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theory of money* works bea.utxfully one way. Increasing
the quantity of money temporarily increases, bat makes na
very lasting difference to, the aggregate virtual wealth,
and prices very quickly rise in proportion to the increase,
What some gain others lose. But decreasing the quantity
of money is apt to decrease virtual wealth in proportion
much more permanently, leaving prioei unchanged and pro-
duction reduced through the ruin of those engaged in
enterprise. This is dead loss, not as in the former case
merely a redistribution of wealth, and it is reflected in a
very much more permanent reduction of virtual wealth.

Whereas an exoess of money is an inducement to a
sale, & deficit is a fatal barrier. To the vendors, whose
business it is to sell wealth for money, money is the primary
consideration.. To the buyer and consumer wealth is.
The consumer is exposed to increased competition with
others, due to an increase of the quantity of money, and is
powerless to resist a risq in prices. But no one in his
senses, who has produced wealth for sale or caused it to
be produced, and has, over a period of _past time, incurred
the charges involved in production, is going willingly to
rell it at a loss to suit the quantity theory of money. If
his competitors essayed to do so, they could hardly com-
pete long. Theresult is that less goods are bought with the.
less money at the same price, not that the same goods are
bought at & reduced price. Or,in the case under considera-
tion,- that the ropportunity to increase production by new
inventions remains for long unexploited, and, with increasing
powers of production, the production of we&lth as in this
country now, stagnates®

For a period of inflation (money increasing mlahvely
to the revenue of wealth) the quantitative theory is a rough
guide to the facts. Whereas for & period of deflation
(money decreasing relatively to the revenue of wealth) the
older mercantile, .or commodity, theory, which regards
money as itself & commodity or valuable article, this being

. ll-‘orsnexpouuonouhoqunu theory of money Irving Fishes.
ﬂunt.’ufdannql’m v 0o

or & ve! eleuexpoa:honolthu mtm.mJthtncbe.m
by Reason, 1928, ¢ 4
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the vendor’s conception of money, is 8 better guide. If it is
any comfort to the advocates of the former theory, it may
readily be admitted that, no doubt, it would work if it
did not have the unfortunate consequence of ruining those
committed to enterprise—labour and capital alike—and,
in the end, in Mr. Keynes’ sense of the word, * after we
are all dead,” no doubt must work.

WEHAT 1S LEFT OF THE VALUE OF THE STANDARD OF
VALUE ?

From these considerations we may begin to understand
not only the extraordinary fascination which gold has exer-
cised from the earliest times upon the human mind and the
persistence of the worship of the golden calf implicit, if
unacknowledged, in contemporaneous thought, but also
the extraordinary influence which some of the most profound
students of history have not hesitated to ascribe to the
abundance and scarcity of the precious metals. Equally
we may regard it as not at all a small permanent gain to
humanity if the experience of the Great War has thrown
fresh light upon and, at least in part, explained some of
these profound influences.

Let us revert to a very curious fact, that the War pro-
duced at one and the same time a great demand for currency
and made gold-mining temporarily unprofitable, because the
paper substitutes raised prices just as if the same quantity
of gold had really been won. If the price of gold had not
been fixed arbitrarily higher than that stipulated by the

" Bank Charter Act, although still much lower than propor-
tionally to that of goods in general, probably few mines
would have been able to continue work. Now the same
factor must have been operating, in gradual but continuous
fashion, ever since the currency began to be expanded
by credit money, thus artificially cheapening the relative
value of the standard which we are accustomed to regard
as invariable. Not only have we to consider the great
technical achievements in gold-mining—cyaniding, dredging,
and the general rise in power and efficiency of mining plant—
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operating upon the standard of value exactly in the same
direction, though not necessarily at the same rate, as upon
every other kind of physical wealth, increasing the quantity
produced by a given expenditure of human effort, but,
in addition to this, we are supplying for one of the major
uses of the precious metals a costless substitute, and re-
moving from the standard of value one of the main reasons
for its value, The growth of banking is removing another— -
the practice of hoarding. As for the remainder, gold teeth
and even gold stoppings have long gone out of fashion.
The general rise of education has made, and is making,
personal adornment by massive golden chains and rings
too obvious & relic of barbarism. The modern desire to
avoid all ostentation, and at the same time to.indulge
in the maximum possible expense, is leading to the sub-
stitution in jewellery, even for wedding-rings, of gold by
platinum, a metal which looks like silver and costs five
times as much as gold—greatly to the disgust of chemists
who, whatever it costs, must have platinum, and look
back regretfully to the day when it was much less valuable
than gold. So what is left of the value of the standard of
value §

Clearly a gold basis of currency nowadays must be a
rapidly depreciating currency. In the race between science,
on the one hand, and finance, education and fashion on
the other—the one cheapening the cost of producing all
wealth in general and the other the standard of monetary
valuein pamcula.r—the see-saw of pnce-level which marked
the past century is hkely to be succeeded in the future by~
a rapid continuous rise of gold prices. Indeed, even to-day,
if the gold that flowed to America during the War were let
loose instead of being kept chained up, the results in this
direction would probably be devastating. This is a tem-
porary situation, with the outlook on the future.

¥
GoLD AS THE SPUR OF CIVILISATION.

Let us, from a more general point of view, examine the
effect of gold in past history. If we do not find in it exactly
12
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the cause of human progress, we shall have to admit that
it must have been a powerful spur. Civilisation has never
asked itself what exactly it has set itself to in adopting
as the standard of value, the store of value and the medium
of exchange, the metal gold. All the conventional qualities
which are supposed to make the metal id:al for money
are, in fact, fatal to its use. Consider first its permanency
*and imperishability. Men may come and men may go,
but gold goes on accumulating for ever. The quantity
of gold in existence is the physical factor regulating the
total quantity of money in existence, as much under a
currency based on gold as in the past, and this quantity
is the integral of all the increments of gold contributed
during the history of mankind. In literal truth, gold is
not imperishable, as it suffers abrasion in use, but is so
nearly so that its period of average life is greater than that
of almost any other permanent form of wealth.

The value of money is given by the virtual wealth
divided by the total quantity of money, so that the seeds
of continuous depreciation are innate in the choice of gold.
If we stereotyped the existing scale of virtual wealth and
the material prosperity it connotes, the increment of the
quantity of gold would still go on, and, even with a dwindling
revenue of wealth, the quantity of gold in existence would
continue to increase so long as it was money.

Society, in effect, says to its workers, whether we want
more gold or less, nevertheless if you bring gold, even when
what we really need is food, you may have the pick of the
market for it. The loss falls not on you, but on the whole
community, though if you contributed stage-coaches or
windmills no one will take them off your hands. So that,
even in a period of dwindling revenue, when, if the money
is not to depreciate in purchasing power, some of the stock
ought to be buried in the earth again or sunk in the eea,
the accumulation of gold still goes on.

In mathematical terms, society, in adopting gold as its
measure of value and its medium of exchange, is attempting
to keep a differential coefficient proportional to its own
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integral, for it must make the proportionate increment of
its revenue of wealth always as great as the proportionate
increment of its aggregate quantity of gold. There is one
mathematical function for which this is true, and it is the
exponential function.? This is the function which regulates
the dizzy virtues of compound interest.

Living in an age of relatively sudden expansion of
productive power, the task may at first be easy. Bat it
is quite a different proposition over long periods. It is not
a question of maintaining any given level of production,
but of maintaining indefinitely the proportional rate of
increase of production. So that in the end, when this
‘becomes physically impossible, the currency must undergo
depreciation.

In this we may possibly find a physical justification for
the existence of interest upon & monetary debt, as distinct
from the hire-payment for the use of organs of production
in production. During the War, when currencies were
being rapidly debased, the astute found that it paid to
borrotr, and to borrow and to borrow, whatever the rate
of interest. For by the time the loans had to be repaid,
principal and interest were worth, in goods, less than the
original principal was when it was borrowed. But we have
seen that the continudus accumulation of the precious metals
must be & depreciating factor on the value of the currency,
" absolutely independent of all other considerations whatever,
8o that on this account to repay a debt of £1 lent in the past
more than £1 is required to-day, or regarding yf1 as the
wealth obtainable for £1 originally, to buy it to-day requires
more than £1. *

The other reasons why gold is unsuitable for currency
trench upon a question the discussion of which, hitherto,
we have avoided. But, we may take it, meantime, as a
fact of experience without as yet attempting the explanation
that an increase in the quantity of money is a great stimulus
to productive enterprise,

N Je* 2.2z = (1/a) € 2.
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Not only during the War, but also after the gold dis-
coveries of last ‘century, trade greatly flourished, and
general prosperity resulted. Now this prosperity directly
stimulates the luxury demand for gold for jewellery and
ornament, and in countries—still the majority—without a
highly developed banking system, for saving. Thus the
money tends to disappear again, the stimulus due to abun-
“dance of money receives a check, and a period of depression
ensues. Then these hoards and stores, before taken out
of the circulation, tend to reappear and again help to
inaugurate a boom. The trade cycle, in some part at
least, must be due to the use of a metal as the basis of
currency, which is gradually withdrawn as industry expands
and comes back as it contracts, exactly the opposite to
what is required of a currency. Even the ease with which
the precious meta]s can be melted up without loss, and
converted from coin to merchandise and back again an
innumerable number of times at trifling cost, which has
been held to make them especially sujtable for coinage, is
a fatal defect. Just as the industrial system has been
laboriously tuned up to a higher level of production, the
medium of exchange turns into an article of luzury, and
with it goes the wave of prosperity.

GoLD NOw A FRAUDULENT STANDARD.

Summing up, we may say that with a gold currency
in an era of expansion there will be a long period of
currency shortage, attended with dislocation of the economic
machinery of society. But the causes which expand pro-
duction act in the same direction, though not necessarily at
the same rate and to the same extent, on gold. So that
the standard of value tends to be affected in the same way
as the goods it measures, and gold prices tend to revert in
time to their former level.

With a currency based on gold, the currency will adapt
itself to the expansion very much more quickly. The
human effort formerly spent in accumulating gold for
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coinage is saved, but under existing systems the saving
benefits, not the community .as a whole, but the banker.
So long as convertibility with gold is maintained, even
international .banking can only debase the gold value of
money to a definite extent. Kor, consider the case of a
uniform inflation in all.countries to the same degree at
the same time. There is then no tendency for gold to
flow from one country to another, as in the case of an’
inflation in one country relatively to another. But gold
would, as the demand for it as merchandise absorbed it,
disappear entirely from the currency, because the money
will buy of gold more than its value in terms of other
goods and more gold than could be obtained by expend-
ing the same sum in gold-mining. The coinage is thus
hoarded or melted down and used in the arts, and would
disappear in time from circulation entirely with the debase-
ment of the currency, though the effect at first would be to
cheapen gold as a.commodity and the standard of value.

But by the use of credit money, based upon a small
proportion of gold, the quantity of money becomes subject
to much greater and more violent variation than before,
and the exchange value of gold in terms of goods oscillates.
The causes which are inherent in the use of gold as a luxury
article, as well as a medium of exchange, are greatly exag-
gerated, producing the trade cycle. .

The increasing use of bank credit and paper robs gold
of one of its main uses, and, after the oscillations of the past
century, we may look forward to a continuously rising gold
price-level. So that credit money, having largely rendered
gold obsolete, the device of making it convertible into coin
on demand has ceased to be effective against its continuous
depreciation, and has already come to be deceitful.

Hence arises an increasing necessity for stabilising the
currency entirely without reference to gold, and reducing
the latter to the level of a commodity, possibly honouring
it meantime as international money at its market value,
in redressing international indebtedness, under some equit-
- able convention agreed upon by the League of Nations.
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REAL WaGES AND JusT WAGES.

Before embarking on this inquiry, it may be pointed
out that we are as far as ever from any Absolute Standard
or Measure of Value, and it may be instructive to restate
in a new form some of the preceding points. Economists,
when they have taken into account the variabilities of the
“exchange value of gold and corrected for it—by means of
index numbers, which enable them to reduce money prices
to some former price-level taken as a standard of reference
—arrive at what they term the real value of incomes, wages
and the like ; that is, values entirely independent of the
money totals in which they are expressed, but represent-
ing the quantity of goods in general these incomes, wages,
ete., will buy. But the real values, though real enough in
representing definite guantities of purchasable goods and
sufficient for economics as a science of exchange or com-
merce, are not measures at all of the human-being-hours
expended in their production. If the efficiency of the pro-
cesses of production did not change, or if civilisation were
stagnant, then they would be—in fact, their use tends to
stabilise wages and incomes and the consumptions they
represent, so that we have the interminable argument,
already alluded to, as to whether the worker to-day is
economically better off than, at least as well off as, or only
slightly worse off than, his predecessor in pre-scientific ages |

Now, if we are considering debt and its repayment, a
currency stablised so as to maintain the price-level of goods
in general constant solves the problem—that is, commerce
would be freed from all the legally unrecognised forms of
theft attendant upon a variation of the standard of monetary
value, which are of much the same nature as would result
from fraudulent weights and measures. Business men and
others could make contracts ahead without fear of being
caught in a trap by variations in¢the general price-level
due to monetary manipulation. But if we are considering
the reward of work and the right of a worker-to the produce
of his work, clearly we have to take into account not merely
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the quantities of goods by which he is remunerated, but
also what he produces. His real wages, in the sense used
in economics, has to be expressed relatively to what he
produces to arrive at his just wages.

The fact that it may be difficult to assess this, or to
solve the problem as between the reward of present and
past labour, does not in the least affect the question of the
right of the worker to a just wage or the certainty that with*
growing knowledge and power he will not rest until he has
secured it. Economics is, or ought to be, a far wider and
more important study than commerce. Those who deny
that it ought to concern itself with anything else may save
themselves the trouble of thought, but do not add to the
dignity of the subject.



CHAPTER IX
A NATIONAL MONEY SYSTEM

THE SociaL IMPORTANCE OF THE STUDY opF MoONEY.

From the standpoint of society, the study of money is, in
its social significance and effect on human welfare, as up-
lifting and as ennobling as from the individual standpoint
it is apt to be selfish and degrading. Its technical jargon
of the market-place make it appear a repellent subject,
and it is capable of being made drier and duller even than
a mathematical treatise on thermodynamics. Indeed, its
absolute novelty to most people, and their preconceptions,
derived from undue absorption in its individual acquisition,
make it a difficult subject, the more so as very powerful
vested interests depend for their continued existence upon
the public being kept in ignorance of its mysteries. Those
essaying the study often at first over-estimate the direct
importance of money in the social economy—its indirect
importance could hardly be over-estimated—and the
““ unsound money-men > have always been a special béte
noire to the orthodox economist, though it would hardly be
possible to have anything more fundamentally unsound
than modern monetary systems, the principles of which the
economists have never seriously challenged. 1t is essential
to have clear physical conceptions of money and finance,
as such, to enable us to understand their more important
indirect bearing upon the admittedly still to be solved
problems of achieving industrial expansion without the
unwelcome concomitants of unemployment and the trade
cycle. Those who have penetrated most deeply into the
study of human history find it impossible to exaggerate
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the importance of the institution of money. As Delmar?
has said : “It is a study that none can afford to approach
with rashness or leave with complacency.”

Among the list of master-minds he cites as having
essayed its study in the past it is encouraging to a scientific
man to read the names of Newton, Copernicus and Tycho
Brahe. This indicates that scientific men in the past have
not always interpreted their function as narrowly as is:
the custom to-day, or been so ready to leave with com-
placency to others the application of their work to the daily
life of the world.

* Unheard, unseen, unfelt, it bas the power so to dis-
tribute the burdens, gratifications and opportunities of
life that each individual shall enjoy that share of them to
which his merits or his good fortune may entitle him, or
contrariwise, to dispense them with so partial a hand as to
violate every principle of justice and perpetuate a succession
of social slaveries to the end of time.” 8

Again, one could hardly better describe * Europe after
twenty centuries of Christendom * than by this passage
from Ferrero :

* The Imperial Democracy that held a world beneath its
sway, from the senators who bore historic names down to
the humblest tiller of the soil, from Julius Cxsar down
to the smallest shopkeeper in a back street of Rome, was
at the mercy of a small group of usurers.” 3

Sir Archibald Allison traces the fall of the Roman Empire
to the decline of the gold and silver mines of Spain and
Greece, and the Renaissance to the discovery of the mines
of Mexico and Peru. Whilst it+is almost in the memory
of living men how the successive discoveries of gold in
California, Australia and South Africa ushered in wave
after wave of economic prosperity. More recent and
striking still, we have the fresh experience of the Great
War, when, apart frong the destruction of life and property
and the effects of blockade on the Central Powers, there was

3 History of Monetary Systems. * Delmar, loo. cit,
8 Ferrero, Greainese and Declins of the Roman Empire, vi, 223,
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a degree of economic prosperity and abolition of crime and
poverty in the belligerent countries unknown in the time
of peace.

We have seen that in modern times a fundamental
change has come over the nature of money. Not only is it
now & simple token of the community’s indebtedness to
the individual owner of it, but it is created not by the
national authority, but by private institutions for lending
at interest. It is therefore essential to go back to first
principles in considering it. We must be on our guard
against carrying over unchallenged into the modern era
the earlier views of the evil power of money and the stigma
attaching to usury deriving from ancient and medimval
times when money was a totally different institution.

AxNarLysis oF Usury.

In its original meaning usury simply meant the interest
upon a loan of money, whereas to-day it has come to be a
term of opprobrium, referring rather to excessive and
extortionate interest, increasing in proportion to the debtor’s
inability to repay. The mention of this form of petty
usury, as it exists in the underworld of great cities and among
the swarming populations of India, conjures up possibly in
the mind a memory of evidences of human terror and
anguish one had never expected to meet this side the abode
of the damned, and gives rise to a feeling of physical loath-
ing as of something at work, ghoulish and inhuman, batten-
ing upon, if not responsible for, the extremity of misery.

Whereas, at the otHer pole, interest upon a money
loan to the strong and adventurous, to enable them to
develop the resources of the earth and to climb to positions
of influence and power within the State, has nowadays
occasionally even replaced the ladder offered in earlier
times by the Church to the gifteds offspring of the poor,
and has been endowed not only with respectability, but
even with an odour of sanctity.

Both in the ancient and the medieval world there is



A NATIONAL MONEY SYSTEM 187

undeniable evidence of the evils of usury. We have quoted
the striking passage of Ferraro on its power in ancient
Rome., The Christian Church at first universally condemned
it. Indeed, the bar on usury was not removed in the Roman
Catholic Church till quite recent times. But there is
little doubt that these evils arose not so much out of the
practice of lending money in itself as from the comparative
ease with which the currency metals can be monopolised.
A period of great Imperial expansion, such as those of
Rome, Spain and the modern Western world, demands an
increase of currency. But it never seems anyone’s business
to supply it. The world may be thirsting for gold, the
finding of which is, at best, a long and hazardous business,
and against the real interests of those with gold to spend
in the search. For if there are many borrowers and few
lenders, the rate of interest rises just as the price of a com-
modity rises if there are many buyers and few sellers.
The evil of interest upon money is not difficult to under-
stand with money made of naturally very scarce materials.
* Get your man into your debt for what he has not got
and cannot get, and you may take the skin off him,” is
a financial aphorism which sufficiently indicates not only
the cause of the evils of usury, but of those of monetary
power in general. Make debts repayable in wealth, which,
if people have not got they can make, and you strike at the
heart of both evils. '

With paper money this question, like the question of
‘' hoarding,” is utterly different. A nation printing and
issuing its own money as required for use would be abso-
lutely free from the aurs sacra fames due to the monopoly
of the coinage metals, and from the cause of the main
evils of money as they arose in the past. It could regulate
usury, absolutely within its own judgment, as the national
interests demanded, by its control over the issue of money.
In a time of abounding productivity due to science, it
could, if it wished, repay, or at least redeem, its debts,
neither in gold nor * pounds of flesh,” but mirabile dictu
in wealth in general. If it thought in real terms of wealth,
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not in that of money, it would not, in a time of greater
powers of producing than the world has ever enjoyed, with
millions of unemployed, large-scale organs of production
lying idle and cultivated land reverting to grass, see the
exact point in paying its creditors perennial interest for
not repaying them, though, as we shall come to see, an
individualistic society 1 can only redeem debts by levying
taxation on the general wealth of the community.

GENUINE AND FictiTious MoNEY LOANS.

It was necessary at the risk of wearying the reader
in Chapter VII, to go with great minuteness into the transi-
tion from the old national metal money to the modern
money created by loan. Because the real charge against
the modern system is not so much that it has caused an
enormous increase in the practice of carrying on industry
upon borrowed money, as that the bank loans are not
genuine money loans, but are entirely fictitious, in that no
one gives up the money lent, which is new money created
for that purpose.

The owner of money is absolutely within his moral as
well as his legal rights to spend or lend or hoard, but if
he spends or lends it is to be understood that he really
does give up the money spent or lent. With rash the lender
must do so. Even a bank deposit is technically distin-
guished as a current account or a deposit account. With
the first, the owner has not given up his power to spend,
and cannot, in this country at least, obtain interest on it,
though in Amerioa interest is, or at least was, commonly
given even on current accounts. In the case of a deposit
proper, the owner of the money does give up and transfer
temporarily to the bank his purchasing power, and in
return for the loan he receives a payment of interest on
the deposit. In this distinction we see the original restric-
tion that applies to metal money st(ll lingering with regard
to bank money. But obviously the question of usury is

! An individualistic society owns no revenue-producing property, and
derives its revenue solely from taxation.
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totally different, whether we consider a genuine loan, as
in the case of a loan of cash, or of a sum deposited and not
recoverable without due notice, and interest upon money
which the owner has never given up at all. It will certainly
be argued that the depositor, although he does not give
up the right to spend at will, in fact does not exercise it, as
is shown by the existence of the deposit, so that between
the two classes of account there is a distinction without -
& difference.

Lexping MoNEY IN CURRENT ACCOUNT INDEFENSIBLE.

This position, though it is very far from justifying
what actually does occur in banking where * every loan
creates a deposit ” (Withers and McKenna), appears plausible,
but can easily be shown to be indefensible. For one has
only to remember the undeniable fact that the total quantity
of money in a country is not affected by its being spent or
not spent, to see that the argument is not concerned with
the lending of money at all, but with its existence.

Let us-suppose that cheques entirely replace cash as
purchasing power and that everyone has.a bank deposit.
This is now eo near the actual state of affairs that for the
purpose of this argument it may be taken as already to a
very substantial extent true. Now if we concede to the
banker the right to lend the deposits on the score that their
existence shows the owners are not using them, we thereby
double the money in the country, and double the deposits.
The existence of the doubled deposits is as clear evidence
a8 before that their owners are not using them so they may
be lent again, and now the deposits are increased four times.
So we may go on and create an infinite quantity of money.

It is interesting’ that J. S. Mill, nearly a century ago,
contemplated precisely such a case, payments being uni-
versally by cheque and * no money anywhere except in the
hand of the banker, who might then safely part with all
of it by selling it as bullion or lending it, to be sent out of
the country in exchange for goods or foreign securities.”
He concluded : *There would be in all this nothing to
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complain of, so long as the money, in disappearing, left an
equivalent of other things, applicable when required to
the reimbursement of those to whom the money originally
belonged.”

Why he confined the consideration of the case to lending
the money to be sent out of the country is one of thoee
mysteries that may never be solved. If he had not done
80 he would.have made the interesting discovery already
deduced, and which even at that time must already have
been made by the bankers themselves. Nor do later econo-
mists seem to have pointed this out, though the finicking
distinction they seem always so careful to preserve between
money and bank deposits, without being able to point
to any practical difference whatever, suggests that they
may have known. Macleod, the barrister, lays great
stress upon a bank deposit not being money, but a right
of action against the banker. Irving Fisher, having arbi-
trarily defined circulating media or currency as anything,
whether generally acceptable or not, which serves as a
means of exchange, and money as “ what is generally
- acceptable in exchange for goods,” says: * But while a
bank deposit transferable by check is included as circu-
lating media, it is not money. A bank note, on the other
hand, is both circulating medium and money. Between
these two lies the final line of distinction between what
is money and what is not. True, the line is delicately
drawn. . . .” .

These distinctions may have had some significance a
century ago, but their retention to-day seems the merest
hair-gplitting for the purpose of confusing the issues.

We thus come back to the point that, in the case of the
old-fashioned usury, the moneylender did give up the money
he lent and received interest upon a genuine loan. In the
case of money lent by a bank, it is given up by no one and
the loans are entirely fictitious except in the case of genuine
* time deposits,” which Macrosty estimates, both for this
country and the United States, as one-fifth of the whole
deposits. Even these, in 8o far as they exceed the cash
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held by the banks-~the only money not of its own manu-
facture the bank has to lend—were created in the first
instance by the banks themselves. It is true that, up.to
the time of the War—which then saw the money of the
country multiplied almost suddenly two and a half times
—the creation of this money was a gradual affair extending
over a century. Custom has confirmed the banker in his
enjoyment of it, and made it quite out of the question ever *
todecreateit. Butitis not his, as he himself would probably
be the first to admit, if it were a question of his spending
instead of lending it. It is, as we have seen, the virtual
wealth of the community as a whole.

THE BREAKDOWN OF THE MONETARY SysTEM; THE
-MORATORIUM.

The outbreak of the Great War revealed the complete
unsoundness of our currency system. On July 24, 1914,
Austria sent its ultimatum to Serbia. The world’s Stock
Exchanges, of course, took fright and ceased to function.
On the last day of that month the London and New
York Exchanges followed the example of the Continental
Bourses and closed their doors. Securities of all kinds
became temporarily unsaleable. By August 6th a general
moratorium was declared. The banks only possessing a
small reserve of money against their money liabilities to
the public were quite unable to call in. their loans and to
attempt to recover the money which the system had allowed
them to loan without possessing. It could not adopt the
usual plan of selling at any sacrifite the collateral securities
deposited by, and the property of, the borrowers so long
-a8 the Stock Exchange remained closed. The country had
80 ' economised ” in the use of money that there literally
did not ezist in the country one-sixth of the amount that
those owning money were legally. entitled to, or one-fifth
of the amount upon which industry was paying interest.
If the Stock Exchanges had not shut and it had been
attempted to sell the securities to repay the loans created,
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this fact would have become most painfully obvious.
Those to whom the credits had been granted, of course did
not own the money, but had exchanged it for wealth with
the owners of wealth, whereby former owners of wealth
and not the borrowers now legally owned the money that
had no existence. The loans could only therefore be got
back, if recalled, by a forced sale of the borrowers’ collateral

- securities at any price they would fetch. *In the end”
the currency would have been reduced to a mere fraction
of its former amount, and prices also. Whereas we have
seen that it is very difficult to reduce prices by constricting
the currency, because the producers of wealth will not sell
below cost price unless forced to do so. The fraction of
the currency that the banks would have recovered by the
forced sale of their debtors’ collateral securities and of all
that they themselves possessed in the way of wealth would
have been insignificant. In other words, they would have
been hopelessly ruined, and those who had deposited
their money with them would have lost it but for the
moratorium.

Naturally the Government had to resume the responsi-
bility for the regulation of the currency which the nominal
political rulers of the country in the nineteenth century
had shirked and passed on to private firms. It did what
ought to have been dome from the very commencement of
the Industrial Revolution. It printed real money—money,
that is to say, which the owner owns, not money on an
unseen string to be called back and put out of circulation
at the first financial panic by a power behind the throne.
But unfortunately every Treasury note so printed and
exchanged for wealth to pay for the cost of the War was
multiplied in the old ratio by the banking system, now
restored to solvency, and quite relieved from any risk of
failing under any circumstances. These credits being only
lent passed, of course, into the cirgulation without paying
for anything at all. The necessity for financing the War
was unavoidable, but the question bas been much discussed
as to the methods adopted. Let us examine them.
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War FINANCE.

Patriotic people in this country-—and for that matter
in Germa.ny—were urged to invest money in War Loans
to help to win the War, and did so. Some of the very
curious consequences that arise from the fact that the same
money circulates in an endless round, though the pro-
duction and cohsumption of wealth is continuous, were
then seen in their proper light probably for the first time.
The more the nations spent the more they found they could
spend—the flow idea, as. contrasted with the store idea,
that the more you spend the less you have left to spend,
and the more you have to abstain from spending in future
to replenish the store. The more people lent to finance
the War, the more they found they had to lend among those
classes of the community engaged in production. But
all classes were encouraged to lend, and if they had no
money to lend the country to help it to win the War, they
could run into debt to the banks, and pay out of what
they expected to have in the future. For every Treasury
note printed and deposited in the banks enabled them to
lend six or more pounds as credit, and the new War Loan
the borrower would receive was a sufficient collateral
security for the loan. The Bank of England issued circulars
offering to lend at 3 per cent the money necessary to secure
War Loan upon which the taxpayer was to provide 4 per
cent. So that for each pound the taxpayer contributed,
the bank would receive 15s. and‘the bogus subscriber 5s.
The bank took no risk, for it would hold the new script
as ocollateral security for.the loan until the debt was
redeemed. This transaction is merely a rather clearer
example than usual of the process of saddling upon the
taxpayer the interest charges upon fictitious loans.

The amount of the War Loans so raised, apart from
the American debt, was of the order of £M7,000, and the
charges for interest amount roughly to a million pounds a
day. The total amount of money in the possession of
the public we have seen was about £M1,200 before the War

13
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and about £M2,700 in 1920. A small part only of the
increase was due to the issue of Treasury notes, probably
not more than one-fifth. It is a great pity that the exact
amount issued does not seem to be publicly known.

The point has been argued whether a larger part, or
even the whole of the War expenditure, could not have been
levied by taxation, since if people have spare money to
«invest, in theory at least, the State ought to be able to get
at it by taxation. It will be generally admitted that taxa-
tion is too indiscriminaté and impersonal to extract only
money from the pockets of those with spare cash and to
leave those who have none uninjured. In the stress of
war more urgent matters call for consideration than the
devising of new methods of taxation to strike at the affluent
and miss the indigent. It would have made the War un-
popular in the City, and that is the same as saying that,
for good or evil, it could not have been * fought to a
finish.”

Apart from printing money, taxation and selling foreign
securities to pay for goods received from foreign countries,
all of which methods the State employed, it relied upon the
patriotism of its citizens to subscribe liberally to War
Loans, which they did to the extent of £M7,000, of greatly
depreciated money. The ostensible object was to stop
the people who subscribed from spending either what
they had, or, in the case of those who borrowed from the
banks, what they would receive in the future, so that they
should not compete in the market for and inflate the
prices of the goods the State needed, or would need, for
the conduct of the Wary or, now the War is over, for its
normal life.

Observe the nature of the contract. We, the taxpayers,
are pledged to pay you, an individual, £5 a year for ever
after, till the loan is repaid, for every £100 of purchasing
power you have agreed to forgo. (If the State had not
been afraid of individuals exercising their purchasing power,
it could have printed and not borrowed the money.
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Tex Repvorto 4p ABsurousm oF THE MODERN
MONETARY SYSTEM.

It is perfectly legitimate for an individual to recover
his purchasing power by selling his script and so reducing
the purchasing power of somebody blse, thereby leaving the
total unchanged. But as things are, he need not do so.
He merely needs to deposit it at the bank, and, as a gilt-.
edged security, it would be acceptable immediately as
collateral security, though really’productive wealth, such
as a factory as & going concern, might not be so acceptable.
This is one of the by no means minor absurdities of private
banking : dead debts are preferred to wealth as security
simply because backed by the national powers of taxation.

When the bank accepts War Loan as a collateral security
the borrower pays the bank the current bank-rate of
interest to do precisely what the State pays him out of
the pockets of the taxpayer 5 per cent per annum not to
do. Actually the taxpayer pays the tax, not to but only
via the bond-holder to the bank, for doing precisely what
the tax was imposed to prevent being done. Thus easily
in this simple case we arrive at the reductio ad absurdum
of the modern money system.

How THER TAYPAYER PAYS £M100 A YEAR INTEREST OX
NoN-Ex1sTENT MONEY.

We have seen that something of the order of two thou-
- sand million pounds have been created by the banks.
Lent at interest, it brings in a revenne of some £M100 a
year at a bank-rate of 5 per cent.” The effect of this crea-
tion on prices is completely and absolutely indistingnishable
from that of national money. It is unnecessary to print
£M2,000 worth of £1 Treasury notes, .and put them into
circulation. They would merely take up storage room
in the vaults of the b&nk until the next war or financial
panic, when they can be so much more easily printed if
required. But there is no reason to continue to pay the
£M100 per annum out of the taxes. Although the money
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has no physical existence, and, except in times of crisis,
" does not need to have, owing to the popularity of the cheque
system, the legal titles to claim it exist and are owned by
genuine depositors.

If anyone wants a loan of currency on the security of
a holding of War Loan, and can get it in a roundabout
way by an increase of the total currency, clearly it is an
elementary principle of business that the State should
cancel the debt and itself issue the money to pay for it.
The money 18 issued in either case with effects indistinguish-
able, whether it is bank credit or national money. But,
if the State issued it in exchange for fresh currency, it
would relieve the taxpayer from the necessity of paying
interest, and the original contract would thus be terminated
in a business-like manner fair to both parties.

The old extreme laissez-faire policy of individualistic
economics jealously denied to the State the right of com-
peting in any way with individuals in the ownership of
productive enterprise, out of which monetary interest or
profit can be made, and this was ignorantly extended even
to the virtual wealth of the community. Individualistio
economics, regarding money as wealth instead of debt,
hands over to individuals the power of issuing money, and
leaves to the taxpayer the duty of paying interest for the
issue. The State, at any time it wishes, can relieve the
taxpayer of some £M100 a year, or 28. 6d. in the £ It
has merely to buy back in the open market £M2,000 of
War Loan with genuine new money to replace that created
by the banks, £ for £ of the bank credit they issue, so
enabling them to meet their liabilities at all times. The State
must recover its sole prerogative in the issue of money, and
make it impossible for the banks to issue money which
they do not possess or which has not been surrendered into
their charge by the owner as a definite time-deposit as
distinct from a deposit in currente account. This would
terminate the absurdity of taxing one set of people to
prevent the currency being increased and handing over the
taxes to another set who are increasing it. The situation
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is that £M2,000 is in circulation by cheque and forms part
of the total currency which determines the level of prices,
but the formal tokens acknowledging the indebtedness of
the community to the holders have not yet been issued by
the State, and no valuable consideration has been received
for them by the State. Therefore, let them be issued.

Tae REMEDY.

Let us consider the nature of this transaction a little
more in detail. We have seen that the purchasing power of
the nation, as gauged by the total amount of Bank Deposits
added to the total amount bf currency in circulation, was
estimated by McKenna in 1920 to be £M2,693 (p. 159).
For the purposes of illustration, we will assume that the
total amount of national money (coins and Treasury notes)
to-day is £M700, and of bank credit £M2,000. It is of
about this order as a maximum, but does not seem to be
exactly known to the public. It is simpler to have concrete
round figures in mind, but, of course, the argament does
not depend upon the figures assumed being correct. What-
ever they may be, the appropriate adjustment can be made
by the reader, as the principle only is under discussion.

The State having decided to regover its lost prerogative
of issuing money legislates to that effect, and notifies the
banks that henceforth, after a reasonable interval, they
must not lend money in current account, but only money
surrendered into their keeping for a definite period under
a proper deed of transfer or.other authorised legal form.
A suitable scale of stamp duties, on such deeds could be
devised, so that it was not profitable for them to be taken
out for finicking periods, in order to‘avoid the intentions of
the Act being made a dead letter by some new development
of the system of purely fictitious loans.

The situation then i is:

(1) The banks now lose one of their sources of income
and must be conducted on the same principles as
other business services, charging their clients for
keeping their accounts.
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(2) The debtors—owing the banks £M2,000 in aggre-
gate, and owning for the most part collateral
securities or other property against which the
loan has been jssued—must either sell their securi-
ties or find someone who has the money—either
mdlvidua.ls or the State—genuinely to lend it to
them.’

(3) The State has ultimately to issue £M2,000 of new
national money, and with it buy back and cancel
£M2,000 worth of National Debt.

(4) This new money has in future to be held by the
banks, £ for £ of deposits in current account, so that
instead of their keeping a safe proportion of their
depositors’ money as at present, they must keep
the whole.

There is no difficulty or danger to be feared in carrying
out this operation, provided it were conducted with ordinary
financial prudence and acumen. The banks themselves
could, with the co-operation of their clients, no doubt easily
provide the whole £M2,000 of national securities to be
liquidated. It represents less than one-quarter of the
amount in existence, and, if they had not so much in their
possession already in the form of collateral securities, it
would be a simple Stock Exchange matter to exchange
other non-national collateral securities for them to the
requisite amount. Mr. Withers’ ! office-boy in the City
no doubt would be able to explain, if consulted.
~ The position, then, is that all purely fictitious loans have
been terminated. The amount of money in the country
has not been affected by the transaction, and, indeed, the
general public would only know that it had been carried out
by the consequent reduction of taxation.

The banks are now solvent in foul financial weather as
well as fair. Not a single legitimate feature of their busi-
ness as moneylenders has been touched. They can lend
money at interest as before provided they, or the owners

1 Bankers and Credit, p. 200.



A NATIONAL MONEY SYSTEM 199

of the money lent, genuinely do transfer the ownership of
it to the borrower and give up the use of it. In so far as
the loans to industry were due to simple deficit of legal
tender, they will have been repaid and industry freed from
the incubus by the sale of collateral securities in-the debtors’
possession. In so far ss they are not, {khey\would be
continued as genuine and legitimate transactions' between
the industries and the lending public. b

The way is then cleared for the future task of keeping
the index number of prices and the purchasing power of
money constant by issuing or withdrawing it, as the virtual
wealth of the community grows or diminishes. We have
dealt with how the issue could be effected. Its withdrawal,
if necessary, is the converso—the State issues a new loan
to the public and destroys the money so obtained. Or,
alternatively, the State imposes ad hoc taxation destroying
the currency so obtained.

THE STILL .UNSOLVED PROBLEM.

But we have still much ground to cover if \we are to
understand the laws to be obeyed by a community, before it
can keep its money from depreciating and its prpduction
of wealth a maximum, so that neither capital ngr lahour
is involuntarily unemployed. That is a task which bas
never yet been achieved, and a problem that has bsiffled the
entire world. It is insoluble if we permit money:to vary
in purchasing power and do not distinguish between genuine
-and fictitious loans. But if we say our money:shall be
made of constant purchasing power and issued:for.that
sole .end, and ensure that all loans must be gennine, we
can then easily find the general form of the law as regards
the relation between that issue and the accompanying
abstinence (genuine loans) required to tune up industry
from one level of production to a higher level until all
available capital and labour are absorbed.



CHAPTER'X
THE PRINCIPLE OF VIRTUAL WEALTH

Hica FinaNcE or Hiaer TrEAsoN ?

LET us take a breathing space, to come out from the trees
and look again at the wood. At the close of the War,
which had shaken us all out of ourselves, it did seem that
a favourable atmosphere had been created in which to
mould our national life nearer to the heart’s desire. New
things were then not necessarily untrue. But now we
seem back to a resigned and fatalistic habit of mind which
regards our failures as inevitable and part of the natural
order of the universe. The upshot of our incursions into the
scientific aspect of the social question is that the monetary
system of the world is false and absurd, and that without
minute attention to this little understood mechanism for
distributing the products of industry, it is not much use
thinking about where we all want to go and the supreme
importance of our getting there. Politicians of all parties
never tire-of this easy theme, but each and all seem anxious
to discuss anything and everything rather than money,
which has us all in its absolute uncontrolled grip. There is
an almost complete boycott of the subject in the Press.
It seems impossible to get any of the essential data plainly
and unequivocally made public, and for definite statistics
one usually has to go to the U.S.A. for illustration. The
British public surely has right to information about its
own system and to public and impartial inquiry and dis-
cussion concerning this new power, into whose hands it has
been delivered over without its knowledge or consent.
Science, as was plain enough to everyone during the
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War, is amply capable of providing more than can possibly
be required to enable everyone, able and willing to earn
their livelihood, with the opportunity to live a decent life
in healthy and adequate dwellings. The reward it should
offer for efficient work should not be ever more and more
work in competition with machinery, but leisure, honest
and well-earned, to cultivate higher faculties and live on
a less animal-like plane. True, there are plenty of people
of medieval views, carefully fostered by lack of education
in our schools and universities, still ignorant of this, but
facts in the way of masses of unemployed, factories working
part-time, and land being allowed to go back out of cultiva-
tion, tell their own story. The conflict plainly is between
science and finance.

It is, at best, but the counterpart of the busman’s holiday
to attempt to get people to devote their leisure hours to
the study of the mechanism that drives them about their
daily routine. But for all that, it is fascinating to think
of ourselves at the wheel instead of being driven. It
is the first step towards understanding the difference between
the money we all know and the high finance so few get the
opportunity to learn about. Instead of spending our whole
‘working energies in the endeavour to find some employ-
ment, however uncongenial, in which to exchange our
undervalued services for crisp new Treasury notes—which in
these days of mass-production cannot cost very much
more than postage-stamps to print—would it not be a
change if we woke up one morning to find somehow ourselves
running the printing machine and everyone else offering
us everything they have to give in the way of labour, ser-
vices, commodities, and the produce of industry in exchange
for our coveted pieces of paper  High Finance has obvious
advantages considered as a vocation.

But this the unimaginative and stolid politician will
tell us is not High Finance, but High Treason against the
State. That is precisely what it has from the dawn of
history been always considered, and, before it got Britain
by the nose—if a bulldog can be said to bave a nose—it
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would have been thought worthy of publicity rather than
.concealment.

THE PRINCIPLE OF VIRTUAL WEALTH,

Let us take a survey of ourselves as we are—many of
us priding ourselves on our hard-headed business and com-
merical acumen, some on our intellectual curiosity, others on

‘our common sense, and none of us obviously escaped lunatics.

We all of us have wants and desires of every descrip-
tion, which we should satisfy if only we could * afford
it, of every degree of urgency or expediency, from a lack
of proper nourishment and raiment to a mild hankering
after a better motor-car or the latest in fashionable Russian
footwear.* Yet we all carry on our persons legal claims in
the way of money to these things, and we do not exercise
our claims to these things. Rather we prefer paper tokens
setting forth various 10 or less per cent truths about
George V being, by the grace of God, King of all Great
Britain, Defender of the Faith, and Emperor of India. But
these tangible and existing tokens, which the public prefer
to the things they really need are, as it were, the emall
change of commerce, almost mmgmﬁcant compared with
vastly greater equally valid claims in bank accounts for'
which no tokens exist.

Every one of us, as individuals, regard these monetary
holdings as at least as valuable as the actual wealth they
would exchange for. There is no compulsion in the choice
other than the individual’s own preference. It is, more-
over, the normal and permanent condition of society, for as
each individual in turn exXercises his purchasing power and
obtains the reality in lieu of the token or credit, he merely
exchanges it with another individual, who then in turn
abstains from the wealth to which he is entitled. Though
the vast majority have none -too much money, yet the
aggregate of all our individual possessions of this Virtual
Wealth is colossal. In 1920 it amounted, according to
McKenna, to two thousand seven hundred millions sterling.
As the annual total production of wealth in this country is
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estimated as of the eame order, about £M3,000, it thus
appears that there is nearly a year’s production of the wealth
of this country literally going begging, * glittering prizes ”
waiting to be picked up by sharp brains without producing
anything whatever, and once picked up, well able to hire the
sharpest swords of law, and every other weapon that can be
bought for money right up to the nation’s privately owned
- Press, in its defence. If we calculate in hard cash how much
it is worth to spend in the defence of an unearned income of
some £M100 a year, we may be sure it will not be a case of
sinking the ship for a ha’porth of tar. But this, again,
is a mere nothing compared to the power which the grant-
ing, withholding, and arbitrary cancellation of credit money
confers on those who exercise it. Only one industrialist in
the whole world, so far, Henry Ford, of motor-car fame,
has dared to brave it and has escaped bankruptey.

It is as well to picture sometimes what .crude realities
our idealism comes up against, if we wish to understand
the complete rout of the forces working for progress in the
past century, and their inability to take a step forward
without the ground beneath their feet seeming to slip
back farther than they have advanced. The world is
. getting very tired of the idealist, and the contemplation of
an ever more distant goal. Surely a knowledge of the
muddled idiocies of public finance is worth many a head-
ache to acquire, and is the first necessary step to restore
to the nations their sovereignty and inheritance.

TrE VALUE OF MONEY MEASURED BY THE VIRTUAL
WEALTH.

As indicated at the end of the last chapter, our problem
falls into two distinct parts, which must not be mixed up
but must be considered in logical order. There is the
quantity of money, which must be always proportional to
the virtual wealth of the commuynity if its purchasing
power is to be constant, and there is a very much more
complex question, the circulation of this money from hand
to hand interlocked with the endless flow of wealth from
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production to consumption, much as in a mechanical move-
ment known as the rack and pinion.

In a rack and pinion, each complete turn of the pinion
moves ‘the rack a definite distance in a uniform straight
line. A stabilised currency corresponds with such a mecha-
nism, each circulation of the mpney sends forward from
production to consumption or use the same quantity of
wealth. A currency of variable value corresponds with a
rack and pinion, in which the number of teeth in the pinion,
and, consequently, its diameter, are never the same, but
are continuously varying as it turns. Such a mechanism
it is mechanically impossible to make, wheteas hitherto,
for reasons that will later be apparent, it has been politically
impossible to distribute wealth by means of a currency of
constant purchasing power. Violent alternations over short
periods, and an average decrease of purchasing power over
long periods, have been inevitable.

We may briefly recapitulate the position with regard to
the first part of the problem, and put some of the points
in a slightly different manner. The quantity of money in
a country is the quantity of a peculiar sort of debt that
would exist in that country if theré were no money. It
is not the only sort of debt, but it is the only sort of debt
repayable in any form of purchasable wealth upon demand
at the option of the owner of the debt. There are, of
course, plenty of other sorts of debts, but they are not
repayable in wealth, but in money. So thatall of them have
first to be repaid in money and then becomes repayable
in wealth in general.

Now this debt, though expressed numerically by the
sum total of the country’s money, represents a deficit
of real wealth, composed of all the actual things which the
owners of the money are entitled to possess but voluntarily
go without, or abstain from possessing, to suit their business
or private affairs.

If we think of our own circumstances and the reason
why we need money and have to keep a stock of it, the
same reasons apply to the community as a whole. It



THE PRINCIPLE OF VIRTUAL WEALTH 206

suits some of the people’s convenience and affairs all of
the time, and all of the people’s some of the time, to be
owed rather than to possess wealth, so that they may be
at liberty to select at their own time the sort and quantity
they need at that particular moment in the market and
receive it upon demand in exchange for their money. The
quantity of wealth which it so suits a community not to
possess, though legally entitled to possession on demand,
is worth all the money in the community.

This negative quantity or shortage of wealth is termed
in this -book the Virtual Wealth of the Community. We
may suppose it to be G—where G means the aggregate of
goods, or real things, the community are abstaining from
possessing, and we will first assume that this does not
change. If the quantity of money in the community is
£X, each £1 is worth G/X. Now suppose—whether by the
action of the Stite, the banks, pr of counterfeiters, it
matters not at all—the quantity of money £X is increased
in a certain ratio r to £rX, where r may be 2, 1-5, 1-1,
or any ratio whatever, greater than unity, @ is now worth
£rX, and each £1 is worth G/rX. The owners pf the original
£X now have claims to XG/rX or only GJr, i.e. to only the
1/rth part of what théy had before. The issuers of the
new money, or those to whom they pass it off, hold claims
to the rest G(1 — 1/r). 1f the State issues the new money,
it will be to pay for public expenditure which otherwise
would have to be defrayed by taxation, and if they with-
draw it again from circulation it must be by imposing
taxation and destroying the money so raised. Similarly if
a bank issues it as loan credit, and cancels that credit when
the loan is repaid, instead of re-issuing it, the community
a8 a whole then regains in additional purchasing power of
its money what before it lost. If a counterfeiter passes it
off, what he so gains the individual, in whose possession
the bad money is ultimately found, loses. But until it
is detected, everyone in the community suffers a permanent
loss in the purchasing power of their money, and for this
reason, no doubt, the law has always regarded the uttering
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of false money as a treasonable offence rather than theft,
though the actual counterfeiter gains no more in the one
case than in the other.

If, now, we regard @ as growing gradually and the money
permanently and gradually increased to follow suit, so
as always to keep the purchasing power of the £1 the same
—i.e. now rG/rX, which is the same as G/X—then no in-
‘justice is done to money owners, but the increase of virtual
wealth of the community is appropriated in the first place
by the taxpayer, in the second by the bank, who pass it on
to those who borrow money from them, and in the third
by the counterfeiter.

But how is @ increased or dxmxmshed ?  Only by people
abstaining from possessing what they are fully entitled to
possess, without any payment of interest as reward of
abstinence, to a greater or to a lesser degree than before.
In this the desires and intentions of individuals are not at
all the same as the aggregate effects of those desires. People
may think there is too much money and that there is going
to be less, so that the price-level will fall, or too little and
that there will soon be more, 80 that the price-level will
rise. They may in consequence try to reduce or increase
their holdings of it, but this has clearly no effect on the
total money in existence. What they give up or acquire
others acquire or give up, and it is therefore a very compli-
cated inquiry to ascertain under what circumstances their
desires and intentions have any effect at all on the aggregate
virtual wealth of the community and the purchasing power
of money. We may state without fear of contradiction
that, since the owners of money do not know, in general,
whether money is being increased or decreased until the
subsequent effects on the price-level manifest themselves,
the temporary effect of an increase of the quantity of
money, by conferring new virtual wealth on those before
without it, is to increase it, and comrversely a decrease of
money temporarily decreases by cancellation part of the
virtual wealth. But these are only the initial effects, the
increase in the first case soon being neutralised by rise of
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price-level, but the decrease, in the second case, since the
price-level is reduced more slowly, is more permanent.

THE Musical, CHAIRS ANALOGY.

One can best illustrate this vitally important feature
of all monetary problems by a very homely a.nalogy

In the game of musical chairs, when the music stops the :
ring of players moving round the chairs all instantaneously
try to sit, but there.is always one chair less than the number
of -players. ‘This gives us easily the fundamental idea in
the institution of money. If the instantaneous state of
the nation could be similarly immobilised, there would
always exist, in addition to those in full possession and enjoy-
ment of all the wealth in the country, others with legal
titles to demand it for whom no wealth whatever either
exists or need exist. If a nation’s affairs were liable to be
wound up and the liabilities and assets apportioned, like
those of an individual, then it would be necessary for the
nation to keep in store, or put into the token itself, a quantity
of wealth equal to the ‘quantity of money. But a nation
is a perpetual going ctoncern. In so far as it may through
adversity have to withdraw and cancel part of its money,
it possesses through the right of taxation all that is required
for this purpose. Hence it is quite mistaken to insist
that there must be the equivalent of wealth behind a token
currency. The first essential is that the community should
not be robbed by the issue of token money in the first
instance, and that it should be put into circulation to
pay for costs that would otherwise be defrayed out of
taxation. There need not be any backmg of real wealth.
What is behind the token currency is the necessity for the
members of & modern community to abstain from possessing
all the wealth to which they are entitled, in order to be able
to get what they wang in the form and at the time they
require it.

The second essential is that the new money must not be
issued more rapidly than the virtual wealth of the com-
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munity increases. If the issue is conducted solely according
to the desires of the State to defray expenditure without
imposing taxation, by the banks with sole regard to the
issue that yields the maximum gross amount of interest,
or by the counterfeiter to obtain the greatest quantity of
wealth for nothing, the currency is depreciated and the
creditor class is robbed. If there is no issue, or insufficient
' to keep pace with the growing prosperity of the community,
the much larger debtor class is defrauded. The dead
hand of the past becomes excessive, and the payments
to the rentier an exorbitant fraction of the national income.
Labour, being without agents of ‘production and forced
to borrow the use of them, is in the debtor class and is
permanently depressed by a fall of prices. Being also
remunerated by wages fixed largely by custom and long
term agreements, it is temporarily injured by a rise in
prices. Though, as we have seen, fixing the level of prices
is not a means of ensuring a just wage, but tends, if the
nature of the standard is misunderstood, to stabilise rates
of remuneration, yet it is absolutely essential to have a
definite standard of monetary value before any progress
at all in these further economic problems is even possible.

WHY A STANDARD IS ESSENTIAL.

If politicians decide that it ia essential for easy govern-
ment that people should be led or tricked along the way
they should go for their own good, and that the object in
view had best be secured by some such rapidly depreciating
standard as the gold standard, to lighten the dead hand
of the past without arousing too openly the furies of private
interest, the nation may rest assured that at the game of
deceit in money matters the politician will not prove a
match to those who have made the study of these questions
a means of personal livelihood. So for the rest of this book
we shall accept the advisability of stabilising the purchasing
power of money, with reference to the general price-level
of commodities, as an essential preliminary to any attempt
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to secure justice between all classes of the community.
If, then, further adjustments are required as time goes on,
it is far better that they should be made in the open by the
State’s powers of suitably graduated taxation than deceit-
fully, and with much .unnecessary transference from the
pockets of one class to, another, by tampering with the
standard of value. It is understood that the standard is
essentially a debtor-creditor standard, and does not attempt’
to settle the just wage. It merely clears the way for pos-
sible reform, so that, in future, each step towards progress
will not be more than offset by the ground on which we
are attempting to progress slipping backward beneath our
feet.

INpEX NUMBER.

There is no space in this book for any sufficient explana-
tion of the methods by which economists of recent years
have been able to determine the real value of money, apart
from the large continuous variations of the value of gold.
Those who have developed the subject can best be con-
sultedl It is a technical study much as the absolute
standardisation of weights and measures is a highly technical
and specialised branch of science. But in the one case, as
in the other, this is not in the least a barrier to its useful-
nes§. The fact that no ordinary person is competent to
say whether a pound weight, a yard-stick, or a quart
measure is just or unjust—and on a desert island without
any such existing measures could not J:reproduce them
unaided—does not prevent the use of just weights and
measures in commerce. In the’'end, the question as to
correctness is decided in this country by the National
Physical Laboratory, who check the sub-standards issued
to the inspectors. So one must suppose & body of statisti-
cians, who have devoted their lives to the work, enrolled
and charged with the duty of ascertaining the general trend
of the price-level and periodically reporting their conclu-
sions to the national authority issuing the currency.

1 Compare Irving Fisher, f:nhumg Power of Money.
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The general level of prices is a fact capable of being
ascertained by independent people without important
disagreement in their several conclusions, and it should
nowadays be as impossible for Governments secretly to
tamper with the purchasing power of money as with the
standards of weights and measures.

THE HYPOCRISY OF STANDARDISING WEIGHTS AND
MEASURES AND NoT MONEY.

If the State is to keep faith with all parties the value
of its money must remain constant. It is obviously a
pretence to set up a bureau of national standards and to
maintain an army of inspectors of weights and measures
to ensure that those who buy coals by the ton, cloth by the
yard, or beer by the gallon, shall receive the quantities which
they pay for, when the money itself which is exchanged
for these commodities buys of them more or less according
to the quantity of it that is put into circulation by purely
private lending concerns.

If the nation does not control the issue of its money, it
should give up the pretence of controlling the standards
of weights and measures. It is the very acme of hypocrisy
to enact laws against the utterers of false coins for use,
and against usurers who, however exorbitant their interest,
do, presumably, give up the money they lend, whilst allowing
a creation of the order of two thousand million pounds sterling
of new money for usury by the banks.

The only satisfactory test of the honesty of the currency
is the constancy of its average value in terms of the goods
for which it exchanges. In other words, the Index Number,
which measures the relative cost of living in terms of mone-
tary units, should remain constant at a definite prearranged
value from century to century.

With the expansion of wealth-producing-power due
to science and invention, we have seen that if the quantity
of money in circulation were not increased, the value of
money would increase, but that—owing to the ruination
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of industry if it is compelled to sell its goods below cost
due to the rise in the value of money—what actually ocours
is that the shortage of money tokens paralyses industry,
and instead of prices being reduced, production is. So
that the scientific advance remains utilised, and the nation
preserves its former state as regards production with fewer
employed in the work, whereby unemployment and idle
land and factories are the result. In fact the existing inver-
sion of science and its consequences, from internal destitu-
tion to external insecurity and the phenomenon of world
war, are the consequences of the nations not deliberately
increasing their currency FOR USE, pars passu with the
growth of their prosperity and virtual wealth.

A CURRENCY BASED oN INDEX NUMBER.

We have seen that the purchasing power of the £1 sterling
is the virtual wealth of the community divided by the total
quantity of money. Or,

Virtual Wealth = Quantity of Money X Purchasing Power
-of Money. '

The virtual wealth of a community refers to all the
kinds of wealth that are about to be purchased both in
consumption and production, each kind in relative amounts
the same as those actually being purchased. The Index
Number is the modern way of representing the average
price of goods in terms of the monetary unit, and the pur-
chasing power of money is inversely proportional to the
index number at the time. Thus an index number of 230
means that prices on the average ‘are 2-3 times what they
were at some former time, taken as a standard and given
the value 100. The purchasing power of money with an
index number of 230 is only 100/230 of what it was at the
standard purchasing power of 100. Many index numbers
are used, some concerned with wholesale prices, some with .
retail prices, and some dealing not only with the cost of
commodities but including other expenses of living, as
rent, Tates, and so on. What is wanted is an index that so
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expresses the average money cost of the quantities of the
things required in due relative proportion to maintain an
average family, and then to keep that index number con-
stant by regulating the currency so that always the total
cost of these definite quantities of things shall not vary,
however much they vary in price among themselves. It
does not matter greatly how the various expenses of living
‘are averaged in computing the index number, so long
as the index number adopted is always calculated on the
same principle and not departed from. There might be.
small variations in index numbers differently computed at
the same time, but they would be of quite secondary import-
ance. It might favour one class slightly more than another
to reckon a greater proportion of the total living expenses
going to food, for example, but the differences would be
small, sometimes one way and sometimes another. Fixing
the index number, and altering arbitrarily the total money
80 as to keep the index number always the same, would
suffice for all practical purposes. Exactly how the index
number was made up, if the averaging of the living expenses
was at all reasonably done, would be of minor importance,
and is a matter for expert discussion.

ATt wWHAT VALUE sHOULD MoxEY BE FIxED 1

At what value to fix the index number, or rather, at
what purchasing power of the £1 sterling to call the standard
index number of 100,is, of course, of very great importance,
for thereby the community fixes the ratio in which its
income is to be in future divided as between the present
and the past. If it makes the standard correspond to a
low purchasing power of the £, it lightens the burden of its
past debts—the National Debt and similar securities or
debentures which yield a fixed monetary rate of interest,
and in general all claims which do not depend upon present
-earnings. It will temporarily depress the real wages of
labour, and all professional incomes and salaries in which
the remuneration is fixed by custom and tradition, also
such services as those of transport, where the charges are
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fixed by statute, and will temporarily increase the profits
of those who live by buying and selling, and who receive
as profits the balance left over after working expenses
are paid. But *“in the end ” these will find a new level.
Society has unfortunately become recently accustomed to
large variations in the value of its money, so that the new
level would to-day be more quickly attained, whereas before
the War it would have been a.long-drawn-out fight and the’
cause of much injustice and hardship on those adversely
affected. But all those calls on the communal income
which derive from fixed monetary payments will not alter
in absolute amount, once the index number is fixed. As
Mr, Keynes has put it in the paragraph already quoted, in
discussing the internal affairs of France, and the future value
of the franc, but altering the words italicised to apply
to the question of the index number and to this country.

* If we look ahead, averting our eyes from the ups and
downs which can make and unmake fortunes in the mean-
time, the level of the £ sterling is going to be fixed not by
speculation or the balance of trade, nor even by the outcome
of tho return to the gold-standard, but by the proportion of
his earned income which the British taxpayer will permit
to be taken from him to pay the claims of the British rentier.
The level of the £ sterling will continue to fall until the
commodity value of the pounds due to the rentier has fallen
to a proportion of the national income, which accords with
the habits and mentality of the country.”

The times are highly abnormal, and it may not be yet
possible to do more than provisionally to fix the price-level.
But, even so, it would be a great’political advantage if this
vital question could be decided openly and above board,
and due and sufficient notice given of the nature of any
future change of price-level if that should prove necessary.
This and the issue of the money are the nation’s affair, not
the bank’s. It is their function to keep accounts and lend
money, not to create it, and so determine price-level. In
practice their interests are purely those of the creditor
class, and although under the system they cannot help
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rajsing the price-level by their fictitious loans, they are
always striving to force it back, though their decisions
invariably condemn those, who have staked their fortunes
upon producing the things which the community needs, to
loss if not ruin, and the community to an artificially in-
creased burden of indebtedness. |,

If the price-level is held constant, money values express
real values, and the total quantity of money accurately
expresses the virtual wealth of the community.

RELATION BETWEEN PRICE AND GooDS.

Thus although at first sight a highly curious and un-
certain quantity, virtual wealth is a very definite one, and
its measurement presents rno real difficulty. With con-
stant quantity of money, it is proportional to the purchasing
power of the money or inversely proportional to the index
number of price-level. With constant index number of
price-level it is measured by the quantity of money. Its use
avoids certain difficulties which beset the quantity theory
of money, which we have seen only works in practice one
way. The latter pretends to correlate price not only with
the quantity of money, but also with the positive quantity
of existing goods, rather than with the negative quantity of
goods abstained from, though whether the quantity which
affects the price is the total gquantity, the quantity of
stocks in course of production as well as already produced,
or the quantity actually in the market awaiting sale at the
moment, is not made clear.

In reality it correlateg price with the amount of money
expended on the goods bought and sold in a year, which is a
definition rather than an explanation of price, and the
amount of money expended on goods in a year with
the quantity of money and the number of times it is
expended, which again is repetitional. It establishes no
other relation whatever between price and goods, beyond
that in the equatioen

Price = Money expended -~ Goods scld and purchased.
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Whereas the virtual wealth is quite independent of this
complication, as itself, like the quantity of money which it
measures the value of, it is a quantity and not a rate. The
causes that produce a change of virtual wealth are largely
psychological. This is sometimes recognised in the state-
ment that it is only the, quantity of money in circulation
that can affect prices, and that the part hoarded cannot
exert any influence. But there is by no means any sharp’
difference. A manufacturer is always deciding from day
to day the question whether to hoard or spend in his busi-
ness, and precisely similar questions affect every individual
purchaser.

There can be no dispute that the value of money is
determined and can only be affected by the quantities of
goods people in the aggregate voluntarily abstain from
enjoying, and only indirectly by the quantitiesin the market
for sale. But this view does not even pretend to answer
the further-question how the goods offered for sale affect
people’s sncomes either real or monetary, except in so far
as to suggest that habit and necessity will at any particular
period prescribe some most convenient ratio between
virtual wealth and income, which, if disturbed, will tend
to come back to its original value.

VIRTUAL WEALTH AND INCOMES.

We shall make no exhaustive attempt here to analyse
virtual wealth, but shall ‘treat it as a fact capable of
measurement by the price-level. But it may be of help
to trace further the consequencés of individuals trying to
increase or decrease their virtual wealth.

To simplify the issue, let us suppose the total quantity
of money is unchanged, and consider a purchaser deciding
that, in future, instead of keeping in the house, or the bank,
money sufficient on the average for a month’s housekeeping,
he will keep only enough for a week. He consequently
buys at once three weeks’ supplies, and that is all he can
do. If the shopkeepers took no action, all that would have



216 WEALTH, VIRTUAL WEALTH AND DEBT

occurred would have been that the buyer’s individual
virtual wealth had decreased, but that of other people had
increased to the same extent, and there would be no change.
But if the shopkeepers refused to retain the extra money,
and passed it on, and even if everyone equally tried to
reduce his virtual wealth, then it must not be rashly assumed
that the virtual wealth of the community as a whole would
‘have diminished. We must remember the musical chair
analogy. Individuals may balance the pleasures of the
table against the moral and ®sthetic satisfaction that is
engendered by gloating over crisp exemplars of the art of
engraving, but for the community it is a case of Hobson's
choice. Someone has got to own all the money in the
community, and not own the wealth it can buy, whether
they want to or not. The speed or reluctance with which
they pass it on, or grudgingly part with it, to others less
or more clever or fortunate than themselves, does not
necessarily affect the virtual wealth or the purchasing power
of money,

Thus with the total money constant, the desire to pass
off money more quickly than before, if general, means that
people on the whole receive it more quickly than before.
Their monetary incomes increase, but whether their real
incomes increase or not depends upon whether the quickened
demand operates to increase the supplies. It has this
tendency, for the retailer finding his stocks depleted will
order more, thus transmitting the stimulus of demand, so
that more goods are produced, more wages and profits
earned, and the money comes round more quickly to pur-
chase the increased production. But, in general, there
would probably be some rise of price as well, and to this
extent, a consequent decrease of the aggregate virtual
wealth along with some increase of real incomes, caused by
the desire of everyone to diminish their virtual wealth.
Conversely a general desire to increase virtual wealth
tends to increase it, but it also diminishes money incomes
and to a smaller extent, probably, real incomes.

This point of view certainly brings out vividly the effect
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.of everyone’s desire to possess more money. The only
way for everyone to possess more money is to increase the
total quantity of money. If this is not done, the desire
operates to reduce the national monetary income. Most
people are beginning to realise that life itself is not a quantity
but a rate, and that it is far more important to possess a
big income than & large sum of money. If all people acted
oppositely to their natural inclinations, and refused to retain -
any money a moment longer than they could help, the
national monetary income would thereby be increased.
Whilst the desire to possess more or less money cannot
affect the total quantity of money, it can and does affect
incomes in the opposite sense ; the more freely the nation
spends money the more money it has to spend, and the less
freely it spends the less it has to spend. The universal
desire to possess money is not to be confused with the desire
for leisure and the disinclination tq9 work, but is its exact
opposite. People who possess money and desire to con-
tinue possessing it have to forgo spending it faster than
they are receiving it. Those who will work ‘only under the
stimulus of an empty larder are trying to reduce their
money, i.e. their virtual wealth, to a mipimum. Under
the system described, individuals would be free to keep as
much or as little money precisely as they chose without
interfering in the least with the circulation of money or the
production of wealth. It would be possible to make the
latter a maximum, so that neither labour nor capital was
unemployed, however avaricious people were, and loth to
pass on the money they received. :

HoarpIiNG AND Murvuarn CRrEDIT.

If the price-level, rather than the quantity of money,
is kept constant, two of the main factors which affect the
virtual woalth of a country, in opposite directions, are
first, hoarding, which increases it, and secondly, mutual
credit or lending, which diminishes it. Under a precious
metal currency the first is an evil and the second a benefit,
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but under a stabilised paper currency the position is .
reversed. We have seen that the only part of the nation’s
credit different from an individual’s power of running into
debt is the virtual wealth. Toincrease the latter means that
people voluntarily abstain to a greater extent than before,
which enables, and indeed should compel, the nation to pay
part of its expenses by the issue of new money. Hoarding as
* a practice increases the virtual wealth and enablea the nation
to that extent to run into debt without paying interest.
Clearly when a miser’s hoards are put back into circulation
the virtual wealth is diminished to this extent. In the
opposite category, the much vaunted financial expedients
in the economising of money diminish the virtual wealth
and the quantity of money corresponding with a given
price-level.

It is instructive to consider a simplified example. If
we take the case of an agriculturist and his annual crops,
and suppose that, just before his harvest, he has no money
and no wealth, finished and ready for sale. When the
harvest is reaped he has, say, fH, when it is sold he has
£H, and for a year this sum then steadily diminishes till at
the next harvest it is zero again. Now bring in a merchant
agreeing with the farmer to give one another mutual credit,
so that just before the harvest the farmer instead of having
no money owes the merchant £H/2. The merchant from
the sale of last year’s harvest would have £H, but as the
farmer owes him £H/2, has only £H/2. The harvest when
reaped is thus now sold by the farmer to the merchant
for £H/2. Half-way through the year the farmer has ex-
hausted his money, and «the merchant has sold half the
crop for £H/2, whish he lends again to the farmer. In this
way only half as much money is necessary as would have
been required but for mutual credit. If, again, the farmer
parts with his crop, half to repay a debt of £H/2, quarter
for payment of £H/4, and gives the merchant credit for
the remaining £H/4, clearly only one-fourth as much money
as before is required. These mutual arrangements between
individuals take the place of the precisely similar ones
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between the individual and the community, which the
institution of money effects. It is one thing to regard as
beneficent such methods of economising in the use of cur-
rency, when its provision entailed much waste of labour
in the search for the precious metals, but quite another
when, without any laboyr at all, people can be released
from the necessity of contracting such mutual indebtedness
and given the comfort of owing nothing to anybody by the’
right use of paper money. Bilgram (loc. cit.) estimates
the sum total of debts on which interest must be paid as
probably four times the amount of currency, including
deposit currency, in use in the U.S.A., and that the yearly -
interest payments * absorb ” more than a quarter of the
whole currency. This is no doubt excellent from the
oreditors’ standpoint, but there can be little doubt also
that the debtors would prefer and be less fleeced under a
system where the money was not 80 overworked.

AN ANALOGY TO THE Govr.nxon OF A STEaM ENGINE.

Fortunately it is entirely unnecelsa.ry to go further
into all these complicated paradoxes. * We should be lost
in endless calculations.” It is as manifest an absurdity
to try to calculate the precise effect of all the relevant
ciroumstances upon the general price-level, as to calculate
the effect on the speed of a steam engine of each unknown
variation from moment to moment in the load, the lubrica-~
tion, and the supply of steam. Nevertheless, the speed
of a steam engine is regulated automatically with the utmost
ease. The speed of the engine, which is the integrated and
determinable result of every factor which operates in the
working of the engine, itself, by means of a governor, opens
or closes the throttle admitting steam, opening it should
the speed fall off, and closing it should the speed increase.

On this analogy, the price is the integrated and deter-
minable result of all the separate and indeterminable factors
which affect the working of the industrial system and the
virtual wealth of the community. It is measured by the
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index number which expresses the cost of living in monetary
units. A governor of price-levels would increase the cur-
rency in circulation gradually as the industrial machine
was given a larger and larger load, just as the governor of a
steam engine under the same conditions would gradually
increase the quantity of steam admitted from the boiler.
When the maximum amount of wealth the industrial
system can produce is being produced, just as when the
maximum amount of steam the boiler can furnish is being
used, a larger demand will raise prices in the one case and
reduce the speed in the other.

A REPLY TO SOME MISUNDERSTANDINGS.

We must, in contemplating the proposed system, shake
off some of the illusions induced by the experiences of the
operation of the old system. It is undeniable that wealth
could be increased, and that millions of workers, much un-
employed land and capital are waiting financial permission
to increase production. It is undeniable that science has in-
creased, and still is increasing, the factor of haman efficiency
in producing wealth. It is undeniable that an increase in
the quantity of money in circulation without a correspond-
ing increase in the rate of wealth-production does increase
prices. But the experience that it is practically impoasible
to reduce prices by contracting the currency, without at
the ‘same time contracting production and ruining those
engaged in industry, is derived from our haphazard system,

By hypothesis, on the new system prices are kept con-
stant, so far as any varihtion of them is detectable by its
effect on index number. Skilled statisticians would detect
the tendency to rise or fall before the public became aware
of it in their marketing, just as the governor of a steam
engine detects the tendency for the speed to increase or
diminish before it can be ascertained by the eye or otherwise
than by a very delicate instrument. The reasons why a
contraction of the currency does not, in fact, reduce prices
do not operate when prices are maintained constant by an
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"automatic regulation of the currency by index number.
Industry is ruined not by the constancy of prices, but by
their fall, by stocks becoming unsaleable except below
cost. A contraction of the currency to check an upward
tendency of prices would ruin nobody, though after the
upward tendency has occurred, the contraction iz powerless
to bring them down again without imposing still graver
evils.

Hence, although there is every reason to suppose, 8o
long at least as science and invention continue to develop,
that the task of the statisticians advising as to the volume
of currency the nation required, would be at first, and for

a long time, the easy task of advising the issue of more
money, should the necessity arise for them to advise a con-
traction of the currency, there is no reason to anticipate the

evil effects that now attend the contraction of the currency
after prices have already greatly risen.

In an age of scientific expansion and powerful incentives
towards ‘“saving,” a time of rising prices, under a free
monetary system, implies a time of war, civil commotion,
pestilence or famine, whereby the revenue of wealth falls
off, not, as at present, a time of boom and speculation, due
to the quantity of money being arbitrarily increased. Of
course to the speculator and profiteer, although probably
not to the solid business man, if any such remain, the
system will naturally appear to work the wrong way. So,
far from a time of rising prices being regarded as a calamity
to be avoided at all costs, it will be regarded as a time of
expansive prosperity. Mr. Hartley Withers, discussing the
writer’'s proposals, makes this . illuminating comment.!
After approving of the plan of issuing the mew money
required to maintain the constancy of prices, by repur-
chasing and destroying the equivalent amount of State
Debt, as *“a simple and inexpensive operation,” he pro-
ceeds :

* But when it is the other way about, and debt is issued
s0 as to contract currency at a time of rising prices, the

1 Bankers and Credit, p. 244.
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process seems likely to be both expensive and unpopular.
No use could be made by the Government of the currency
received from subscribers to the new loan; it would have
to be destroyed to carry out the scheme, and 2o the opera-
tion would be dead loss ; at a time of expansive prosperity
implied by the circumstances, the Government would prob-
ably have to pay a handsome rate to get its loan out, and
it would have to lay this sacrifice on the shoulders of the
taxpayer, knowing that thereby, if the measure succeeded,
it would be checking the rise of prices that makes the
business world so happy.”

It is a curious commentary upon the writer’s thesis
that what is wrong with the ruling classes of the world is
that they begin by mistaking debt for wealth, and end by
regarding scarcity as expansive prosperity. At the same
time the passage illustrates the almost incredible state of
fog in the minds of those supposed to be financial experts
when matters of national rather than of individual finance
are under consideration. To redeem National Debt is an
act of financial rectitude, provided for by honest Chancellors
of the Exchequer by the Sinking Fund, into which anyexcess
of money extracted by taxation automatically flows. But
to destroy Treasury notes extracted by the same process is
“dead loss.” It makes one wonder whether those who are
responsible for the Nation’s finances realise that National
securities and money are both wealth from the standpoint
of the individual owner and both debt from the standpoint
of the community. The only difference is that the one is a
deferred debt, not repayable on demand, and the other a
debt repayable in wealth on demand.



CHAPTER XI
THE RIDDLE OF THE SPHINX

A SYMBOLISM FOR REPRESENTING EcCoNoMIC
TRANSACTIONS.

WE have gradually drawn in the threads of our analysis
of the nature of money and wealth to the point where it
is necessary to try to obtain a mental picture of the
economic system as a whole and how it works, What is
now required is a simple and informative symbolism or
shorthand to represent sufficiently accurately the industrial
system and the chief economic processes of production,
exchange, and consumption.

Those unfamiliar with the mathematical sciences may
be unaware how powerful a weapon of research a correct
and informative symbolism is. With regard to the simple
operations of arithmetic, without our systems of figuring,
a life-time’s study would hardly be too much. Before the
days of the Arabic numerals—which were really invented
by the Hindus—with its system of nine figures and a zero,
the operations’ of multiplication and division used to be
performed by an elaborate system of empirical rules upon
a calculating frame known as the * abacus.” The most
proficient professional calculators after a life-time at the
work could not attain to thé standard reached under the
modern system by a school-boy or gxrl .of ten. Something
of the same state of things applies in economics.

For lack of simple means of expressing the operations
of industry and commerce, chiefly so as to keep on record
the totality of the important facts, during the changes of
ownership of which they essentially consist, even elementary
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consequences, such as arise, for example, from the con-
tinuous circulation of money, are apt to be unforeseen
until they occur. The difficulty is not reduced but rather
increased by the fact that almost everyone knows and
understands one aspect of the system quite thoroughly.
It is necessary rather to see the whole at one glance. The
first step is to represent the changes of ownership that
occur in barter. This may be done as shown in Fig. 2.
Thick broken lines are used to indicate the flow of wealth
with the arrow pointing from production to consumption.
Barter would then be represented as in the figure, where
two such streams of wealth are shown meeting at a mart, A,
in which the individual owner of one kind of wealth detaches
himself from it and attaches himself to the other kind of
wealth. The paths of the owners arriving at the mart
with one kind and going off with another kind of wealth
. are thus shown by thin lines beside the streams of wealth.

The institution of money enables exchange of ownership
to take place with only one kind of wealth, whereas barter
demands that two kinds should meet at the same place
and the same time. To represent money unbroken thick
lines will be used, the arrows indicating the direction in
which the money is circulating. This is shown in Fig. 3,
which represents the owner of the money, or buyer,
detaching himself at the mart, A, from the money and
attaching himself to the wealth, and the owner of the
wealth, or seller, attaching himself to the money and
detaching himself from the wealth. Money lines are
necessarily, in the final result, closed paths, the same
money circulating and fiot, like the wealth, flowing con-
tinuously on.

The next diagram (Fig. 4) represents commerce, in which
the buyer of wealth for consumption, or consumer, buys
through a middleman or merchant, and the producer of
wealth for money sells through the same middleman. The
path of the wealth is continuous, but it now flows through
two marts, A and B, where it is met by the money stream.
After the first meeting, A, the money stream bifurcates.
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The money arrives at the retail mart A in the pocket of the
consumer, and leaves in the pocket of the middleman.
Part only goes on to the wholesale mart B and buys wealth
from the producer. Another part, representing the mer-
chant’s expenses and profits, doubles back at once to the
consumers’ mart A. The business path of the merchant
is a closed one, travelling with wealth and without money
and then with money and without wealth in an endless
round, inside the productive system. It is difficult to
represent the merchant himself in two places at once, but
we may overcome the difficulty by supposing that it is
his wife and family who trot off to the consumers’ mart
at A again with the profits earned, in order to purchase
the necessaries of life. The whole monetary system is a
system of similar closed paths interlocking with the flow
of wealth. But the further repetition of the processes of
exchange, and of a queue of middlemen travelling in closed
curves, down the wealth stream with wealth and down
the money stream with money, would add nothing new to
the representation of the process beyond what is depicted
in Fig. 4.

It will serve our purpose sufficiently well to represent
the production of wealth in exactly the same way as
occurring in a factory, C (Fig. 5), where a stream of money
owned by the manufacturer is paid out as wages and
originates the flow of wealth out of the raw materials and
natural energies of the globe. We have already given
{Chapter VI) an electrical analogy of the process, but
for present purposes this extremely simple diagrammatic
representation is sufficiedt. We distinguish money inside
the production system in the ownership of merchants and
producers in the streams flowing from A to B to C, from
that outside the system in the hands of consumers in the
streams that all converge at A, the consumers’ mart.
Naturally there may be any number of marts or factories,
or combinations of the two, in which wealth is taken in
from a previous factory and an additional process per-
formed on it before it is passed on to the next. If now,



THE RIDDLE OF THE SPHINX 227

understanding the symbolism, we simplify further by
leaving out the wealth stream altogether, we shall arrive
at something like Fig. 6, representing the monetary circu-
lation only, in which on the left of the diagram the money
is in the hands of consumers outside the system and on
the right in the hands of producers and merchants inside
the system. It is simply a series of closed circuits, all
flowing together through the consumers’ mart M into the:
productive system and out of the productive system through
a number of different marts and factories, as indicated
in the diagram by F, in an endless round. Still further
familiarity with the symbolism will cause a still further
simplification to something like Fig. 7, where the closed
circle represents the clockwise circulation of money, divided
by the vertical line into two sides, the consumers’ and
producers’ sides, and connected by a horizontal * by-pass
for transferring money from one side to the other.

THE SYSTEM IN EQUILIBRIUM.

We will first consider such a system of production
operating in a steady or * equilibrium ”’ state under a
constant price-level, so that monetary quantities form a
true measure of average wealth quantities. That is to say,
we suppose that there is established a certain unchanging
distribution of the money inside and outside the system,
and a certain unchanging quantity of wealth in all stages
of manufacture from start to finish in the system, and a
certain unchanging quantity of still unconsumed wealth
in the possession of the consumers. We do not mean to
say that the money or the wealth are stagnant. An
equilibrium condition is simply one for which, if we' took
two instantaneous photographs at different times, they
would show the same result. Though production and
consumption are going on at full speed all the time, they
reach the point at which they balance, and though the
circulation of money is going on all the time, at any instant
as much flows into any part of the circuits as flows out.
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Then we need not postulate anything at all about what
this equilibrium condition may be. We are solely con-
cerned with tke effects of changes from that condition reckoned
as the datum-line, or starting-point. We are dealing, at
this stage, solely with the monetary system as a closed
circulation, and, until the implications of this are clear,
many further questions, which usually are the only ones
«considered, cannot be considered at all. Our studies are
at first entirely independent of the qaestion as to how the
wealth and money are distributed, as between wages,
salaries, profits and interest. Even if we leave these
questions entirely alone, and accept the distribution, what-
ever it may be, as a fact, without asking whether prices
are fair or exorbitant and services paid for real or imaginary,
we have still a good deal left to understand about the
working of the monetary system.

At first, for simplicity, we shall also take no account
of the equally important question whether permanent or
perishable wealth is being produced, but will rather assume
that, as is at the moment true, the community has both
unemployed labour and capital to bring into productive
operation. That is, we shall assume that fluid or con-
sumable wealth, which actually does flow out of the system
at the consumers’ mart, is being produced, in contra-
distinction to capital or .fixed wealth, which remains in
the industrial system and never comes out at all. Or, on
the analogy to a water system, we shall at first assume the
mains to be capable of distributing a larger volume of
water without enlargement. The relative share of the
product secured by the werkers as wages, by the employer
or merchant as profits, and by the moneylenders as interest,
may be neglected. The effect on the system is independent
of whether the money arriving at the consumers’ mart
comes as wages, profits or interest. In many cases, when
points dealing merely with the general principles that
must be observed for the money to circulate the flow of
wealth, all three may be combined as * price.” With such
simplification, it obviously does not matter whether a
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manufacturer is borrowing money or not, so long as it is
genuinely borrowed and not created. It is sufficient to
represent his profits as divided between himself and his
creditor, if he is carrying on his business on borrowed
money.

“ PRICE” 1S DISTRIBUTED AS WELL AS EXTRACTED.

The next point is that, since we are making no assump:
tions whatever as to how the elements of cost ‘are made
up, there is no distinction whatever between cost price,
sale price, wholesale price, retail price, and so on. Every
£1 that leaves the circuit at F does so as wages, salaries,
profits, interest, or other payments for services, real or
imaginary. At a constant price-level on the average it
puts into the system g£1, and needs the passage of £1 at M
to take it out again. At most we commit an error in the
sequence of events thereby. Thus, if we consider some
quantity £ X that has been put into the system—and for
which £X has been paid out as wages and salaries at F—
to be spoiled or destroyed within the system and never to
come out at all, it is made good by a corresponding diminu-
tion of the manufacturers’ or merchants’ subsequent profits.
If we suppose that there occurs, because of some speculative
cause, a rise in the sale prices of certain goods in the
system—and on a constant price-level a lowering in con-
sequence of the price of the othier things—more profits
than otherwise flow out of the system in that case and less
in others. We are, in fact, defining cost not merely as price
paid by the consumer to take out wealth from the system,
but equally as price paid to the producer for putting it in.
In the long run, if there is no change of the gquantity of
money or in the state of the system, every passage of
money at M is balanced by an equal passage at F. The
one is the measure of the wealth taken out and the other
of that put into the system. If the price-level does not
vary, then not only is the monetary value of the stocks
of fluid manufactured and partly manufactured wealth in
the system, in an equilibrium condition, constant, but
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also the actual average quantities of wecalth are also
constant.

How TO INCREASE PRODUCTION.

We are now entering upon a series of inquiries which
never before seem to have been properly investigated, but
which are vital, once we have the courage of our convic-
‘tions that in a modern industrialised state in a scientific
era the production of wealth for consumption is pbysically
almost indefinitely extensible. We wish to find out pre-
cisely how a given level or volume of production can be
changed to a higher level. We make the necessary stipu-
lation that the price-level shall remain constant during the
operation and that there shall be no fictitious lending.
The increases in the total quantity of money are to be
made by the nation in accordance with the price-level as
the indicator. Clearly the easiest way of rebutting the
assertions that bank credit and fictitious loans, if issued for
production and not for consumption, do not raise prices,
is first to find the conditions under which prices are not
changed in changing from one level of production to another.

So little do the professional economists ever seem to
have envisaged the continuous circulation of money that
puerile and fanciful distinctions are made as to the effects
of putting money into the system at different points of
the circuit and with different psychological intentions, in
general to stimulate either ‘‘ production” or * consump-
tion.” These usually amount to no more than this, that
in the first case new wealth is produced against the new
money and therefore prices cannot rise, whereas in the
second the new money encourages consumption and there-
fore prices must rise.

When we stipulate, as the first essential, that prices
shall remain constant, irrespective of the changes of the
flow of money and of goods, we shall find our system
most extraordinarily obstinate. It requires about the same
amount of patience and intelligence as the solution of a
cross-word puzzle or an acrostic to find the solution of
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the problems we are to put to it. In the very condensed
forms shown, the diagrams .(Figs. 6 and 7) are capable of
yielding much information. The reader is advised to draw
them out on large-scale paper, and ‘with a few different
coloured counters or different kinds of matches, repre-
senting wealth and money, to try for himself the effect of
any proposed scheme for rehabilitating industry. Much
less would then be left for still unexploded authority to,
pronounce upon ex cathedra.

Here are some useful principles that will be found to
emerge as the result of such trials.

Tug Six PossiBLE OPERATIONS.

Six different types of operation are possible.

Two, consumption and production, which alter the
wealth and money in! the system in opposite directions,
leaving their sum total unchanged.

Two, simple transferences of money from consumers to
producers, or vice versa, which leave the wealth in the
system unchanged.

Two, combinations of the above which increase and
decrease the wealth in the system, leaving the money
unchanged.

These are set forth and symbolised in Fig. 8:

(1) Sale for consumption, in which the wealth in the
system is decrcased and the money increased 3 for £

(2) Production for wages, ete., in which the wealth in
the system is increased and the money decreased i for £.

The combination of (1) and (2) to equal extents leaves
both the wealth and the money in the system unchanged.

(3) The sinking of money in’ industry, preparatory to
increasing production.

(4) Withdrawal of money from industry, after ceasing
from production. :

(5) Combination of (3) and (2), whereby the wealth in
the system is increased and the money unchanged.

(6) Combination of (1) and (4), whereby the wealth in
the system is decreased and the money unchanged.

} For the meaning of * in the system ™ see p. 226,
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Operations (1) and (2)—in which wealth and money
exchange £ for if, leaving the sum total, Wealth 4+ Money,
completely unaffected—can effect only temporary fluctua-
tions or oscillations without lasting effect upon the equili-
brium conditions of the system. The rest, which perma-
nently increase or decrease the volume of production, are
in sharp contradistinction, and are'the operations important
to our inquiry.

For let us suppose, with constant price-level, production
is speeded up beyond the normal. A glut of goods and
shortage of money occurs in the industrial system. Again,
an increase of consumption leads to a shortage of money
among consumers. To speed up both equally therc must
be a more copious circulation of money than before, and this
means either more money and more wealth in process of
manufacture or an actual shortening of the time required
for production, which is a natural period, not an arbitrary
one, and a shortening of the time taken for the money to
circulate once round the system, which again is a very
conservative period.

That is to say, not only in the production of wealth,
but also in the circulation of money, the times and quantities
are severally of importance. The physical facts are not
sufficiently expressed merely by their ratio. It may be
correct to speak of the production of wheat as so many
bushels a second, but we must not so lose sight of the fact
that the natural period in which to express the quantity
produced is, in this country at least, one year. So for
every kind of wealth there is & natural period of production
which cannot be curtailed, however much it may be
extended. In the circulation of money we have also not
merely a rate of flow in which £1 a day is identical with
£365 a year.! Especially where the money passes out of
the industrial system into the consumers’ pockets we have

! The * velocity of circulation,” or rapidity of turnover, in the quantity
theory of money—which is simply the average number of times the total
money changes hands in a year—seems to have no important significance
whatever. A more natural period would be the average period of com-
plete circulation back to the starting-point.
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8 succession of jumps—pecunia facit saltum. Profits are
distributed quarterly, half-yearly or yearly; wages weekly,
fortnightly or monthly ; and so on. If we tried to make
a system in equilibrium work at double rate, not only
would there necessarily result a permanent deficit of
finished wealth for sale,* but everyone in receipt of monetary
income would have to bé paid on the average as much as
before twice as often as before. Otherwise there would be-
a shortage of money.

Tar NECESSARY QUANTITY OF MONEY.

Let us go back to the consideration of a system in
‘stable equilibrium and suppose that all consumption and
purchase at M for consumption is suddenly stopped, but
production allowed to go on until all the money in the
industrial system is drained out through F. Then all the
money is outside the system. Again, suppose the.opposite
——consumption and production stopped, but purchase for
consumption going on at M until all the money is drained
out of the consumers’ pockets into the industrial system.
Then all the money is inside the system. Neither operation
affects the sum total of money - wealth, either (1) in the
industrial system, or (2) outside of it. The imaginary
operations merely serve to separate wealth and money and
to put all the one on oue side and all the other on the other.
In an ideal system, probably, the quantity of money should
be equal to that of the finished wealth. If with the last
halfpenny drained out of the consumers’ pockets there is
any finished wealth at all in the industrial system, there
is no money to buy it, and therefore the system is over-
stocked.' If with all the money in the consumers’ pockets
there is more or less finished wealth than this to be purchased
in the indystrial system, either the excess of wealth or of
money cannot be exchanged, or, if exchange were effected,
constancy of prices could not be maintained.

These considerations give us an idea of the correct

" 3 Proved on p. 235.
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quantity of money in a simple state of things where money
and wealth always change hands £ for . This quantity
should be equal to the total stocks of finished wealth in
and outside the system—those awaiting sale in the con-
sumers’ mart plus those already bought and not consumed.
We may call it £Q or £Q. It is affected, in practice, by
hoarding and the granting of mutual credit in opposite
«directions. But the money must bear some d-finite ratio
to the wealth. For simplicity at first we shall neglect
these factors. In such a simple system the quantity of
money inside the system is equal to the quantity of still
unconsumed wealth outside the system, and the quantity
of finished wealth inside the system is equal to the quantity
of money outside the system. So that if consumers have
£X, they will have (@ — X) unconsumed, and the pro-
ducers will have £(Q — X) and ¥ ¥ ready for sale. @Q being
constant, X, as we have seen, may fluctuste without
seriously affecting the system.

Tue Errecr or INCREASING MoOXNEY.

We will first try to see in a broad way the effect of
merely increasing the quantity of money in the system,
neglecting the minutiz concerning the way the new money
is issued and the particular point in the circulation at
which it is introduced. The point is fundame1tal, and it
is very essential to understand clearly what, vith an un-
changing price-level, would actually happen We will
simplify the process of production by distinguishing finished
wealth ready for sale and unfinished or semi-minufactured
wealth, and we will call the average time required from
start to finish for the wealth being producel T weeks.
We will suppose that, through a doubling of the money,
a system in equilibrium doubles its producticn and con-
sumption. If it were producing if4 and spending £4 per
week on consumption before, it mow produc:s and con-
sumes 24 per week. The first week puts in an ad-
ditional A4 of unfinished wealth and takes out the same
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quantity of finished wealth. After T weeks its stocks
of finished wealth are Y AT below the former equilibrium
level, whilst its stocks of unfinished wealth are AT
above it. Assuming these necessary finished stocks exist,
it might be thought that the danger of shortage had
been avoided, as from now on, after the (7' 4- 1)th week,
one A additional finished wealth weekly appears for sale.
But that is not so. For, ever after, stocks of finished
wealth remain AT below the former equilibrium value
and stocks of unfinished wealth £ AT above it, whereas
the new e¢quilibrium of production and consumption
requires that finished stocks should be doubled. The
community, in fact, must permanently put up with less
stocks of wealth for consumption than it had before in-
creasing consumption, and these can never be made up
so long as we confine our operation to types (1) and (2),
the simple exchange of wealth and money.

Tae NEED OF ABSTINEXCE OR SAVING.

We may now consider how the stocks of money and
wealth in the production system are increased and
diminished. The normal circulation of money leaves them,
as we have seen, unaffected, for each £1 pa.ssmg' in and
L1 passing out at M, £1 passes out and 31 passes in at F.
To increase them the flow of money must be by-pa.ssed
as it were, from outside to inside the system without passing
through tho consumers’ mart. This money then flows in
without taling out any wealth, and flows out putting in
wealth, whereby the stocks increase. ‘

This process we have already symbohsed by @

This by-passing of the consnmers’ mart may be effected
in various ways, all alike, however, in requiring genuine
abstinence from consumption. Someone on the way to the
mart to purchase supplies must be induced to lend his money
to the industrialist and abstain from his customary con-
sumption t> that extent. More simply still, the indus-
trialist himself may forgo profits, and, instead of dis-
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tributing them, put them back into his business with the
same result. In either case the manufacturer increases his
production, takes on more workers and diminishes unem-
ployment by passing out the money loaned as wages, ete.,
so putting the equivalent of wealth into the system. If
neither the lending public nor the producera can be induced
to abstain from consumption for such a purpose, they can
be taxed. Hitherto, however, taxation never seems to
have been designed for any purpose other than the payment
of Government expenditure. This obviously is merely a
transference of purchasing power from the pockets of one
set of consumers to those of another, quite futile for our
purpose. But if the proceeds of the tax were not used
to defray Government expenses, but lent to the producers,
it would effect the object arrived at. Again, a Government
loan might be raised from the public in lieu of imposing
taxation and the proceeds lent to the producers. But
struggle with this puzzle how we may, there is no escape
from the initial abstinence if a productive system is to be
built up from a lower to a higher level of production. We
shall later revert to the probable consequences of trying
td avoid this initial abstinence.

We are dealing with the effect produced on an equilibrium
condition by arbitrarily altering one of the factors at a
time. Abstinence from consumption alone is capable of
increasing the stocks of wealth in the system. Similarly,
if we “ by-pass ” the factory and transfer money to the
consumer’s pocket without passing through the productive
system, quite obviously to this extent we drain the equiva-
lent wealth out of the ‘stocks in the industrial system.
This is abstinence from production. It has been symbolised

by @, and normally results from a producer
retiring from business.

THE PROBLEM SOLVED.

Now let us try to envisage the initial and final equili-
brium states of the system in which production and con-
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sumption have been increased by some factor greater
than unity—call it . That is now rX are to be produced
and consumed in the same time as X were. Clearly
everything must be altered by the factor r. If before
£Q sufficed, now we must have £rQ, and so £Q(r — 1) of
new money must be issued. Before consumers had £X
and £(Q — X) still unconsumed, producers £(Q — X) and
£X for sale. Before, also there was some quantity— -
call it ¥S—of semi-manufactured wealth in the system.
Now these quantities must all be multiplied by r. We
have postulated a system in which certain quantities
came into a definite relation as the result of ex-
perience teaching each individual concerned the best
ratio between money and wealth required for the conduct
of his affairs, and clearly if we merely alter the scale it
suffices, as a first approximation, to alter everything pro-
portionally. It is rather a mis-statement of the truth to
picture a physical glut of finished wealth awaiting customers.
What actually happens is that each manufacturer knows
the correct ratio between the volume of business and the
stocks necessary to carry it on in the most efficient way,
and will not depart far from that ratio. It would be a
dead loss to him if he tried to carry too much stock and
he ceases production should his stocks become excessive.
So also he might, for a brief time, try to carry on in a
boom with deficient stocks, but would in practice raise
prices if he could not bring up his stocks to the required
ratio for the efficient conduct of the business.

The task of accumulating an extra £ Q(r — 1) of finished -
stocks in the system is thus accomplished by those, normally
consuming and entitled to consumo, abstaining and trans-
femng their powers of consumption to new workers, who
put in as much as they take out. " Merely hoarding the
money would clearly be worse than useless. This, of
course, is gradually accomplished, in a manner gone into
in more detail later, until the stocks are built up from
raw material to finished products, and the first of the latter
are ready for sale. As fast as this occurs the new
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£Q(r — 1) required to distribute it must be printed and
issued to the consuming public to maintain indefinitely
the new volume of production and consumption at the
higher level. The issue would normally be against Govern-
ment expenditure, paid for in this way in lieu of by
taxation. In practice, of course, the rate of issue and its
exact amount would not depend on any th:oretical or
‘complex calculation, such as has here been essayed, but,
as already explained, in accordance with the actual index
number of price-level and as soon as the appearance of the
greater volume of new wealth on the market justified
the belief that a new issue could be made without causing
the price-level to rise.

But we may as well complete the accounting in the
simple case exemplified. Ultimately, of the £Q(r — 1)
issued to the consumers, £(Q — X)(r — 1) will find its
way permanently info the system in exchange for
£(Q—X)(r—1), and £X(r — 1) will remain in the
consumers’ hands. So that the stocks inside the system
rise from {£X and £8 to £rX, and ¥rS, and from £X — Q)
to £r(Q@ — X) in money, because these are the equili-
brium conditions which will look after themselves. But
what will not look after itself and has to be *‘ managed ™
is (1) the initial genuine abstinence and transference of
purchasing power from consumer to producer; (2) the
issue of new money. The first without the second is an
evil as great as the second without the first. For it
means that in spite of all the efforts and sacrifice involved
the goods produced cannot possibly be sold at constant
price. The money for continuing the new scale of pro-
duction no longer finds its way into the system as soon
as the loans cease. The extra workers taken on to increase
production are thrown out of work. The extra stocks
accumulated have to be sold off, and, while this is being
done, as much additional unemployment is caused as
extra employment was furnished during their accumulation.
So that now employment falls temporarily below even
what it originally was, just as at first it rose temporarily
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aboveit. Infact, this elusive and yet supremely elementary
riddle has probably been responsible for as great an amount
of futile human effort and waste of life as all the more
showy tragedies of famine, pestilence and war put together.

Trr RELATION BETWEEN ABSTINENCE AND
New MoxEey.

The most important correction that has to be introduced '
into the foregoing reasoning is to allow for the effects of
hoarding and mutual credit, and it is very simple. Instead
of there being required £Q to distribute fQ of finished
stocks, we shall require some other quantity £KQ, where
K is an unknown factor. It will only change slowly with
the business and domestic habits of the people. Instead
of the issue of £@(r — 1) of new money, £KQ(r — 1) will
be required. But these considerations do not in the least
affect the necessity for abstinence' from consumption to
the full? extent of the increased stocks both of finished
and semi-manufactured wealth. In practice one would, of
course, be quite independent of the necessxty for knowing
beforehand the humerical values of the various quantities
and factors involved. The price-level is the sole indicator
required; but the unemployment figures and whether or
not factories are working at full capacity are, of course,
valuable guides on the general question.

On the ideal system suggested the money in the con-
sumers’ pocket—neglecting hoarding and mutual loans—
should equal the quantity of finished wealth for sale. The
increase of money called for must in any case be propor--
tional to, if not equal to, the increase of finished stocks.
The initial abstinence is definitely equal to the increase of
total stocks, both finished and unfinished, necessary to
build up the system to a higher level. This means that
the new money issued can never repay more than a part
—usually a small part—of the initial abstinence ; at most
the ratio of finished to total stocks of wealth.

! Part of this abstinence may be derived from the unwitting abstinence

of money holders and no$ from conscious mveatment.. as is about to be
considered. .
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Later we shall see that not only, as here, the accu-
mulation of fluid capital, but in all cases of the accumu-
lation of capital, indebtedness to individuals is incurred
which can never be repaid and therefore must bear permanent
interest.

A MORE DETAILED ILLUSTRATION,

Few people who have not tried to find a way of doing
it will be prepared to credit the statement that it is abso-
lutely impossible to increase the stocks of wealth in an
industrial system and to build it up from a lower to a
higher level of production without some form of initial
abstinence or ‘““saving ” on the part either of consumers
or producers. We have sufficiently outlined the general
solution of ‘he problem, but it may be instructive to
consider one or two points in more detail. Suppose we
consider the production of a commodity from start to
finish in three successive factories or markets. The first
manufacturer, dealing with the raw materials, will need
the first loan to enable him to increase his output and
pay more wages, etc. Suppose he receives a loan of £l;,
which he pays out as wages and profits, putting into the
system ¥l;, of new unfinished wealth. As soon as it is
ready to pass to the second manufacturer, the latter will
need a loan of £, + I, £, to buy the yf}; from the first
factory and £, to pay out as wages, etc., for its conversion
into ¢l 4+ I,. The first manufacturer need no further
loan because, receiving £, by sale of his product, he can
repeat his increased output a second time. In the third
period the third manyfacturer will need a loan of
£+ I+ I, £ + I3 to buy the material from the second
manufacturer and £l for his costs in converting the material
a further stage to I, + I, + 4. Of the £, 4 I,, the £I,
enables the second manufacturer to convert a second batch
of goods and the £, the first manufacturer to produce a
third batch. The loans being supposed genuine, all of this
time there is no depletion of the normal stocks of finished
wealth. But by loans to the extent of £3l, + 2, + 1,
¥h + 1 4+ I3 of additional wealth is now ready for sale,
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and two separate quantities of intermediates £, -+ /; and
£l, are on the way. The three manufacturers have increased
their regular wage -and other payments by £}, £I, and £,
respectively.

Let us suppose the loans now cease. The thrifty and
the business fraternity have done their part, and the wealth
is appearing in the consumers’ mart for sale. How on
earth can it be sold ? If it is not sold, clearly then the
extra payments £, 4 Iy 4 I3 cannot be longer continued.
Not only is it true that jt can only be made, but it is as true
that it can only be sold if these payments are continued.
Consumption has' hitherto not been increased by the
accumulation, since the loans, if genuine, merely transfer
to the new workers the finished goods, which the lenders
themselves, otherwise, would have purchased and consumed.
When the loans cease consumption will not be increased,
unless the new workers are continued. Since, before, the
money in circulation sufficed to distribute the former flow
of wealth, it is obvious that it' must now be increased
proportionally to distribute the increased flow, and this
can most easily be put into circulation by remission of
taxation and paying for Government expenditure with the
new money issued. If no new money is issued to purchase
the wealth for consumption the whole of the elaborate
process is undone. The stocks cannot be sold, the extra
wages, salaries, profits, dividends, etc., cannot be paid,
the extra hands taken on must be again dismissed to
resume their unemployment, and class hatred based upon
the assurance that the ruling classes of the country either
do not understand the elements of their business or else
are deliberately attempting to enslave the workers is the
natural butcome.

THE Case or ExisTING GLUT.
. If in the last example there was a sufficient glut of
finished wealth in the market initially, only then could
the initial abstinence be dispensed with and the new money
issued at once as loans to industry. Suppose for the sake
16
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of an illustration such unsaleable finished stocks amounted
to £Ml. New money to a sufficient amount is printed
and gradually issued, so as to leave the stocks of wealth
above the requirements of the former scale of production
and capable of maintaining the permanently increased
level of production.

New money once put into the system goes on circu-
lating, of course, for ever after, apart from accidental loss
or destruction of the money. But it puts in at each
circulation as much wealth as it takes out, always provided
that the existing organisation is capable, without new
capital expenditure, of handling the increased output and
that sufficient unemployed workers exist. On the assump-
tions made, by one such issue the wheels of industry might
be set whirling merrily, but the medicine must not be
repeated. Whereas by sufficient initial abstinence, pre-
cedent to the issue of the new money, the building up of
industry can be indefinitely continued. The consumption
of consumers, like the circulation of money, goes on for
ever, and cannot be met out of continuous new issues.
This is, therefore, a totally different proposition from that
of a National Dividend, which could only be a possibility
in a communalistic, not in an individualistic society. The
circumstances that would make such an occasional issue
of new money feasible would, of course, never arise if the
money were national and regularly issued in lieu of taxa-
tion to maintain prices constant as the national output of
wealth increased.

Thus the argument about the folly of saving society by
any scheme of * tinkering with the currency,” because a
relatively small amount of money is sufficient to circulate
an indefinitely large amount of wealth, is in reality double-
edged. Society indeed could be saved just because of this.
The amount of abstinence required, precedent to this small
issue, is also almost equally trivial, at any rate where
unemployed labour and capital exist in abundance. It
would be preposterous to suppose that the ordinary
. business acumen of the indastrial world would not supply
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out of profits the necessary stocks of materials if markets
for them were assured by the proper issue of national
roney.

It has been necessary to insist uncompromisingly on
the need of tnitial abstinence, but this must not be con-
founded with the chronic abstinence and ‘“ work more and
consume less ** slogan of the usurer. Precisely as with the
issue of new money, the abstinence is needed only once.*
‘Granted unemployed labour and capital, abstinence at
most to the extent of the fluid stocks of wealth in the
system would double everyone’s power of consumption on
the average for ever afterwards.

How IT WOULD LOOK TO A BANKER.

We have just considered the one case in which an issue
of new money could create permanent prosperity without
initial abstinence, namely, when there is a glut of unsale-
able finished stocks in the market. But if we examine the
essential condition that has brought about this state of
affairs we ghall find that it is due to abstinence and nothing
else, enforced and involuntary it is true, but none the less
abstinence. Individual owners have sunk their property
or earnings in industry if stocks have accumulated, and
have come to the end of their resources. These individuals
usually are the producers themselves, and the investment
intended to be temporary has become unrealisable. The
goods are there, belonging to them and awaiting sale, but
they cannot be sold. :

Before we hastily conclude that the power of the banks
to create money and lend it to industry is justified by
this instance, it is well to ask precisely whether these are
the conditions under which bank credits would, in fact, be
extended or curtailed. Industry is glutted with unsaleable
goods. There was & market during the time in which the
manufacturers’ payments, of wages, etc., out of their own
resources to produce the accumulation maintained a market.
The producers transferred their claims on the market to
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the new workers who put in the accumulation. But now
they are at the end of their limited resources and their
capital is all tied up in manufactured goods, the process
of accumulation stops, and with it the demand on the
markets for goods from those formerly engaged in creating
that accumulation. The bottom drops out of the market.
Swollen and depreciating stocks muast be sold when there
are no buyers. It is at this psychological moment that the
industrialist must approach the banker for the new money
to enable industry to carry on. He can point to the fact
that production has vastly exceeded consumption, that
there has, in banking phraseology, been a great speculative
boom, that there is no market whatever for the things he
produces and which he could continue indefinitely to
produce if he could sell them, and then humbly ask for
credits to facilitate production! The banker would think
him mad. He would say, “Is it not obvious to you that
your production has already outrun markets, and that until
the glut of stocks is disposed of credits must be curtailed, not
extended ?”’ So production is forced down now as much
below normal as during the initial period of accumulation
it was above normal. The accumulations are taken out
by the elaborate process of transferring purchasing power,
from wherever the remaining money of the country happens
to be at the moment, by taxation to maintain the unem-
ployed and carry on somehow, and then, as soon as the
effects of the initial abstinence have been completely
dissipated, that is the psychological moment when the
banker will inflate. _

TrE COoNSEQUENCE OF FICTITIOUS ABSTINENCE.

The consequences have already been sufficiently indi-
cated. Stocks of finished wealth are depleted and stocks
of intermediates only are increased up to the new level to
maintain the boom. There is a shortage of wealth for
sale and an increase in the money to buy it at one and
the same time. Rise of price is inevitable under these
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conditions. But it must not be supposed that the rise of
retail prices will, by causing each £1 at the consumers’
mart to take out a lesser absolute quantity of finished
wealth, thereby increase the stocks. Not at all. Profits
are merely increased. If there is a rise of 10 per cent in
the price-level, each £1 takes out only }{ths of the unit
of goods that was before worth £1. But of the £1, £4th
is extra profit, and comes round again at once taking out’
the rest. The price of an article is sometimes defined as
what it will fetch. It is undeniable that it is not only
what it does fetch out of the consumers’ pocket, but also
what it puts into the producers’ pocket. But the producer
is also a consumer, and that part above the cost to the
vendor, the profit, is regarded by him as his private
property in his capacity of consumer. The rest has already
been paid, or will be paid, to the other people engaged in
production, each of whom treats it in turn as private
property to be expended in the consumers’ mart. The
symbolism becomes more elusive if the price-level varies,
but this does not entirely vitiate the uscfulness of this
method of regarding the problem. Indeed it is here again
only in so far as these unearned profits are put back in
the business that either the quantities or monetary values
of the stocks of finished wealth can rise.

At first there is merely an alteration in the distribution
between the consumer and the vendor, also a consumer.
What the one loses the other geta. But as the rise of
price is transmitted through the industrial system to the
factory and begins to affect wages and payments for
services as well as profits, then*the absolute quantity of
wealth put into the system by the payment of £1 is reduced.
‘The stocks of wealth in the system, till then unaltered in
quantity by the rise of price, now begin to decrease in
quantity. They go on decreasing in quantity—and rising
in monetary value per unit of quantity—until the increased
amount of money in circulation pays only for the same
quantity of production as before the increase—except in so
far as, by refraining from distributing excess profits, the
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producers themselves or other genuine investors may be
adding to the stocks of wealth in the system.

The existence of wealth is evidence that someone has
produced and has not yet consumed it. The existing
wealth is the excess of production over consumption and
decay from the beginning of time. The whole of it—
neglecting that part in fixed communal capital, such as
*harbours, roads and the like—has individual owners who
have abstained to this extent from consumption. Beyond
this, abstinence equal in value to the total money of the
country is exercised by the owners of money, who volun-
tarily, but for the most part unwittingly, abstain not only
from consuming but also from owning.

It would lead too far into the morass of economic
uncertainty further to go into the question of the conse-
quences of a changing price-level and all that it entails.
But the general nature of the effect of a rise of prices
may be indicated. Apart altogether from any tncrease in
the level of prosperity before even the former level can
be regained, after the rise of price has occurred losses
equivalent to the excess profits made during the rise
must be contributed by soméone. Naturally this is re-
sisted strenuously by all those engaged in production,
employer and employed alike, and this accounts for the
difficulty of reducing the price-level after it has risen.
It must suffice if it has been shown that the mere issue
of new money, whether by the State, the banks, or by
counterfeiting, though it temporarily stimulates production
and consumption, yet by depleting stores of finished wealth
leads to rise of prices and; except in so far as it is counter-
acted' by real investment supplying the missing stores,
ends im depressing the system below its former level
of real production at an inflated price.

WHAT HITHERTO HAS LIMITED PRODUCTION AND
CONSUMPTION.
But, once more, we may ask the oft-repeated question,
What under the system in vogue during last century
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limited the expansion of wealth production ¥—#this time to
answer it. The rise of prices is the expression of the
shortage of finished goods. It leads naturally to the
attempt to supply these by import from abroad. There
are no goods ready to export in return. In other words,
the rise of prices makes that unprofitable. But there is
the one finished form of wealth which is artificially kept
at constant money-price, namely gold, and - the country
therefore is drained of its gold to pay for the excess of
imports.? Automatically this rendered the position of the
banker insecure and his bank liable to be broken by a
call for legal tender, before the War and the moratorium,
at least, if no longer now. So credits are called in, money
is destroyed and the volume of production reduced to a
limit safe to the banker but insufficient to support the
nation. As we have seen already, in so far as there was a
simultaneous inflation of the ocurrency in all countries, so -
that gold did not tend to flow from one to another, there
has occurred a permanent rise of the price-level in all
countries and the restriction of the currency does not then
.come automatically. But the banker’s financial interests
are predominantly those of the creditor class. He toils
not, neither does he spin, but lives on interest. Thus a
rise of prices, which cannot be avoided so long as no one
gives up the money he creates to lend, is a very unwelcome
consequence. Receiving fixed monetary interest payments,
the bond-holder and the purely creditor class in general
see their real incomes diminished proportionally to the
rise of prices. On the other hand, if industry is ruined
their claims are the first to be settled. Hence the currency
is restricted and the attempt made to force down prices,
even though there is no risk of insolvency to thé banks,
by reason of the fact that the mechanism is completely
controlled by those who have little to lose and much to
gain by this disastrous policy.

1 A whole library has been written on this theme, treated as a cause
rather than an effeot. '
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THE ONLY WAY OF AVOIDING INITIAL ABSTINENCE.

It is interesting to note also, in another direction, how
incompatible the banker’s psychology is with the physical
factors of wealth production. It is clear that, for a given
price-level and for any given rate of production and con-
sumption of wealth, the more money there is in the country

«the less rapidly it must circulate. If it took the same
time to circulate once round the system as, on the average,
to produce wealth, the quantity of money could be the
same as the total stocks of finished and semi-manufacturcd
wealth, and no other abstinence would be required than
the voluntary non-interest-bearing abstinence of the owners
of money. The money could be issued ‘ against the
goods > in the industrial system, as is sometimes urged.
Instead, the whole raison d’élre of banking, derived from
the time when the precious metals were the only currency,
is to ‘“economise” in the quantity of money necessary
and to increase its velocity of circulation to the greatest
possible extent, so that it may never remain  barren”
and “idle,” but shall be put over and over again to
‘“ productive use.” Whereas, if the circulation could only
be slowed down to conform with the natural time of pro-
duction of wealth, it could be issued proportionally to this
increase of production without rising prices at all. Itself
it would pay for the abstinence required to increase stocks.

Wao GAINs AND WHO Pays?

With the production:of wealth essentially a finished
science, it is an insult to our intelligence to regard it as,
like the weather, beyond the wit of mortals to control or
understand. There should be an end of the fevered alter-
nation of the trade cycle. It should give place to uniform
prosperity, whereby famines and drought are reduced to
their real local world significance and the whole world can
co-operate with mutual advantage. There are plenty of
people, dowered with exceptional gifts, to whom this sort
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of thing would not appeal. But they are the gainers and
not the sufferers under the present chaos. It is the con-
sumer that pays for all the brilliant gambling and specu-
lation as well as for all the fundamental ignorance and
incompetence that make the individualistic system what
it is. When democracy has grasped that, nowadays, the
production of wealth is really an affair of scientific engin-
ecring, and not primarily one of how to make pieces of
paper bring in interest, and that it is not only idle but
highly dangerous for science to expand its wealth unless the
currency is proportionately expended for use, it will have
learned something which, altogether matter-of-fact, lies
about as near to the root of economic freedom as it is at
present possible to get. It is certainly a good deal nearer
to it than the partisan creeds of politics, whether the older
issues of individualism and socialism, or the curious hybrids
being developed in Russia and in Italy. So far we have
not progressed in these matters much beyond the Irishman’s
idea of feeding his pig, fattening it up one day and starving
it the next to get streaky bacon, The pig died, and our
streaky civilisation of the fat and the lean is in extremity
as dire.



CHAPTER XII
ACCUMULATION VERSUS DISTRIBUTION

THE ACCUMULATION OF CAPITAL.

Ix the preceding study of the question how to foster
production and abolish unemployment we emphasised the
key part played in the problem of price by initial abstinence
from consumption until the goods being produced are
ready for consumption. The case was limited to the
accumulation of the necessary stocks of fluid wealth in the
system on the assumption that unemployed labour and
capital were available. But identical considerations govern
equally the accumulation of fixed capital. We may imagine
that the flow of wealth proceeds in solid walled arteries,
and may distinguish between fluid wealth and fixed wealth
—Dby the former term meaning that part which actually
flows out of the system and appears in the consumers’
mart for sale, and by the latter, the organs of production
themselves, which have to be put into the system by
processes identical with those for fluid wealth, but which
never comes out or can come out for consumption. It is
really more correct to consider in this category of fixed
wealth that proportion of fluid wealth which is necessary
to fill the arteries, for though it is always passing on, there
is necessarily always a certain quantity in the system,
which cannot be reduced without permanently reducing:
the output. True, there is a difference if we contemplate
a continuance of the past alternations of the level of prices
and production, but there would be none with a reasonably
stable system. There is no sense in going to all the effort
and trouble involved in building up the system with the
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intention later of pulling it down again. Whereas, if we
deal with the accumulation of fixed capital, not only does
it never come out of the system at the consumers’ mart,
but it never can come out. Sooner or later it comes to the
end of its useful life within the system itself.

In general terms, the only possible way to increase the
stocks of wealth in the system, whether precedent to
producing a larger output or to accumulate capital in the
first instance, is to by-pass money past the consumers’
mart so that it passes through the productive system twice
in its circulation instead of once. This puts jinto the
system twice the value of wealth which it takes out. But
it creates debts to the individuals who give up their
purchasing power, and, however .we struggle with the
problem, we have to arrive at the conclusion that these
debls can ‘never really be repaid.

It is an undeniable postula.te that all the wealth put
into the system, reckoned in terms of the costs of pro-
duction, not only does not but cannot come out.

Like MonEY, CAPITAL 18 INDIVIDUAL WEALTH AND
CoMMUNAL DEBT.

Certain kinds of wealth, it is true, may serve different
purposes, and may be the fixed capita.l in one industry
and the raw material of fluid wealth in another. To a
very ummporta.nt extent a community might * live on its
hump ” like & camel, depletmg its capital accumulation
for consumption. But this is exceptional. No primitive -
community would reckon upon eating its ploughs if short
of bread. The financial mentality of modern man prevents
these elementary considerations from being properly. appre-
ciated. Production and distribution being regulated by
money tickets, no proper distinction is made between
ploughs and bread, because both equally exchange for
money. The economist has failed to enlighten him as to
the two totally distinct categories of wealth. Modern man
is therefore apt to thmk that he can consume the same
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whether what is produced is consumable or not ! He can
do so only if he can exchange the one form of wealth for
the other by foreign trade.

Irrespective of whether the equivalent of wealth put
into the system is, or is not, ever to come out of the system,
all costs incurred must be abstracted from the pockets of
the consumer, either at or en roule to the consumers’ mart.

«If this is done at the consumers’ mart, as much wealth is
taken out of the system as is put in again when the money
circulates out of the productive system. The amount
abstracted from the consumer is necessarily greater than
the amount he receives, very greatly so if capital, not
exchangeable for consumable wealth, is being accumulated,
but invariably so to make good waste and depreciation.

This is not merely a trite statement that the consumer
pays more than cost price for his goods, because it must
be remembered, in this method of approaching the subject,
that all profits are considered part of costs as much as
wages and nothing is hypothecated as to whether the
costs are reasonable or extortionate, necessary or avoidable.
It means that money must always be by-passed into the
system without passing the consumers’ mart, whereby
more wealth is put in than is taken out.

Thus, in the case of waste, if a batch of goods worth
£X in total costs is spoiled in the making, profits are
reduced £X, and instead of this money finding its way
into the consumers’ mart it is put back in the system at
the points required to cause the production of X anew.
The same is true of new capital extensions financed out of
profits. New enterprises and large extensions are financed
out of fresh loans, and if these are genuine loans the
operation is of the same nature and can be briefly described
as the by-passing of the consumers’ mart.

All such operations involve the creation of debts to
individuals. Some, as in the making good of waste and
depreciation, are treated at once as bad debts. They are
written off and forgotten about as they are incurred and
do not bear interest. Others, as in financing capital exten-
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sions out of profits, involve the creation of no new formal
debts, but bear interest in enhanced payments on already
existing ones. But new loans involve the creation of new
debt.charges, and of these it is as true as of the debts
written.off as they occur for waste and depreciation, that
they can never be repaid. The ownership of these debts
changes hands precisely as for consumable wealth. Interest
is a payment for the use of capital, but is in no sense a °
repayment, the debt being unaffected in amount by the
amount already paid. Repayment in the sense of recon-
verting the capital into consumable wealth is in all but
exceptional instances impossible, and in the end these debts
must be written down and written off as the wealth rots
in the system.

At first sight nothing could seem easier, having per-
manently increased the revenue, than to pay back those to
whom we are indebted for the initial saving with some
of the wealth that is being produced. But it is forgotten
that the wealth produced has individual owners, who may
exchange the goods they produce for the ownership of the
acoumulated capital. But this merely transfers the debt,
it does not repay it. True, nationalisation, in which the
capital is redeemed by taxation or other form of general
levy, would vest the ownership in the whole community.
But even that is really a transference of the ownership of
the debt from individuals to the community and not
repayment in wealth.

TaE DouBTFUL HERITAGE OF SCIENCE.

The consequences of this insufficiently appreciated point
are seen in the conditions under which any so fortunate
as to be born in a scientific era must now enter the world.
It is estimated that capital to the extent of £1,000 and
probably more has to be accumulated to provide the
newcomer, when adult, with the necessary equipment for
him to labour effectively and with a house in which it is
possible to rear a family. At 5 per cent interest, these
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aspirants for the privilege of being the heirs of all the ages
must pay at least £50 a year out of the produce of their
labour in perpetuity, a doubtful heritage assuredly. But
it is one of the deeper futilities of individualistic economics
that it does not provide a means for the redemption of
these debts, which are not to be escaped if the community
is to develop its revenue of wealth and expand its popu-
lation.

Tee FoniLaty or TAXATION.

Taxation, death duties and the like, as will be obvious
if the effect is worked out on the diagram, normally merely
transfer ownership from one set of people to another,
and only alter the particular individuals who arrive at
the consumers’ mart with money. Except in the rare
event of being levied to provide loans to industry, as, for
example, when £M3 of public money was loaned at 3 per
cent against the construction of the Lusitania and Maure-
tania, it does not by-pass the consumers’ mart. On the
contrary, by reducing the amount of surplus money in the
hands of consumers, it may prevent them from investing it.

The State finds that, for its continued existence, it is
vital to lessen the weight of the dead hand of the past,
80 that its citizens may not be reduced to helots under
the burden of debt into which they are born. The canons
of an individualistic society, which will not allow it to
own revenue-producing enterprises, and have confined its
powers of taxation to providing for its expenditure upon
services out of which a thonetary profit cannot be made,
render it impotent. It may slash as savagely as it pleases
at the individual capitalist, but supertaxes and death
duties merely transfer his property to other individuals.
In so far as the debts, unlike the National Debt, represent
wealth permanently immobilised in the arteries of the
productive system, they defy repudiation and that facile
remedy of the statesman, the depreciation of the currency.
Taxation on these lines merely transfers the ownership
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from the original holders to a new set and results in sub-
stituting for one aristocratic devil seven plebeian ones.

The State, owning no revenue-producing enterprise,
cannot, if the value of money is not to be depreciated,
subsidise an industry, endow motherhood, grant pensions
to widows, assist universities and hospitals, or grant
everyone a National Dividend save directly out of the
pockets of the taxpayers in the community. Apart from.
its Virtual Wealth, its much appealed to credit is simply
its power of running into debt. - In this it is certainly the
superior of any individual or corporation, but merely
because it can tax its citizens to provide for the interest.
Even the gigantic credit of the State is now, surely, nearly
spendt.

But, without owning the industries or even the banks
or the land, the State could, if it controlled the issue of
currency and every form of credit .in which new money
is created, go a long way to putting its house in order,
and could strike effectively at monopolies in every form.
It could give economioc freedom tq its citizens in so far as
to ensure to everyone the right to earn a living,

We are approaching here certain questions raised by
Major Douglas and the school of Social Credit Reformers.!
It must be said at once that, although there are obvious
points of resemblance between many of the points of view
set forth in this book and those of the Douglas School,
especially as regards the diagnosis of the industrial dead-
lock and the existence of fundamental errors in national
as distinct from individual accountancy, the resemblance -
ends there.

THE AGRICULTURAL PoSITION OF THIS COUNTRY.

There is no disagreement between us as to the physical
possibility of abolishing poverty and unemployment com-

1 Compare Economic Democracy and Credit Power and Democracy,
C. H. Douglas; The Communsy's Credit, C. Marshall Hattersley ; The
Flaw sn the Pm System, P. W, Martin, and other recent works; and
the weekly review, The New Age, which is the organ of the movemenL
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pletely by catering for and engineering, as distinct from
financing, a vastly increased scale of living of the masses
no less than of the few, and that one of the keys to the
problem is in issuing effective demand, i.e. money, in order
to distribute for use and consumption the almost indefinitely
extensible revenue capable of being produced in a scientific
age. In this respect, although agricultural produce is in
*a different category from manufactured articles and capital,
even for the former there seems no good reason to doubt
that supply will follow and long keep pace with demand,
and that it is only effective demand that is lacking. This
is of course not yet true for this country as an isolated
community in the present state of agriculture. The most
that experts in agricultural economics seem prepared to
concede is that the country could supply on an economic
basis about one-half the food it ‘consumes. The following
extracts from Food Production in War, by T. H. Middleton,
are germane to this question.

P. 320, footnote : * One million Calories approximately
equals a year’s supply of energy for one person; the nume-
rals may therefore be read as persons provided with food.”

P. 322: “The net gain which the country secured
from the produce of the 1918 harvest was not less than
4,050,000 million Calories.

“. . . The average food supply of the United Kingdom
in 1909-1913 provided 49,430,000 million Calories, and the
total product of the home soil was 16,872,000 million
Calories. The gain in the output of home-grown food in
1918 was therefore about 24 per cent. In other words,
whereas the country began the War with supplies provided
by its own soil which would have sufficed for 125 days
out of the 365, in the year in which the Armistice was
signed it had secured a harvest that would have sufficed
for 155 days out of the 365. The crops were grown and
the. stocks fed under conditions that were altogether
abnormal ; but the land’s extra produce was equivalent
to the supply of 30 days’ food for the nation living its
normal life.
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* It should be noted that the extra month’s food supply
which the 1918 harvest represented falls far short of the
total quantity of human food that the 1918 harvest could
have furnished if the prolongation of the War had compelled
us to stretch our resources to the uttermost. As was
stated at the time, if we had reserved for live-stock the
pre-War oat crop, but closely milled all other grain and
used it for bread, and if we had made the full use of "
potatoes that a hungry nation might make, we could from
our cereals and potatoes have provided a quantity of food
equivalent to forty weeks' consumption of bread-stuffs,
and by slaughtering our live-stock the additional foods
required by the population in this period would have been
procurable, But, fortunately for wus, no such drastio
methods were necessary.”

Discussing the question whether this country could
feed its entire population, this author concludes that, from
the purely agricultural point of view, there would be no
special difficulty, meaning that the people were fed by a
Food Controller as a farmer feeds his stock ; but dismisses
the suggestion as absurd if it means a practicable propo-
sition under the existing economic system that the people
would consent to and pay for.

*“ But between the 34 per cent of our food requirements
supplied by our land in 1909-1913 and 100 per cent there
is a wide margin, and if the vanished hand of the Food
Controller could be restored and he compelled us to satisfy
from 40 to 50 per cent of our total needs from our own
land, it might be no bad thing.”

But the peculiar position of 'this country, in which
agrioulture, instead of being carefully fostered, has been
allowed to decay, must not be taken as settling this ques-
tion. It is merely the obverse of the opposite situation
abroad. In the newer countries we hear of corn and
other forms of food, after too abundant harvests, being
used as the cheapest fuel, of farmers being ruined by an
over-production of crops and stocks, and forced to restrict
production severely to maintain an economic livelihood,

17
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that the output of rubber similarly is being limited to
keep up prices to the level at which it pays the producer
to continue production, and so on—all horrible actual
practical examples of the fatal effect of a falling price-level
in restricting production. The problem, if there is one, is
one of exchange, not production. This country must be
able to make the equivalent of ‘other kinds of wealth to
offer in return to the newer countries where food pro-
duction is still in excess of consumption. Tbat is to say,
if home production in general were liberated from the
stranglehold of finance the whole problem could be solved.
At some remote future, if population outruns the improve-
ments of agricultural efficiency by new scientific advances,
no doubt a real problem would arise. But that time, at
the worst, is still far off.

ANALYSIS OF THE DoucLAs ScHEME or SociaL CrEpIT
REerorM.

But as regards concrete proposals to be adopted to
bring about the new era and, still more important, as
regards the theoretical and physical interpretation of the
working of an economic system, the Douglas School is, for
the most part, not merely in divergence with but in point-
blank contradiction to the conclusions here set forth.
Here the primary mistake, to which the wrecking of the
system has been traced, is the passing, with the development
of modern banking, of the prerogative of the issue of
currency from the nation to private hands for usury as a
mode of livelihood, and‘the fatal dislocation consequent
upon money being destroyed when production outruns
markets and issued when demand outruns supply. It is
claimed that beyond a definite amount of wealth, called
the Virtual Wealth, which the owners of money voluntarily
abstain from owning—the monetary value of which is
measured by the money in existence and which is a
function of the number of the population and their economic
prosperity—the *‘ National Credit ” is indistinguishable
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from that of an individual, being simply a power of running
into debt and paying interest out of the taxes. Salvation,
if society is to remain individualistic, must come by
enforcing initial genuine abstinence from individuals equal
to the growth of the cost-value of the whole industrial
mechanism as it is expanded, less only the relatively trivial
part represented by the increase of Virtual Wealth as
measured by the total money circulating,

The Douglas School appear to look for salvation in
the precisely opposite direction. They look to the National
Credit as a means of distributing new purchasing power,
and, so far from recognising the necessity of any initial
abstinence, even go 8o far as to stipulate that these national
issues shall be new money and not out of past savings.
They claim that since only a small part of the costs of
industry are distributed as payments to consumers, goods
must be sold below cost price to make up the difference.
Or, alternatively, National Dividends should be paid out
of the National Credit to everyone irrespective of their
participation in production—much, as the subsidies are now
paid, but out of taxation, to the unemployed. Basing
their stand on the undeniable proposition that industry
exists to produce goods in the largest possible. quantity
and in the most expeditions and efficient manner rather
than to make work for unnecessary and often highly
inefficient and unwilling workers, and that industry could,
if allowed, produce more than sufficient for everyone, they
set their face against taxation and, in general, the limitation
of large incomes to provide for those in need as entirely
unnecessary and politically, if 'not ethically, mistaken.
They look to the State to dispense money rather than to
take it away. They appear vaguely to contemplate so
bringing about a state of things in which wealth was
restored to its proper importance in the economic life, for
the use and maintenance of life, rather than, in Ruskin’s
phrase, the * power over the lives and labours of others.”
Everyone having their physical wants abundantly supplied,
the wealthy could neither consume so much as to cause
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any inconvenience to the rest nor could they unduly increase
their consumption by employing a retinue of hired personal
servants and attendants to minister to their wants, since
no one would be compelled by reason of actual economic
want to work for them. 1f they needed servants they
would have to pay them liberally and treat them properly.
Similarly in industry there would be no need of economic
compulsion to get the work done. Machinery and growing
intelligence would make of industry a profession, sought
by those desiring to devote themselves to its service and
shunned by the degraded and servile, who even now do
more harm than good.

This will probably be recognised as a not unsympathetic,
if imperfect, exposition of the principles and aspirations
of this very interesting new school of economic thought.
Much more will be heard of it. It possesses vision and
may one day become a real driving force in politica. It
has already brought back into being some of the original
passion and enthusiasm of the earlier reformers, before the
sterilising and paralysing influence of mercantile economics
side-tracked the leaders of the progressive movement into
devious paths and insincere denunciation *‘ about it and
about,” the while their followers * evermore came out by
the same door wherein they went.”

Those who agree with the essential conclusions arrived
at in this book will find no compromise possible on certain
fundamental principles relating to the physical nature of
money, credit and capital. Beyond this the school
neglecting altogether the facts of the existing ownership
of wealth, do not honestly face the real obstacles to its
more abundant distribution. Further, the view that all
the costs of production are not distributed already, as
payments for services real or imaginary, as well as recovered
from the consumer, seems of the nature of a misunder-
standing. In the same category is the argument that
because all wealth produced is not distributed to, but is
paid for by, the consumer, it is physically possible to make
up the deficit out of the national credit. The Douglas
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scheme seems somewhat prematurely to assume the exist-
ence of a communal rather than an individualistic State,
in which there are no debts, no rights of property and no
private ownership of capital, and in which all the existing
paraphernalia of wealth production is to be regarded in
all singlemindedness as having been accumulated with the
primary object of production rather than with that of being
bired out for production. This work is, by contrast, con~
fined to less ambitious themes, and may be regarded as an
attempt to find out the best that the individualistic state
of society can offer if it were intelligently administered.

Tae Risk or Discreprting THE NEw EcoNoMics.

These relatively mild and practical proposals will not
satisfy an extreme ‘ New Economist.” He will say with
force: You admit the continuous displacement of human
labour by machinery and every form of labour-saving
device, which, if it has not yet gone so far in agriculture as
in engineering trades, has for that reason the further yet
to go. You admit, therefore, that with increasing potential
production the titles to consume will find their way into
fewer and fewer hands. How do you propose to meet
this fundamental difficulty, or how does what you have
proposed meet it 1

The only answer that can be made to this is that the
situation ultimately anticipated is still very far from
having arisen, and that if we do mot understand how the
existing system works and wherein it fails we are likely
to make it worse rather than 'better. Those who desire
the immediate payment to everyone of a National Dividend
—and women especially are attfacted by this form of the
Douglas scheme as a way of escape from the position of
economic dependence upon the other sex—should face
frankly the question where it is to come from and who is
to give it up. For even science cannot create wealth with
the same facility as it is possible to create debts. Taxzation
is one source; unlimited credit, or running into debt
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indefinitely, is another; depreciating the value of the
currency progressively, a third; while expropriation, the
public ownership of all sources of revenue and the atolition
of private property altogether, with common ownership
of the national revenue, are others; and all of them have
their avowed or secret advocates, But the idea that the
nation is in possession of a mystenous talisman called
‘credit which, when industry is unable to pay for the
initiation of fresh production, can supply it with all that
is needed without anyone giving up anything at all, and
that this national credit consists of the accumaulated result
of all the past centuries of past effort, when the whole
trouble is that these accumulations are owned by private
individuals, is to push the confusion between debt and wealth
to lengths that would have surprised even the author of
Tke Theory of Credit.

On the other hand, even for modern science, the cleaning
of the Augean stable of an industrialised nation is no light
task. There would be very few, for a long time to come,
unable to find in useful occupations the titles to consume
if the nation seriously set itself to the task. There are
millions requiring a largely increased supply of necessaries
and ordinary commodities—not to mention the capital
accumulations in increased stocks. We need also houses
to live in, whole cities of slums must be rebuilt and poverty-
stricken areas must be resuscitated, railways modernised
and roads made, super-power stations created at the coal-
fields to distribute to every corner of the country electric
power, and there are increasing demands to be met for
higher education, both of the young and the adult, and
universities will have to be built to provide for the growing
army of seekers after knowledge. All these projects involve
production far in excess of consumption—hard work and
abstinence for everybody. It would indeed be a matter
for astonishment if, for a long time to come, in this country
there were any prospect of dispensing with the services of
any useful and willing member of the community. By
then at least, if the suggestions made in this book were
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adopted, the nation would be already in. possession of a
large part of its capital by the process of redemption to
be outlined, and could begin to consider seriously the
question of a National Dividend. As things are at present
that would be both premature and impracticable, and its
colossal failure by discrediting the new economics would’
set back progress for a géneration.

At the same time it is not necessary to follow the
mi takes of the orthodox economists due to their ignorunce
of the modern science of production and their devotion to
doctrines which, however applicable in the time of Adam
Smith and Ricardo are to-day, with the growth of phy ical
and biological science, very considerably out of date. Even
in agriculture it is not possible to look at the problem
solely *“with the eye of the farmer.” There is such a
thing as * Power-Farming,”* a theme on which Mr. Henry
Ford waxes eloquent in his book, My Life and Work
(Heinemann, 1923). Mr. Ford, looking at agriculture
with the eye of the engineer, concludes: “We shall have
a8 great s development in farming during the next twenty
years as we have had in manufacturing during the last
twenty.” Even in this country the change that has come
over the subject is already very marked.



CHAPTER XIII
CAPITAL REDEMPTION

THE PRODUCTION OF CAPITAL INVOLVES LEss
CONSUMPTION.

THOSE who agree with the physical as distinct from the
metaphysical conception of the nature of wealth will need
to spend little time on proposals to make up to the con-
sumer, by means of consumers’ credits, the part of the
price or cost of the goods in the consumers’ mart due to
the accumulation of capital goods which are not distributed
to the consumer. If people devote their time and energy
to producing capital goods, there may be questions to
solve as to the rightful owner of the capital goods accu-
mulated, but there can be none whatever about there
being less goods of a consumable character to be consumed.
The proposal to reduce prices below cost by means of
consumers’ credits is, physically, like trying to liquefy the
mains of a water-supply system to provide more water to
the consumers—who ‘pay for the laying of the mains as
well as for the water, but to whom none of the mains are
delivered with the water.

In an individualistic community the community owns
little or nothing of a wealth-producing nature. In a com-
munity in which the production of wealth was socialised
and the community owned the organs of production and
the wealth produced from start to finish of manufacture,
national dividends and consumers’ credits would be a
practical proposition. But as thmgs are at present they
merely would mean an increase in the National Debt, only
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reducible by further taxation covering not only the principal
but also the interest.

On the other hand, if we socialise or nationalise pro-
duction, the difficulty is not solved, as it is impossible to
socialise consumption, which is essentially an individual
affair. Money or some alternative device would still be
necessary to distribute the product and. to accord among
individuals the title of ownership of the goods produced..
Without an equitable and rational monetary system the
millennium would be just as far off under Socialism as ever.
We have, therefore, first to inquire whether the monetary
system here proposed would operate justly in this question
of the effect on the value of real wages of the diversion of
part of the efforts of the community from the production
of consumable goods to that of capital.

Tre Errecr oN REAL, WaGEs.

We may contrast two modes of working the system.
It may be worked so as to maintain its capital organs of
production in full use in accordance with its needs but
without increasing them. Then the quantity of consumable
goods distributed is the maximum possible that can be
permanently maintained, and the average scale of living
is the maximum possible. Or we may esuppose that the
same system is worked to devote a large part of its:whole
effort, not to the production of things that can be consumed
in actual living, but of those which gan only be of use in
the productive mechanism itself. The quantity of goods
in the consumers’ mart is then:less than before and the
average scale of living is proportionately reduced. Since
Labour under an individualistio system is powerless to
choose between the kind of work that yields the wealth
it needs for oconsumption and that which does not, it is
necessary to be satisfied that, under the system proposed,
the real value of its wages is not affected by this considera-
tion. Under the present system, in which prices rise before
wages and can only be reduced by reducing wages, it



266 WEALTH, VIRTUAL WEALTH AND DEBT

clearly is. The future abundance of wealth will depend
much upon whether fresh capital is being accumulated or
not, and we have already examined the laws regulating
these matters and the point at which further capital
accumulation reduces rather than increases the average
gentility of the community. But no one can possibly
now maintain that it depends miuch on the ownership of
‘the capital accumulated. The efficiency of an enterprise
is not dependent on the names of its shareholders. If
capital is being produced for export in exchange for con-
sumables, the case is the same as if consumables were
being produced at home. If they are exported for nothing
immediate in return, that is exchanged for claims on the
future wealth of other countries receiving them, of the
nature of interest payments, the effort in producing them
contributes nothing to the country’s distributable wealth
nor to its future power of producing wealth. But they
form a fund realisable, as in time of war, to liquidate debts
incurred by importation of goods.

If this question is examined thoroughly, it will be found
that the real wages of labour are unaffected if prices are
maintained constant. In brief, fictitious loans being ruled
out, capital can only be accumulated by genuine abstinence
on the part of individuals entitled to consume. Their
decision to produce capital goods instead of consumables
is at the expense of their own consumption and not at the
expense of the community in general. The injustice, if
there is one, is of angther kind, if the choice rests entirely
with individuals with money to invest.

THE DEPRECIATION OF CAPITAL AND TEE SEIFTING OF
THE BURDEN ON TO THE PUBLIC.

It is often argued that the capitalist is not such a fool
a3 to invest money in capital beyond the extent to which
it can be used and produce a revenue. The fact is that if
he has more money than he wishes to spend he must do
80, and his decision whether to spend or *save " is more
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dictated by his own ‘circumstances than by the considera-
tion whether more capital is required by the nation or not.
If there is more than enough, though the rate of interest
may be temporarily lowered, the price of goods is not
necessarily lowered. If there is twice as much capital as
is necessary, the consumer, might be far better off by paying
a higher rate for the use of half the amount than a lower
rate for the use of all at half its proper capacity. But*
competition is a passing phase, and is more and more
replaced by combination keeping up the rate of interest.
An excess of capital unwanted in peace production, in
time of war would find an outlet for its unused capacity.
So arises the incentive towards militarism and aggression
in international politics, in order to secure markets, or
alternatively, as serving the same object, to fight about
them.

The interests of property are among the most powerful
of all political forces, and, faced with loss, the owners of
property will move heaven and earth to invent & means
to shift the burden upon the shoulders of the public. The
era of competition gives rise to one of combiration, to be
followed in ripe old age by nationalisation. Inevitably
with the lapse of time and growth of scientific knowledge
capital depreciates and gets out of date. If the amount
sunk in it is large enough to form a powerful political
interest, the burden is more and more shifted to the com-
munity. By political action an old and inefficient means
of conducting an industry or service may be prolonged
long after it should be, because of the great loss that would
otherwise fall upon those who hive invested their money
in the oapital. So that it is altogether too naive a view
of the real world to regard the investor as acting on his
own risk and entirely bearing the loss when the capital
accumulated is too much or is rendered obsolete by scientific
progress. It is necessary here to substitute for the false
idea of the spontaneous increment of capital the true one
of its continuous decrement, and to provide a method for
the continuous redemption of capital out of revenue.
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THE ORIGIN OF INTEREST ON CAPITAL.

Some of the considerations dealt with in this chapter
are germane to the perennial question of the origin of
interest, meaning the hire-payment for the use of organs

« of production in production rather than monetary interest,
much of which arises merely by the artificial restriction
of the medium of exchange. The conventional theory
that it is a reward of abstinence need not long detain us.
A man who abstains from consumption might reasonably
expect to be able to consume what he has abstained from
consuming, but there is no 8 priori reason why he should
expect 80 to be able to consume more. With very few
exceptions—that of vintage wines may be admitted—
wealth, as is well known, depreciates with keeping. Interest
is not the real inducement to save so much as the oncoming
of old age and the necessity of providing for dependents,
in the first instance, leading later to the special needs of a
hereditary leisured class and its obvious inability to survive
as a class, with continuous genealogy, without some such
convenient institution. One may logically subscribe to the
doctrine of the necessity of the existence of a leisured class
in troubled times to keep alive the torch of culture and
learning. As times betome less troubled the desire to
make its survival less of an anomaly may even act to keep
alive all sorts of civil, religious, and racial antipathies better
decently buried. But to pretend to look forward to the day
when the whole world will constitute itself such a leisured
class and live for ever after upon interest is to betray an
elementary ignorance of the laws of ‘nature which it was

originally the professed ratson d’ére of the leisured class
to correct.

INEVITABILITY OF INTEREST IN AN INDIVIDUALISTIO
CoMMUNITY.

On the view of the nature of wealth here expounded
there is no mystery whatever about the origin of interest
upon capital in private ownership. History tells us that
capital has always been able to exact interest payment for
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its use, and it is important to know whether, like gravita-
tion, it is an inevitable phenomenon, or whether, with the
growth of a true science of national economics, it would
disappear, like the interest on money in so far as it may
be due to an artificial shortage and monopoly of the medium
of exchange. The answer is that, in an individualistio’
society, interest upon privately owned capital is inevitable ;
because, powerful and little in need of incitement by the
reward of abstinence as the human passion to acquire and
save is, the very last thing any individual would devote
his savings to would be the organs of production, other
than those he required himself, if there were no interest
payment for their use. Capital we have put in the second
category as one of the forms of permanent wealth—Wealth II
a8 it was styled—and it is already in certain respects fully
consumed. The energy employed in "producing it has
already run to waste, and, unavoidable and necessary as
ita use is for production, itself it is good neither to eat nor
to possess, nor can it be transformed into other varieties
of wealth. So that if the initial expenditure incurred in
making and accumulating it is not recouped in the form
of interest, as a hire-charge for its use, it cannot be recouped
at all. The debt charge created by its production cannot
be repaid apart from some such physical miracle as the
conversion of a plough into bread. It is one of the major
difficulties of the subject that there seems no obvious
method of equating the sum-total of hours of past labour,
expended on its production, against the.expenditure of
present effort necessary to make it productive. In other
words, there is no simple ethical principle to which to
appeal to determine the just rate of interest. In practice
the rate of interest, like the price of an article, is fixed by
“ what it will fetch,” and in these matters ignorance an
misconception play as large a part as purely physic
considerations,

Bat it is interesting to note in passing the banker's
attitude towards a sum of money in terms of that of the rate
of interest, aa set forth by MacLeod, though it is a point
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of view with purely mathematical rather than physical
justification. Assuming a continuous growth of money
with the lapse of time, the capital sum may be regarded
a8 the sum total of all future interest payments over an
infinity of time, discounted to their present-day value.
But this is necessarily true whatever the rate of snterest may
be, and therefore the view is of no‘help in our present quest.t

THE SOIENTIFIC ARGUMENT AGAINST THE UNREGULATED
CoNTINUOUS PRIVATE OWNERSHIP OF CAPITAL.

On the energetic view of wealth, the argument against
the unregulated continuous private ownership of the organs
of production, save such as are worked by the owners
themselves, is in practice as great as against permitting
“the uninterrupted powers of usury.” It enables the
individual member of the community and his heirs to do
what is a physical impossibility for the community as a
whole to do, namely, to live indefinitely upon the fruits
of a definite amount of effort by a process of permanent
economic servitude of other individuals. This book holds
no brief either for individualism or socialism, and is con-
cerned merely to find the chief cause of modern unrest
and the simplest methods of correcting and removing
them. Next to an honest monetary system, the need for
the continuous redemption of revenue-producing capital out
of income appears to be the most important step towards
reform. The State a]so should exercise a general control
over the question as to the due balance to be preserved
between the production of goods for use and consumption

! In mathematical symbols, MacLeod's theory is

-
c ==’J‘0' O.s—%.dt
=0

where C is the capital and ¢ the fractional rate of interest per annum.
Then ¢ C. d¢ is the interest accruing in the element of time di (years).
The present value of the element that accrues at the future time § years
is $C . s—4%. ds, and -the capital is the sum of the present velues of all
such elements from now to infinity,
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and the accumulation of fresh capital, as it did during
the War.

Tae Dreprr Furmaries or INpIvipuvaLisTic EcoNomics.

These, it is to be feared to the general reader, painfully
minute inquiries will have been well spent if they serve
to tear the veil from the deeper futilities of the indi-
vidualistic system of economics that have hitherto prevented’
any general material progress towards economic freedom.
Not only is it true of money, but it is equally true of
capital that it is communal indebtedness as much as
individual wealth, implying as much poverty on the one
side as riches on the other. That is not the case for wealth
in the sense of the actual consumable and perishable goods
which nourish and maintain life. But whereas in the case
of money, rightly understood, the debt never need be
repaid and is wholly beneficial to everyone concerned, the
debt in the case of capital, however much is paid, never
can be repaid, and, in a world employing ever more and
more capital per worker, has to be regarded as a growing
burden upon the propertyless. If this sort of civilisation
is to ocontinue to function at all, the purposes for which
taxation is levied must be radically extended and used
no longer solely for the purpose of defraying current Govern-
ment expenditure, but also for fostering and building up
industry and for the redemption of capital indebtedness.
The State must begin to exert, as the trustees of the
propertyless, the same foresight and acumen as the indi-
vidual does for himself. Whereas the present sudden
passion for the nationalisation of industries, like the rail-
ways and coal-mines, in the most unexpected quarters, is
suggestive of the desire to saddle the community with
what are no longer financially lucrative propositions.

A ScreME oF CoMPOUND CaPrTAL REDEMPTION.

The following practical suggestion is designed to meet
the situation as an alternative to the nationalisation of
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industries en bloc, the financing of which means merely
addition to the National Debt. The income-tax levied on
unearned incomes should be earmarked as a tax for the
redemption of capital and its purchase by the community,
and not as a source of revenue out of which to defray the
tcosts of government. It can be readily calculated that if
an unearned income-tax of 4s. in the £ were used to purchase
the capital, and the interest accruing from previous pur-
chases were devoted to the same purpose, the whole of the
capital would be so purchased and pass to the ownership
of the community in a period of time twice that required
for the interest payments to equal the capital—that is to
say, in forty years for a security paying 6 per cent, in
fifty years for one paying 4 per cent, and so on.

Under such a scheme the taxpayer could be given the
option of an income-tax-free security terminating at the
appropriate period, or of paying income-tax upon it from
year to year as now. In the latter event the Government
brokers would purchase the equivalent of similar securities
in the open market. In the former event, although no
change would be called for so far as thd shareholder was
concerned until the security terminated, naturally the part
ownership of the State in the concern would be recognised
by representation upon the governing body of shareholders.
This case niay be termed * compound redemption,” where
the interest upon past purchases as well as present taxation
is employed in the redemption.

SmMrLE .Rznnmmon.

It is obvious that this method could be applied only
to revenue producing securities. In the -case of simple
debt, like the National Debt, the interest is itself derived
from taxation, and it would probably be too much to expect
the public to go on providing it after the debt had been
redeemed. In this case what may be termed simple
redemption would apply, in which only the taxation is
available for redemption, and the debts as acquired would
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be destroyed. It can be calculated that for one-half of the
debt to be redeemed about seventy years would be necessary,
and the times for other proportions are given in the
Appendix in tabular form below. Naturally here, as the
debt diminishes, the rate of redemption diminishes in like
ratio, whereas in the case of compound redemption the rate
of redemption increases ab redemption is effected. This
brings out vividly and in quantitative fashion the advan-
tages of compound over simple redemption, and the precise
measure of the disservice to the State done by an economics
founded on the interests of a leisured class, denying to the
State the right of productive ownership.

The sole change involved in these proposals is the ear-
marking of tax on unearned income for capital redemption
and the provision of the expenses of government from
other sources. What these would be have already been
indicated. A reasonably honest national money system
would, a8 shown, already effect a large direct saving to
the taxpayer, and the greatly enhanced national prosperity
that would result from. selling goods as well as being able
to produce them would make the task of a future Chancellor
of the Exchequer comparatively easy.

If this were practical, a not unimportant advantage
would arise from the steady market produced for all
securitiea by the continuous redemption annually of 1 or
more per cent of the total. Investors would invest their
savings far more cheerfully if their securities could be sold
without risk of unnecessary loss through the limited nature
of the market they command and with something of the
readiness of a Postal Order or a’War Savings Certificate.
The Government would be always buying, and if the
market value of the stock appreciated so would the value
of the publicly owned part appreciate.

The system appears to realise the widely felt necessxty
of making the payment of interest, like the span of human
life, terminable rather than perpetual. This occurs after
the return of twice the principal, free of tax, on all classes
of productive security, about one-fourth of the redemption

18
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being effected by taxation and three-fourths by purchase
out of the interest of the part already redeemed (or alter-
natively by interest on deferred taxation), with a tax of
4s. in the £.

In an Appendix the mathematics of these processes
and some tables in connection with them have been
worked out. )

MATHEMATICAL APPENDIX.

MATHEMATICAL PRESENTATION OF COMPOUND REDEMPTION,

If 4 is the fractional rate of interest per annum, p the propor-
tion taken by taxation, and @ is the fraction acquired by the
Government at any time ¢ (years) from the start, we have

d@/dt =ip(1~ @) +4@

in which the first term represents the redemption by present
taxation, and the second that by the interest on the capital already
redeemed. The solution of this is

t ='_(Tl—_p)log, {l + G(},— l)} or G = l—f—p(d‘“")— 1).

1/i is the period of years in which the investment returns the
principal as interest, and may be replaced by the symbol P. If
the tax is 4s. in the £, p = 0-2, and the expression becomes

t = 2-875 P{log,o (1 + 4 @)

So that if G is 1, ¢ = 2:0126 P, or for a § per cent inveetment,
40-25 years. In the following table the time for & variety of
values of G are given :

L]
& {01 02 {0-3 |O-¢ [O5 |08 |O-7 |08 |O® 1-0
L[]
-;—, 04210725098 | 1-19 1137 [ 1-53|1-66]1-8 |1:01 2:0128
¢ |84 |]1¢:5 |19-6}23-8|27-4|80-6]332(36 382 | 40-25 yoars

The figures in the last column refer to a 6 per cent security,
with income-tax at 4s. in the £,
For the case of complete redemption (G = 1) the expression is

F= 5 ou ()
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and in the following table ia given the time of complete redemption
for various rates of taxation, in terms of the period P. This
represents also the total return to the investor of the tax-free
terminable investment in terms of the original principal,

Toax Gs. Bs. 4. 8s. 2s. 1s. in the £

; 1-78 1-8¢ 2-01 2-23 225 820

It is of interest also to deduce the expressions showing the
proportions redeemed respectively out of taxation and out of the
interest upon the part already redeemed. We will denote by G,
the first, and by @, the second, i.e. @ = Gy + G,, We then have

dG, . dG’_.
T=0p(l—0).md W_.m

Putting in the value previously found for @ and integrating
‘gives

- r —p— — 1 =~p) .]
Gr l_p[l_pu =) + g

ﬂ—g— ; .“)— —']
G =1= l_p(dav 1)— st

For the particular case, where the whole of the capital is
redeemed, i.e. G = 1, denoting by T and I the parts in this case
redeemed by taxation and interest respectively, we get

e

== (e

It p is given the value 0-2 (4s. in the £), we get for T 0-254
and for I 0-746, i.e. for this case, about one-fourth is redeemed
by taxation and three-fourths by interest payments on the part
already redeemed. The valuea for other rates of taxation are
given in the table:

Tax Gs. B, b, 3a. 29, s inthe £

I 0-69 072 0-748 0-785 0-827 0-89
T 0-81 0-28 0-254 0-215 0-178 011
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MATHEMATIOAL PRESENTATION OF SIMPLE REDIMPTION,

Here d@/dt = ip(1 — @) and t = — {1/(ip)}log, (1 — @).
If § = 0:05 and p = 0-2, f = — 230 logg (1 — G).

With these values of ¢ and p we obtain:

[} 0-1] 023 0-3]0-4 0sloe’loz 08 {09 009

¢ }10-5|22-2185-7] 51 Jeo:5| 02 |121 | 161 | 2380 460 years




CHAPTER XIV
INTERNATIONAL RELATIONS

Tax ELEMERTS oF ForEIGN TRADE.

It is now generally understood and admitted, as a result
of the War, that the position into which this country has
drifted is becoming increasingly precarious in its excessive
dependence upon foreign trade for the maintenance of its
food supply. It seems inevitable that, as the world fills
up and new countries develop, they will more and more
tend to consume the food and raw materials which they
produce and more and more make their own factory products.
So that from a double cause our present mode of living, in
which we have allowed egriculture in this country to decay
and concentrated upon the manufacture of articles which
are becoming increasingly difficult to sell abroad, cannot
indefinitely continue. Apart, however, from the danger of
war, the problem is not a pressing one.

This question bulks so largely in the minds of many
people that they almost refuse, with unconscious naivety,
to consider the question of internal reform at all. They
seem to ascribe to the irrational and haphazard system
some mysterious and unspecified advantage for the conduct
of foreign trade which would be jeopardised by the national-
isation of money and the stabilisation of the currency.
But unless these are going to make foreign trade and
the exchange of manufactures for food more haphazard
and difficult than at present, there is no case against
internal reform. One does not in real life refuse to con-
sider a cure for a disease because it is not a universal
panaces.,
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Most people are beginning to realise, also as the result
of the experience of the War, that foreign trade, like
reparations, is not really a question of money at all. Foreign
trade being essentially barter, money appears in all its
nakedness as a simple acknowledgment of the debt of the
community issuing it, repayable on demand in wealth only
within that realm and quite undbscured by the principle
-of virtual wealth which gives it such importance in its own
country. A foreigner may want a supply of our money for
use here, just as we may want a supply of his to use there,
but a supply of our money there or of his money here is
merely the acknowledgment of a debt payable on demand
in wealth, but in a distant place and realm, of no practical
advantage to anyone. It is idle to send a supply of money
abroad to pay for goods. It all has to come back again
before it is of use as purchasing power. A small, but not
uninstructive, illustration of the principle is when a foreign
correspondent encloses a stamped envelope for a reply |

THE TRADE BALANCE.

The bulk of foreign trade is really carried on by the
buyers and sellers in each country separately settling
amongst themselves, leaving only any outstanding balance
to be settled. Such trade balances are conveniently dis-
charged by shipping gold from one country to the other.
Thus a British buyer of foreign goods pays his account not
directly to the foreign seller, but to the British seller of
goods to foreign buyers, through suitable agents that carry
on this class of business. The same is true of other countries,
and the technical details need not further detain us. By
suitable international agencies it is similarly arranged that
the outstanding balances need not be settled as between one
country and another, but only as between each and the rest
of the world pat together. Thus, if we want corn from
Australia, Australia tractors from the United States, the
United States platinum from Russia, and Russia herrings
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from us, equal values of each may be and are bartered
without any need for money at all.

corn tractors platinum
BRITAIN «———— AUSTRALIA < U.8.A. « Russia

¢ herrings-——

It is not, therefore, the balance of trade between two
countries that has to be maintained, but the balance a8
between any one country and the whole of the rest of the
world together.

These are the realities of foreign trade, and the part
played by money in it is apparent rather than real. If,
as in all countries having international currencies on a gold
basis, gold is given a fixed exchangeability in terms of
money, the relative values of the currencies cannot vary
very much with time, i.e. the foreign exchanges of these
countries are stable. If gold werq not sent to correct the
trade balance, the exchanges would vary over wide limits,
because, then, the goods entering pay for the goods leaving,
whatever the relative proportion may be. If imports
exceed exports the exchange goes against the country,
until further importation into it is unprofitable both for the
home importer mn and the foreign exporter to the country
with the relatively depreciated currency.

THE INTERNATIONAL ASPECT OF WEALTH AND DEBT.

The function of gold in maintaining automatically, by
its inflow and outflow, the value of money in terms of gold
constant and preserving stability of the foreign exchanges
.among all the countries on a gold basis, without any other
‘automatic regulation of the quantity of money in circulation,
has already been fully dealt with. It does so correct the
balance of foreign trade, but if currency were stabilised upon
index number, the function of gold in foreign trade would
be reduced to that of simple barter and could be open to no
objection whatever. Even now, the foreign trader using
gold for international payments, uses it simply as a com-
modity, and is quite innocept of any responsibility for the
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complex and often disastrous chain of consequences it
entails in the business world by * concertina-ing ' credit.
The statesman shifts his responsibility for the currency on
to the banker, and the banker in turn shifts the odium for
his errors on to the importer.

The proverb of the devil among the tailors often suggests
the true origin of many controvérsies, and this applies to
one aspect at least not only of modern international conflicts
for markets, but also of the internal Free Trade versus
Protection controversies in all countries. It is easy to see
that, when the export of gold is used as a means, not only
of settling trade balances, but also as a means for contract-
ing credit and checking “ the rise of prices that makes the
business world so happy,” it must appear that the interests
of export trade and import trade are diametrically opposed.
The one is used to damage the other. But & moment’s
reflection on the theme that foreign trade is barter and
that the best way to increase exports is to increase imports
and vice versa, ought to suggest that the interests of both
importers and exporters are identical.

Tre FUNDAMENTAL NATUBRE OF THE PROBLEM.

However, these questions really raise fundamental and,
at present, almost entirely insoluble issues, We are brought
up by them to ask whether men live to work or work to
live. Canada produces a superabundance of food-stuffs.
The shoe industry claims it could shoe Great Britain for
the year by a few days’ work at our factories. What more
natural than to suggest ancexchange of footwear for food 1
In practice we find the Canadian boot industries pressing
for a tariff to preserve their home market from our imports,
just as our farmers seek protection from foreign corn. If
we contemplate free and unrestricted barter between the
countries it is the Canadian farmer who would get the boots
and our bootmakers the wheat, but the Canadian bootmaker
and the British farmer would not benefit, in so far as there
is a real plethora of both wheat and boot-producing capacity.
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Whereas what each and all need, in that case, is leisure, to
work less whilst consaming more, and to devote an increasing
part of their lives to other pursuits than the earning of a
livelihood and the amassing of * wealth.” There is; in the
end, no other solution to the problems raised by the fecundity
of science, The increasing number of people, who now
actually do contribute little or nothing that is essential to
the production of wealth and derive their claims to partici-
pate from permission to allow it to proceed rather than from
sny positive contribution, that could not be better provided
without them, as well as, at the other end of the scale, the
increasing number who derive a pittance from the public
purse, all tell the same story of the prodigal abundance
that cannot be disguised even by all the waste and sense-
loss confliots that attend the present system. When one
contemplates a country like the United States, which it has
been computed could easily supply almost the entire wants
of the whole world without over-exerting herself, & country
which has few real wants which it could not as well supply
within its own territory, and therefore with little use for
imports, but an almost infinite' capacity for exports, the
problem looks frankly insoluble.

Epcep TooLs.

For it must be remembered, in international as in
national economics, capital debts are not really repayable,
and imply “ power over the lives and labours” of other
countries, though, no doubt, the object is no more sinister
than for the case of home * saving.” Export trade, when
& nation has no equivalent wants to be supplied by imports,
is for “invisible imports " in the way of interest upon
capital debts, and may be, and usually is, fostered by lending
the debtor nation the money to pay, which means forgoing
payment in return for continued future interest payments.
Thus, for a time, the home industries are * protected
against competition from imports, but one trembles to
think of what the day of reckoning will really mean as
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between great and powerful nations, one anxious to repay
and the other unable to allow repayment.

The phrase caveat emptor has a singularly sinister
international application. “Let the buyer beware” of
importing upon credit and insist that imports shall be

alanced by exports, or run the risk of bartering an
inheritance for a mess of pottage.

° This country during the earlier part of last century
exported far more than it imported, and acquired large
holdings in foreign investments, which yielded an annual
revenue, enabling it, towards the end of the century, to
receive far more than it exported, without an adverse trade-
balance. The War reduced very much these holdings
abroad, and the trade-balance for 1925 has been estimated
to be only £M28 in our favour, after allowing for the
income of our remaining foreign investments. In the
century preceding the War our exports, which at first were
nearly double the value of our imports, increased only
twice, whereas the imports increased seven times. But
both have been dwarfed into relative insignificance by the
swollen figures of national expenditure since the War.

Mr. Withers,! quoting an address by Mr. McKenna in
October 1922, who said : * For over two centuries British
capital has been lent to other countries. Year by year
England produced more than she either consumed herself
or could exchange for the products of other nations, and
she could not obtain a market for the surplus unless she
gave the purchaser @ long credit. Foreign loans and
foreign issues of all kinds were taken up in England, and
the proceeds were spent ih paying for the surplus produc-
tion ”’—proceeds to argue that the payment of reparations
from Germany should be sought in the same way.

 Germany, gifted with great natural resources and with
unrivalled powers of work and applications, [ought] to
produce a very considerable exportable surplus if she made
the necessary effort and the necessary diversion of her
productive power.”

3 Bankers and Credit, Hartley Withers, 1924,
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By “ peaceful penetration” in Italy, Mexico, Brazil
and other places where she is apt to be regarded as a menace
to our trade and financial supremacy, she could, it is sug-
gested, acquire investments and hand them over to her
creditors. Surely, most people will agree that this is
playmg with edged tools and that it is hardly worth whilé
sowing the seeds of a new war to pay for the last one, and
to depress our own industries by doing eo.

Ecoxomio FREEDOM VERSUS SERVITUDE.

So in the international field no less than in our internal
affairs we have to make up our minds whether it is wealth’
or debt that we really desire, whether to use the otherwise
embarrassing riches of the age to promote economic freedom
or servitude among nations as well as among individuals.
International rivalries and antagonisms would be more
intelligible if there were any longer a real economic, as
distinct from chrematistio, foundation for them. In times
when population was always tending to outrun food supply,
before the effective occupation of the whole world, together
with intensive modes of cultivation, had reduced the law
of diminishing returns in agriculture to its proper local
significance, growing nations were for ever being faced
with the alternative of war or starvation. But now it is
all the other way. The struggle is not for wealth, but to
dispose of it advantageously to its owners, to convert
present wealth into a claim upon future wealth, to sell it
if possible, but, if not, to lend it so as to be able to derive
from the debtor a permanent *tribute of interest in the
future. Old wars of conquest were often for similar ends,
but universal conscription and the militarisation of whole
nations, as a consequence of their being able to produce
more wealth than they can consume, exchange, or even
lend, is quite a new and curious phenomenon in history.

The struggle is only nominally between nations, and,
by the survival of deep-seated herd-instinct, is directed
along these traditional channels. It is, in reality, between
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the debtors and creditors of all nations in common, and
no solution whether of social or international conflict is
possible until debts are made terminable and a proportion
of the interest payments upon them devoted as a sinking
fund to their redemption. That it is entirely within the
jurisdiction of each nation to determine for itself, for its own
nationals and for its foreign investors alike, and, if there is
no preferential discrimination against the foreigner, no
just cause of international quarrel could thereby arise.
The property of a private citizen or corporation, invested
in a foreign country, is amenable to the laws of that
country as regards taxation.

But international debts, of the kind which the War has
left in its wake, are a far more serious menace to the peace
of the world. They are not repayable except by injuring
the debtor class of the creditor nation, its workers, its indus-
tries and its trade, and they are not transferable among
individuals as are private indebtednesses, They are like
stale waters, conserved during drought, after the rains have
come and the rivers have resumed their normal flow,
as unhealthy as they are unnecessary.

€.

THE PRACTICAL PROBLEM.

To come back to practical affairs from these general
reflections, since no nation is justified in interfering with
the internal affairs of others, it is only possible to consider
the problem of foreign srade as it concerns any single nation.
Whilst recognising that it is a part of & wider debtor-creditor
problem, it is, so far as eoncerns the private investor at
least, not different in this to the internal problem. The
investor to the extent of his holdings in a foreign country
is, in effect, a citizen of that country, and would be subject
to the same provisions if such were made, for the redemption
of capital, as the nationals of that country.

It is certain that in an individualistio society, as in &
communal one, it is idle to produce or to try to produce
things that are not in demand. In an individualistio
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society the onus is on those who, by reason of changing
conditions, are no longer capable of earning a livelihood
by their former ocoupation, to change their occupation.
In Chapter III it was pointed out that this was, under
modern conditions, a far less serious change than formerly,
provided always that a sufﬁcnency of other profitable’
employment for all the 'workers is secured. It may be
necessary to recognise exceptional cases and tide over
periods of too rapid readjustments, but, in general, we
cannot escape the conclusion that exchange between
nations should be free and unrestricted, and that it is
desirable that each country should specialise in providing
the classes of goods best snited to its natural resources
and aptitudes.

By stabilising the currency upon index number we do
not fix any particular prices, but only the general average,
g0 that if some goods are in greater or lesser demand than
others their price will rise or fall relatively to the others
until the tendency is checked by increased or decreased
supply, exactly as now, except that gold would be no
longer an exception to this rule. No gold whatever need
be used for internal currency, but it would still find, as a
commodity, precisely the same use as now for correcting
foreign trade balances.

Trae FuxorioNn orF GoLbp.

“ Each country receives from abread goods of the same
value as it sends abroad. It is of the nature of the case
that these must balance over long enough periods, except
in so far as the debts may be converted into long-period
investments pot repayable orn demand. The difference
over short periods, the so-called favourable or unfavourable
trade-balance, can never be large, and gold as a commodity
serves excellently to redress such differences. All countries,
even those not on a gold basis, will readily accept gold as
a convenient and satisfactory form of temporary payment.
If gold were demonetised and reduced to the rank of a
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simple commodity, the available stock of it in a country
would furnish a precise indication of its trade-balance.

It is widely recognised that the present anomalous
position of gold is a menace to international relationships.
America has by the War secured the greater part of the

“world’s supply, and if it were let out into circulation agsain
it would play havoc with the existing monetary systems.
‘On the other hand it could be honoured for international
currency as now, but on a commodity basis, and be used
to stabilise the exchanges in so far as temporary violent
fluctuations are concerned, leaving them to find their own
level gradually according to the monetary standards and
currency systems adopted in the various countries.

Since there is every reason to anticipate that gold will,
from now on, steadily depreciate in value in any case, the
more rapidly the less use of it is made for currency and the
more quickly and widely it is demonetised, and since all
nations have been hoarding it or trying to do so under the
mistaken impression that they were thereby * saving,” it
would seem to be a suitable case for the League of Nations
to come to some equitable and friendly convention as to
the future disposal of it. They might agree upon the ratio
in which the stocks should normally be held in the future
in various countries as a national reserve for stabilising the
exchanges and avoiding unnecessary and harmful fluctua-
tions. But it is to be hoped they will not hand over the
destinies of the world to the care of three or four of the
most powerful banks.to decide what it pleases them best
is to be done from time to time, and institute a fraudulent
gold standard, the value ¢f the metal being just what those
interested please to make it by arranging how much or how
little of it is to be let out for currency. It is one thing for
a nation to consent to play its due part in finding some use
for and preventing too rapid depreciation of redundant gold
and to take upon its shoulders the risk of loss by consenting
to maintain for a time a limited quantity as a special
reserve. But it is quite another question to perpetuate
the stranglehold which a few people of anti-social instincts
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and mentality have, by cornering and controlling money,
secured over the life and activities of industrialised and
commercial nations. The standard of value should be
fixed beyond the possibility of being tampered with by
anyone, however well-meaning and benevolent. But gold
at its market value, whatever that might be, could stil?
serve a useful purpose in stabilising international currencies
and conferring upon foreign trade some of the benefits that
would acorue from an internal invariable monetary unit.

A SUGGESTION FOR THE STATISTICAL REGULATION OF
THE TRADE BALANCE.

The question of foreign trade, which necessarily causes
some apparently arbitrary restriction on the freedom of
individuals, is a difficult one. One may trace always, in
the accounts of acute commercial crises in the past, the
feeling of indignation and irritation engendered by ‘‘ un-
patriotio ” foreign speculators draining the country of its
gold supply when most needed at home. Individualistic
economics has never fairly met the fundamental difficulty
of balancing imports and exports, when each is entirely
unregulated and left to the private enterprise of individuals.
If we wish to secure the maximum amount of stability and
freedom of trade within our borders, it is obviously very
undesirable to leave it exposed to violently intermittent
competition from abroad according to the state of foreign
exchanges. Questions, such as Rrotection versus Free
Trade and the taxing of imports or subsidising of exports,
ought by common consent to bre removed altogether from
the political sphere and left to statistical regulation of the
same nature as that which has been proposed for the
regulation of the quantity of money.

We have seen that if gold were demonetised for internal
currency and used solely as & commodity for rectifying
trade-balances, and stabilising the exchange, the available
stock of it in the country would serve as a precise barometer
of its international trade position. If these taxes were only



288 WEALTH, VIRTUAL WEALTH AND DEBT

imposed when the gold barometer showed them to be
generally necessary, and to an extent that was necessary
to maintain the stock of gold within definite limits, these
questions might be removed from the battleground of
partisan politics, and the chief objection to them, in that
they create *‘ lobbying ”’ and corruption, would be removed.
Thus a country would decide thdt its gold reserve should
not rise above a definite maximum nor fall below a definite
minimum. If it did, a tax upon exports used to encourage
imports, in the first event, and a tax upon imports used to
encourage exports in the second, would seem to be an
impartial and statistical method of maintaining the just
balance.

A NATIONAL STABILISED CURRENCY WOULD ASSIST,
NOT BETARD, FOREIGN TRADE.

The suggestions made for nationalising and etabilising
the internal currency in no way interfere with the conduct
of foreign trade, or make it more onerous. It would be
difficult to point to a single advantage that would be
conferred upon the internal commerce and industry of a
country that would not be of equal importance and benefit
to its foreign trade.

Our dangerous state of dependence upon our foreign
trade to provide our food supply is itself very largely due
to our private banking system, and its unwillingness or
inability to grant sufficiently long-period credits on the
security of future production, which are a necessity to
agriculture, liable in the best of circumstances to temporary
set-backs through a failure of the harvest. Bad as the
lack of security and the perpetual changes in the trade
outlook are for industry, they are worse for the farmer,
concerned as he is with essentially long period processes.
Unless he can be given reasonably stable conditions it would
be folly on his part to spend years of unremunerative effort
in developments which in their very nature can only yield
a return at some relatively distant date.
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Is THERE A FiNaxciar CoxspirAcy 1

It is very widely believed that there has been something
akin to an actual financial conspiracy to enslave the world.?
The Westerner is not exactly the quickest in the uptake
where the elusive principle of Virtual Wealth is concerned. ’
It has escaped the purview of the professed theoretical
economists, who seem to have remained entirely oblivious
of the profound changes going on under their eyes in the
very nature of money. Conspiracy or not, there can be
little question that the power these discoveries have put
into the hands of financiers will, if not controlled, enable
them in their own time and choice effectively to conquer
the world.

Hitherto in this field of high finance, the semi-Oriental,
oradled in the battleground between East and West, has
been supreme. Before the development of science, the
flood of mystical half-truths that inupdated the Western
world from this quarter had effectually subjugated it
intellectually. The Westerner, in trying to assimilate and
digest this exotio spiritual diet, entirely lost—and, indeed,
counted it well lost—any intellectual independence. He
was fascinated and hypnotised by the iridescent bubble of
beliefs blown around the world by the Hebraic hierarchy,
and even now, long after the lancet of science has pricked
the bubble and let in the light, the alleged doings of the
chosen people thousands of years ago is still considered an
essential part of everyone’s education, whatever else of
human story and achievement be omitted. It would be
unwise to underrate the iufluence of a dominant force of
this magnitude over people’s lives in accounting for the
inversion of science, and it explains a great deal, otherwise
unintelligible, about the terrible Victorian era.

But conscious conspiracy or not, and whether one
race rather than another is responsible, there can be

1 Compare, for examplo, Protocols of the Learned Elders of Zion,
from the Russian of Nilus, tranalated by V. E. Marsden, The
Britons Publishing Co., 1925.

19
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no doubt of the fact that finance has already more
than half enslaved the world and few, if any, indi-
viduals, corporations, or even nations can afford to
diplease the monetary power. In 1918 President Woodrow
Wilson said :

“ A great industrial nation is controlled by its system
of credit. Our system of credit is concentrated. The
growth of the nation, therefore, and all our activities are
in the hands of a few men. . . . We have come to be one
of the worst ruled, one of the most completely controlled
and dominated Governments in the civilised world—no
longer a Government by free opinion, no longer & Govern-
ment by conviction and the vote of the majority, but a
Government by the opinion and duress of small groups of
dominant men.”

We have given up the belief in physical miracles, only
to be ensnared by metaphysical ones. Until the apparent
miracle of Virtual Wealth is understood and mastered by
those who would essay to influence the destinies of nations
they will continue to be like clay in the hands of the astute
financier. It is a consequence of this miracle that science
has endowed ghouls and become the King-maker of Cacus,
offering men the choice of freedom to be worked and preyed
upon or leisure to starve in the richest age the world has
ever known, and to nations armaments and conscription
to destroy one another in order to create national security
and securities, so that pious posterity may eternally honour
their sacrifice and never cease to pay tribute to the national
debt.

In this situation one distrusts the ability of the League
of Nations to hold its own and bring about real peace.
Their suggestion that there should be a sort of gold standard,
the value of which can be made much what it is considered
best by the eminent bankers and financiers advising them,
is a sinister and distressing move, for it frankly hands over
the real control of the world to the monetary power. The
suggestions in this work, needless to say, are at the poles
apart from this, which sounds like a travesty of the dream of
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uniting the world under a more catholic religion—a revised
version of the golden calf, with a garment ‘“ not golden but
gilded,” and under a standard “ not of gold but of gain.”
It would be the final step, whether a conspiracy exists or
not, in the enslavement of ‘the whole world by one central
financial power.. *
Whereas it is obviods that national safety lies in the
precisely opposite direction, in each nation understanding
and controlling completely its own financial mechanism and
regaining the powers so unwittingly abdicated and lightly
allowed to go by default. Only then is it to be expected
that it will be used to the general good and that the riches
of science will be used to promote wealth rather than debt.

Taz ReaL CoNSPIRAOY.

Whether or not there is a conspiracy among the *‘ chosen
people*’ to re-establish by gold the dominance they were wont
to derive from God—and the Biblical history (Exod. xxxii)
recalls a strictly parallel attempt, frustrated by the energetic
action of their chief legislator—it must be admitted that
it would be a revenge on science for its iconoclastic tenden-
cies, not without a certain sardonic humour, if we wake up
one day and find instead of the ten commandments a single
golden rule. These are conjectural possibilities, and, no
doubt, as in the time of Moses, there are still Jews and
Jews. Let us hope g0, at least.

But of the existence of a real conspiracy—a conspiracy
of silence—on all monetary problems, in the Press and on
political platforms, among editors, publishers and econo-
mists, who more than any others ought to be alive and
awake to their infinite importance—there can be no question
whatever. It exists, and anyone who has tried to call
attention to the evils of the present system will affirm it.
Mr. H. G. Wells is reported to have said :

“To write of currency is generally recognised as an
objectionable, indeed almost an indecent, practice. Editors
will implore the writer almost tearfully not to write about
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money, not because it is an uninteresting subject, but
because it has always been a profoundly disturbing one.”

It was indeed a revelation to the author, accustomed to
think of the battle for liberty of thought in scientific matters
as having been fought and won centuries ago at the time of
\Galileo and the Inquisition, to find that in economics, as
distinct from physics, it has not®yet been won at all. If
ke had been a biologist no doubt he would have put the
date as late as the controversy between Huxley and the
bishops. On the other hand, if he had been a pure mathema-
tician, he might have smiled at the very idea of anyone
having to fight at all about, say, the truth of the propositions
of Euclid. Which is to say, that liberty of thought is an
evolutionary growth rather than a sudden birth, extending
in order from the affairs of the intellect to those of the soul,
and only finally, if ever, to the affairs of the pocket. It
was not without its humorous aspect in this connection to
find in the recent condemnations in this country of the
campaign against the teaching of evolutionary doctrine in
certain States of the American Union certain disquieting
parallels drawn between it and the precisely similar attitude
of our own liberal savants towards psychical research, the
teaching of the methods of birth control, or, as might have
been cited as an instance, towards the new doctrine of
Physical Economics. Liberty of thought still much depends
on the circumstances.

One may sympathise with the motive for preserving a
decent concealment anrd obscurity from the public gaze
of the inner mysteries of the subject of money, whilst
condemning the danger and folly of it. If economics were
really a science it would not need to protect itself from
criticism by a conspiracy of silence. A responsible criticiam
would in any scientific subject be met with instant response,
and not by the ostrich policy of burying the head in the
sand in the hope that that will thereby choke the ears and
throw dust in the eyes of the pursuer also.

Every proposal to reform the system is always met by
powerful interests pretending that the reform propoeed is
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the old heresy of economic salvation by creating money.
Precisely, then, if when practised by the Government or the
private counterfeiter, it is a quack remedy, why are the
banks constituted the duly qualified practitioners of such
quack remedies and relieved by their office from responsi-
bility for the ruin they cause 1

It may be that our ‘publicists are silent for the same
reason as a doctor is when he hesitates to inform his patient
that he is suffering from a fatal malady that baffles all
scientific inquiry., What, then, can they reply to this
charge, that the patient is made and kept ill by administering
drugs that all know to be harmful and fatal ¥ It may be
that the danger is not to the country, except, indeed, the
danger of recovery from its present impotent and drained
condition, but to our public servants and officials, who,
unless an amnesty were granted them, might reasonably
expect to find themselves impeached, if real political
government came to be re-established. Lastly, it may be,
and probably is, that our professed leaders and experts
in these intricate matters are in a demse fog themselves,
and, not knowing what else to say, go on repeating what
they were taught in their youth at college as economio
science. Whatever be the reason, if this attempt to hide
from the public the real facts of the existing monetary
system and to suppress all publio criticism and common-
sense arguments in favour of its reform is continued, the
already very prevalent view of the existence of a treasonable
conspiracy against the State by the leaders of Finance
will not lack foundation. Conscious conspiracy or not, the
danger is exactly the same. A corrupt monetary system
strikes at the very life of the nation.



CHAPTER XV
SUMMARY OF PRACTICAL CONCLUSIONS

IT may be of assistance to the reader to collect and summarise
the chief practical conclusions arrived at, as distinct from
the theoretical analysis upon which they are based.

(1) The production of Wealth, as distinct from Debt,
obeys the physical laws of conservation and the exact
reasoning of the physical sciences can be applied. Wealth
cannot be produced without expenditure, and a continuous
supply of wealth cannot be supplied as the result of any
expenditure once for all, for it is a form of energy, or the
product of its expenditure under intelligent direction. Its
production demands a continuous supply of fresh energy
and continuous human diligence, nowadays, rather than
physical labour. The scale on which it can be produced
is practically limited only by the state of technical know-
ledge of the time. There is no longer any valid physical
justification for the continuance of poverty. The phenome-
non of unemployment and destitution at one and the same
time to-day is solely due to ignorance of the nature of wealth
and the principles of economics, and to the confusions between
wealth and debt which have hitherto bemused that subject,
even among those who hawe essayed its scientific investiga-
tion and elucidation. .

(2) There are two distinct categories of wealth which
owe their value to the opposite qualities of perishability and
permanence. Both are alike in the manner of their produc-
tion. Butin the formation of the first category of perishable
wealth the energy required is stored up for use later by
life when the wealth is consumed. It includes food, fuel,
explosives, fertilisers and all materials the usefulness of
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which depends upon the change they suffer in use. They
can only be used once, and they usually function as the
energisers and actual supporters of life.

In the second category of permanent wealth the energy
required to produce it is not stored in the product—or, if
it is, it acts detrimentally to durability in use—but has,
already gone to waste in the process. It enables and
facilitates life, but does not empower it. It saves further
expenditure of life-time to an indefinite extent, but does
not support life. The category includes all classes of
permanent possessions, of all degrees of actual durability,
but distinguished from the first category by the fact that
their destruction is incidental to and not the reason for
their usefulness, and is a dead loss. This category includes
the whole of capital in the sense used in this book, namely,
organs of production used in production.

(3) Capital, by saving to an indefinite extent the
expenditure of buman time in production, appears to afford
a continuous revenue of wealth without further work, but
the origin of the wealth produced is in the continued use
of capital by human agents, not in the capital itself. There
is no ethical principle to which to appeal, in order to equate
the time spent in the accumulation against the continuous
expenditure necessary to make it productive, or to determine
the just division of the wealth produced as between the
capitalist and the worker.

(4) Money is now a form of national debt, owned by the
individual and owed by the community, exchangeable on
demand for wealth by transference’to another individual.
Its value or purchasing power is not directly determined by
any positive or existing quantity of wealth, but by the
negative quantity, or deficit of wealth, the ownership and
enjoyment of which is voluntarily abstained from without
the payment of interest, by the owners of the money, to
suit their individual business and domestic affairs and
convenience. The aggregate of this deficit is called the
Virtual Wealth of the community, and it measures the
value of all the money owned by the community, which is
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forced by the necessity of exchanging its produce to act
‘a8 though it possessed this amount of wealth more than it
actually does possess. The Virtual Wealth of a community
is not a physical but an imaginary negative wealth quantity.
It does not obey the laws of conservation, but is of psycho-
Iogical origin. It increases with the number of the popula-
tion and the national income and varies over long periods
of time with the habits of the people and the way they
conduct their business and domestic monetary affairs. It
is only when the Virtual Wealth is constant that the general
level of prices is directly, and the purchasing power of
money inversely, proportional to the quantity of money in
circulation.

(5) Banks create and destroy money arbitrarily and with
no understanding of the laws that correlate its quantity
with the national income. They have been allowed to
regard themselves as the owners of the virtual wealth
which the community does not possess, and to lend it and
charge interest upon the loan as though it really existed
and they possessed it. The wealth so acquired by the
impecunious borrower is not given up by the lenders, who
receive interest on the loan but give up nothing, but is
given up by the whole community, who suffer in consequence
the loss through a general reduction in the purchasing power
of money.

(6) The banks have usurped the Prerogative of the
Crown with regard to the issue of money, and corrupted
the purpose of money from that of an exchange medium to
that of an interest-bearing debt, but the real evil is that we
now have a concertina instead of a currency. These powers
have fallen to them in consequence of the invention and
development of the cheque system, unforeseen before it

became an established fact. It has been connived at by
politicians of all parties, who have betrayed the people
and without their knowledge or consent have abdicated
the most important function of government and ceased to
be the de facto rulers of the nation. The issue and with-
drawal of money should be restored to the nation for the

—
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general good and should entirely cease from providing a
source of livelihood to private corporations. Money should
not bear interest because of its existence, but only when
genuinely lent by an owner who gives it up to the borrower.

(7) The value of money should not depend on the
quantity of a single commodity, such as gold, and tl®
standard of value should have reference to the general average -
of goods consumed and used in living. That is to say, the
index number of general price-level, or its reciprocal, the
purchasing power of money, should be maintained constant
by regulating the total quantity of money in circulation.
The index number should be continuously ascertained by a
national statistical authority who would report ite findings
to the national authority charged with the issue of money,
80 that the issue may be regulated to maintain the standard
of value constant, much as the National Physical Laboratory
in this country is charged with the standardisation of
weights and measures.

(8) When the quantity of money is constant, its value
or purchasing power is proportional to the Virtual Wealth,
and when its value or purchasing power is constant, the
quantity of money is a measure of the Virtual Wealth.
The issue of money should therefore be regulated by its
purchasing power, so a8 to maintain the purchasing power
constant, more being issued if the purchasing power tends
to rise, or the index number to fall, and some withdrawn
from circulation if the purchasing power tends to fall and
the general price-level to rise, very much as the speed of a
steam engine under varying load is automatically controlled
by steam being admitted by tke governor when the speed
tends to fall, and shut off when it tends to rise.

The money issued should defray national expenditure
in lieu of taxation, or redeem interest-bearing National
Debt. The withdrawal and destruction of money should
be by taxation or by raising a National loan.

(9) It is recognised that the invariable standard of
value proposed is & debtor-creditor standard to facilitate
long-term business engagements and remove the speculative
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element introduced into them by change in the value of
money. But in an era of increasing human efficiency in
wealth production a debtor-creditor standard of price is
not necessarily a “ just ”’ price. But no social progress can
be secure until the purchasing power of money is made
invariable.

(10) To initiate the system .some £2,000,000,000 of
National interest-bearing Debt should be cancelled and the
same sum of national money (non-interest-bearing National
Debt) issued to replace the credit created by the banks.
The taxpayer would thereby be relieved of the payment of
£100,000,000 a year interest on purely fictitious loans.
This annual interest is a payment by the taxpayer to bond-
holders for money lent to the State, and it is transferred
under the existing system to the banks for their services in
creating new money as bank credit and conferring it on
bond-holders against their bonds as collateral security.
The taxes are thus paid to the bank for doing what the
taxes were imposed to prevent being done, namely, the
increase of the currency. Otherwise there would have been
no reason for the State to borrow at interest if it had not
wished to prevent the increase of the currency.

(11) The banks should by law be required to keep
national money, £ for £ of their liabilities for customers’
“ deposits ** in current account, and only be permitted to
lend money genuinely deposited into their keeping by its
owners, who give up the use of it for the stipulated period
of the loan and receive receipts in legal form subject to
stamp duties -on & scile designed to make it relatively
unprofitable to lend for finjcking periods.

(12) The failure of the nations to use to the full, for the
enrichment of life, the ample powers conferred upon them
by the progress of scientific and technical kmowledge is
traced primarily to the private issue of money and the
mistaken principles which govern it. Credits should be
issued, not cancelled (that is, the money in circulation
should be increased not decreased), when supplies out-
run demand. Genuine abstinence from consumption, or
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saving,” is the essential antecedent to any increase of
money in circulation if the price-level is not to be raised.

(13) To raise any productive system from one scale of
production to a higher scale without causing & change of
price-level, and so to absorb unemployed labour and
capital, demands an initial abstinence from consumptior
equal to the increased stocks of semi-manufactured and
finished wealth in the system, followed by an issue of money
of lesser amount proportional to, but normally less than,
the value of the additional finished stocks. In practice the
issue would be determined by the price-level as indicator,
with the returns of unemployment and the condition of
industry as guiding indications.

(14) If the issue of money precedes abetinence the
stocks of finished wealth in the system are permanently
depleted and cannot be restored. This raises prices and
tends after a short period to reduce employment and pro-
duction even below the original level, at a monetary valua-
tion inflated in proportion to the increase of money. The
rise of prices drains the gold out of the country, so that
credits are curtailed again and industrialista have to reduce
production.

(15) If the abstinence is not followed by increase in the
quantity of money the additional stocks accumulated
cannot be sold without reducing prodaction, and, in conse-
quence, the employment of labour and capital to an extent
as much below the original level as the original abstinence
temporarily increased it above that level. A criticism in
the light of these conclusions is offered of the aims and
proposals of the Douglas school of Social Credit Reform.

(16) The building up of any industrial system, and, in
general, the accumulation of permanent capital, involves
liability for debts to individuals which can never be
repaid, and must therefore bear interest until written off
or redeemed. In an individualistic society, if the citizens
are not to be reduced to helots under this increasing burden
of capital indebtedness, taxation should be extended beyond
the purpoee of defraying Government expenditure to pro:
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vide for the redemption of capital. The mathematical
laws for ‘the eimple and compound redemption of capital
debts are worked out. In this way the nation would come
in on the ground-floor and not after industries cease to
pay, as with current nationalisation proposals.

e (17) Taxation, as hitherto confined to the purpose of
defraying Government expenditure, is entirely futile as an
ingtrument of permanent social amelioration, and should
be used in conjunction with, or alternatively to, the issue
of Government loans, for other specific purposes, such as
the building up of a greater volume of production, the
reconstruction of agriculture, the preservation of the due
ratio between production for consumption and new capital
production, and, in general, for more actively influencing
the proper development of the country, on the information
supplied by the national statistical authority.

(18) A national currency based on index number and
the intelligent- expansion of the industrial system to its
full working capacity would promote foreign trade equally
with home trade, and better enable the nation to obtain by
import the food it needs in exchange for exporta.

(19) It is suggested that the use of gold as a commodity
for international transactions, to adjust the balance of trade
between nations, should be extended. The League of
Nations should undertake, for the nations it includes, the
determination of the proportion of the total stock of gold
which each nation is to keep as a reserve, rather than attempt
to set up a fraudulent gold standard, the value of which
can be made to suit the purpose of & few powerful Central
Banks by a policy of hastening or retarding its demonetisa-
tion at their will.

(20) Whilst primarily intended to remove the menace
to international relations arising from the immense accumula-
tions of redundant gold, and to permit of its complete
demonetisation safely by any country desirous of adopting
an invariable standard of value based on index number,
the use of gold as national reserves would serve a valuable
purpose in stabilising international price-level and damping
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out violent fluctuation of the foreign exchanges due to
temporary alternations in the balance of trade. But it is
not proposed to fix or * peg ™ these, but to let them find
their own level according to the standards of value and
systems of currency adopted in the various countries.

(21) The national reserve of gold, acting as a barometer
indicating the ratio of imports to exports, should be main-
tained by suitable means between defined limits of variatian.
As a possible means, it is suggested that, on information
supplied by the national statistical authority, importa
could be checked by duties and exports encouraged by
bounties if the barometer fell, and vice versa if it.rose.

(22) It is claimed that these suggested reforms, whilst
they do not entirely meet the deeper economic causes of
social unrest, are necessary steps if an individualistic society
is to continue and the nation in the future is to be in &
position to deal with a further displacement of men by
machinery and the methods of mass production, and to
distribute monetary titles to consume in proportion to the
quantity of wealth capable of being produced, rather than
to the number of workers employed in production.

CoxcLUSION.

The stinging-nettle of economics, boldly grasped, need no
longer obstruct the path of the social reformer who would
give peace and economic freedom to the world. Its power
to sting resides only in silly confusions which the world has
outgrown, and which, in a ecientifio and mechanical age,
even a bright child might be trysted to see through. Never
sgain should there be any fear of disinterested disagreement
a3 to the nature and the solution of the paradox of poverty
and riches. ]

These old confusions eradicated, from being a subject
like astrology or alchemy, economics will become a science.
Already the separation of its subject-matter into the
physicalwealth—and the peychological—debt—brings with
it the most astonishing simplification. There will, of course,
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be plenty of people who will argue that the psychological is
as important as the physical. But few will have the hardi-
hood to claim that the understanding of the psychological
side can offset crude initial physical misconceptions between
wealth and debt and the vulgar perpetual motion fallacy of
the older economists. Such errors would have precisely the
effect they have already produced in a world administered
by and made up of supermen and angels.

Democracy so far has but seized the shadow and hds yet
to grasp the substance of sovereignty or be discredited for
all time. Its first step must be to end the conspiracy of
silence in its organs of publicity and instruction concerning
the one prerogative of government which underlies and
controls all effective political action, and to insist upon its
monetary system being as public and open to criticism and
conscious alteration as its political system.

With adequate knowledge of the physical realities that
dominate the economic affairs of peoples, the road is clear
for unlimited progress and the attainment of universal
peace and prosperity. The evils that in the past have
paralysed the very heart of nations lie patent and beyond
concealment. So they pass beyond the power of further
harm. Only that rarest kind of courage—intellectual
fearlessness and honesty to face things as they are and not
as they appear—is required to abolish poverty and eco-
nomic degradation from our midst in less time than the
War took to run its course. Whilst on the international
horizon there dawns the hope that a rational solution may
be found to the problem of modern war, and a better use
be made of the prodigal ‘gift of science than to destroy
the surplus wealth and population in fighting for markets
and the increase of national debts.

Were all the most powerful vested interests in the world
solid and interlinked against the cause of humanity and
freedom, were money, the lust of power and the distilled
essence of all the superstitions that have ever swayed the
minds of men, arrayed against the growth of kmowledge,
who need doubt the ultimate issue ¥ The road is open for
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all men and women of good-will to drive onwards to their
goal.

In the eight years that have elapsed since Peace, the
clouds of darkness have again descended, and already
people know in their hearts that it is only a matter of time
before another war will come, greater and more territie
than the last in proportion as it is delayed. Not an iota of
the fundamental economic causes which produced the lpst
has been altered. The peace has abundantly sown the
seeds of future inevitable national conflict. The vast
polential productivity of the industrialised world, particu-
larly in the engineering and chemical industries, must find
an outlet. If that outlet is by financial folly denied it in
the building up and reconstruction of the home-life of
nations, it remains as a direct and powerful incentive to the
fomenting of war.

If anyone doubts, let them visit, for example, a8 modern
steel works—of which there are many in this country, each
alone, it is estimated, capable of supplying the total national
requirements in our present impoverished state. Even if
he chanced on a day when the plant was in full operation,
he would see only & man here and there doing almost
nothing to speak of, where, only a generation ago; the
place would have been alive with an army of almost naked
workmen rushing about and shepherding the moving flow
of incandescent steel. A few 15,000-h.p. motors, worked
with the sunshine of the summers of the palmozom ers,
have emancipated the human worker to leisure in the
streets, to live on the dole and rear his family s0 against
the day when the nation shall need them all again,and war,
the consumer, shall turn all this potential wealth into
national debt. Yet we affect to be shocked by the customs
of the ancients, who exposed their superfluous young naked
to the rigours of the winter’s night, or sacrificed them with
music and religious fervour on the altars of Moloch and
Mammon.

The searchlight of the exact sciences can reach even into
such dark and secret recesses of the human soul. From
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the dawn of civilisation the deep inborn herd-instinct
towards the amassing of ‘‘ wealth’ has been in conflict
with the physical impossibility of doing so. So arises *‘ the
principle of death,” which Trotter? has recognised as
embodied in the very structure and substance of all human
censtructive social effort. As with earlier civilisations, so,
it would appear, with ours—it has swung laboriously up to
ity meaningless apogee only to lapse again into darkness,
fated, like them, possibly, to leave no trace in human
memory, or but the faint and dubious whisper of tradition.

The wheels of God grind small, but they grind exceeding
slow. O future | we the dying salute thee ! The course is
set, the race is nearly run. Time, the destroyer, is on our
heels, Our Youth isspent, and old and feeble are the puppet
hands gold chooses to direct our destiny. Give us back,
O powers of the light ! but one more hour before the pen-
dulum of night descends again. The lamp is lit, but its
beam needs time to grow ere those to come can hope to
grope their way. Slow down the sunset and upspeed the
dawn, lest youth resurgent should arrive too late.

L Instincis of the Herd in Peace and War, W. Trotter, 1919,
P- 241, * The Instability of Civilisation,*



ON THE RECENT MASSACRE.
(After Milton.)

Avenge, O Lord, thy slaughtered sons, the Old
World shamnbles richening with their scattered bones ;
Ev'n them who kept thy truth, the scoffer owns,

When all our fathers worshipped gods of gold.

The generous quest of youth and science sold,

The surplus changed for ever-bearing loans,
The wreck-strewn shores and devastated zones
Of war forget not ; resurrect their mould.
The flower the fire has mown, the roots decay,
The dust and ashes of the harvest sow

In every cot and croft where still doth sway
The money tyrant, that from these may grow

A hundred-fold, who having learned thy way
Early may fly the Babylonian woe.
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