Economic Conference: 
'The undersigned delegations now reaffirm their view 
that the ultimate aim of morietary policy should be 
the restoration of a satisfactory international gold 
standard. . . : The Final Report of the Gold Delega­
tion emphasized the belief of the Delegation 'that, at the 
present stage of world economic development, the gold 
standard remains the best available monetary mechan­
ism'. The Preparatory Commission of Experts in their 
Draft Annotated Agenda for the World Economic Con­
ference urged that among the four principal questions 
which the Governments would have to consider, 'in the 
field of monetary and credit policy, the objective must 
be the restoration of an effective international monetary 
standard to which those countries which have abandoned 
the gold standard can wisely adhere'. First among the 
resolutions unanimously adopted by a Sub-Commission 
of the Monetary and Financial Commission of the World 
Economic Conference was the following: 'That it is in the 
interests of all concerned that stability in the international 
monetary field be attained as quickly as practicable: that 
gold should be re-established as the international measure 
of exchange values, time and parity being for each 
country to determine: But this practical unanimity of 
.view as to the ultimate objective does not prevent a 
profound difference of view as to the methods by which 
it is to be attained. 

II. The majOJ' question of tactics: immediate stabiliza­
tion OJ' price-lifting as the next step. Ahnost as soon as 
Great Britain had abandoned the gold standard there 
developed in official circles-perhaps it is better to say 
in governmental circles, since the attitude of the Bank 
of England is less clear upon the point-the view that 
before Great Britain could safely return to the gold 
standard the level of prices, both in terms of gold and in 
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terms of sterling, must rise. This fundamental condition 
. -not by any means the only condition, be it noted-has 
. governed British policy since that time, and has been 

stated time after time by the Chancellor of the Exchequer, 
and has been adopted by the British Commonwealth 
Group. The Ottawa Conference Resolution, for instance, 
made it a condition precedent to the restoration of gold 
that there should be a 'rise in the general level of com­
modity prices in the various countries to a height more 
in keeping with the level of costs, including the burden of 
debt and other fixed and semi-fixed charges'. The dis­
sentient members of the Gold Delegation, in their 
separate report, also urge that the 'most effective 
measure that could be taken at the present moment in 
order to pave the way for a restoration of the gold 
standard as an international monetary system would be 
to raise the general price level in the gold standard 
countries: Again, in his speech at the Fourth Plenary 
Meeting of the World Economic Conference, the Chan­
cellor of the Exchequer, sketching 'in broad outline the 
policy of the U.K. Government on the questions before 
the Conference' repeated the view that 'Firstly it was 
essential to bring about a recovery in the world level of 
wholesale commodity prices sufficient to yield an economic 
return to producers of primary commodities and to 
restore equilibrium between costs and prices... 
generally: The first paragraph of the draft resolution 
submitted to the Monetary and Financial Commission by 
the British Delegation on June 20th also expressed the 
same point of view. l The view that concerted or 
individual efforts to raise prices should take precedence 
over immediate attempts to stabilize exchange was 
shared by the U.S. Government and, as already set 

1 VilLI ]tnWflfII 0/ 'M MOJUItwy IIfI4 E_it; Con/lWlIfIU, 
No. 10, p. 70. 
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forth, formed the keynote of President Roosevelt's 
message of July 3rd to the Conference, a message which 
effectively put an end to the effort to arrive at a parity 
at which provisional stabilization could be agreed upon 
by the countries primarily intElI"ested. 

To refuse to consider a return to gold without a 
previous rise of prices having taken place of course 
leaves open the whole question as to the best method of 
raising prices. It is also perfectly consistent with the 
view that other factors, besides monetary, have been 
responsible for the depression and with the view that 
other conditions, as well as a rise in the price level, must 
be satisfied before-·a return to gold can be safely under~ 
taken. The British view, in fact, as officially presented, 
has never been so clear<ut as to exclude all considerations 
other than a rise in the price~level: neither the Macmillan 
Report 1 nor the official utterances of the Government 
since that time have failed to insist upon the very com~ 
plicated nature of the problem to be solved. Nor was the 
attitude of the gold standard countries as unsophisticated 
as is sometimes imagined. There is not the slightest 
inconsistency between desiring a prior return to the gold 
standard and desiring to see a rise in the price level: for 
it may perfectly legitimately be argued that without 

1 Macmillan Reporl. paragraph 277. 'We have concluded that 
a restoration of the international price level should he a prime 
object of international statesmanship. How far such a restora~ 
tion of the international price level is in fact feasible is. however. 
a further question. We believe that the outcome is likely to 
depend in part on a complex conjunction of economic factors in 
the world at large of a kind which is not directly controllable at 
the cllntre.' Cf. The Chancellor of the Exchequer at the World 
Economic Conference (second meeting of the first Sub-Com­
mission of the Monetary and Financial- Commission when 
introducing the British resolution): 'But these measures. though 
essential. were not sufficient. There must also be restoration of 
the confidence which had been destroyed through adverse econ~ 
mic and political conditions.' Uoumal No. 10. p. 70, col. 2.) 
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finn ground under one's feet, in the shape of an inter­
national standard, confidence cannot be restored and, 
without a return of confidence, recovery, in the shape 
of a rise of prices, is impossible. The truth is that at the 
World Economic Conference the representatives of the 
Gold Bloc countries by no means took a unanimous view 
as to the importance of a rise of prices per II: the only 
outspoken sceptic on this point was the representative of 
Italy.l What the representatives of the Gold Bloc 
·insisted upon was that the continuance of a state of 
chaos in the monetary field was intrinsically undesirable 
and was likely to worsen rather than improve the 
situation: but this left the question of the desirability of 
a rise of price open. 

Once it is admitted that 'confidence' plays a role in the 
formation of the price level, the clear-cut line of opposi­
tion between the 'stabilizers' and the 'price-raisers' 
becomes more blurred than appears at first sight. From 
the technical point of view, the choice does not lie 
between an immediate return to the gold standard and 
the retention of a purely 'free' paper currency: it is 
perfectly possible to agree to a de fado stabilization 
without a final and irrevocable decision as to the ultimate 
parity to be chosen. This very important point will 
require further consideration in the final chapter of this 
book: at this stage it is only necessary to draw attention 
to the existing difierences of standpoint as regards the 
question of the immediate procedure to be followed. 

III. The technique of Price Raising. Supposing it to 
1 Jounsal of ,1M Mcmelary .f14 E_i& C""/e¥nIU. No ... , 

p. 13, coL I, 'A rise in the monetary expression, fOl example. of 
prices could not stimulate economic recovery. Preaent probielu 
would reappear intensiJied as soon as aD inversion in the present 
downward prU:e tendency set in. • • • The present hardshi~ 
••• had their roots outside the monetary field and monetary 
manmuvres would not remove them but would make them worw 
in the end.' 
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be agreed that some rise of prices is desirable, then the 
question of how this rise is to be brought about is of 
paramount importance. Now a rise of prices can be 
brought about by monetary means only if the efforts of 
the monetary authorities are not countered by action 
on the part of the money-using population. An un­
balanced budget does result in direct expenditure by 
Government, but the psychological effects may be dis­
astrous, in so far as they result in the business world 
anticipating further trouble in the future, so that 
increased expenditure on the part of Government leads 
to an unwillingness to adventure on the part of others. 
Similarly, the threat to lower the value of money in the 
future, i.e., the inculcation of a fear of future 'inflation' 
(primarily through the financing of an unbalanced budget 
or of public works or of unemployment relief through 
Central Bank advances rather than through borrowing 
in the open market) may stimulate business for the time 
being by inducing a flight from the currency into com­
modities or equity shares. On the other hand, if the 
apprehensions are universally entertained, the only effect 
of playing upon the fear of inflation may be, as was 
urged by a French delegate to the World Economic 
Conference, that hoarding of goods may be substituted 
for the hoarding of money. A policy of public works has 
the effect of causing an immediate increase in the volume 
of employment in the 'public works industries' and in the 
ancillary industries dependent thereupon: on the other 
hand it may cause a decline in the volume of construc­
tional work which would otherwise have been carried out 
by private persons and corporations. Public works 
financed by borrowing keep up the rate of interest 
and the psychological effects may be deterrent in other 
ways-as, for instance, by inducing a belief that the 
situation is bad 'otherwise the Government would not 

9 
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have tried these expedients: etc. U the public works 
are financed by inflation pure and simple, the psycho-

• logical effect may be the same as with inflation for the 
sake of balancing the budget. To an this has to be added 
the fact that more normal methods of stimulating 
recovery, i.e. by large scale purchase of securities by the 
Central Banks for the purpose of raising bond prices and 
therefore lowering the effective rate of interest upon 
first-class bonds (thus encouraging new issues and new 
investment). may simply result in the accumulation of 
large masses of reserve cash or 'excess reserves' which 
cannot be employed except at very low rates of interest 
in the short-term money market. 'Cheap money' may 
bring about the desired results in the long run, but there 
is a general agreement among eConomists that the 'run' 
may be longer than optimists sometimes imagine. In 
this respect a remarkable change of standpoint has come 
over the economic world in recent years. It was possible 
for the Macmillan Committee to argue that 'no one 
would doubt the ability of a closed monetary system to 
bring about a rise of prices: i" fad ;, is Offly 100 usy'.1 
I am inclined to think. that to-day the view-elways held 
by certain economists of note, e.g. Mr. R. G. Hawtrey­
that the power of Central Banks to raise prices i" • 
depressioJl was subject to definite limitations is more 
widely appreciated than it was even a relatively short 
time ago. 

It becomes necessary to ask. then, how the technical 
problem of raising prices is envisaged in recent official 
reports and documents. In general, the line is conserva­
tive. in the sense that reliance is placed primarily upon 
the effects of 'cheap money', uninfiuenced by the deter­
rent effects which might be produced by unbalanced 

• Reporl. p. 118. CL Fiw4IllUptlrl oJ Gol4 lNlI, __ • MiDority 
Report. p. 68. 
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budgets or public works. The Ottawa Conference urged ../ 
a policy of low rates of interest and an abundance of. 
short-term money; 'favourable monetary conditions 
should be achieved, not by the inflationary creation of 
additional means of payment to finance public expendi­
ture, but by an orderly monetary policy, safeguarded, if 
the necessity should arise, by such steps as will restrain 
and circumscribe the scope of violent speculative move­
ments in commodities or securities'. The Annotated 
Agenda submitted by the Preparatory Commission of 
Experts calls upon countries with a free gold standard to 
practise an open-market policy designed to provide a 
plentiful supply of credit: 'to pursue a liberal credit 
policy, characterized b~ low money rates in the short­
term market and a reduction of long-term money rates 
by conversions and other operations as far as feasible' 
whilst on balance rejecting the policy of public works: 
if such a policy, they say, 'were not kept within reasonable 
limits, and if it were to result in deteriorating Government 
credit, debt conversions might be interfered with and the 
lowering of long-term interest rates delayed'.. They look 
to recovery coming as the result of a revival of con­
fidence, itself generated as a result of 'political and 
monetary authorities endeavouring to carry out a policy 
which holds out some hope of ultimate improvement'. 

I t does not follow that because so much emphasis is 
placed in these documents upon 'cheap money' as a 
solution that ancillary methods of recovery are not 
stressed: that is not so. There is a general recognition of 
the fact that the depression has been deepened and the 
fall of prices has been made worse by the cessation of 
international lending and the intensification of economic 
nationalism: the first is a natural result of the unwilling­
ness of the investor to lend to those raw material pro­
ducing areas which, because their products have fallen 
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most heavily in price-a faU itself in large measure due 
to forced sales in consequence of the cessation of loans: 
the second is a consequence of the depression and" 
particularly of the under-valuation of currencies. Such 
undl'i"-valuation destroys the efficacy of protection and 
leads naturally to the adoption of special quota and 
licensing devices designed to prevent the faU in the value 
of paper currencies from stimulating exports. There is 
a growing recognition in official international literature 
that stabilization, the resumption of lending, and the" 
inauguration of a regime of freer trade aU hang together. 
The future of intemationallending and the tariff question 
have a wider significance: the working of the gold 
standard, if and when restored. is intimately associated 
with these questions. They constitute, not only short­
term issues, but vital aspects of the long-term problem 
as well. 

IV. Technical aspects of the goU .tandartl. If there is 
still considerable opposition of views as to what ought 
to be done immediately, the course of international d.iJ.­
cussion has made much clearer the conditions under 
which, and under which alone, the gold standard can 
function successfully. Certain positive and negative 
conditions must be fulfilled: their nature is set out 
below. 

(a) The fundamental assumption of the gold standard ,/ 
is that it should be an international system, and must 
be worked in the light of a general understandng of what 
an international system implies. 'It is imposs1ole' , 
remarks the Preparatory Commission of Experts, 'to 
maintain an international monetary system except on the 
basis of an international economic system', and it is 
impossible to maintain an international economic system 
except upon the twofold condition that the economic life 
of particular areas is capable of adjusting itself to 
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changes coming from without, whilst at the same time 
the collectivity of states forming the system must be 
prepared to face the consequences in the outside world 
resulting from large-scale changes in an important 
member of the collectivity.l It goes without saying 
that this mutual adjustment of the part to the whole, 
and the whole to the part, i!' a matter of the greatest 

. delicacy in practice; since it involves, not only the right 
of 'self-determination' on the .part of the various mone­
tary authorities, but also the exercise of practical 
judgment. There is also growing recognition of the fact 
that some disturbances of international 'equilibrium, 
induced by changes within an important country or 
group of countries, may. be of a character not calling for 
international action, or for offsetting action within the 
part affected, whilst others are of such a character. It 
is this necessity for international equilibrium, on the 
one hand, and the difficulty of deciding the true character 
of disturbing factors, on the other, which are responsible 
for the emphasis now universally placed upon the 
technique of co-operative action. 

(b) International co-operation and the framing of the 
rules of the 'gold standard game'. These matters 
cannot be separated: co-operation involves a basis of, 
mutual understanding, and mutual understanding, given 
the technical nature of the subject-matter, involves, if 
not common action, at least action which is not self­
contradictory, i.e. which must be co-operative in the 
sense that it is directed to a common end. The need 
for co-operation in a complicated world is indeed self­
evident, and has been stressed by all the reporting 
authorities, from the Macmillan Committee onwards.-

1 Cf. with this the significant assertion of paragraph 19 of the 
Final Reporl of tM Gold Delegation (Repon, p. 12) . 
.. I Repon, paxagraphs 240-1 and elsewhere: Gold Delegation, 

Final Repon, paragraph 206 and paragraph 232: Annotated Drafl 



134 THE GOLD STANDARD AND ITS FUTURE 

The difficulty has lain, not in any absence of a desire to 
C(H)perate, but in the absence at times of common 
principles of action: moreover, as already pointed out, 
the degree of international C(H)petation in the recent past 
has been greater than the cities sometimes SUppose-I 

~ (c) Gold Eccnwmy.1I4I Ruerv, lUItio.. Bdore the onset 
of the depression the possibility of gold shortage with its 
e1fecls upon the long-period price level was much can­
vassed among technical experts and was indeed one of 

. the reasons for the appointment of the Gold Delegation 
of the League. The fall in prices and the consequential 
stimulus to gold production have for the moment at least 
made the problem of gold shortage-viewed as a long­
period issue-seem somewhat remote: the imminent gold 
shortage previously feared is farther oft than ever. 
Nevertheless, the discussion of the prospective gold 
shortage has left a permanent mark upon the literature 
of the gold standard: it has Jed to a realization of the 
desirability of reducing the Jock-up of gold supplies 
involved in the maintenance of existing reserve ratios. 
Post-war legislation upon the subject of gold reserves 
tended on the whole to tighten up the regulations, thus 
tending to undo the economizing e1fects of the dis­
appearance of gold from actual circulation as coin, since, 
in order to comply with the regulations, it was necessary 
to hold a 'free reserve' of gold over and above the 
statutory minimum, and this itself tended to raise the 
absolute demand for gold. It is now universally agreed 
that minimum reserve requirements should be reduced, 
if not abandoned altogether: and the argument is rein­
forced by an appeal to the circumstance that one method 
of enforcing gold economy, viz. the widespread use of the 
gold exchange standard. is likely to be less popular in 

A.t--. p. 11. S.I.3 (c): ResolatioD 3 of the M~ C-wu. 
oj 1M WilWIoI E-" Core/_. I See above. p. 34-
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the immediate future owing to the losses sustained by 
certain Central Banks when the countries in which they 
had been in the habit of keeping part or the whole of 
their reserves themselves abandoned gold.1 

(d) International debts, international lending and the >/ 

tariff problem. It was noticed above (Section III) that 
the possibility of restoring the gold standard without a 
resumption of international lending and some mitigation 
of the severities of the existing tariff regime has been 
seriously questioned: that the working of the gold 
standard as a permanent institution of the economic 
world is bound to be influenced by the loan and tariff 
policy pursued was made clear in Chapter I (p. 15 et 
seq). The malignant influence exerted by the effort to 
settle non-commercial indebtedness at a time of falling 
prices and increasing tariff barriers is a point of agreement 
between the various schools of thought whose views 
diverge sharply on some of the matters discussed in 
previous sections. Thus the signatories of the Minority 
Report of the Gold Delegation attributed the direct re­
sponsibility for the depression which began ip 1929 to 
the effort to continue- inter-governmental payments, 
at a time when the willihgness of the United States and 
France to lend abroad in such a way as to offset the effect, 
which debt payments would otherwise have had, had 
ceased.· Though a discussion of inter.-governmental debts 

1 Resolution I (d) of the Monetary Commission of the World 
Economic Conference recommended that 'in so far as the system 
of percentage gold cover is applied a minimum ratio of not more 
than 2S per cent should be considered as sufficient; similar 
elasticity should be achieved by appropriate measures where 
other systems are applied. However, such changes must not be 
taken as an excuse for unduly building up a larger superstructure 
of notes and credits: in other words, the effect of this resolution 
should be to increase the free reserve of Central Banks and 
thereby to strengthen their position.' • 

• Final R~orl, p. 66, and ct. Professor Cassel's Mmuwandum 
0/ Dissml, p. 75. 
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was excluded from the deliberations of the World 
Economic Conference, a settlement of inter-governmental 
debts was expressly alluded to by the Preparatory Com­
mittee in their Annotated Agenda as 'of particular 
value' in arriving at the solution of the problem of 
rebuilding the gold reserves of certain countries. The 

. absolute necessity of dealing satisfactorily with the 
problem of tariffs, quotas, exchange restrictions, etc., 
has also been emphasized in all the documents under 
review: there is a general insistence upon the desirability 
of securing that debtors shall be allowed to liquidate 
their debts in goods and services: otherwise exaggerated 
gold DlOvements are inevitable. 

(e) There remain for mention two monetary prob­
lems, the bearing of which upon the functioning of the 
gold standard is indeed sufficiently obvious. The . first 

v of these is the constant menace presented to the smooth 
working of the gold standard by the existence of a great 
mass of international balances. Great Britain was 
driven off gold because of a 'flight from sterling' by the 
holders of such balances, and it is clear that, in so far as 
the world must reckon with a permanent increase in the 
volume of such balances, a new element of instability is 
present, to which pr~war experience affords no paralleL 
At the present time over a part of the area nominally 
adhering to the gold standard these balances are 'frozen' 
and are subject to an elaborate network of regulations of 
various kinds. 

The Second Interim Report of the Gold Delegation 
made some suggestive remarks relating to this problem. 
The first was that the problem of the 'invisible items' was 
made much more difficult by commercial policies which 
impeded the free movements of goods and services: 
'What is necessary for the normal working of the gold 
standard is that there should be a smooth flow from 
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country to country alike of goods, services, and securities. 
Only then can short-term capital perform its proper 
function of allowing temporary accommodation in such 
a way as to lesson and not occasion gold transfers.' The 
second suggestion was to the effect that 'the sensitiveness 
of liquid capital has been due not so much to its mag­
nitude' as to 'unstable economic and political conditions' • 
If this is accepted as a reasonable explanation, as indeed. 
it must be, it links the question of currency reform up 
with very wide issues indeed. The Preparatory Com­
mission dealt with the problem, not from the long-run 
angle, but from the short-run point of view, i.e. in its 
connection with standstill agreements, exchange restric­
tions, and transfer moratoria. The existing system waS 
condemned as placing 'good and bad debtors on a footing 
of equality' and the Commission demanded its replace­
ment 'by a definite solution which would take into 
account the circumstances of each individual case'. But 
this obviously leaves the long-run problem where it was: 
so far as the permanent working of the gold standard is 
concerned. here is a new problem of great significance. 

A word must finally be said as to the treatment accorded 
to the problem of the Gold Exchange Standard in recent 
literature. The Second Interim Report of the Gold 
Delegation drew attention to the fact that the Gold 
Exchange Standard 'has somewhat complicated the 
mechanism of the international system by distorting in 
certain cases the reciprocal effect of the transference of 
central banking reserves. . • • An export of gold from 
one country to another used to set in motion reverse 
sequences of events in the exporting and in the importing 
countries. If the reserve consists of foreign assets, how­
ever, such reciprocal changes need not necessarily take 
place at the same time. The exact effect of a transfer of 
the claims which such assets represent will depend on 
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how these assets are held and betfteen what countries 
the transfer takes place. 'I The Preparatory Commission, 
whilst agreeing that the gold exchange standard had in 
practice revealed 'some grave defects', nevertheless 
though the adoption of the system 'may for many 
countries hasten their return to an international standard 
and will form an e9SeDtial feature in the permanent 
financial arrangements of the countries which have no 
highly developed capital markets'. Some of the dangers 
of the system could be avoided if such foreign exchange 
reserves were invested through or with 'the Central Bank 
of the currency concerned or with the Bank for Inter· 
mational Settlements. This is an the more important 
because it is ..• imperative that Central Banks should 
Ilave a complete knowledge of an the operations of the 
Central Banks on their markets • . • it is important 
that each Central Bank which employs foreign exchange 
balances should take. an .Jleccssary measures in order 

,to secure itself agamst the risk of foreign invest· 
ments.'· 

V.,· T1I6 UUi"..u Objediws olUu Cold SIMtl",4. Just 
as it is impossible to dissociate the question of inter· 
national co-operation between monetary authorities and 
the basis of co-operation on the other. so it is impossible 
to discUss what have become known as the 'rules of the 
golif standard game' from the ultimate objectives which 
it is hoped to attain 'through the instrumentality of that 
standard. The practical difficulties arise from the fact 
that the attainment of & long-period objective, be it the 
stabilization of the general level of wholesale prices, or 
any other, must take account of the circumstance that 

• I R6J>orI, p. I,. 
• DNft .If.fIfNIIIrIM .If.K,.a, p. 16. See also the cf.iKaIioa ia 

Fi'uI IUporI 0/ .... GoU ~ __ • paragraphs 21~1. which" 
howeYtJr. deals mainly witla other aspects of the problem of the 
gold eadlaDce ataDdant thaa those RleYaDt ben. . 
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short-period elements of great importance necessarily 
enter into the day-to-day working of the gold standard 
from the standpoint of the constituent members of an 
international gold standard system. The gold standard 
is not only a means of attaining certain long period 
objectives, such as, for instance~ the maintenance of a 
certain level of prices; it is also a method of conserving 
international equilibrium: or, as I have previously 
termed it, of keeping the price and income structures of 
particular countries in· touch with one another. The 
traditional task of the Central Banks and other monetary 
authorities has been to conserve international equilibrium: 
for it is only in the post-war decade that other objectives 
have come consciously to the forefront at all. The old. 
objectives remain: the main scientific problem of the gold 
standard to-day is to test the congruence of various 
objectives, new and old, and to devise an appropriate 
technique. 

Discussion of the long-period· objective turns round" 
the concept of stabilization: and it is significan,t ±hat the 
course of international discussion' should have gtadually 
revealed the unsatisfactory character of any simple form 
of definition of what is wanted., The earlier discussion. 
rested upon the view that what was 'wanted was the 
attainment of, and the adherence to, a given price level 
statistically defined; though even the earlier definitions 
allow a glimpse of the true diffiqUty to be seen. Thus 
the Macmillan Report laid. it down that the 'main objec­
tive of Central Banks~ acting in co-operation was to 
'maintain the stability of international prices both over 
long periods and over short periods-i.e. they should 
both keep the average steady over a period of years and 
avoid fluctuations round this average from year to year. 
Or alternatively-if this alternative UJere to receive inferior 
suPPorl-they slwuld prevent prices from falling to a greater 
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extem than is justified by 1M i~e4U in 1M efficie1tcy 0/ 
protltldio1l: I 

These italicized words already show that 'stabilization' 
is by no means the simple thing it was light-heartedly 
assumed to be in the earlier years of the post-war period, 
and the growing intellectual preoccupation with the 
difficulties involved is well shown in the elaborate ru. 
cossion of the problem of stabilization in the Final Report 
of. the Gold Delegation of. the League. Whilst this 
~eport still lays it down (paragraph J93) that 'the 
,criterion of monetary and economic policies ahould be 
their success over a period of years in maintaining the 
average level of wholesale prices' of important inter­
national commodities relatively stable', this conclusion 
is hedged round with a series of qualifications and refine­
ments which efiectively dispose of the idea that an index 
of YJ'ho1esale prices should be the sole and sufficient guide 
to Central Banking Policy.' 

In the first place, an important position is assigned in 
the Report to short-period as well as long-period fluctua-" 
lions, and the remark is made that 'we do not conceive 
it as possible to eliminate short-term fluctuations of the 
price-level'. though a mitigation of the long-term fluc­
tuations might damp down. the 'cyclical' fluctuations. 
Secondly, the majority of the Delegation consider it 
'neither possible nor desirable, by the application of 

I Paragraph 286. (Italli:a DOt in origiDal.) 
• 'With reference to the other indices which should be takeD 

as a guide to monetary po1icy, varyiDg opiDions, in oar pnseat 
state of Imowledge, an likely to be held. They are aU thoee 
indices which redect basiDesI adivity-the market I'lltel of dis­
COIUlt, the yield of bcmds. the prices of di1Iereat classes of abans. 
the value of building permits, the debits to iDdividuai deposit 
accounts, the produc:tioll of Yarioas primary prodDCta. the iDler­
D4ticmal JDOVemeDts of capital. etc. The aigDi1icaDce of these 
will vary from COWltry to COIUltry &ad from epoch to epocb.. 
No Bet ruJes for their interpretation caD be laid cIowD.t (Para-
graph 196.) . 
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monetary policy, to correct fluctuations in the price­
level due to non-monetary factors' (paragraph 183). 
What this means is that the majority of the Delegation 
hold the view that (a) 'Some degree of cyclical oscillation, 
is probably unavoidable, unless indeed economic society 
were to become almost static. Moreover, the risk must 
not be ignored that attempts to control fluctuations in 
the general or average level of prices may accumulate 
strains within the price-structure and therefore .caus~ 
deferred and probably more violent paroxysms of readjl1~t ... 
ment eventually: (Paragraph 134.) (b) 'When the de:­
cline in prices is due to improvements in industry and 
agriculture which have lowered production costs, the 
decline in prices is, on the whole, beneficial, for it is in 
this way that the fruits of industrial and agricultural 
progress are made available to society as a whole. . . . 
It is only when the attempt is made to sustain prices in 
the face of decreasing production costs that disequilibria 
occur, for this encourages over-production and causes an 
accumulation of goods which results ultimately in a 
breakdown: (Paragraph 169.) 

The maintenance of prices at a given level-as dis­
tinguished from an immediate rise in prices as a cure of' 
the present depression-played no decisive part in the 
deliberations of the World Economic Conference: in 
view of the object with which the Conference was called 
together, this was not, perhaps, to be expected. The 
change of tone is to be gathered from Resolution 5 in the 
series in which the appropriate Sub-Commission of the 
Monetary and Financial Commission laid down the 
'general principles of Central Bank monetary policy', viz: 
'. . . They should endeavour to adapt their measures 
of credit regulation, as far as their domestic position 
permits, to any tendency towards an undue change in 
the state of general business activity. An expansion of 
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general business activity of a kind which clearly cannot 
be permanently maintaiIied should lead Central Banks 
to introduce a bias towards credit restriction into the 
credit policy which they think fit to adopt, having regard 
to internal conditions in their own countries. On the 
other hand, an undue decline in general business activity 
in the world at large should lead them ,"0 introduce a 
bias towards relaxation. 1" pu,suing sflell " policy t1u 
Cent,al Banks wiU have d~ what is in thei, POWe1 to 
,edflCe jlfletuatiOftS ,in busitJess activity lind tIu1eby alsCl 
undue jlfletuatiOftS in t1u pU1Chasing POWe1 0/ fold:l In 
this resolution thQ old point of view appears to hay. 
been abandoned altogether and, what is as significant, il 
forms part of a wider series of statements designed t<l 
give concteteness to the 'rules of the gold standard 
game'. This brings me to the last of the many probletru 
discussed in the preceding pages. 
Th~ first attempt to define the' 'rules of the game', as 

well as the first use of the phrase itself, was made by 
the Macmillan tommittee. I . Recognizing the impossi­
bility of drawing up a 'formal code of action, admitting 
of no exceptions and qualifications, adherence to which 
is obligatory on peril of wrecking the whole structure', 
the Report confines itself to laying doWD three principles. 
The international gold standard, firstly, involved 'a 
common agreement as to the ends for' which it 'exists'. 
1Jle standard, secOndly, should be worked in such a way 
as to bring with it 'stability of prices as well as that it 

• should gUarantee stability of exchange'. Finally, 'action 
. by individual Central Banks which, by repercussions on 
. the policy of the others,iIlJperils the stability of the 
price level should, as far as possible, be avoided'. The 
elaborate. discpssions of the Gold Delegation co~tain no 

1 Reparl. aPtw_4 by 1M Curs/fretfU, etc., p. '4-
• Reporl, paragraph 47. . 
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formal mention of the phrase, but paragraphs 38 and 
194 both incorporate what is'equivalent to a code of 
action appropriate to a gold standard. 'Two funda­
mental facts', it is said jn the former paragraph, 'have 
emerged clearly from 'the history of recent years and re­
cent months-namely (i) that no international currency v 

standard can work successfully for any protracted period 
if the principles on. which it is conducted vary widely 
from one country to another; and (ii) that,whenever the 
general level of prices in any.,country important to the. 
whole system is either out of gear with world values or 
insensitive to monetary influences, there is a danger .of 
a strain being placed on' the international monetarY 
standard which it may.prove unable to support.' The 
latter paragraph insists OIl the dual character of 'any 
policy designed to maintain the world price structure 
in equilibrium. . . • Those responsible for monetary 
policy in each country must take account both of domestic 
and of international considerations and these may not 
be easily reconcilable.' International clroperation must 
therefore be' the. device by which, it is to be hoped, 
national and international interests can be reconciled. 

It was, however, .the Monetary and Financial Com­
mission of the World Economic' Conference which 
attempted the most ambitious definition of the 'rules of 
the game' so' far evolved. One of the resolutions has 
already been quoted above: the general tenor of the 
whole series can be gat1\ered from' the following 
summary: . 

1. The policy adopted by Central Banks must be such 
as to maintain a fundamental equilibrium; 'Gold move­
ments which reflect a lack of such an/equilibrium eon:' 
stitute therefore an essential factor in· determining 
Central Bank policy.' . 

2. Gold sterilization and gold offsetting are condemned, 
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in SO far as they impede gold movements which seem 'of 
a more permanent character' ... 

3. FIXed buying and selling prices of gold in the local 
currency must be laid down. and gold should be allowed 
to move freely. 

.. Central Banks should be able to obtain the fullest 
possible information from the local money market 
'concerning the demands that might be made upon their 
reserves'. 

s. There should be continuous co-operation between 
Central Banks, and the Bank f« International Settle­
ments should be regarded as 'an essential agency for 
Central Bank action designed to harmonize conflicting 
views and for joint CODSDltation'. 

6. Whilst the discretion of Central Banks should not 
be hampered. they should recognize that, in addition 
to a national. they have also to fultil a task of inter­
national character. The relation of these considerations 
to long-run policy is set out in the resolution quoted 
above. 

The nature of international discussion has DOW been 
set forth: it is DOW necessary to tum to the future. 



CHAPTER VII 

THE FUTURE OF THE GOLD STANDARD: 
A PERSONAL INTERPRETATION 

!~E INT~~~'!!~:N.:A1...g~t~~«!..h'!S l~VI J!"!~n~ 
!2:"d~e unparalleled depression of the last five 
years and the dangers and uncertainties of the present 
moment ha:~e seriously weakened its prestige and, since 
a large part of the world now possesses currency systems 
no longer linked with gold, one of its m~..p..!t!::!l~<;wal 
~~9rts has be~l! destr~. f9!"Q!l~e..gxea.tj~ 
jiCatiQIlS .of..the..iutemaDo~~cLstan.dard was j>~eci:>!!y 
that it-was an international standard. SOlong as 1t~ 
;xTsted, international trade ~d' :6.D.a.nce, the two great' 
links of the world economic order, had found the mone­
tary vehicle which most closely corresponded to their 
necessities; for such a standard not only allowed all 
prices and all debts to be expressed in a common medium: 
it implied, as we have seen in pr!lvious chapters, an 
integration of the price and income structure throughout 
the economic world. The ability to maintain a local 
currency 'at par with ,gold carried with it economic con­
sequences of the most far-reaching kind. But every 
breach in th~ system of gold standard countries diminishes 
the advantages of the system. Jf only a single count~ 
remained upon gold, i!.~rice. ~tlJ.!ctl~e_~~-its foreign, 
~xc!iaJ!g~at~s}Vi~~.IeliLgflh~orld might be more 

. ~stahltlJhaIlth()~~_ofth!Uexna.inip.La,reasjntet..Se. 
There is, then, a real justification in the existin~ facts 

of the situation for regarding the international gold 
standard as a less useful instrument of economic progr~ 
than it, once was. The facts are, however, capable of 
change. A resumptiohof gold payments by a numb!:f 

10' • 1. 145 
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of ~?~tP~.d~n.marily_~r~ourse!lI. Great.Britain .. ~Ould': 
. ;t once a1t~~ !ll~ ~b~l«:. !=~mple~on. of affaU:.s. If the only 
reason ror adhering to a paper standard is that the gold 
standard area has shrunk, that reason can disappear very 
speedily. ;§ut the casUQU«1u.sJpLag..a.W to adbere..tQ. 

~ld_may.b~.b~.d upon ~u.cll_mo.t:e s~bstantial.Q'9VIl.<h~ 
,,-11pon the inherent ana mtrinsic disadvantaces of the 
~Old standard itself and u~ the growing degree to whi£tl 

iidity and economic nationaliSm are preventUlg the 
gold standard, ~~wever skilfUlly worked, fromacllifiviiig 
. the final ends for wrucliitwaS msbtlitM. 

In addition to the difficuitleswliich have already 
manifested themselves in the last (ew years, new diffi­
culties may emerge in the future. Were Great Britain to 
contemplate an immediate and independent return to ' 
the gold standard-and even if her example were to be 
followed by the existing 'Sterling Oub', i.e. the Empire 
and Scandinavia-there are some very definite risks 
which would have to be taken into account. The world 
is not yet' in a very settled condition and consIdeiihle 
doubts might be enlmained as to Great Britain', abilitY"­
to remam u.pon ~ld. Since a considerable volume of sbon 
term money is held in London, the Bank migllUM~ 
ex osed to panic runs Again, considerable uncertainty 

ev as to e future curren Ii to be ursult<lby 
important countries, some of w om are in direct com­
petition with Great Britain. Thus it is by no '\neans 
certain that the U.S.A. will not be forced to make use 
of the powers contained in the 'Inflation Amendplenu' 
of the Agricultural Adjustment,Act and to reduce the 
gold content of the U.S. dollar by a further 10 per cent 
of the old par. It is ttUo that, if she does not do this, 
IJut, on .the contrary inflates, either by the.. issue of 
'greenbacks' or by the introduqion, o~ bimeta'llism or 
by a vast issue of silver certificales; on balance Great 
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Britain is likely to gain gold rather than lose it-though. 
a flight of capital from the U.S.A. might add to .that 
floating mass of short·term balances which is the terror 
of all Central Bankers to-day. The point is that no one 
can be certain what America wiU do: and. so long as 
Uncertainty prevails, isolated action can rightly be 
~arded ~ highly venturesome. Again, even if American 
currency policy were less uncertain than it is, Great 
Britain is in direct competition, ~ecially as regard~ 
rodUCtion of cott~ texJiles and artificial silk, wit!! 

apan. No guarantee can be given that, once she has 
committed herself to a new parity with gold, Japan will 
Il'Ot~teal a march upon her again and attempt to streng­
then her hold upon the world's markets by a renewed 
depreciation of the yen. 

If the European situation alone is taken into account, • 
there are grounds enough for anxiety. Immediately 
after the failure to arrive at a provisional stabilization 
agreement at the World Economic Conference, the 
cOUl\~es which have since become known as"the Gold 
Bloce.. viz, Belgium, France, Hollan~ Italy, Poland, and 
Switzerland, issued a statement to the effect that 'the 
undersigJled governments, convinced that the main­
tenance o! their curtencies is ~ssential for the economic 
and financi~ ~~oy:el'Y._otihe.~orld and ot credit, and for 
the safeguarding_.~social progress in their respective 
cOUntt1es;·-coiilirm their intention to maintain '.free 
functioning of the gold standard in their respective 
countries at the existing gold parities and within the 
framework of existing ,monetary laws. They ask their 
Central Banks to keep in close touch to give the maximum 
efficacy to this declaration.' Since that time, the members 
of the group have successfully withstood the America 
currency exp~ent, internal unrest (France and 
Holland} and natiohat catastroohe (Poland)' But no 
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one knows what the future may hold: for the under­
valuation of the paper currencies of their competitors is 
equivalent to an over-valuation of their own, against the 
effects of which, upon their tourist trade and their 
exports, as well as upon the prosperity of their Colonial 
domains, the weapon of internal price reduction is alone 
.possible--and to that there are social as well as econo­
ririe limits. It can legitimately be said that the devalua­
tion of the Czechoslovakian crown, which ocx:w.ed on 
February x7tb x934,1 may be merely pointing the path 
which other countries may have to follow. Were Great 
Britain to choose a parity with gold now, might it not 
be the case that this parity would prove to be unsuitable 
if the Gold Bloc were driven to devaluation? Also, even 
if there were no concerted action by these countries, 
might it not be the case that internal pressure-from the 
industrialists of Belgium, the Colonial interestJI of 
Holland, the fiscal authorities in -France or Poland­
might lead to the brea.k-up of the Gold Bloc with incal­
culable consequences on political conditions and on 
world finance? 

If the position of the Gold Bloc can thus be represented 
as doubtful. the same may be said of the positiOn in 
Germany. The gold standard still exists in Cermany, 
but is it an effective standard? Her short-term debt is 
frozen, her long-term debt is largely subject to a [DOC&­
torium, imports are hampered by far-reaching decrees, 
and-so far as exports are concemed-e.n elaborate 
series of regu1ations permits of their financing by pur­
chases. of 'blocked marks' of very numerous categories, 
sold at prices considerably below the nominal gold parity 
of the mark; without whicll device it is probable that the 
already very considerably diminished vohune of ~ 
exports would shrink still further. Memories' of the 

• FJrSt aDD01IDCed Fe~·lJth 19,}f • . . 
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devastating era of inflation in Germany are still very 
fresh: and it may indeed be the case that even the 
revolutionary government which has swept away so 
much of the old Germany cannot risk the loss of confidence 
which would follow an open tampering with the standard 
of value: just as in France, it may be argued, the pre­
judices of the ,entier and of the middle classes are more. 
important as props of the economic order than the 
arguments of economists. But an autocratic Govern­
ment, driven to the wall, without any organizedoyposition 
to placate, without any effe~tive public opinion to con­
tend with, may still venture, if the economic situation is 
bad enough, to run risks. Who can tell, so it can 
re~sonably be argued, whether it will not·in the end suit 
the book of the present N atio~ Socialist rulers of the 
country to devaluate the currency. openly and· so 
strengthen the competitive position of Germany? 

There are two other points to be taken into account­
both concerned with a problem of a different order . .In. 
.recent years, there has arisen a ne'Y .an.d WlSusPected. COD1=. 

~i..t9.L.1QI....1b& ..... ~yall<l.blUi}tJu.ppli~g~!d-the 
'private hoarder: whilst the Eastern nations, traditionally 
regartled as the buyers of gold for hoarding purposes, 
have, under the pressure of economic adversity, been 
disposing of their stocks, the Western capitalist, fearful 
of the future, has been acquiring gold as a 'store of 
value-. The magnitude of this private hoarding has 
reached astonishing figures, \ and the Bank: for Inter­
national Settlements has added to the sense of obligation 
due to it by drawing marked attention to the magnitude 
of the sums involved. In its Fourth Annual Report, 
after an elaborate survey of the situation, it concludes 
that 'through .a comparison of the results obtained by 
different methods it may be concluded that at the 
beginning of 1934 it was at least 7,000 million Swiss 



ISO THE GOLD STANDARD AND ·ITS· FUTURE 

francs, or more than two and a half times the value of 
the current annual gold production. The existence of 
this "hidden reserve", some of which will become avail;' 
able when confidence returns, is of great importance in 
connection with monetary reconstruction.' 1 But suppose 
confidence does ~t returnl Even supposing that it does, 
there is still to be taken into account the possible effect 
of the diminished "popularity of the gold exchange 
,standar~ as an instrument of gold economy. May it not 
be the case that, whilst lower prices are stimulating gold 
discovery on the one hand, the beneficial effects which 
might otherwise be exerted by increased gold production 
on the position of the Central Banks of the world could 
be completely neutralized by the increased demand for 
gold !10 set up? If the world is not to be pacified, may 
not both Central Banks and Treasuries on the one hand, 
and the capitalist on the other, revert to the habi~ of 
an earlier age and hold gold simply because there is 
nothing else to be held? 

finallY:.!~!D.~Lb.e~ipted out that the questi~_of 
13rttis~in~~P1~~~_to t1!~ U.~~.JS_~nJyin ~beyance; it ~ 
~~ot yet been re.:!"h~d. So long as Great Britain 

,..:emains upon a paper standard, any payments to be 
made to the United States, however embarrassing they 
may be from the standpoint of budgetary equilibrium, do 
not involve any transfer obstacle in the shape of a rigid 
exchange rate, provided thai public opiniD1l il prepared 10 
see sterling reduced 10 the level appropriate 10 '" transfer of 
the sums iff questi01f, lwuJever ll1fD that level may happtff 10 
be,.and provided further thai i& iepreciating exchange i,. 

. this country does not lead 10 dejf4tionary effedl in IJI.her 
countries. Given these conditions, the fall of the exchange 

1 FUNn" A.~ Reporl of It.. B1.S., p. 22. It must be added 
that these amouats have been hoarded over and above the very 

. large amounts hoarded in the shape of notes, especially notCItof 
large denominations. . " 
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necessary to effect a given volume of payments on debt 
acount is only a special case of the general principle that, 
given appropriate circumstances, a paper currency 
enables a country to adapt the level of its exchange rates 
to the level of its costs, instead of having to adapt th~ 
level of its costs to the level of the ex<;hange, as in the 
case of a gold standard or, more generally, a fixed 
exchange. 

There appears to me to be a very strong case against 
an independent return to the gold standard by Gx:eat ' 

: Britain alone. But those who protest against such a 
return overlook that a refusal by Great Britain to con­
template a return to gold at aU does not leave the 
general situation unchanged: that whilst it might be a 
good thing for Great Britain and her monetary allies to 
remain off gold so long as the rest of the world remained 
upon gold or returned to it, it by no means follows that 
the net results to be expected from a general return to 
gold are not superior, even from the standpoint of Great 
Britain, to the consequences to be expected from a 
continuance of the prese:Qt chaos. The game of com­
petitive exchange depreciation af a means of universal 
recovery, to put it frankly, is played out-the net. 
effect has been an intensification of all those measures 
of mutual exclusion, which have succeeded in almost 
destro}ing international trade and in weakening the 
weaker raw material producing countries of the world, 
until they have become such bad 'risks' that it is almost 
impossible to lend them: the sums which they need to 
put them on their feet ~gain. Yet it is clear that every 
Commission which has. investigated these matters has 
come to the same conclusion: that no fundamental 
recovery is possible' without a revival of.international 
trade;· ~ revival of international lending. a simultaneous 
assault upon the monstrous Chinese walls, which greed, 
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fear, and insecurity have created, and upon the currency 
conditions which have made such tariff measures appear 
a plausible means of defence to disinterested tmd public­
spirited individuals. It is no argument against the 
position here taken up that 'nobody pays any attention 
to these reports': the fact that politicians are terrified to 
act in the way advised in the long sequence of reports 
analysed in *he last chapter does not prove that the 
advice given is wrong, in the sense that if acted' upon it 
would not Wing about the results desired. Failure to 
implement these reports simply shows that, in an era of 
nationalism, politicians prefer to run the risk of wreck­
ing the entire economic structure to incurring the risk 
of sacrificing some temporary advantage which they imag­
ine the continuance of chaos secures to their nationals, 
or of being denounced by some group of opponents as 
'unpatriotic'. The advice proffered and refused may still 
be the right advice: and the price of the refusal to pay any 
attention to it may simply be the continuation of the 
depression, with all the incalculable consequences which 
it entails. • 

Nor is it in the leas~ true that all the dangers of an 
• independent return to gold on the part of Great Britain 

would be equally present if that return were part of a 
concerted attempt to restore more stable currency. con­
ditions: for some of these dangers a" a function of tM 
continuance of CU"e1ICY chaos, not of its removal. It is the 
refusal to do anything but pay lip--service to the idea of 
a return to gold which has, for instance, convinced the 
average inhabitant of the U ,S.A •. tl].at anything except a 
very provisional return to the gold standard would be to 
play into the hands of the British Equalization Exchange 
Fund and which has furnished the most convincing 
arguments to the Committee for the Nation for its anti­
stabilization action and its embarrassing attacks on the 
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U.S.A. Government whenever it shows any signs of 
reasonable behaviour. The British example has en­
couraged tlle Japanese, for there is hardly an element in 
the British situation which does not find its parallel in the 
case of Japan, and, indeed, in view of the pressure of the 
Japanese population on the resources of a not very well 
endowed, limited area of land, the Japanese case for a 
'free currency' is perhaps stronger than o~ own. If we 
showed signs of being really willing to stabilize in common 
with others, the position in the Gold Bloc cOUI}-tries would 
at once become easier, and the danger of further hoarding 
on the part of Continental capitalists would at once 
become less-thus reducing the chance that the Central 
Banks would be left with an inadequate supply of gold 
in the future. Private gold hoards are a measure of 
current insecurity, and an international agreement to 
stabilize would in all probability not only reduce the 
future demand of gold for private purposes, but bring out 
of hoard a large part of the gold already withdrawn from 
monetary circulation. So far from a general return to 
gold thus diminishing t~ aggregate supply of gold 
available for Central Banks, thllre is every reason to 
suppose that the supply would be increased. 

The attitude of certain opponents of the return to gold 
on the part of Great Britain to the problems of the Gold 
Bloc countries appears to me to contain a very question­
able element of thought. Their attitude appears to be 
that these countries 'have only themselves to blame': 
let them imitate the example of the paper standard 
countries and throw off the shackles of gold or, at any 
rate, let them devaluat~ by 30 per cent or more. If they 
are tOo stupid to do this let us do .nothing until the 
pressure of circumstances forces such a step. Writers 
who ar/hle in this way overlook the fact that the internal 
consequences, especially in France, of a reduction in the 
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external value of the currency might be quite other than 
those in the English-speaking countries: that further, in 
the present era of nationalistic propaganda and practices, 
an addition to the number of countries attempting to 
secure the advantages of under-nluation would in an 
probability simply add to the mass of restrictive legisla­
tion which it should be the first duty of statesmen to 
remove. Nq doubt it is less oftensive to the national 
pride of countries oft gold to talk about the "over­
valuation' 9f the gold currencies than to speak about the 
under-valuation of their own; though the over-valuation 
of the one implies the under-valuation of the other. 
Provided that the existing paper standard countries are 
prepared to give an undertaking that, in the event of a 
devaluation of the Gold Bloc currmc:ies they will not, in 
return, attempt to lower the external value of their 
currencies any further, the over-valuation .f the Dutch . 
guilder or the French franc could. of amrse. be cured by 
a fall in these currencies just as weD as by a rise in the 
franc or guilder value of the paper currmc:ies. If the 
paper standard countries are.1lOl prepared to give ~ 
an undertaking, they ;Ire in fact reserving for themselves 
the right to add to the existing chaos. If they are pre­
pared to give such an undertaking, they are, in fact. 
implicitlytadmitting that some international regulation 
of the currency problem is ineluctable. The internal 
political risks resulting from devaluation in the gold 
standard countries would in any case remain. 

Jt does not seem to me that the refusal to contemplate 
a return to the gold standard l>efore prkeg have su~ 
stantiaDy risen is rea.s&ab1e, in· JnSeDt world circum­
stances. On the contrary, I regard the refusal to return. 
to gold as one of the majOf obstacles to recovery, aDd. 
therefore, to that rise of prices which is [m my opinjon 
rightly) considered one of the conditions of economic 
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advance-whatever qualifications may have to be intro­
duced in view of the incessant march of technique, In the 
first place, ~S>~e _must_take a~COWlt of. the ~umulative 
effects upon industriala~tivj.!y_ as'~U~A th.lt!~w. 
i.!t~te.!.taJ. proQ.ucing countries 9f the . .tariff restrictions and 
quotas, the accentu~tjoILQf.which is a di,ed .result oL 
currenc~'instability, ~econdly, !llowance must be made. 
for the fufiuenceof the existing wlcertaiiity. upon entet­
prise and therefore Upol!J>rices', In 'the -third place, 
~owance must be made for. the circumstanceJhatint&­
national loans have practically come'to an end, and that 
this-cessation of mternationallending not only involves 
continued depression in the constructional and heavy 
industries, which have in certain. countries, especially 
in Great Britain, depended to a large, extent upon 
activity. in ·overseas countries, but also involves a con­
tinuance of <that gold 'maldistribution' which is so 
widely deplored, as well as a continuance o( the low 
level of primary products, If the agricultural countries 
of the world are to pay their debts without assistance, 
they 'must export such gold as they possess and sell their 
produce at such prices as they can'manage to get-even 
if this means prices which enable them to 'jump' the 
tariff walls expressly set up to prevent them from doing 
anything of the kind, It is only if the currencJl arrange­
ments of the world are such as to permit of a resumption 
of lending, on the one hand, and such as to rob the ultra­
protectionists of their most striking arguments on the 
other hand, th9,t a general world-wide rise of prices wlll 
become possible: the cause bf tariJI reform has become in­
extricably involved with-the cau~e of currency reform, 

Ihere;u.:e tW{LotherJeasons wh'y.~concerted return to 
the gold standard llho\lkUacijj.t~te, rather thaidmpede, ' 
further 'recoverY -whether recovery is defined as· a rise 
of prices, or a resumption of industrial activity, or both 
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these things together. It was pointed out above that 
one o!.!he _~1!.t!ally _n~~ .features of the post-war period. 
has been .. the growth in. the size of the International. 
Shorf-Loan...Fu.nd. Now a stabilization of c;urrencies.Jn 
,itself will tend to mitigate the "olatil~ character of this. 
~d:!here M1lnolQnger:];>.e the same temptation or 1qe 
same necessity to transfer the fund rapidly from one 
~intre·tcianotlieim order'to profit from fiuctuations iii 
the relil:tiy£vaI!!esj)t:cJlITen~ies: relative ch3ngel in the 
rate of interest will no doubt continue to cause the fund, 
or constituent parts of it, to shift from one centre to 
another from time to time, but a difierence of a i or 
a 1 per cent in the rate of interest can hardly be 
compared to profit and loss opportunities of the magni­
tude permitted by the fluctuations in the relative values 
of currencies. Moreover, the rate of return upon short­
term investments is low, and bankers are only deterred 
from lending 'long' by the risks involved in the present 
currency situation (as well as by political risks which are 
obviously also partly connected with the currency and 
tariff situation as it now is). 9!rr.~~tab_~ti<>..nLby 
en~~~UhtU.m'Lal_of international. JenQiPgJYoliliL 
if the same time encourage a reduction in the absolute. 
Size of· the international short-loan fund, and thus at 
once stiIiiUtate a ruew·pncesaiid aI1eVia"te the technical 
working of the gold standard. It is, in any case, of the 
utmost importance to realize that the international 
short-loan fund problem has in recent years become 
not more, but less important, so far as absolute figures 
are concerned. The Bank for International Settlements 
estimates that at the end of 1930 the total volume of 
international short-term indebtedn~ amounted to 
70,000 million Swiss francs-a figure which had fallen 
to 32,000 million Swiss franca at the end Of1933. How­
ever unwelcome the methods by which, in some cases, 
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the reduction has been achieved, it must not be imagined 
that the technical problem presented by international 
short-term indebtedness has actually been increasing of 
late. 1 

Further, ~h_a~!s.J1~~K...~p-p~5~~_!e~~y.~!Y1~!},~L~ 
shortage of gold or of commerical b~~g_~':!Y~s, bu! 
tiieaeCliiietirth!\Teloctty"'"OIcirc'i1~.!!o~ll.i~h liJl.S ' 
accomlameQl~_e d~pres~:-Anne present time, the 
'exces reserves' of the member banks of the Federal 
Reserve System are larger than they have ever been 
before, and the de~aluation of the U.S. dollar has pro­
vided the basis for further expansion. In Great Britain 
'Banker's Deposits' at the Bank of England, which, on 
the average of 1:929, stood at £63 million, had increased 
almost by 50 per cent on the average of 1:933 and stood 
at £1:05 millions at the end of July 1934. A revaluation 
of the gold stocks of the Bank on a basis approximating 
to the present market value of gold would add greatly 
to the visible banking reserve of the British Central 
Bank. It is not a failure of the Central Banks to provide 
the 'basis of credit' which is responsible for the failure 
cif prices to rise: it is the economic situation which makes 
holders of bank balances unwilling to ~pend them. By 
eliminating one, and a very important, element of 
uncertainty, the stabilization of currencies is likely to 
increase velocity of circulation and therefore to stimulate 
a rise of prices. It is the present situation which.is 
deflationary in its effects: not the situation which would 
result from stabilization, especially if it were accompanied, 
as it most undoubtedly would be, by the establishment of 

1 Vide Fou,.tI, ~eporl oj/he B.I.S., pp. 27 et seq. The whole 
section dealing with this subject deserves the most careful 
examination. The figures mentioned above include (for European 
countries and the U.S. only): 'financial credits and deposits with 
banks and similar institutions and also ordinary commercial 
lending.' 
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gold parities below those in existence before the advent 
of the crisis. 

It is not, however, the case that a return to gold is the 
only alternative to the continuance of the present situa­
tion, and before arriving at a tinal judgment it is impor­
tant to take account of the possibility of an international 
agreement based upon the permanent retention, in some 
parts of the world at least, of a paper standard. The 
suggestion has frequently been made that the number of 
countries whose currencies are linked to sterling, more 
or less closely, is now so great and the importance of the 
sterling standard is in any case so overwhelming to a 
large part of the world, that a permanent 'sterling club' 
wouldtonstitute a p~ently satisfactory arrangement. 
Thus, it is said, it Is iterling prices which are stable and 
gold prices which are falling: it is the sterling area which 
enjoys confidence and the gold area which BUffers from a 
lack of it: it is sterling ~hich is completely under the 
control of the Bank of England whilst gold is subject to 
the vicissitudes of nature and the panic fears of the 
private hoarder, as well as to the currency policy of the 
Central Banks of the Gold Bloc countries. Why should 
we not accept the 'logic of facts' and abandon once and 
for all the pretence that in a world dominated by 
nationalistic and autarchistic ideals gold can serve as a 
suitable basis for currency and banking arrangements? 

That a world divided into two groups-one 1irmly and 
formally based upon gold, the other based upon ster~ 
itself kept at a fixed relationship to the gold currenc' 
would represent a great advance upon the present 
situation is indubitable, just as the present situation, in 
which de /iICW stabilization upon a sterling basis has 
become fairly general, is' a great advance upon the 
c;pnfusion of only a short while ago. 

A currency union based upon sterling. would, of course. 
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involve for all the areas comprehended within it, except 
Great Britain herself, the necessity of pursuing a currency 
and credit policy such that the parity with sterling, once 
chosen, would be maintained: otherwise the whole 
scheme would be ,an utter sham. If Great Britain 
desired to maintain the parity of her exchange with the 
gold franc or any other gold unit, she, too, would have to 
impose certain limitations upon her currency policy. It 
is, of course, quite possible to imagine certain alternatives, 
from Great Britain's standpoint. Instead of maintaining 
de facto stability of the pound with gold, she might choose 
to pursue a 'managed currency' policy, in the sense of 
attempting to keep general price$pr wholseale prices or 
the cost of living index constant in 'terms of pounds. Or, 
lastly, Great Britain might refuse.",to ,avow any fixed 
objective whatsoever, and simply pursue, from time to 
time, such objectives as seemed h~st under actual cir­
cumstances. In all cases, except the last, however, 

: Great Britain's freedom of action would be circum­
I scribed, just as much as if she were back upon the gold 
standard and in all cases, even the last one, the indepen-
dence of action of all the other members would be limited 
in exactly the same way as if they (and Great Britain as 
well) were back upon gold. From their point of view it 
makes no difference whether the pound is a certain 
weight of gold or not, so long as their local unit of 
account is to be kept equal to a certain fixed number of 
pounds. It might be said that if the purchasing price 
of the pound rises or remains steady, it would be tech­
nically easier to maintain parity with it, than it would 
be with gold: but obyiously this depends upon the 
assumption that the pUrchasing power of gold will rise 
in the future and that technical efficiency will not keep 

• pace with the fall in prices. The argument also assumt;s 
that the level of sterling prices is the dominant 
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.: consideration in maintaining parity between the various 
\ currencies comprehended in the proposed union. It 
might very well be the case, however, that the type of 
economic policy of which a managed currency is the 
expression in the monetary sphere involves measures 
which, in other respects, are harmful to economic 
interests outside Great Britain. It migh't. be better to 
support a return to gold, even though this meant prices 
falling somewhat faster than efficiency, provided it 
meant also a freeing of the capital markets and a return 
to relatively freer trade conditions, than to support a 
managed currency policy, so long as this was an integral 
part of a policy of economic exclusiveness. So long as 
Great..Britain continues to be the important market for 
all agricultural and raw material producers that she is 
now, a larV!!J: oOne l!9Ild.mnst necessari1~ subaIWr 
nate rocal c.!:!!!~to the CQW.'je of sterljng-at 
least in the sense that local currencies must not cost so 
much in terms of sterling that the British market be­
comes closed to the local producers. But this situation 
may alter if Great Britain turns her back, as fax as she 
can, upon overseas suppliers. In any case, it means that 
the 'sterling Club' is liable to internal stresses and 
strains. For the temptation will be to force the value of 
the local currency down in order to retain thl! British 
market: on the other hand, it means that British policy 
becomes a factor of too great significance in the main­
tenance of the Sterling Group. Communities may be 
prepared to accord to 'natural vicissitude' a certain 
degree of willing subordination; but if the local diffi­
culties can be ascribed plausibly to the policy pursued by 
another country, there will be a temptation to take one's 
fate into one's own handsl The Sterling Group, just 
because it is based on sterling, will be an unstable 

"brganization-unless we can imagine the affairs of the 
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group managed in common: but that would greatly 
diminish the attractiveness of the proposal to Great 
Britain. The temptation to Great Britain to pursue 
the policy which she thinks best suited to her needs 
without overmuch reference to the wishes of her partners 
is very great: she can get on without them at pre­
sent to a greater extent than they can do without 
her. ~Wng Group is a polite e~QJLfQt' 
~!itiIi]L!D0net3lY_ll~geIP.£.J.lY: its attractiveness will 
depend upon how far the other members of the group 
will tolerate this predominance indefinitely and on the 
wisdom or unwisdom with which British monetary 
affairs are conducted in the future as well as in the 
present. This brings me back to the central ~ulties 
of any system of managed currency: it has to be managed, 
and it is possible to doubt both thC!~objectives and the 
managers. The result is that it is not easy to maintain 
permanently a halfway house arrangement between local 
autonomy and the return to gold. 1£ the world is to 
'plan' its currency arrangements it will prefer local 
management and ¢e risk of local difierences of policy: if 
there is to be subordination it had better be upon a basis 
which limits the degree of discretion (perhaps one ought 
to say indiscretion) involved in the management of the 
currency standard. 

The danger that a managed currency will sooner or 
later be abused has always been one of the props of~i 
the gold standard. Further, the concept of a managed 
standard as a permanent institution is still strange and l, 
unwelcome to a large part of the business world and of . 
the public generally .• Public opinion is coloured to a; 
far greater degree than many economists in this country 
are prepared to admit by historical and therefore, from 
some points of view, irrat{onal preferences. The sus-

• pension of the gold standard: even in areas where it h~ 
II 
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been a not infrequent occurrence, e.g. in South America. 
has not been regarded as a step towards a better state 
of affairs, but as an unwelcome consequence of a state 
of grave and unusual pressure. The gold standard has 
certain psychological supports behind i~ the value of 
which must not be underestimated. Mor~et, the short­
run objective which the managers of ,th~ gold standard 
have to keep before their eyes is simple and intelligible, 
and experience shows that it is.'one which is capable of 
being attained even without the aid of elaborate machin­
ery. What, then, explains the undoubted popularity of 
alternative currency systems at the present time? 

Firstly, just as the restored gold standard of I924~9 
acq~d a certain' tneasure of popularity because its 
restoration coin,cided. with a very considerable degree of 
economic prosperity In "the majority of countries, 10 it has 
suffered in the 'last few years because its continuance 
coincided with widespread depression. Secondly, the 
fact that in the majority of countries the standard was 
abandoned and that complete confusion did not ensue 
strengthens the conviction that ,.t best the gold 
standard was only a 'fair-weather" standard and the 
alternatives were not as black as they were usually 
painted: the fact has been overlooked that fluctuating 
currencies were used as a defence for a policy of economic 
isolation, and economic isolation was then used as a 
defence for fluctuating currencies-with the result that 
world trade has been largely destroyed. But the main 
reason for the popularity of alternatives to the gold 
standard, lies, I think, elsewhere. Wide circles have 
accepted the ideas that (I) the objective of monetary 
policy should be the stabilization of prices; (2) the 
stabilization of prices is not consistent with the gold 
standard, which should therefore be rejected; (3) economic 
science sanctions these views, so that a return to gold 
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would be against the weight of 'scientific' authority in 
these matters. 

It goes without saying that economists of great 
standing and authority are among those who believe 
that a stabilization of the price level is the proper 
objective of monetary policy and that this objective, to 
be successfully attained, requires the abandonment of 
gold. It is also· the C¥e that-as was seen in the last 
chapter-the idea of stAbilization of prices, for a time at 
least, perhaps represented the view of the majority of 
those called upon to advise governments in these matters. 
It would be wrong, however, to pretend that to-day the 
bulk of responsible economic opinion in this country 
would still be prepared to adhere to':a policy of price 
stabilization, or that it would be prepared to reject the 
gold standard, if the impossibility of stabilizing prices 
were the sole ground of hesitation. From a relatively 
early date in the discussion of these problems British 
economists, for example the Macmillan Committee, have 
emphasized that a fall of prices which did no more than 
register the advanc!e of technique was no obstacle to the 
smooth working of the economic system. More recently 
experience has shown in the case of the U.S.A. ,that 
relatively stable prices are not a protection against boom 
conditions, whilst an analytical explanation of' why 
price stabilization in the U.S.A. before the break of 1929 
actually made things worse has also been forthcoming. 
To prevent prices from falling, if improvements in pro­
duction tend to push them down, is to add to the 
inflationary elements always present in a boom period 
and therefore to aggravate both the boom itself and the 
subsequent depression. 

, It is no longer the stabilization of prices, but increased 
stability in genera:! which 'now attracts economists as '. 
constituting the true aim of monetary policy. Whether 
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stability be defined as an attempt to maximize over time 
the regularity of the national or the world income. or 
whether it be defined as mnimjring the volume of 
employment. or simply defined as an attempt to 'damp 
down' the amplitude of the trade cycle. is of greater 
scientific than of practical importance. An these 
definitions are consistent with one another. Moreover. 
whilst any attempt to stabilize the long-period trend of 
prices would be abandoned. stability in the above sense 
is quite consistent with a diminution in the violence of 
price fluctuations in the sbort-run. and it is these which 
have proved so disastrous to business in the past. 

In so far as the case against the gold standard rests 
upon the superior ease with which prices can be main­
tained stable over time with a paper standard in being, 
it must be abandoned as soon as long-period stabilization 
is DO longer regarded as the major objective. If I1W is to 
be the reason for preferring paper. the substitution of 
another objective is an that is necessary to raise the status 
of the gold standard again: and the rejection of the 
principle of price stabilization in fact substantially alters 
the position. positively and not merely negatively. For 
once this objective is abandoned. a whole series of diffi­
culties connected with the working of the gold standard 
also disappears. TA. ~ 0/ sUIbility " jtula IIHd 
jHIrl 0/ 1M "uiAoull4lsk 0/ Cerllrlll BIJ1Ils a 1M lUi ... 
Iefuntu 0/ p.riJy o/IM adInIg • .u " Ier/edly eouisInII 
IPiIi litis secoY oI>jediw. By restoring stability as the 
objective. in place of price stabilization, we postulate 
aims familiar to Central Bankers for decades: we bid 
them pursue an end for which the machinery at their 
command is adequate: which, finally, if attained, wiD 
satisfy the world's needs better than the ideal for which 
it bas been substituted. The sufIerings and agonies of 
the last five years are the result of neglecting trade cycle 

• r 
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factors and watching only price factors. Before the 
depression began the slogan was 'watch the price level 
and let the trade cycle look after itself': in fact, there 
were not wanting voices which urged that, given the 
elimination of price fluctuations, the trade cycle would 
automatically. disappear. Attention was concentrated, 
not upon the imperfections of the end, but upon the 
imperfections- of the mc:ans. There is no need to repeat 
this mistake, in the ught of the experiences of the recent 
past. The gold standard is perfectly consistent with 
later developments of thought: and those later develop­
ments are only the consequence of a realization that the 
ideal of price stabilization has broken down as the 
standard by which the conduct of Central Banks should 
be measured. 

It does not follow, of course, that a price level falling 
faster over time than the growth of technical efficiency 
warrants has not grave disadvantages, in an age in 
which contractual obligations (since they now compre­
hend social service payments of many kinds) are more 
significant than they have ever been before. Nor does it 
follow that it is inadvisable or illegitimate to make use 
of such measures of alleviation, for example, economy of 
gold reserves, as are available. All that is urged here is 
that measures intended to correct such evils are of less 
importance than policies designed to prevent violent 
short-period fluctuations in industrial and economic 
activity generally-these being the fluctuations which 
induce the violent short-period fluctuations in prices of 
which we have been witnesses recently. As a subor­
dinate end of monetary policy, we may hope to influence 
the long-period trend: but any measures that we take 
should not assume the form of preventing the natural 
consequences of increasing abundaJice and improved 
technique . . 
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To show that a return to gold is desirable is Dot, of 
course, by any means the same thing as proving that 
public opinion is ripe for the change, or that the interested 
governments are prepared to make any decisive move in 
this direction: governments can plead that they cannot 
move before opinion is ripe, and opinion refuses to ripen 
because governments hesitate to act. It also remains 
true that the continuance, to a greater or lesser degree 
in different countries, of widespread unemployment, of 
refusal to invest and to venture savings, is a sign that 
prices and costs have not been brought into equilibrium 
in all directions and if recovery in all directions is to be 
made the prior condition for action, refusal to act is at 
present justified. All that can be urged is that recovery 
would be greater if aCtion were initiated, and that if 
nothing positive is t. be done before all 'disturbing' 
factors are out of the 'Way, nothing will ever be done at 
all. The vicious circle can only be broken if it is realized 
that the initiation of action can be separated by an 
interval of time from the final completion of policy. 
'All experience points to the desirability of some, perhaps 
considerable, interval of time between de facto and d, 
jure stabilization. Thus the issue before us is one of 
taking decisions which will govern policy, rather than 
of formulating laws which determine the technical 
character of the currency systems of the world. 

'It is much more important that the determination 
of the States of the world to proceed to an effective 
regulation of their currencies should be made manifest 
than that, at this particular juncture of events, a rigid 
time-table should be drawn up. The important points 
to be taken into account seem to be the following: 

'(i) The ann9uncement, in such a form as to carry 
conviction, \>f the intention to proceed to a de jUri 
stabilization: 
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'(ii) The determination of_the conditions under 
which it should be considered safe to return to the 
gold standard. 

'(iii) The creation of the appropriate machinery to 
review the situation and to formulate plans.' 

So I wrote in the early spring of I934,l and I see no 
reason to alter now the views which I expressed then. 
The most urgent task of the moment is to formulate a 
practical policy which takes account of legitimate 
apprehensions and susceptibilities. In what follows­
based upon the Memorandum cited below-I make the 
attempt to round off this discussion of the problems of 
the gold standard by providing what I believe to be a 
policy suitable to the circumstances of the present time. 

! t js J!nPQ~sible to _~agine ~Jel\Im_JQ..gO!<!.1Vit1!~YJ .. ./ 
~o~_~~i.Qr&-a.niz.edjtlt~~~ii<?tt~_¢..s.c..y.ssiclD,.a.ndJOt 
this l!~pose a new Monet~~~~~ .~§t.12!:.£....alJ.!)d. 
composeaoraIleast the leading economic and financial 
States of the world. It must be called for no other 
purpose than to consider monetary reform and, if it is 
to do its work successfully, its membership must be 
limited. I am of the opinion that if the U.S.A., Great 
Britain, Japan, France, and Germany composed the 
Conference membership, that would be all that is 
necessary: though, naturally. the members of the 
'Sterling .club' have an interest in the question of 
whether the pound goes back to a gold basis or not, that 
interest appears to me to be a mediate one: their immediate 
interest concerns the rate of exchange between sterling 
and their own local currency and that is not an issue 
which is directly affected by the question of whether the 
pound is a gold pound or a paper pound. The five 

1 'Memorandum on Monetary Policy.~ submitted to the 
Monetary Committee of the InternatioIial.· Chambers of Com­
merce.' (World Trade, April 1934.) 
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countries mentioned represent between them the four 
types of currency standard characteristic of the present 
time: (~ the orthodox gold standard; (2) the provisional '" 
gold standard; JJ). the gold standarctsubject to drastic 
exchange controls; 14). the free paper standard, buttressed 
by an exchange eqUalization fund. Agreement betweeD 
these countries would inevitably lead to such a strengthen­
ing of the prestige of the gold standard that, whether 
everywhere at once re--adopted or not, the trend would 
henceforth be in that direction rather than away from 
it, as has been the case ever since the abandonment of 
gold by Great Britain. The principles which underlie 
any attempt at re--stabilization are simple. 

(I) One may take it as axiomatic that none of the 
£o!D.lJries..at.~~ gold i& likelJ to want to go bark 
~thout the others [ol!tg back s!!D-'.Jltaneously. It would, 
I think, be unreasonable to expect Greaf13ritain to go 
back without knowing the intentions of Japan, and the 
present policy of the U.S.A. is, after all, only provisional. 
(2) The object sho~c!.~!o.Jix th~Jl~gold.s:Qnten!.2!.!l1 
the WiStabiIizedcUrr~ci~. The danger is that the pro­
posed CODference will degenerate into a mere wrangle 
over the new parities. I suggest that the object should 
be to petsuade the U.S.A. to agree not to use the Presi­
dent's discretionary power to lower the dollar to So cents 
gold provided that Great Britail\ agrees to the present 
dollar /sterling and sterlingfyen rates, and provided that 
the Gold Bloc does not devaluate, or, if devaluation is 
decided upon, it shall only be within limits agreed upon 
by all signatories. (3) ~e stabip~ti~ __ should be 
recogniz.~:(t ~ lying so~e . ~e_ ahead-=.!~ ougnf t~ 
IaJd down that. the rat~ fixed_should.:he ~tained Tor 
!t Jeast two years ~fore _de ~re ~tabilization is a~t..etTl£~ 
Such de jwfe stabilization should take place simul­
taneously, if and when it takes place. (4) The fact should 
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be frankly fa~~d that c.ert~'£'!!Iel!~!~~ .at.PWexU. 
imaerviiIu~andJJij."GlIi3 Jm<lerv~uati2!Lwj.ij Kiv.il~yd:t 
coWitriesa. temporary eX,l>C)rt.!ld"v~~ag~_Jmt.UJnter;uaJ. 
e.ric_~ ~y~lSh~~J2ecOme-adjusted. If this undoubted 
fact is to be used as an argument for a new series of 
exchange depreciations on the part of other countries, 
no agreement will ever be reached, for there will then 
follow, in all probability, a new series of retaliatory 
measures. It follows from this that the proposed Con­
ference should lay down the principle that, de facto 
stabilization on the basis of the new gold prices having 
been attained, a significant alteration in the exchange 
rates of anyone of the signatory countries should only 
be permitted with the consent of the others, on grounds 
which are capable of scientific statement and justification. 
It may prove to be the case that, in the era of provisional 
stabilization, a particular country finds that it can with 
difficulty maintain the rate at which its currency is 
temporarily stabilized. I see no reason why it should 
not be recognized that in such a case, if a convincing 
demonstration "of the difficulties involved is furnished, 
the country in question should be able to obtain the 
consent of the others to a revision of its rate. 

The great point to aim at is to prevent the renewal of 
chaos in the foreign exchanges and the only way of 
avoiding it is internatjonal co-operation in the sphere. 
of currency reform. Perhaps, if this programme appears 
too ambitious, the proposed Conference might confine 
itself to two points 

Jz) the re-affitmation of the intention of the con­
tracting parties to return to gold; 

(2) the expression of a willingness of the .«o~gactmg. 
y p3.rties-"no"~wt1iefr exch.angerates to vary 

!>L~or~J!lClll~ertain percen~e, i.e. the uni­
versalization of the American right to vary the 
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gold value of the dollar between 60 and So cents 
gold. In these circumstances, there would be 
three stages: (a) fluctuating within previously 
defined limits; (b) de facto stabilization; (e) de ju" 
stabilization. In the last twelve months we have 
had tangible demonstration of the congruity of a 
considerable degree of recovery with relative 
stability and it would be disastrous to revert to a 
(relatively) less stable position than the one 
already attained. 

There is, however, another series of problems of a 
different character-the future of the various systems of 
exchange control. A real recovery of international trade 
is not consistent with these restrictions, since, in 
effect, exchange control systems are perhaps the most 
insidious form of extreme protectionism which the world 
has ever, seen. Something must be done about them and 
the following procedure is suggested: 

(I) Granted that.!he_fCl\lDtries_ ,!,hichJla..!~~ 
,!.ised e~cliarig~~c1ePreciation are, prepared to .abanoon­
an-yllirther resort to this device, the countnes wfucn 
JiractiSi '-excfuirige_ ,-control'shoul4. : be.PreP~ed lci' 
1ibeiati!'ne\!:~temationa.r transactions from-any 
ooiifioI,jvhat,soever. This is the poli~ of the 'clean 
cut'· between old and new international trade 
arrangements. . 

(2) So far as the old transactions are concerned, 
these c~tries_should be preparecUo agree J.o..mle 
or other of the two following, alternatives:.{a) to 
Tdecontrol' -ali past transactions provided that the 
otJierCountries (those utilizing exchange deprecia­
tion) are prepared to admit a certain devaluation of 
the currencies in question, e.g. to see the Austrian 
crOWD or the German mark quoted at a new parity; 
(b) to continue '~tro1s' provided that the existing 
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official rates be maintained, whilst effective arrange­
ments are made (where they do not already exist) 
by which old outstanding accounts are effectively 
liquidated. 

These proposed arrangements are based on the assump­
tion that the restoration of international trade and of 
international lending are dependent upon the restoration 
of fixed exchange rates and of a free exchange market. 
If this fundamental assumption is denied, or if the 
restoration of increased international lending and trade 
is declared to be without significance to world recovery, 
the weight of the argument is naturally diminished. But 
I do not think it will be disputed that it is impossible to 
restore the pre-depression level of welfare without a 
restoration of world trade and investment to something 
like the level of 192!l-



STATISTICAL APPENDIX 

1928 Average • 
1929 Average. 
1930 Average • 
1931 Average • 
1932 Average • 
1933 Jan. 1St • 

Feb. 1St. 
March 1St 
April 1st. 
May 1St. 
June 1St. 
July 1St • 
Aug.lSt. 
Sept. 1st. 
Oct. 1st • 
Nov. 1st • 
Dec. 1st • 

1934 Jan. 1st • 
Feb. 1st • 
March 1St 
April 1st 
May 1st • 
June 1st. 
July 1st • 

TABLE I 

U.K. PRICES 

(1914=100) 

Cost of Living Iudex 

All Items Food, 

166 157 
164 154 
158 145 
1471 131 
144 126 
142 123 
141 122 
139 119 

· 137 115 
136 114 

· 136 114 
138 118 
139 119 
141 122 

· 141 123 
143 126 

· 143 126 

· 142 124 

· 141 122 

· 140 120 

· 139 118 

· 137 116 

· 138 117 

· 141 121 

Wholesale 
Price 
Iudex 

14°'3 
136'5 
119'5 
111'7 
101,6 
100'3 
98'9 
97'6 
97'2 
99'2 

101'7 
102'3 
102'5 
103'0 
102,6 
102.8 
102,8 
104'6 
105'3 
103'8 
102,8 
102'4 
103-6 
103'4 



1928 Average 
1929 Average 
1930 Average 
1931 Average 
1932 Average 
1933 Jan. 

Feb. 
March 
April 
May 
June 
July 
August . 
Sept. 
Oct. 
Nov. 
Dec. 

1934 Jan. 
Feb. 
March 
April 
May 
June 

TABLE II 

U.S.A. PRICES 

(1913=100) 

General 
Price Level. * 

176 
179 
168 
ISO 
132 
127 
124 
123 
124 
127 
128 
132 
132 
133 
133 
133 
132 
133 
136 
136 
137 
136 
I37t 

Wholesale 
Price Indext 

138.6 
I36·S 
123.8 
104.6 
91.7 
86·2 
84·S 
8S·I 
8S·4 
88·6 
91·9 
97·S 
98 .4 

IOI·S 
102·0 
102·0 
IOI·S 
I03·S 
IOS·S 
IoS·6 
IOS§ 
I06§ 

• From Monthly Bulletin. Fedwal Reserve Banli of New Yorli. 
t From Monthly Labour Review. U.S.A .• May 1934. adjusted 

to 1913 as base. 
! Preliminary Figure. . 
§ From Fedwal Reserve Bulletin. July 1934. 
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TABLE- III 

AMERICAN AND BRITISH LOANS TO OVERSEAS AREAS 

U.S.A.- U·K.t 
• Milliona £ltIilliona 

1928 USI 143 
1929 671 94 
1930 . 90S 109 
1931 229 46 
1932 8 29 
1933 Jan. 

} ~7 
Feb. 
March 

12 April 
May 
June 

Jmy } ~}, August 26 Sept. 
Oct. 
Nov. 
Dec. 

'9" J~. } 

~. Feb. 
March 22 
April 
May 
June 

- From Federal ReSWVtl BuUeli". 
t From Midhnul Bad MtmllIIy Rer!inI, JUDO-July, 1931. 

Dec •• 1933-JaD. 1934. and JUDO-July, 1934. 
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Period 

Monthly 
Average 

1913 
1938 
1939 
1930 
1931 
1932 
1933 
1934 
Jan, 
Feb, 
March 
April , 
May, 

Period 

Monthly 
Average 

1913 
1938 
1929 , 
1930 
1931 
1932 
1933 
1934 
Jan, 
Feb, 
March 
April , 
May 

TABLE IV 
CAPITAL ISSUES IN PRINCIPAL COUNTRIES· 

(ooo,ooo's omitted) 

United 
King-
dom 

£ 

16'3 
30,8 
23'3 
22'3 
8,S 

IS'7 
20'4 

8,S 
7'7 
4'0 

49'S 
19'7 

Poland 

Zloty 

-
27'1 
17,8 
17'5 
6'4 

11,6 
3'0 

0,8 
9'3 
0,6 
-
-

Czecho- Ger-Austria alo- France 
valda many 

Schll- Koruna Francs Marks lings 

- - - 60 
12'0 60 876 110'0 
8,6 55 1259 80'2 
4,8 38 1832 46'6 
3'1 42 1362 6S'2 
4'9 27 511 12'3 

17'9 21 300 7'3 

3'3 9 95 10'2 
20'6 - 946 18'1 
0'1 - 34 5'9 
S'S - 1206 S'I 
S,o - 286 -

Ru- Sweden 
Switzer, British 

mania land India 

Lei Kronor Francs Rupees 

30 18 44 S6 
384 31 57 24 
318 23 81 56 
460 21 uS 24 
210 38 log 27 
37 II 80 33 
47 8 IS -

38 158 7 21 
181 8 - -

28 8 - -
- 5'0 - -
- 10'6 - -

• FromI'M £_1$' 
17' 

Italy 

Lire 

23 
450 
607 
514 
361 
304 -

83 
----

Japan 

Yen 

4S 
33S 
232 
20S 
261 
-
551 

297 
-
-
-
-

Nether-
lands 

Gulden 

13 
50 
29 
45 
20 
31 
-
6 
---
-

U,S,A, 

Dollars 

-
676 
849 
587 
259 
99 
60 

48 
-

7S 
143 
-
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TABLE V 
U.S.A. BALANCE OF PAYMENTS· 

(Millions of dollars) 

Transactions 1928 1929 1930 

I. Current Items: 
Due to U.S.A. on account of-

(I} Mexchandise Surplus • 1,037 841 782 
12 Interest on Investments 534 565 616 
3 WarDebts. • • 207 207 141 

Total . . . . . . 1,778 1,613 1,639 
Due to FOIeign Countries by U.S.A. • 

(I! Shipping Services • • • • 80 66 96 
2 Tounst Expenditure • • • 552 638 602 

!3 Immigrant Remittances. • • 276 265 n5 
4 Governmental ct Miscell. Expenditure 145 197 97 

Balance due to U.S.A. 725 447 629 

II. Ca~ita1 Movements: 
(1 Currency Notes exported OI returned 

-lot to U.S.A.. • . . · 40 15 
(2) Gold Shipments. • • -272§ 120 278 
(3) Short-term Credits made by U.S.A. • 188 80 485 
(4) Long-term Loans made by U.S.A. · 675 141 278 

Total . . . · 631 356 1,021 

Balance representing errors and omissions 94 91 -392 

1931 1932t 1933t 

334 289 226 
536 393 367 
113 99 20 

983 781 613 

72 45 15 
456 37.5 220 
202 163 134 .. 
93 67 '51 

160 131 193 

10 80 90 
-I76§ II -2321 

709 409 419 
-2181 - 21 71 -1371 

325 183 140 

- 165 -152 53 

• From TIN ECOfIo"un. April 14th 1933. (Based aD figures of the .~S;. Dept. ,of. Co~~) t Provisinnal .1;"_ .. _. __ ._ &--._ ., ~ .a. 



TABLE VI 
FEDERAL RESERVE HOLDINGS OF BILLS AND DEPOSITS 

ON ACCOUNT OV' FOREIGNERS. 
(Thousands of dollars) 

Contingent Lia-
Foreign Bank bility on Bills 

Deposits purchased 'for 
Foreign 

Correspondents 

End of 
1928 June 9.066 307.714 

Dec. 50775 324.699 
1929 June 6.273 422•834 

Dec. 5.710 547.962 
1930 June 5.879 469.675 

Dec. 5.761 439.288 
1931 June 33.912 340•845 

Dec. 79.099 250.621 
1932 June 9.002 97.729 

Dec. 19.446 40•170 
1933 Jan. 40•003 40.914 

Feb. 40•125 29.984 
March 16.384 45.305 
April 29.928 40•060 
May 7.848 35.731 
June 15.523 35.854 
July 19.023 37.120 
August 37.376 40•176 
Sept. 13.504 41.462 
Oct. 16.186 31•294 
Nov. 5.324 2.893 
Dec. 4.233 3.810 

1934 Jan. 3.952 4.477 
Feb. 3.433 4.835 
March 5.941 4.937 
April 6.228 4.296 
May 3.743 2.672 
June 4.893 1.524 

• From Federal Reserve Bul'e',,.. 



TABLE VII 
U.K. BALANCE OF PAYMENTS ON INCOME ACCOUNT. 1925-1933 

192,5 1926 1927 1928 1929 1930 1931 1932 1933 

Excess of imports of merchan-
dise and bullion • 384 475 390 

Estimated excess of Govern-
358 381 386 4°8' 287 264 

ment payments made ov~aa II - - - - - - 24 • 
395 475 390 358 381 386 408 311 264 

Estimated excess of Govern-
ment receipts from overseas • - 4 1 15 24 19 14 - • 

Estimated net national Ship-
ping income • . . 124 120 140 130 130 105 80 70 65 

Estimated net income from over-
I18&S investments • 250 285 285 270 250 no 170 145 155 

Estimated net receipts from 
abort interest and commissions 60 60 63 65 65 55 30 15 30 

Estimated Det receipts from 
other 80urces . . . 15 15 15 15 15 15 10 15 10 

Total . . 449 484 50 4 495 484 414 304 255 260 

Estimated total credit balance 
011 items specified above +54 +9 +114 +137 +10 3 +28 -104 -56 - 4 

• 1\JA "A~"."", •• "1' ••• AI ...... __ ,. _ .... ..... _AI. 



TABLE VIII 
AVERAGE BANK OF ENGLAND GOLD STOCK AND MONTH TO MONTH CHANGE 

Averages of 
Month to Month Change 

Wednesday Figures 1931 1932 1933 1934 
1931 1932 1933 1934 

January 143.0 120·8 120·7 19°·8 - 7·5 - - 8·9 +0·1 
February 14°·5 120·8 132.0 19°·9 - 2·5 - + u·3 +0·1 
March. 141.9 120·8 163.6 191·0 + 1·4 - +31.6 +0·1 
April 145·6 120·8 181·2 191·1 + 3·7 - + 17·6 +0·1 
May 149·4 122·4 186·1 191.3 + 3.8 + 1·6 + 4·9 +0·2 
June 157·7 133·3 187.8 191.4 + 8·3 + 10·9 + 1·7 +0·1 
July 154·5 136.7 189.8 - - 3.2 + 3·4 + 2·0 -
August 133.1 138.7 19°·2 - - 21·4 + 2·0 + 0·4 -
September 134·9 139·3 19°·4 - + 1·8 + 0·6 + 0·2 -
October 135·5 139·4 19°·4 - + 0·6 + 0·1 - -
November 120·7 139·4 19°·5 - - 14.8 - + 0·1 -
December 120·7 129.6 19°·7 - - - 9.8 + 0·2 -



North 
America 

Date 
It ..: 
~ u; 

;j 

1928 Junef • 3.732 104 
Dec. 3.746 114 

1929 June · 3.956 76 
Dec. · 3.900 78 

1930 June 4.178 81 
Dec. · 4.225 110 

1931 June · 4.593 87 
Dec. · 4.051 78 

1932 June · 3-466 78 
Dec. · 4.045 84 

1933 Jan. · 4.074 84 
Feb. · 3.808 84 
March • 3.916 81 
April · 3.997 77 May · 3.991 77 
June · 3.997 77 
July · 4.001 77 
Aug. · 4.009 77 
Sept. · 4.011 77 
Oct. · 4.011 77 
Nov. · 4.012 77 
Dec. · 4.012 77 

1934 Jan. · 4.0 33 77 
1934 Jan.:! • 6.829 130 

Feb. 7-4)8 130 
March • 7.694 130 

TABU 
GOLD RESEJlVES· OF CENT1lAI 

(Milliouo 

Earope 

i a ~ j~ 
oM 

] ::I B ·w .!!I ~~ .. co ;! co a a ~ III ~ ~ 

16 110 9 30 49 816 
24 126 10 34 46 748 
24 139 10 34 46 774 
24 16) 10 37 46 710 
24 167 10 39 46 763 
30 191 10 46 46 718 
30 199 II 46 46 793 
27 354 II 49 39 588 
u 357 II 49 )6 661 
u 361 II 51 36 sill 
21 362 II 51 36 602 
21 366 II 51 36 692 
u 371 II 51 36 8)6 
21 371 II 51 36 90S 
21 371 II 51 36 907 
21 372 II 51 36 932 
21 374 II 51 36 92.5 
u 375 II 51 36 926 
24 376 II 51 36 926 
24 377 II 51 36 927 
24 378 II 51 36 928 
27 380 II 51 36 928 
27 382 II 51 36 92C.l 
45 646 19 86 60 1.573 
45 639 19 112 60 1.574 
45 635 19 III 60 1.574 

• From Tu F'-. lUurN BfIllmte. 
t 'I =0 2~" crams of COld -It be: i.e. aa 0UDce of cold - 1:10-6: 
l Figures givea ill tenDs of ... parity far parpoaes of compariaa 

oaly: new parity did DOt become e1Ier:ti .. _til after cJo. of bu 
ness. JlUlaary 31st 1934 • 

• II - ISt"r sraiDa of coJcI It be: i.e. .. - of &old - Il! 
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IX 
BANKS AND GOVERNMENTS 

dollars) 

Europe (continued) 

8 ~ .. ~ . 
r ~ 

[;J ~ i t~ 

~ 
bD 

~[;J ~ R ::s ... Z-(.!) ::= z 

1.136 496 7 34 259 175 39 
1.254 650 7 35 266 175 39 
1.436 455 8 31 271 176 39 
1.633 544 8 28 273 180 39 
1.727 624 8 28 274 174 39 
2.100 528 7 28 279 171 39 
2.212 339 6 20 282 200 39 
2.699 234 II 18 296 357 41 
3.218 198 7 17 298 394 40 
3.254 192 8 17 307 415 39 
3.221 196 7 17 308 413 39 
3.176 183 8 17 325 410 39 
3.152 176 9 17 331 381 40 
3.170 98 II 17 343 374 40 
3.173 89 13 17 352 336 40 
3.I85 45 14 17 356 309 40 
3.213 58 17 17 368 311 40 
3.223 73 19 17 370 332 39 
3.218 87 21 17 371 338 41 
3.176 94 21 17 371 359 40 
3.051 97 23 14 373 370 40 
3.022 92 24 14 373 371 38 
3.021 90 22 14 373 370 38 
5.109 152 37 23 633 626 64 
4.904 134 38 23 633 539 61 
4.947 96 39 23 613 535 61 
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J 
.~ .~ 

i 8 "" ::s en 
~ 

67 9 51 503 
70 9 49 494 
70 9 52 494 
79 9 55 495 
79 9 56 477 
63 9 56 471 
64 II 53 469 
67 13 58 434 
54 17 57 435 
56 24 57 436 
57 25 57 436 
58 27 57 436 
55 30 58 438 
55 30 58 436 
53 31 58 436 
53 31 58 436 
53 32 58 436 
53 32 59 436 
53 32 59 436 
53 32 59 436 
53 33 59 436 
53 34 59 436 
54 34 60 436 
91 58 100 739 
91 62 101 739 
91 65 101 739 



Date 

19:18 Junet 
Dec. 

1929 June 
Dec. 

1930 June 
Dec. 

1931 June 
Dec. 

1932 June 
Dec. 

1933 Jan. · Feb. 
March 
April 
May 
June 
July 
Aug. 
Sept. · Oct. 
Nov. · Dec. · 1934 Jan. 

1934 Jan.ts 
Feb. · March · 

TABLE 
GOLD ItESERTES. OF CENTRAL 

{Milliona 

• Europe (eotlli"ud) Latin America 

a h~ ~ j ~ II 
~!! d 1 0.] iii 111» } j iii 1:1-

I/) I/) ;:i > .. 

63 86 80 17 633 7 :13 
63 103 93 18 607 7 :14 
63 96 93 18 535 8 :15 
66 liS 147 18 434 8 :1:1 
605 113 :103 19 440 8 :10 
6S 138 249 19 413 7 17 
64 163 263 27 3.50 8 10 
0505 4.53 328 31 2.53 13 9 
SS 050 3 349 31 249 13 13 
5S 477 368 31 249 10 13 
5S 477 368 31 349 10 13 
05.5 488 368 31 249 10 13 
63 489 368 31 249 II 13 
71 460 368 31 249 II 14 
71 397 368 32 249 II 14 
71 361 401 33 249 II IS 
91 3.51 401 33 :149 II IS 
97 3.51 401 32 249 II IS 

101 3.56 416 33 249 II 15 
101 373 416 33 249 II IS 
99 386 416 33 244 II IS 
99 386 416 32 239 U 14 

100 386 416 33 239 13 14 
169 6053 704 53 40 S 20 24 
169 600 704 53 40 S 20 24 
170 570 706 53 40 S 20 2S 

(See fooblotea OD p. 1800' 
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IX-(continued) 
BANKS AND GOVERNMENTS 

of dollars) 

f Latin America 
(con/inrud) Asia and Oceania 

.~ 
>- ~ .., 
~ 

~ . ~ d 

~ 6l, ~ ~ ~ ~ > .., 
~ ~ z] Q) 

~ 
., d -. ::;J " .... 
..: -. N 

8 21 68 III II9 541 70 36 
6 22 68 log 124 541 68 35 
4 22 68 108 128 542 65 35 
7 22 68 90 128 542 56 32 
6 17 64 98 128 434 56 33 
4 18 60 75 128 412 56 33 
5 16 58 75 151 425 46 34 
3 17 53 52 162 234 45 32 
I II 50 52 162 214 42 30 
4 II 48 42 162 212 42 25 
5 II 49 42 162 212 42 25 
6 II 50 42 162 212 45 25 
9 II 49 2I 162 2IZ 45 25 

12 II 50 4 162 212 43 25 
19 II 50 3 162 212 43 25 
24 II 50 3 162 212 42 25 
21 II 50 3 162 212 40 25 
20 II 50 3 162 212 40 25 
26 II 50 3 162 212 39 24 
23 II 49 3 162 212 40 25 
20 II 50 4 162 212 42 25 
21 II 50 3 162 212 44 24 
21 II 51 3 162 212 45 25 
36 19 86 6 274 359 76 42 
29 20 87 6 274 359 79 42 
34 19 87 5 274 359 77 42 

Africa 

>- ~ .... 
~ a J,j 

~ .~ .. 
r.n ::s 

I-< III ui 

- - 19 40 
- - 18 39 
- - 18 38 
- - 19 36 
- - 19 34 
- - 20 33 
- - 21 31 
23 - 21 39 
28 9 33 38 
28 10 33 35 
28 10 33 38 
28 10 33 50 
28 10 33 54 
28 10 33 52 
0 10 33 65 
0 II 33 70 
0 II 33 80 
0 II 33 75 
0 II 33 72 
0 II 33 80 
0 II 33 82 
0 12 33 83 
0 12 33 84 
0 20 56 143 
0 20 55 150 
0 20 55 146 



T~BLE X 

GOLD PRODUCTION, 1915, 19~9-3J. 

Other 
Union of Can- Pro-

Year. South U.S.A. ada. ducing Total for World. 
Africa. Coun-

triea. 

MilliODl! 

Thousands of Ouncee of Fine Gold. of 
SwiM 
frana 

1915 . 9,og6 4,888 918 7,693 33,594 2,43• 
1939 IO,4U 3,308 1,938 5,037 19,585 2,og8 
1930 10,716 2,386 2,102 5,646 30,750 2,233 
1931 10,878 2,396 2,694 6,238 33,306 2,379 
1933 II,S59 3,449 3,044 7,174 24,336 2,595 
1933 . 11,013 2,537 2,938 8,233 24,720 2,648 

• Fourlh ..4, .... ual Repurt of the BMtII/w IfllemtlliUfltll S,Ulemenl., 
p.18. 
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LIYIimICII: IN IIAIIIuIam 

IIIuItnted .., &. II. SHEPA811. 

£An W .... ro .. 
,..601. .... 

llluatnled .., G. L. STAMP&. ,. ..... 
YIsmuwaJa m_1ed. 

,.. 61.-. 
BADEN-POWELL or aD-WELL 

(LonI) 
IHc:mI!InI AND AIX:IDEHn. m __ • ". .... 

BALFOUR (Sir Gnam) 
TmI LIn CII' Ro8aT LovJs 

SrftINIoN ._. 601. ... 
AJoo,,.. 601. .... 

BARKER (BnIoId) 
HATIONJII. CJwIM:Ta 

..... 61. ... 
Gnu PoLmc.u. ~y ........ 
CiruIIaI" STAD AND SnID'r 

... 601. ... 

BINNS (L. Elliott). D.o. 
TIm v.cu... AND FAU. .,. 'rid 

MIDDYAL P",M:r. • ...... 

BIRMINGHAM (Gecwte A.) 
A Wan_ .. HUNOUY 

Iu-ted. ... 61. .... 
SPIILlln,.: EllAft ,.. 61. .... 
San" ... ~W .... : EllA. ........... 
Call I •• CIIaIftwIl ....... 

CANE II'eft7 S.) 
a_ DatON .,. 'J"o.DAT. 

m-r.L ." ..... 
CABTLBROSSa ~, 

Va&.Dn'JJIIn DAft 
IIIuoInteoI. ... 61. .... 

CIIALMER8 (PatrIdI L, 
KDIN811I a ......... : LIn. Ln­_ANDV __ Woa 

w......L ... 61._. 
CIDSTEIlTON (G. K., 

COLUCTID 'ODII ,.. ttl. .... 
TmI JIAu.uI .,. na WlU'n ~ 

,..61. .... 
AIoo w...u... .., Rcwar 

AIB11II. ....... _ 
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CHESTERTON (G. K.)_o",inu.d 
AVOWALS AND DBNIALS 6,. "et. 
ALL J SURVBY 
ALL D GRIST 
CHARLa DICKBNlI 
COME TO THINK O. IT ••• 
GBNI!RALL Y SPEAKINO 
ALL THINOS CoNSIDBRI!II 
TREMBNDOUI TRIPLBI 
F ANeJBI VERSUS FADS 
ALARMS AND DISCURSIONS 
A MISCELLANY D. MEN 
THB Usa d. DIVBRSITY 
THB OUTLINI oP SANITY 
TmI FLYINO INN 

Each 3'. 6d. ... ,. 
WIN1I, WATER AND SONO II. 6d. nel. 

CURLE (.1. H.) 
TmI SHADOW-SHOW 6,. ".t. 

Also. 3'. 64. nd. 
THIs WORLD OP OURS 6 .. "et. 
TO-DAY AND TO-MORROW 61. "d. 

_ THIS WORLD FIRST 61. ne'. 

EDWARDES (Tickner) 
THB LoRI OP THB HONlY-Ba 
Illustrated. 7" 6d. and 3'. 6d ... 0'. 
BEn-Km!PINO FOR ALL 

Illustrated. 3" 6d. "". 
THB BEE-MASTER OP WARRILOW 

Illustrated. ,.. 6d. "01. 
BEE-Km!PINO Do's AND DON'Ts 

... 6d . ... ,. 
LIFT-LuCK (IN SOUTHERN ROADS 

51· ... ,. 

EINSTEIN (Albert) 
RELATIVITY: THB SPECIAL AND 

GENERAL THEORY 51. ...1. 
SIDELIGHTS ON RELATIVITY 

3" 6d. nel. 
TmI MEANINO OF RELATIVITY 

51. nel. 
THB BROWNIAN MOVEMENT 

51· ... 1. 

EISLER (Robert) 
THB MESSIAH JSSIlS AND JOHN THB 

BAPTIST 
Illustrated. [,a......1. 

FINER (H.) 
THB THEORY AND PRACTICE OF 

MODERN GOVERNMENT a vol .. 
[, .... no&. 

,ENGLISH LocAL GoVERNMENT "I , .. , .. I. 

FYLEMAN (Rose) 
HAPpy FAMILIBS 
F AIRIRS AND CHIMNEYS 
THB FAIRY GRBEN 
THB FAIRY FLtmI Ea&h ... ... ,. 
THB RAINBOW CAT 

,EIGHT LITTLB PLAYS POR CHILDRB .. 
FORTY GOOD-NIGHT T i.LRS 
FORTY GOOD-MORNINO TALRS 
SEVEN LITTLE PLAYS POR CHILDRBN 
TWENTY TEA-TIME TALRS 

Ea&h 3'. 6d .... ,. 
THB BLUE RHYMB BOOK 

l11ustrated. 3" 6d. ... " 
THB EASTER HARE 

lUuatrated. 31. 6d. ... 1. 
FIPTY-QNI NEW NURSERY RHYMES 

llIuatrated by DoROTHY BUR­
ROUGHES. 61. n41. 

THB STRANOB ADYBNTURRS O. 
CAPTAIN MARWHOPPLB 

IllWltrated. 31. 6d. ...,. 

GIBBON (Ed_rei) 
THI DECLINI AND FALL o. THB 

ROMAN EMPIRI 
With Notes, Appendixes and Maps, 
by J. B. BURY. l11ustrated. , vol •• 
J 56. ml each volume. Abo. uo­
illuatrated, , •• 6d. ... , each volume. 

GOLDMAN (Bosworth) 
REo ROAD THROUGH AsIA 

Illustrated. .ar. 6d. ,..,. 

GRAHAME (KeIIIleth) 
THB WIND IN THB WILLOWS 

, .. 6d. ""' and 51. ".,. 
Also illustrated by ERNEsr tL 

SHEPARD. Cloth, 7'. 6d. ... 1. 
Grtm Ullther. 121. 611. filiI. 

Pocket Edition, unitl_ted. 
Cloth. 3'. 6d. ,.." 

GrUPI Moroeeo, 71. 6d. nd.. 
THB KENNBTH GRAHAMB BoOK 

('·The Wind in the Willows', 
• Dream Days I and I The Golden 
Aee I jn one volume). 

71. 6d. ... 1. 
Se. abo Milne (A, A.I 

GREGORY (T. E.) 
THB GoLD STANDARD AND m 

FUTURE ". 6d. ... 1. 
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BALL (H. R., 
TIm ANclEH1' HIITOIIy OP TIll 

NI!AIl EAlT ,c. II ...... 

TIm CIV.LIZATlON OP GRIIIICS IN 
nIB BaONZ! ACIII , •• or. ..... 

HEATON (R .... H......n.er) 
THB PERFECT HOS'I1!!II 

Decorated by A. E. TAYLOR. 
, •• 6d. nee. Gift Edition, ,c. II ...... 
THB PalllCT SaIOoLaIRL 

31.601.-. 
HEIDEN (Konrad) 

A HISTORY OP NATIONAL SoaAL .... 
• 51 ...... 

HERBERT lAo. P., 
HIILIIH ... 601. ..... 
T.urr.vy ToWIIIIII and Dmmy DAY 

in one volume. Ill_ted bJ 
Lad, VIOLI!'I" BAIIDIO. 51...... 
EMh, oe""",teI" unilJlUtnted 

,.,. 6d .... ,. 
HoNEYBUBBLI .. Co. 3 •• 64 ...... 
MIIILBADINO CAsI!a IN THB CoMMON 

LAw 51 ...... 
MORB MIBUADINQ CAsas 51.-' 
STILL MORl! MISUADINO CAsI!a 

5' ...... 
TIm WHERI!POJIII AND TIll WHY 
'TINKER, TAILOR •• .' 

EM/o, iU.-.ted bJ GaoaGa 
MORROW. ... 601. ..... 

TIm SI!CIBl BAnu 31. 601. -. 
THB HOOIIII BY THB RJYB8 

310601.-. 
Ma. PI!WT1!II 51. _. 
'No BoATS ON THB RIVaa' 

IllUltrated. 51 ..... 
HOLDSWORTH (Sir W. s., 

A HISTORY 01' EHOLISB LAw 
Nine Vol........ ,c. 510 _ -.\. 
IlId"" Volume by EDWARD Par'IOM. " u._ 

HSIUNG (S. I., 
LADy Plu!cJOtlS S'I1II!AM: 

An Old Chinae Pia, 
Illuotnted. III. 6d. ..... 

Limited and Si ...... Edition 
,ca,., • ... ,. 

HUDSON (W. H.) 
A SHEPHFlIII's LIPB _ 

Illuatrated. ,Of. 601. _ 
AJao 1lIlill ....... ted. 310 601. -. 

HVTTON (Edward) 
CI11I!!I lIP SICILY 

Ill_ted. .or. 6d. -. 
MILAII AND LoIoIABDw 

HVTTON (Edward) _ ........ 
TIm Cm. (W RoMAoMA _ TIll 

MAaa.. 
SIBNA AND Sot/nIDIf TuIcAHY 
NAPLD AND SoI/THllllN ITALY 

lUuotnted. EMIo II. 601. .... 
A WAYI'AllDIHUNIDCOWIITuIc:.UCY 
TIm Cm. OP SPAIN 
TIm Cm. OP U_A 
CoUHTaY WALU ABOUT ~ 
ROId 
F'LoRBNCB AND NOIITHBIIN1'wcAHY 
VBNICB AND VIII'IIITIA 

lUuotnted. .... 7L 6d. .... 
INGB (W.R.),D.D.,Deuofat.Paal" 

CHII_ MTB11CUI&. With. New 
Preface. 7L 6d. -. 

.JOAD (e. .. M.) 
Co __ ETlaCB III ...... 

.JOHNS (Rowtaad) 
0001 You'D LID !O MBa 
Ln DoOI DILIO,", 
ALL Solrft lIP DoOI 
Ln .. TALK OP DoOI 
PuPP,. 
Luan'DoOI 
EvDY Dog 11'1 DAY 

ElICIt, IUUltftted, 31. 6d. -. 
So Yov LID DoOI I 
NUIISII CAVILL: DoG LoYIIII 

EMIo, lUuotnted, ... 601. ..... 
TIm RowI.Vm J0HN8 Dog BooII. 

llluotnted. 51.-

'OUII FaDHD TIll Dog' 8 .... 
Edited bJ RowI.Vm JOJINI. 

TIm CAlaH 
TIm CoaII!II 8p_ 
TIm F(g.oTDa .... 
TIm PaaINCDIII 
TIIII AIRIDALI 
TIm AuATI .... 
TIm SrornsH TBRma 
TIm CHOW-CHOW 
THI IRliII SIIITD 
TIm DAUlATI .... 
TIm ............. 
TIm SlALy ...... 
THI DACHSHUND 
TIm Buu.DocJ 
TIm B ........ T!IIIIIIB 
TIm GUAT 0 ..... 
TIm Po .............. 
TIm Cou.Ia 
TIm EHCL&I 8....­
TIm ""'-DoG ....... "'-
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KIPLING (Radyard) 
BARRACK-ROOM BALLADS 
THB SBYBN SJ!AS 
THB FIW NATIONS 
DBPARTMBNTAL DrrrlBS 
THB YBARS BImYBBN 
Four Editions or these famous 
volumes of poems are now pub­
lished. viz. :-Buekram. 71.6d. net. 
CIDth, 61. twf. lAGth .. , 71. 6<1 .... ,. 
Service Edition. Two volume. 

.. cb book. 31. "'" each vol. 
A KIpLING ANTHOLOGY-VERSB 

Lea,h .. , 71. 6<1. ...1. 
CIDth, 61. , .. , and 3'. 6d • ... ,. 

TwENTY POllMll nOM RUDYARD 
KIPLING II. ...1. 

A CHOICB O. SONGS aI. ...,. 
SBLECTl!J) POIMS II. n". 

LAMB (Charles and Mary) 
THB COMPLBTB WORKS 

Edited by Eo V. LucAS. Six 
volumes. 61 .... , .tl&1t. 

SBLECTBD LBTTBRS 
Edited by G. T. CLAPTON. 

3'. 6d. nil. 
THB CIIARI.BS LAMB DAy-BOOK 

Compiled by E. V. LuCAS. 61. n". 
THB LETTERS OF CHARLES LAMB 

Edited by Eo V. LUCAS. Two 
volumes. 61 .... , Itl&It. 

THB BEST O. LAMB 
Edited by Eo V. LUCAS. aI. 6<1. nI'. 

LANKESTER (Sir Ray) 
SCIENCB FROM AN EAsy CHAIR 

First Series 
SCIENCB FROM AN EAsy CHAIR 

Second Series 
GREAT AND SMALL THINGS 

Ea£/o, Illustrated. 7" 6d. ... 1. 
SBCRBTS OF EARTH AND SEA 

lUustJated. 8 •• 6<1. nil. 
LENNHOFF (Eullen) 

THB FREEMAsoNS 
lUustJated. 3 U. nlf. 

LINDRUM (Walter) 
BILLIARDS. lUustJated. aI. 6<1 .... 1. 

LODGE (Sir Oliver) 
MAN AND THB UNlVERSII 

7'. 6<1. n.' and 3'. 6d. nolo 
THB SURVIVAL O. MAN 71. 6<1. n.1. 
RAYMOND '01. 6<1. ... 1. 
RAYMOND RaYISBD 61. nolo 
MODERN PROBLBMS 31. 6<1. nel. 
RBAsoN AND BBLIBP 31. 6<1. nil. 
THB SUBSTANCE OF FAITH 31 .... 1. 
RELATIVITY u ..... 
CoNvICTION or SURYIVAL aI. _I. 

LUCAS (E. V.), C.H. 
R8ADING, WRlTlNG AND R8MEM-

BBRINO ,,. 6d. nd. 

THB COLVINS AND THBIR FRIBNllS 
(,1 ........ 

THB LI.B or CHARLBS LAMB 
a Vola. (,. II ...... 

AT THB SHRlNl or ST. CHARLBS 

51. nI'. 
POST-BAG DIYBRSIONS 7" 6d. ... ,. 
VERMEBR THB MAGICAL 5'-"" • 
A W ANDBRBR IN ROMl 
A WANDBRBR IN HOLLAND 
A WANDERER IN LoNDON 
LoNDON REvISITED (Revised) 
A WANDERER IN PARIS 
A WANDERER IN FLORINCB 
A WANDBRBR IN VENICB 

Each 'OJ. 6d. n.'. 
A WANDBRBR AMONG PICTURE. 

8 •• 6<1. n.1. 
E. V. LUCAS'S LoNDON (,. nol. 
THB OPEN ROAD 61. 71'1. 
Also. illustrated by CLAUDE "-

SHEPPERSON, A.R. W.s. 
lor. 6tL "d. 

Also, India Paper. 
Leatloor, 'If. 6<1. no'. 

THB JOY O. LIFE 61. n". 
Le.thu Edilion, 71. 6d. n". 

Also, India Paper. 
lAalloor, 7'. 6<1 • ... 1. 

THB GENTLEST ART 
THB SECOND POST 
FIRBSIDB AND SUNSHINI 
CHARACTER AND COMBOlP 
GOOD COMPANY 
ONI DAY AND ANOTHER 
OLD LAMPS FOR NEW 
LoITERER'S HARYBST 
LUCK OF THB YBAR 
EvENTS AND EMBROIDERIBS 
A FRONDBD ISLB 
A RoYER I WOULD BB 
GIVING AND RECBlYINO 
HER INFINlTB V ARIBTlP 
ENCOUNTBRS AND OIYBRSIONS 
TuRNING THINGS OYBR 
T'RAVBLLER·S LUCK 
AT THB SIGN OP Till Dow 
VISIBILITY GooD 
LEMON VERBENA Each 3" 6d. nd. 
SAUNTBRBR'S Raw AlUlS 

FRBNCH LEAYBS 
ENOLISH LBAvas 
THE BARBER" CLOCK Each SJ. ,.d, 
'THE MOD I Sa OF MBH ' 
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LUCAS (B. Y.) __ ,;",w 
Our fW A CU!Aa Su 
I. DoaI CoULD W • .,.. 
' ••• AND lUCK SMALl. DBn' 

E«IJ ". U. .... s • ... Lemb (Cbar",. 
LYND (Robert) 

Ikmr SIDII 0. TIm ROAD 

TIoI Coaa.asHI!LL E«IJ"."', 
RAIN. RAIN. Go TO SPAIN 
IT'I A J>uq WOIILD 
TIoI GIIIIIIM MAN 
TIoI I'I.usuaa fW ICIIIOUNCII 
THII GoumsR 
THII Lrm.I ANaa. 
THII BLIm Llo" 
TIoI PB.u. fW JhILU 
TIoI oa.vw. 'I'IIa 
THII MoNIIY-Boz E«IJ ,,. U. .... 
'YY.' An Amhol..." of -JI by 

ROIIDT LYND. Edited by EII._ 
SQunaI. 71. U. .... 

McDOUGALL (WUIIam) 
A1f bmIoOI1CnOll TO SocIAL 

I'ITCIIOLOOY 101. U. ..... 
NATIONAL WIIIIAIUI AND NATIONAL 

DIlCAT ........ 
All O1rn.INII 0. I'ITCR~T 

101. u. ..... 
A1f Oun.1NII CW ABNORMAL I'ITCIfOo 

LOOT I"."'" 
BoOT AND MIND I"'. u. ..... 
CIIAucraI AND TIm CONDUCT fW 

Lin 101. u. .... 
MooDlf MATDIAL_ AIID EMu-

CENT EvoLtmON 31. 6d. .... 
Entia! AND So ... Moo .. " WOIILD 

PaoBLDa ,.. U. ..,. 
THII ENmtolll O. MJIN II. 6d. "". 
RsuOIOH AND TIm Scn!Nca w 

LIn II. 6d. .... 
MAETERLINCK IM.arb) 

THII BLlIII BI1ID 61. ..... 
AJao, ill ......... by p. CA1'U1' 

RaalMlOH. I .... 6d. ..... 
Ow EnunTT ... ..... 
TIoI U_ GIIEI1' ... ..... 
I'oDIII " ...... 
THII WIIACZ a. TIm!trollM ... ..... 
THII BmIOrIIAL ... IN&. 
MAn MAclDAuNII ... .... 

MARLOWB (Cbrlatopberl 
TDWoaa. la6 ............ 

GenenI Edi_, R. If. CAI& 
TDLlna. MAIILOWII ..... D~ 
QVEDI a. CAIrnLula II. 6d. -. 
TAMIIUJILAINII, lAND U 100.IId-. 

MARLOWB (~r--.t. 
TIn Woa_,itotmI 
Tn J ... or MALTA .nd TIll 

M"-CU AT Paao I ... fW. ..... 
Pa_ 101. 6d. .... 
DocToII FAIIITUI II. 6d. .... 
£oWAIID II II. fW. ..... 

MARTIN (WlWam) 
UNDDBrAND THa CHINIIa 

IUuotnhd, 71. 64 . ..,. 
MABEllmLD (Jo"', 

011 THa SPAIfI1I11 MAIlf II. fW. .... 
A SAILOa'l GMLAND ,,. 6d. .". 
Su LIn Of NIUOX'I T~ 

,..fW."'" 
METHUEN (81r A.I 

A1f AHTHOLOOT or MODIIIII V_ 
B_ TO HAIID" I All 

AatboI.., of ~lioh L,rb. 
Belt, CllltII, 6,. .... 
z-tJwr, ,'- 6d. .... 

MIL,.. (A. A.) 
hACII WITM HONOVII II ...... 
TOAD fW TOAD HALl. 

A .... , found... on K ___ 
Gnhame' •• The Wind III "'II 
WiIIowo·. " ...... 

T!roaW_1'RlDAft' CoIl ..... 
8toriee ,.. U. ..... 
BTWATorl~ 
Nor nul' 11' MA~ 
I. I MAT 
TIl. SIINI<1' 81D1 
TH. RID HOUII MYITIQ 
ONCII A W ... 
TIll HOLI .... T Romat 
TIoI DAT'I PuT 
M •. PIIIP_ST ",,,.64 ...... 
WHIII W. WDI V .. " YOUIICI 
W_nm-PooII 
NowW._8q 
TIoI HOWl At' PooR ColINa 
Eacb iII.-.tec1 by E. If. 8H1P ..... 
71. u..... '-"". I ... U. ..... 
Tn CHa01'OPHlll RoImI V_ 

('When W. _ V"" Y_' 
..... ·NowW .... Six'_ 
p ... iaone............ lu-..tecI 
in __ ..... lim by E. H. 
8H1P_ I,.U. ..... 

THI CtaI __ ao.ur 1hua1' 

IloaII 
IU.-.tecI by E. If. BRIr ..... 

"- ..... 
TIoI CHaIll'l'OPlllll ao. .. B_ 

DA1' 800II 
IIJ-.tecI by a. If. SHIP ..... "."' ..... 
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MILNE (A. A.) and FRASER·SIM­
SON (H.) 

FOVR11IEN SoNas PROllC ' WHEN WI 
WEIIB VERY YOUNG' 7" 6d. ..... 

'rBDDY BI!AIl AND ()rHBa SONOlJ 
PROlIC • WHEN WI WERII VOY 
YOUNG' ".64. .. 1. 

THa KING's BREAKFAST 3'. 6d. rul. 
SoNas FaOllC ' Now WI ARB Sill:' 

7,.6t1. '"'" 
MoaB 'VERY YOUNG' SoNas 

7" 64 ... 1. 
THa HUMS OP PooH 7'. 64 • .. I. 

In each cu. th. words are by 
A. A. MlLNB, th. music by lL 
FRAsER·SIMSON, and the d_ 
tiona by E. lL SHBPARD. 

MITCHELL (Abe) 
DoWN TO ScRATCH 51. ..... 

MORTON (8. V.) 
A LONDON YEAR 

IU_ted, 61 ... ,. 
THB IiBART OF LONDON ]I. 6d. ... ,. 

Aloo, with Sc:iaaoI' Cuts by L. 
HUMMIL 61 • •• 1. 

THa SPELL OF LoNDON 
THa N,OJmi OF LoNDON 

• BLUE DAYS AT SBA &xlI]I. 6d...t. 
IN SI!AIlCH OF ENGLAND 
THE CALL OF ENGLAND 
IN SBAI\CH OF SCOTLAND 
IN SCOTLAND AGAIN 
IN SEARCH OF IRELAND 
IN SBAIICH OF WALlIS 

NOMA l::q~i iU_f<"'. 7'· 6d. •• 

THE NINB MAGAZlNIIS OF KODAK. 
BHA: The Autobiography of • 
Japaneoe Publish.... Illustrated. 

'0I.6d ••• 
OMAN ISIr Cbarl ... } 

THlNas I HAft SEEN III. 6d ...... 
A HISTOIIY OF THE ART OF WAR IN 

THE MmDU AGI!S, A.Do 378-14BS. 
• vo1a. Illuatratecl. (, •• 61. not. 

STUD .. S IN THE NAPOLSONtC WARS 
81. 6d. -. 

PETRIE (Sir Fllnders) 
A HISTORY OF EGYPT 
In 6 Volumes. 
Vol. I. FROM THE 1ST TO THE 

XVITH DYNASTY ,:&1. '"'" 
Vol. II. THa XV 11TH AND XVUITH 
D~ ~ ... 1. 

Vol. ilL XlXTH TO XXXrll 
DYNASTlBS .:&1. not. 

Vol. IV. EGYPT IlNDBIl THI 
ProLEMAIC DYNASTY 
By £GWYN BEvAN. lSI< lilt. 

PETRIE ISIr FUndera}-<""Ii",,'" 
Vol. V. EGYPT UNDER ROMAN RULB 

By J. G. M.LNB. .:&1. ""'. 
Vol.VI. EoYPT.NTHE MmDLlAGES 

By S. LANa PaoLI. '01 ... ,. 
PHILLIPS (Sir PerdYBl) 

FAR VISTAS Illustrated •• .,. 6d. net. 

POLITICUS 
VISCOUNT GREY OF FALLODON 

Illustrated. 61. "",. 
POLLOCH: (William) 

THa CRBAII OP CRtCKET 
JUuatrated. 51... 

RAGLAN (Lord) 
JOCASTA'S CRt... 6,. _ 
THE SClBNCI OF PBACI 3'. 6d .... ,. 

ROBSON IPhUlp A.} 
A MANuAL OF HOCKEY 

JUWltl'ated. 3'. 64. •• 
SELLAR (W. C.) and YEATMAN 

IR • .I.) 
.066 AND ALL THAY 
AND Now ALL TIlts 
HOIISB NONSENSB 
Each iUWltl'ated by JOHN REYNoI.DL 

51· ..... 
STEVENSON (R. L.) 

THB LB"ITIlRS Edited by Sir SIDNU 

CoLVIN. 4 Vol.. &xli 6J. ""'. 
STOCH: (VanAbaD) 

THa LIPB OF CHRm' 
JUWltl'ated. 61...... 

SURTEES (R. S.) 
HANOLBY CRoss 
MIl. SPONGB'S SPOIITINO ToUE 
AsK MAMMA 
MR. FACIY RoMPOao's HOUNDS 
PLAIN OR RINGLBTS 1 
H1u.INGDON HALL 

E«Io, iUuatrated, 71. 6d. -
JORROCIIS's JAUNTS AND JOLLITIES 
HAWBUCIt GRANGB 

E«Io, JUWltl'ated. 61. ..... 

TAYLOR (A. B.) 
PLATO: THB MAN AND HIs Woaa (, .. 1.­
PLATO: TDU!US AND CamAS 61. _ 

EuMENTs r:JI! METAPHYSICS 
.:&1. 64. _ 

TILDEN (WUlIam T.) 

THB ART OF LAWN~&li1io4. 
SINGLES AND DoUllLltl 

E«Io, Illustrated. 6J. .... 
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TD.ESTON IMUJ W.) WILD. (Oec:ar) 
DAILY S11II!NOTH _ DAILY Na.-

".64. ... . 
India Piper. L.IIw, ... .... 

tlNDElUIILL (Evel,.) 

MYmClIII IUvUd &iiI_ 

'!""" TIn La or TIm SPW'I AND TIll 
La or TO-DAY 7" U . .... 

MAN AND TIm SUPIIINATIlIIAL 
". 6d."" 

TIn GOLDEN 8BQvINCII 
Paper board.. 3" U. lid I 
Clotb,,. ..... 

MIXED PMI'URB: l!uaya and 
Add_ ,.."'. 

CoNCERNING TIm INND LIn 
:II ...... 

TID HollSl or TIm SoUl. ...... 

VlEUCHANGE (MIdlel) 

SIWIA: TID FOIlIIIDDBN CITY 
11IuaUated. ... 64. ..... 

WARD IA. C.) 
:rwmmtmI CI!NTuR'I LITIIIIATVIUI ....... 

Lou AIITNUII &A'IILII'I CaIMi AND 
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