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DIRECTOR’S PREFACE

The year 1933 has witnessed the taking, either by
legislative enactment or by executive order, of several
steps which have profound significance for the monetary,
banking, and fiscal future of our country. Some of these
measures—for example, the so-called “Thomas amend-
ment”—were merely permissive in character. Hence the
precise natute of the changes which are being introduced
into our financial system is to be discerned only in the
light of unfolding events. It has seemed to the Insti-
tute of Economics, therefore, that great service in the
understanding of developments and in the formulation
of intelligent public opinion could be rendered through
a series of current studies of these measures and of such
lines of governmental action as emerge from them.

The present volume is the first result of such studies
to be published. It undertakes to lay a foundation for the
subsequent books and pamphlets in this series by pre-
senting a general survey of the monetary issues which
have dominated world economic discussions during the
past year. After showing the divergence of opinion be-
tween various groups and nations participating in inter-
national discussions and negotiations during the course
of the year, its sets forth the trend of monetary develop-
ments in the United States.

In view of the fact that monetary policy in this coun-
try is still in a state of flux, we believe that the presen-
tation of this analysis at the present moment is peculiarly
timely. Our ability to present the book now, however,
is not the result of hurried work, but is due taghe fact
that researches in this field were begun by us a long Hine!
ago. For several years Mr. Pasvolsky has been devoting,
close study to the problem of the stabilization of the ex-

ix



x DIRECTOR’S PREFACE

changes and other monetary developments in post-war
Europe. For this purpose he has made two extended
visits covering the principal countries of Europe and was
at Geneva during the preparations for the World Mone-~
tary and Economic Conference and in London during
the sessions of the conference. Upon his return to the
United States it seemed wise not to defer any publication
in this field until he could prepare a long and technical
volume on the researches which he had been conducting.
Instead we decided to bring those studies to a sharp focus
at this time upon the immediate problem which is con-
fronting the United States today in the form of a shorter
and less technical treatment for a larger audience.

No effort is made in this small volume to pass judg-
ment upon the whole range of specific monetary issues
which now confront the world, or to suggest any specific
program. We confine our attention here to indicating
the vital relationship of present monetary policies to eco-
nomic recovery. Other studies now under way in this
series will deal more specifically with such problems as
the following: The adequacy of the gold supply; the
relation of unstable exchanges and devalued currencies
to foreign trade and commodity prices; techniques and
effects of foreign exchange control; and others.

This series is under the general supervision of Charles
O. Hardy. Others who have served with the Director
as a committee co-operating with the author in the prepa-
ration of this volume are Harold G. Moulton and
Cleona Lewis. We have also had the aid of an advisory
committee of the Social Science Research Council.

Epwin G. Nourse
Director
Institute of Economics
December 1933
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INTRODUCTION

Economic and political discussions and controversies
of the year 1933 have centered in large measure around
monetary issues in relation to economic recovery. When
the year began the world had already passed through 18
moriths of growing disorganization in the sphere of for-
eign exchanges, but there was hope that just ahead lay
the possibility of an international agreement which
would restore order and stability. An attempt to reach
such an agreement was made at the first session of the
World Monetary and Economic Conference, held in
London in June and July, after months of preparation
and preliminary consultations among the governments
mainly concerned. That attempt failed, and monetary
instability and uncertainty, which had increased greatly
during the first half of the year, continued unabated into
the second. The world is today confronted for the second
time since the ending of the World War with the neces-
sity of making a vital choice in the domain of its basic
monetary organization.

Prior to 1914 there existed an international monetary
system which was almost universal in the scope of its
functioning. The international character of the system
resulted from the fact that in all the important coun-
tries gold was the common standard of value. Under this
international monetary standard the foreign exchanges
were stable within narrow and defined limits. The opera-
- tion of the exchanges underwent marked change with the
widespread abandonment of the gold standard during
the war. For some years after the cessation of hostilities,
national currencies were subject to wide and frequent
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« fluctuations in terms of each other—a condition which
existed until the principal nations of the world decidec
to restore the gold standard and, one after another, car-
ried this decision into effect. Stable foreign exchanges
then prevailed until the middle of 1931 when, as a result
of the current economic depression, the international
monetary system again broke down.

The question whether the international gold standard
should once more be restored is much more difficult and
complicated today than it was in the years immediately
following the war. When the international financial con-
ferences at Brussels and Genoa grappled, in 1920 and
1922, with the problem of disrupted monetary systems
and fluctuating foreign exchanges, there was a general
recognition of the fact that the breakdown of the inter-
national monetary system based on the gold standard
was one of the unfortunate consequences of the world
conflict. It was taken for granted by responsible states-
men in all important countries that a restoration of such
a system was necessary and desirable. Both conferences
pronounced emphatically in favor of the re-establish-
ment of an international gold standard and agreed upon
the conditions which had to be fulfilled for this purpose.

Since the second breakdown of the international gold
standard, however, the view has become widespread in
many countries that that standard has become inherently
defective. Accordingly, it is held that an alternative sys-
tem must be devised. Proposals for a substitute monetary
organization have run in terms of managed currency
systems, with the primary emphasis upon the control of
price levels rather than upon the maintenance of foreign
exchange stability. This alternative assumed importance
as a practical monetary issue when the British govern-



INTRODUCTION 3

ment, following the abandonment of the gold standard
- in September 1931, began to lend some measure of sup-
port to the managed currency idea. The issue became still
more sharply defined after the United States departed
from the gold standard in the spring of 1933, and espe-
cially when the gold purchase plan of price regulation
was introduced. )

While in recent months the monetary problem has
loomed large in the public eye and has attracted wide-
spread interest and attention, the complex underlying
issues involved have not been clearly defined. The main
purpose of this brief study is to set forth and analyze
the monetary issues that now agitate the world, as well
as the conflicts of ideas and policies which have so far
prevented any effective solution.

These issues have found expression during the current
year mainly in connection with international discussions
and negotiations. It was on such occasions as the meeting
of the Preparatory Commission of Experts for the
World Monetary and Economic Conference held at
Geneva in January, the consultations between President
Roosevelt and the representatives of the principal for-
eign governments which took place at Washington in
April and May, and the London sessions of the World
Conference itself in June and July, that the national dif-
ferences of views and policies were brought to a focus and
were made the subject of prolonged discussions.

These discussions covered all of the underlying basic
monetary issues of our day, and an analysis of what took
place at Geneva, at Washington, and at London provides
an extremely convenient vehicle for a presentation of
the issues involved. Hence the major portion of the text
is devoted to such an analysis. In the concluding chap-
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ters the monetary position of the world in general since
the London Conference is surveyed and an analysis is
made of recent developments in the United States, in-
cluding the gold purchase plan.



CHAPTER I
BREAKDOWN OF THE GOLD STANDARD

The World War brought about 2 complete disruption
of monetary stability everywhere. At the end of the con-
flict, all the countries of the world were off the gold
standard, either through suspension of redemption or
through embargoes on gold exports, and the foreign
exchange rates fluctuated widely in spite of attempts
made by many countries to minimize these oscillations
by means of control devices. For 2 period of several years
after the war, the United States was the only country
that had returned to the full gold standard.

While the Brussels and Genoa conferences of 1920
and 1922 had definitely expressed the view that a return
to the gold standard was indispensable to economic re-
construction, it was not until the complete monetary
collapse of Central Europe in 1922 and 1923 that the
leading countries decided to co-operate in the re-estab-
lishment of the gold standard at the earliest possible
moment. Between 1923 and 1929, in part as a result of
international co-operation, as in the case of Austria, Hun-
gary, and Germany, and in part as a result of independ-
ent action, virtually the whole world returned to a gold
standard either formally or de facto. The only notable
exceptions were China and Persia, which were on the
silver standard, and Brazil, Spain, Turkey, and several
smaller countrics, which were still operating on the basis
of inconvertible paper. Foreign exchange stability was in
this manner restored and control measures were generally
abandoned.

A second breakdown of the gold standard occurred

5
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after the economic depression was well under way. Dur-
ing the first two years of the depression there were but a
few isolated defections from the gold standard. Three
countries abandoned gold in December 1929 and one in
July 1931. It was not until after September 1931 that
the wholesale breakdown of the international monetary
system began. Great Britain suspended the redemption
of her currency on September 21, 1931. Fifteen other
countries abandoned gold in the last four months of
that year, and another nine followed suit in 1932. The
measures of foreign exchange control which began to
be reintroduced during the early stages of the depres-
sion also spread rapidly after Great Britain’s departure
from gold.

The degree of depreciation of the currencies which
are no longer linked with gold has not, during the pres-
ent monetary dislocation, been comparable to that in the
early post-war years when many currencies went almost
to zero. However, in most cases the depreciation has been
substantial, as may be seen from the frontispiece chart. .
By the beginning of 1933 the Japanese yen had dropped
to only 42 per cent of its gold parity, and the pound
sterling was worth only 69 per cent of its former value.

These substantial alterations in the currency values
of two very important commercial countries, accompa-
nied as they were—in the case of these, as well as of all
other depreciated currencies—by wide fluctuations, ex-
ercised a disorganizing effect on international trade and
financial relations. Dislocation in this vital sphere of eco-
nomic activity was increased by the existence of a large
accumulation and variety of foreign exchange control
- measures which had far-reaching repercussions on the
volume and direction of commodity trade, as well as on
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movements of capital and the whole organization of
credit.
L. MONETARY POSITION OF THE WORLD AT THE
BEGINNING OF 1:933

The table on page 8 shows the currency standard
position of 50 countries on January 1, 1933. It will be
noted that of this list, which includes all the important
commercial nations of the world, 30 countries were offi-
cially off the gold standard. Of these, 14 had introduced
foreign exchange control, while most of the other 16
were exercising some measure of unofficial regulation

- of their exchange rates. Nine countries were still nomi-
nally on the gold standard and were attempting to main-
tain their gold parities by means of official control meas-
ures of varying degrees of stringency and with
a decidedly uneven degree of success. In the case of some
of them—for example, Germany and Czechoslovakia
—official parities prevailed. In the case of others—nota-~
bly Austria, Hungary, Yugoslavia, Rumania—the meas-

- ures of control were only partly effective and ‘the
currency units were in fact depreciated. Only eleven
countries remained on the full gold standard, and even
some of these were imposing certain limitations on a free
operation of that standard.

The four categories into which the nations listed in the
table on page 8 are classified require a brief explana-
tion. A country is on a full gold standard when it ful-
fills, through legal requirement or in practice, the fol-
lowing four fundamental conditions:

1. Its basic monetary unit—the dollar in the United
States, the pound sterling in Great Britain, the franc in
France, etc.—must be defined in terms of a fixed qum—
tity of gold of a specified fineness.
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2. It must either make provision for an unlimited
coinage of gold or else lay an obligation upon some spe-
cially designated agency to purchase, at a fixed rate, all
gold brought to it.

3. All means of payment within a country must be
freely redeemable on demand at a fixed rate in gold, or

Monerary STANDARD PosTion or 50 Counrtmies, Jawvanr 1, 1933

Off the Gold St’nndnd and Nom&i‘nalljy on the
with Dep G Gold Stanc wi On Full Gold
Old Parities Main- Standard®
Without Official | With Official tained through
Control Control Official Control

A Ii A Austria Albania
British India Bolivia Bulgaria Belgium
British Malaya Brazil* Czechoslovakia Dantzi
Canada Chile Estonia Dutch
Egypt Colombia Germany Indics
Finland Denmark Hungary France
Great Britain Ecuador Latvia Italy
Itish Frec State | Greece Rumania Lithuania
Mexico apan Yugoslavia The Netherlands
New Zealand® ersia® Poland
Norway Portugal Switzerland
Palestine gpnin' The United
Peru urkey* States
Siam Uruguay®
Sweden
Union of South

Africa

* The gold standard was never officially resumed after the World War.

® The gold standard was never officially re-cstablished after the war, but
there was a de facto return to pre-war ities.

* Persia had a silver standard until ﬁncr;l%Z, when a gold parity was

ally ad d, although the exch rate followed the pound steriing.

y d, although
2Seep. 7.

in claims to gold located abroad. This must be true at
least for purposes of international transactions.

4. There must be complete freedom of gold exports
and imports.

The fulfillment of these four conditions provides an
effective and convenient mechanism for maintaining the
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relative values of the various national currency units in
a state of stability. The fact that the national monetary
units are defined in terms of fixed quantities of gold
makes it possible to compare any two of them and.to
establish a parity between them. The fact that under the
gold standard there exists in each country adhering to
it an unlimited market for gold at a fixed price (through
coinage or purchase by the Treasury or the bank of is-
sue); that gold can, generally speaking, always be ob-
tained at 2 fixed price in exchange for all forms of na-
tional currency; and that gold can always be freely
shipped from one country to another, assures that devia-
tions from the gold parities would be confined within
narrow limits.

These limits are, in fact, determined by the costs in-
volved in shipping gold from one country to another.
‘Whenever, for example, the price of a bill of exchange
expressed in dollars rises, in terms of the pound sterling,
above the cost of shipping an equivalent amount of me-
tallic gold across the Atlantic plus the loss of interest
during the time of shipment, the “gold import point”
of the dollar would be reached, and gold would move
from Great Britain to the United States. In the reverse
case, the “gold export point” would be reached, and the
movement of gold would be in the opposite direction,

These “gold points,” while somewhat different for
each pair of countries (depending on the distance between
them, the transportation facilities, etc.), are always so
close together and are so easily determined that, under
the gold standard, the values of national currency units
in terms of each other vary but slightly. For example,
when both the dollar and the pound sterling were ex-
changeable for gold, the amount of pure gold contained
in the pound was 4.866 times that contained in the dol-
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lar. A pound was, therefore, worth at par of exchange,
$4.866. For several continuous decades before the war
the value of the pound never rose above $4.91 and never
dropped below $4.82.

In this manner an international monetary system
comes into existence—not through the substitution of a
single world system of currency and credit for the sepa-
rate national monetary systems, but rather through the
existence of facilities for co-ordinating these national
systems into an international complex. The basis of such
co-ordination is a standard of value, common to 2ll the
component monetary systems and operating through the
mechanism of stable foreign exchange rates.

Failure to fulfill any of the four basic conditions enu-
merated above would constitute an abandonment of the
gold standard. In practice, such abandonment usually
involves the last two of these conditions, either singly
or together. When gold ceases to be freely available for
foreign shipment, the limits, beyond which the foreign
exchange value of the currency units affected cannot
fluctuate, no longer exist. Such currency units usually
become subject to wide and frequent fluctuations in terms
of other currency units, although these fluctuations may,
at least for a time, be confined within comparatively nar-
row limits by means of a large variety of measures of
control. :

Some countries introduce control measures for the pur-
pose of enabling them to remain nominally on the gold
standard. This means that officially the currency of such
a country still remains exchangeable for gold, at the
legal rate, but that redemption is not made freely on
demand. The bank of issue is given the right to refuse
redemption whenever the currency position is consid-
ered to be in danger. In order to prevent the foreign ex-
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change value of the currency unit from depreciating
under these conditions, an agency, specially designated
for the purpose, is given control over all transactions in~
volving foreign currencies.

Such control is successful if the system is sufficiently
stringent to prevent violations of the regulatory meas-
ures. When substantial violations occur, a country has,
in practice, two rates of foreign exchange: an official, and
therefore stable, rate, which governs transactions over
which the control measures are effective; and an unoffi-
cial, and usually depreciated and fluctuating rate, which
prevails in transactions that escape control.

Countries which are officially off the gold standard
typically do not endeavor to control the exchange rates

of their currency units, They allow these rates to fluctu-
* ate, but very often take measures to prevent the fluctua-
tions from attaining too large an amplitude. For this pur-
pose two principal methods of procedure are open to
them. They can introduce official control over all foreign
exchange transactions, as the countries which remain
nominally on the gold standard do, but apply such con-
trol to smoothing out short-term fluctuations, rather
than to maintaining a definite parity. Or, for the purpose
of accomplishing the same result without subjecting for-
eign exchange transactions to any official control, their
authorities can intervene unoffically from time to time
in the foreign exchange market by buying and selling
foreign exchange.* An outstanding example of this sort
of intervention is found in the operation of the British
Exchange Equalization Account.

In the case of countries which introduce official con-

* Intervention of this sort is also often exercised by the authorities of
countries which are still on the full gold standard, in cases of exceptional
temporary difficulties. -
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trol, the success of measures of this sort depends upon
the effectiveness of administering the regulatory pre-
scriptions. In the case of countries which employ the
method of unofficial intervention, success or failure clear-
ly depends upon whether or not they possess the neces-
sary resources, in the form of gold or foreign currencies,
with which to operate in the foreign exchange market.

The abandonment of the gold standard by at least
some of the commercially important nations or a wide-
spread introduction of foreign exchange control meas-
ures means the breaking down of an international mone-
tary system into a series of more or less isolated national
systems. Such dissociation has far-reaching economic
consequences. The principal advantage of stable foreign
exchanges is that they facilitate commercial and financial
intercourse among nations by providing an international
standard of value. It is universally recognized that for-
eign exchange stability maintained by means of control
measures cannot take the place of 2 free operation of the
gold standard. It can be effective only if trade and finan-
cial transactions are subjected to regulation, and this
inevitably curtails trade, obstructs the payment of debts,
and disrupts credit relations in general. Whatever other
ends such control measures may serve, the type of for-
eign exchange stability which they provide seldom fails,
in the final analysis, to disorganize international trade and
financial relations, which stable exchanges are funda-
mentally designed to facilitate and subserve. They are
not, therefore, regarded as a feasible permanent alterna-
tive to the gold standard.?

* For a detailed discussion of the various existing systems of foreign
exchange control and their economic effects, the reader is referred to the

forthcoming Brookings Institution publication in this scries, entitled,
Foreign Exchange Control: Techniques and E fects,
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I1. OUTLOOK FOR RESTORATION OF THE
GOLD STANDARD

The outlook at the beginning of 1933 for a restoration
of an international monetary system based on gold was
much more hopeful than the long list of departures from
the gold standard might indicate. After all, decision-as
to the character of the world’s monetary organization
rests primarily with the principal trading nations, the
less important countries being, in practice, compelled to
follow. And in January 1933, of the ten largest foreign
trade nations of the world,® only four—Great Britain,
Canada, Japan, and India—possessed currencies no
longer linked to gold. Five of the others—the United
States, France, The Netherlands, Belgium, and Italy
—had maintained their currencies at par by a free op-
eration of the gold standard, while the sixth, Germany,
had escaped depreciation by means of control measures
and stood ready to return to a full gold standard when-
ever general conditions would permit. Moreover, a
number of the nations in the non-gold column—the
British Dominions and the Scandinavian countries—
which had abandoned the gold standard together with
Great Britain, were making more or less successful at-
tempts to keep the exchange rates of their currencies
moving in unison with the pound sterling, thus main-
taining over a large trading area a temporary condition
approximating foreign exchange stability, and thereby
emphasizing their basic belief in the desirability of such
stability in the interests of international trade and finan-
cial relations.

As a practical proposition, the question of a universal
return to stable foreign exchanges through a restoration

8 The United States, Great Britain, Germany, France, Canada, The
Netherlands, Belgium, Japan, Italy, and India.
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of an international gold standard was a matter of deci-
sion by Great Britain and Japan—and, in the final analy-
sis, principally by the former—to link their currencies
once more to gold, either at the old parity or at some
new value. In the making of this decision, the emerging
advocacy of a managed-paper system as a substitute for
an international gold standard was not a real obstacle
to a restoration of that standard. For, as we shall see in
the next chapter, the official British support of the man-
aged currency system was never more than half-hearted,
the British government being primarily concerned with
the establishment of economic conditions which, in its
view, were indispensable to the functioning of an inter-
national economic organization and an international
monetary system.

In this general form, the monetary problem was the
subject of much discussion through the year 1932. It
was one of the principal topics on the agenda of the
Lausanne Conference, held in June and July of that
year. That important parley—after disposing of the
reparation question, 2 solution of which was its immedi-
ate objective—decided that further consultation and ac-
tion were needed for the purpose of devising “the meas-
ures necessary to solve the other economic and finandal
difficulties which are responsible for or may prolong the
present world crisis.” In order to accomplish this, the
statesmen gathered at Lausanne resolved to convoke 2
World Monetary and Economic Conference, and, in enu-
merating the questions which, in their judgment, de-
manded examination, they laid special emphasis on “the
necessity of restoring the currencies on a healthy basis.”

While the Lausanne resolution was expressed in vague
and general terms, the connotation of this last phrase was
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not left in any doubt. The restoration of currencies was
urged for the purpose of “making it possible to abolish
measures of exchange control and to remove transfer
difficulties.” Furthermore, the participants in the Lau-
sanne Conference announced themselves “impressed with
the vital need of facilitating the revival of international
trade.” Clearly, none of these objectives could be at-
tained in the absence of an international monetary stand-
ard, and one of the chief reasons for convoking the
World Conference. was to provide an opportunity for
agreement between the gold and the non-gold countries
on the character of such a standard and the conditions for
its re-establishment.



CHAPTER II

GENEVA: ADJUSTMENT OF CONFLICTING
VIEWS

The responsibility for preparing and eventually con-
voking the World Monetary and Economic Conference
was assigned to the League of Nations. As the first step,
the League created a Preparatory Commission of Ex-
perts to draw up a program for the future parley, to
subject the questions to be discussed to a preliminary
examination, and to make recommendations for the
guidance of the conference itself. The commission be-
gan its work at a session lasting from October 31 to No-
vember 9, 1932, and completed its task at a second ses-
sion, January 9-19, 1933. Both meetings took place at
Geneva. Eighteen countries, including all the commer-
cially important nations, were represented, either direct-
ly by appointment of their respective governments, or
indirectly by invitation of the League Coundl.!

In its monetary work, the commission surveyed the
whole field of outstanding currency and credit problems
with a view, first, to clarifying the divergences of na-
tional views and policies, and second, to discovering ways
of reconciling the existing conflicts and thus removing the
obstacles which stood in the way of agreement. Apart
from the fundamental issue of the gold standard, the
commission’s discussion was rendered extremely difficult
by the existence of a sharp divergence of opinion with

* Three Americans were bers of the ission: Dr. E. E. Day
of the Rockefeller Foundation, and Professor J. H. Williams of Harvard
University, as appointees of the United States government, and Mr. Leocn
Fraser, .pruoi;le;tﬂ of the Bank for International Scttlements, 25 & rep-
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reference to the question whether a rise in commodity
prices was a necessary preliminary to the re-establish-
ment of exchange stability and the restoration of the
gold standard, and whether, if so, such a rise-in prices
could and should be brought about by concerted mone-
tary action. In the end the commission succeeded in
reaching what appeared. to be a fairly acceptable com-
promise as to general principles and procedures. This
compromise was embodied in the commission’s final re-
_port, known as the Annotated Agenda, which constitutes
the experts’ recommendations on the subject of general
economic recovery and the role of the monetary problem
in the recovery process.

1. THE GOLD STANDARD ISSUE
" Three distinct points of view were reflected in the
discussions of the Commission of Experts concerning the
desirability and the possibility of return to an interna-
tional gold standard system. At one extreme is the
opinion that the gold standard has outlived its useful-
ness—if, indeed, it ever did provide a satisfactory mone-
tary mechanism—and that the time has come to substi-
tute for it what the advocates of this view consider a
more scientific monetary organization, operating on the
basis of a standard of value which would be expressed
in terms.of a managed-paper currency related to 2 chosen
price index. At the other extreme is the view that, in
the existing state of scientific economic knowledge and
general economic and social organization, the gold stand-
ard can be the only satisfactory basis for an efficient
mon:tary system and that unless it is restored the world
is doomed to economic retrogression. Between these two
is a third view, in accordance with which both systems
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are equally feasible, with the theoretical advantage in
favor of managed-paper rather than gold, but with the
practical advantage the other way round. Since, in the
opinion of the advocates of this view, the gold standard
has broken down mainly because of the inability or the
unwillingness of the nations of the world to fulfill cer-
tain economic conditions indispensable to its proper func-
tioning, its re-establishment would be fruitless unless it
was clear that these conditions could and would be ful-
filled. If this should prove not to be the case, then a
managed-paper standard is to be preferred to a restora-
tion of the gold standard.

A. Arguments for 2 Permanent Abandonment of Gold

The principal argument in favor of a deliberate and
permanent abandonment of the gold standard as a basis
for an international monetary system is that such a stand-
ard fails to provide for a stable commodity price level.
Stability of this sort, it is urged, can be achieved only
by linking the currency unit to a price index, rather than
to a single commodity like gold, and by managing cur-
rency and credit with a view to preventing substantial
fluctuations in this index. <

This argument implies, first, that a stability of com-
modity prices can be secured by means of monetary action
or management, mainly in the form of a manipulation of
the volume of currency and credit; and, second, that the
maintenance of such stability would confer great benefits
upon economic and social organization, even though it
might render the attainment of foreign eschange sta-
bility difficult, if not altogether impossible.

The term “price stability” refers not to individual
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prices but to the general level of prices. Such a price
level is an index number of the individual prices of a
large number of commodities, selected for their impor-
tance in economic life and weighted in accordance with
their relative importance. The result is an indicator of 2
general average trend of prices, rather than of the sepa-
rate price movements of individual commodities, which,
in 2 normal economic situation, undergo constant changes
with respect to one another. The “purchasing power of
money” is then defined as the inverse of this price level:
it increases when the price level falls, and decreases when
the price level rises.

The main advantages attributed to a stable price level
and, consequently, to a constant purchasing power of
money, are twofold: First, debtor-creditor relationships
would become more equitable; and second, economic
activity in general would no longer be subject to the
fluctuations involved in the so-called business cycle.

The emphasis in such a system would necessarily be
on monetary management in relation to domestic, rather
than international, factors, since each nation, by its own
authority, can manipulate only its own currency and
credit and, therefore, manage only its own price level.
Foreign exchange rates would either be left to fluctuate,
or else be also manipulated as one of the instruments
for maintaining a stable domestic price level. Alterna-
tively, the theory envisages the possibility of interna-
tional price management, through concerted action by
national authorities, which, it is expected, would give
each national currency unit constant domestic purchasing
power and, therefore, stable relative value in terms of
other currency units.

The advocates of the managed-paper system are fully
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aware of the fact that a general acceptance of the policies
involved in the establishment of such a system must,
under existing conditions, lead to the creation of 2 series
of independent national monetary systems. This, because
the co-ordination of such systems into an international
complex would require one of two things: either the
setting up of an international authonty to regulate cur-
rency and credit in all countries, or else far-reaching
agreement among nations to act only in accordance with
their common decisions. It is clear that neither of these
arrangements is practicable in the existing political state
of the world. Therefore, national attempts to maintain
stable domestic price levels might, it is recognized, lead
to a disruption of international trade and financial rela-
tions and force the world into a permanent organization
based, more or less, on national economic isolation.
Some of the prominent advocates of managed-paper
currency do not, however, regard thisasa nemrily dis-
astrous development. They argue that while an inter-
national monetary system has the advantage of faclitat-
ing international economic intercourse, and thus of con-
ferring upon humanity whatever benefits accrue from an
international division of labor and a more efficient dis-
tribution of nationally localized natural resources, it has
the vital disadvantage of rendering the national economy
of each country subject to foreign influences, espedally
in the monetary field, over which the people and the
authorities of that country have little or no control. They
regard the uncertainties thus resulting from an inter-
national system as far outweighing its benefits, and argue
that national monetary—and, consequently, economic—
organization is, on balance, preferable, at least until a
system of international monetary management can be
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created. The argument for managed-paper currency is
thus, in practice, inextricably bound up with the move-
ment for economic nationalism.*

B. A.rgumc;.nts for Restoration of the Gold Standard

The argument in favor of the gold standard and,
therefore, against the managed-currency system, rests
on a number of basic disagreements with the postulates
of the view we have just described. In the first place,
many advocates of a return to gold believe that pro-
ponents of managed currency exaggerate the importance
of the monetary factor in the determination of the price
level. In their view, the process of price formation is 2
much more complicated one, involving many non-mone-
tary factors which cannot be regulated by monetary ac-
tion. They are convinced, therefore, that a stable price
level cannot be achieved merely by a manipulation of
currency and credit.

In the second place, they doubt whether the advan—
tages claimed for a stable price level would, in reality,
confer any far-reaching benefits on economic and social
organization. They maintain that the price structure is
much too complex to find adequate expression in so gen-
eralized a concept as a price level, and that the move-
ments of individual commodity prices or of groups of
prices are much too important not to have determining
effects on general business condmons and on debtor-
creditor relations.

*The discussion in thu chapter is entirely in terms of mumged -paper

‘The prop by al ion of the

gold content of the monmry unit, ‘of which the “comptnsated dollar”

plan is an outstanding en.mple, was not even reflected in the Geneva

discusions. It came into prominence some months later. See Chaps.
V-VL
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Finally, the advocates of a return to the gold stand-
ard regard the disruption of the international monetary
system and its attendant international economic organiza-
tion as a disastrous price to pay for the benefits which
are claimed for economic nationalism and which they
consider highly problematical. They argue that in the
past humanity has achieved its greatest economic de-
velopment on the basis of a substantial measure of inter-
national trade and financial intercourse, and that to dis-
rupt such intercourse permanently or to reduce it to com-
paratively small proportions would lead to a prolonged
and profound economic dislocation everywhere and
promisg, in the end, at best nothing more tangible than
a leap into the unknown.

The advocates of gold admit readily that violent al-
terations in commodity prices are highly injurious in
their effects, and that efforts should be made to prevent
their occurrence. But they argue that such preventive
action involves much more than the mere machinery of
currency and credit and can be successful only if rooted
in general economic as well as monetary policies. And
for purposes of such action, the maintenance of an inter-
national gold standard offers advantages, rather than
obstacles.” :

C. The Geneva Line-Up

At Geneva the view that the restoration of an inter-
national gold standard is essential if a period of mone-
tary chaos and economic retrogression is to be avoided
was urged primarily by commission members from the
United States, France, Italy, and Holland. Outright op-
position to the gold standard was not officially sponsored

® For an cxhaustive discussion of this subject sce the Final Report of
the Gold Delegation of the League of Nations, 193a.
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by any of the experts. However, the establishment of a
managed-paper currency system was advanced, mainly
by the British experts, as a feasible substitute for the
gold standard and one which should be adopted unless
the conditions indispensable to a proper functioning of
the gold standard could be fulfilled. Arguments of this
nature were evidently regarded as useful in procuring
the necessary modification of those economic policies
which, it was held, had been impeding the successful
operation of the gold standard in the past and had led to
a breakdown of the international gold standard system.
As a matter of fact, all the spokesmen for the impor- -
‘tant countries were in agreement on the practical’ desira-
bility, if not on the relative theoretical merits, of an in-
ternational gold standard. The principal British repre-
sentative himself referred to it as “a wonderful instru-
ment which has served the world in the past exceedingly
well and has largely contributed to the development of
our present high standard of life and civilization.” He
also described his country as having “great interest in in-
ternational trade,” and being, accordingly, “as anxious
as any other country to see an efficient international
monetary system re-established.” But he laid down a
number of fundamental conditions which, in his opinion,
must be fulfilled before his country would decide to re-
turn to gold; and it was on some of these, and espe-
cially on their application, that the experts really dis-
agreed.

There were three fundamental conditions laid down
by Great Britain and the other non-gold countries, They
were as follows:

1. The gap between the level of costs of producuon :
and that of commodity prices, produced by the recent
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drastic fall in prices, must be closed by a rise in the latter.

2. An international economic balance must be re-
established through a satisfactory settlement of the war-
debt controversy, a removal of foreign exchange con-
trols, and a substantial modification of economic policies
to be achieved by an abandonment of extraordinary trade
restrictions and a progressive lowering, as well as even-
tual relative stabilization, of customs tariffs.

3. Agreement must be reached on a number of techni-
cal reforms of the gold standard system, such as a re-
duction in the percentage of reserves, the abolition of
gold coins, and the establishment of a system of central
banking collaboration.

Unless these conditions were fulfilled, it was stated,
the non-gold countries would be content to follow their
then current policies of operating on the basis of na-
tional systems of paper currencies, continuing, at the
same time, their effort to co-ordinate these systems, un-
der the leadership of Great Britain, mainly with a view
toward trade co-operation within their area. They were
represented as determined to pursue this course of ac-
tion, rather than to join in any efforts to re-establish
the gold standard under what they regarded as un-
workable conditions, and thus expose themselves to the
dangers of another breakdown of that standard with all
its attendant dislocations and evils.

More specifically on the question of the stabilization
of their currencies in terms of foreign exchanges, the
experts from these countries argued that it was impossi-
ble for their governments to commit themselves to any
fixed rates until they knew what the general course of
events would be. Especially, they urged, was this true
of price movements. For example, if gold prices—that
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is, prices in countries still on the gold standard—rose,

then the establishment of equilibrium between costs and
~ “prices in the non-gold countries would be possible on the
basis of a higher gold content of their currency units than
would be the case if gold prices continued to fall.

The commission members from the gold countries
were in general agreement with their colleagues that an
adjustment of prices and costs is a necessary condition
for the restoration and future maintenance of the gold
standard. Some of them expressed the view, however,
that a rise in prices alone, without at least a certain
amount of reduction of costs, would not be the most de-
sirable method of effecting such an adjustment. They
were also in general agreement on the need for a techni--
cal reform of the gold standard system and on the neces-
sity for the fulfillment of the conditions enumerated un-
der (2) above. But they argued that the fulfillment of
most of these conditions would be impossible unless it
were undertaken concurrently with the decision to re-
turn to a stability of foreign exchanges, and, therefore, to
an international gold standard. They pointed out that
fluctuating foreign exchanges represent an immense po-
tential risk of sudden alterations in the terms of trade
among countries, and that unless this risk were removed
no country could consent to forego the use of trade re-
strictions which provide a weapon for combating these
changes. ‘The fulfillment of the conditions laid down
would have for its principal objective the cessation of
economic warfare and the promotion of an economic
equilibrium, whereas in the absence of stable foreign ex-
changes, such warfare would be merely intensified and
the already existing disequilibrium rendered more wide-
spread and profound.
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While agreeing that the choice of new currency unit
values would be an important element in establishing
an equilibrium between costs and prices, they argued
that such a choice cannot, under any circumstances, be
made with any degree of precision. Whatever the value
chosen, the interests of some groups would be tempo-
rarily promoted, while those of other groups would be
sacrificed. For example, a relatively low level of stabili-
zation would, in general, favor the debtors and the busi-
ness interests, and would be prejudicial to the creditors
and the financial interests. But since all these interests
are interrelated and are not clearly defined, a nice bal-
ance between them, which would be the basis of an ideal
currency unit value, is impossible to attain.

In the meantime, unstabilized exchanges, operating
inevitably as an instrument of economic warfare, would
continue to play havoc with almost every phase of eco-
nomic activity and thus affect adversely every element
in the community. The disadvantages of continued eco-
nomic disorganization, resulting from too great delay
in effecting the stabilization of foreign exchanges, they
held, would more than offset any possible advantages
to be derived from what, in any event, must necessarily
be a merely approximate balancing of the interests in-
volved in the choice of new parities.

1. DISAGREEMENT ON ROLE OF COMMODITY PRICES

The difficult problem of commodity prices, in its rela-
tion to monetary restoration and economic recovery in
general, was the second and the really outstanding major
issue before the financial experts of the Preparatory
Commission. On this question, two distinct views were
reflected in the Geneva discussions. One was that a sub-
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stantial rise in commodity prices is an indispensable pre-
liminary and conditioning factor in economic recovery
and that it must occur before the world’s currencies can
be re-established on an internationally stable basis. The
other was that rising prices are an indication of, rathier
than a preliminary condition to, economic recovery, and
that neither can be brought about without foreign ex-
change stability.

A. Price Recovery as an Antecedent to Economic
Recovery

The view that price recovery must precede economic
recovery was urged by the experts of Great Britain and
the other non-gold countries. They pointed out that the
only possible alternative to a rise in commodity prices
would be a further reduction of costs, mainly through a
scaling down of wages, salaries, and debt charges. They
felt that while by this method the world might, conceiva-
bly, in time work itself out of the present depression, the
adoption of this course of action would mean, for the
time being, 2 further intensification of the depression,
with all its attendant dislocation and suffering. A deter-
mined effort to raise prices, accompanied by the reduction
of one element of costs—namely, interest rates—was ad-
vocated by these experts as a distinctly preferable course
of action,

The lowering of interest rates was, indeed, put for-
ward as an important instrument for raising commodity
prices. Credit would thus become cheap. It should also be
made plentiful by means of appropriate action on the
part of central banking authorities, through open market
operations and in other ways. Cheap and plentiful ‘credit
would stimulate business enterprise and thus bring about
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arise in prices. A further stimulation should be given by
programs of public works. In short, a policy which has
become familiarly known in recent years under the name
of “reflation,” should be vigorously pursued.

Emphasis was, however, laid on the fact that what was
really necessary was not a rise in isolated national price
levels, but a rise in gold prices, which would inaugurate
a general upward trend and pave the way for 2 restora-
tion of the gold standard. This meant in effect that pro-
motion of a price rise should be undertaken mainly by
the countries still on the gold standard. A process of “re-
flation” in such countries, accompanied by a resumption
of international movements of capital, would bring about
a redistribution of gold reserves and open the way for a
similar development in other countries.

At the same time, the fulfillment of the second of
the three sets of conditions outlined on pages 23-24 was
urged as a concurrent and powerful instrument in induc-
ing a rise in commodity prices. In other words, a sub-
stantial modification of policies relating to international
trade barriers, foreign exchange controls, and the war
debts, would be indispensable to the price-raising process.

B. Price Recovery as an Accompaniment of
Economic Recovery

The experts of the,gold standard countries were united
on the proposition that the rise in prices which was ad-
.vocated could be brought about only as an accompani-
ment of general economic recovery. With reference to
the question whether in the process of establishing equili-
brium between cost and prices the principal emphasis
should be placed on adjustment of the latter rather than
the former, there was difference of opinion. But there
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was general agreement that both elements would proba-
bly have to come into operation before genuine recovery
could be assured.

Economic recovery, they argued, means fundamental-
ly an increase in demand for goods and services, national
and international, and a consequent expansion of pro-
duction and trade. A proper functioning of a credit or-
ganization, again nationally and internationally, is a vital
factor in this process, And whatever might be accom-
plished within a given country, internationally there can
be no hope of a resumption of credit relations until an
international standard of value exists once more. With-
out such a standard, independent movements of national
price levels under the impetus of unco-ordinated domes-
tic price-raising measures would merely serve to increase
the already existing maladjustments in the world price
structure and thus retard rather than promote general
economic recovery through a curtailment of international
trade.

Moreover, they maintained that efforts on the part of
important commercial nations to seck foreign trade ad-
vantage through currency depreciation inevitably lead to
a fall in gold prices. They pointed to the experience of
the countries which were still on the gold standard and
which found themselves compelled to meet the competi-
tion of the non-gold countries by reducing the prices of
their exports.

So far as the relation of a rise in prices to the stabiliza-
tion of the non-gold currencies was concerned, therefore,
the British argument that a rise in prices should precede
stabilization was, in their opinion, of the vicious-circle
type. This opinion was based upon their conviction that
gold prices cannot really rise until there is a general ex- -
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pansion of economic activity, while some of the vital
obstacles to such an expansion cannot be removed until
foreign exchanges are stabilized.*

111, EXPERTS’ RECOMMENDATIONS

Confronted with these differences of opinion, the
Commission of Experts could not, in many of its final
recommendations, escape vagueness and" inconclusive-
ness. On some of the fundamental issues, the Annotated
Agenda recorded no agreement. Nevertheless, the gen-
eral outlines of the program which the experts proposed
to the governments of the world stand out with adequate
clarity.

On the question of the future monetary standard,
after surveying the arguments for and against national
and international organization, gold and managed-paper
standard, as well as the possibilities for the introduc-
tion of silver into the monetary systems—a question
placed on the agenda at the insistence of the United
States—they agreed to recommend the re-establishment
of an international gold standard, free from the re-
straints of foreign exchange control, with very little ad-
mixture of price management, and without any dilution
of gold with silver. In their Annotated Agenda they
said:

The restoration of a satisfactory international monetary stand-
ard is clearly of primary importance. The World Conference, in
the absence of another international standard likely to be uni-
versally acceptable, will have to consider how the conditions for
a successful restoration of a free gold standard could be fulfilled.
In our view, among the essential conditions are the restoration
of equilibrium between prices and costs and, in the future, such 2
reasonable degree of stability of prices as the world measure of

* This summary of the Geneva debates is based on the official résumés
of proceedings and the author’s conversations in
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value should properly possess. . . . As the only international mone-
tary standard which is at present likely to command universal
acceptance is the gold standard, the idea of introducing bimetal-
lism must be regarded as impracticable. . . . On the assumption
that no form of bimetallism will prove acceptable, silver is un-
suitable for extensive inclusion in the metallic reserves of a cen-
tral bank.

In making these recommendations, the Commission
of Experts reiterated the conclusions that had been
set forth in two important international documents is-
sued in 1932. These were the Majority Report of the
Gold Delegation of the League of Nations (May 1932)
and the Resolution of the Board of Directors of the
Bank for International Settlements (July 1932). Fur-
ther on in their recommendations, the Geneva experts
followed very closely the proposals contained in the
two earlier documents as to the conditions necesSary for
restoring the gold standard and for ensuring its proper
functioning in the future. These conditions, apart from
the technical measures designed to improve the func-
tioning of the gold standard, may be summarized as
follows:

The restoration of the gold standard must, of neces-
sity, be a relatively long process, proceeding in stages.
However, for the immediate purpose of economic re-
covery, only a decision to inaugurate this process is essen-
tial. This decision must be accompanied by willingness
on the part of the principal pations concerned to take
2 number of important measures, nationally, as well as
internationally.

The principal national measures proposed were in
the field of public finance, the experts recommending
that (1) “revenue and expenditure, not only of the
state budget proper, but also of the budgets of public
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enterprise (railways, etc.) and of local authorities should
be balanced”; and (2) “it will be necessary to create
and maintain healthy conditions in the internal money
and capital market and at all costs to avoid an infla-
tionary increase of the note circulation in order to meet
government deficits.”

The general proposals for international action related
to (1) “the solution of major outstanding political prob-
lems,” as a contribution to a restoration of confidence;
(2) a satisfactory settlement of inter-governmental
debts; (3) “a return to a reasonable degree of freedom
in the movement of goods and services”; and (4) “a
return to a freedom in the foreign exchange markets and
in the movement of capital.”

With respect to the return to freer international trade,
the experts stressed the necessity of progressive and
substantial mitigation of the existing trade barriers. With
respect to the abolition of foreign exchange controls,
they emphasized the probable need of adjusting pri-
vate international obligations, especially on the short-
term account. The principal object of all these measures
would be to permit an expansion of economit activity
and to open the way to a rise in commodxty pnc&s

On the special qumtlon of prices, the commission ex-
pressed its genera.l oplmon that “some increase in the
level of world prices is highly desirable and would be
the first sign of world recovery.” After pointing out that
easy money conditions already exist in all the impor-
tant countries, they recommended the continuation and
development of a liberal credit policy “designed to pro-
mote a healthy expansion of business.” They expressed
no opinion on the possible efficacy of public works pro-
grams as instruments of price-raising, except to serve
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warning that such a policy would be detrimental, rather
than beneficial, unless the programs were “financed by
borrowings from the market,” the policy itself “kept
within reasonable limits,” and the whole development
did not “result in detenoratmg government credit.” But
they were emphattc in urging the view that the real
basis of a rise in prices must be an increase in the gen-
eral demand for commodities, and that such increased
demand should be expected mainly “as an outcome of
increasing confidence in the general financial and eco-
nomic structure.” They concluded their price discussion
as follows:

If it is found that political and monetary authorities are en-
deavoring to carry out a policy which holds out some hope of
ultimate improvement, we believe that the public will soon re-
spond by resuming normal economic developments. We venture
to suggest ‘that a general adoption of the policy outlined in this
report—aiming at the restoration of currencies on a healthy
basis, financial reconstructlon, a greater freedom in the move-
ment of goods, and some di es to give evidence
of its practical application~—would be a decisive step towards this
revival of confidence,

‘With fespect to the stabilization of foreign exchanges
the experts could not agree on any specific formula, al-
though their advocacy of such stabilization was clearly
implicit in their general recommendation in favor of
a return to the gold standard and in their whole dis-
cussion of recovery measures. They stated that “the
time when it will be possible for a particular country
to return to the gold standard and the exchange parity
at which such a return can safely be made will neces-
sarily depend on the conditions in that country as well
as those abroad, and these questions can only be deter-
mined by the proper authorities in each country sepa-
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rately.” They sought, however, to strengthen this state-
ment somewhat by contending that “in practice, certain
countries are in a key position in that the re-establish-
ment of a free gold standard by them would influence
action in a number of other countries.” This was clearly
an invitation to Great Britain to take the lead.

In addition they recommended that “efforts should
be made to avoid a competition between states to acquire
a temporary advantage in international trade by depre-
ciating the external value of their currency below such
a point as is required to re-establish internal equilib-
rium.” Moreover, it was urged that, pending the final
determination of the new values of depreciated cur-
rencies, “it is advisable for the authorities regulating
the currencies concerned to smooth out, so far as their
resources permit, day-to-day fluctuations in the exchanges
due to speculative influences, by buying and selling for-
eign currencies.” In this manner, it was felt, violent fluc-
tuations in the exchange rates would be avoided during
the transition from unstable to stable foreign exchanges.

These were the issues surveyed by the Geneva ex-
perts and the principal recommendations in the mone-
tary sphere which they made to the governments of
the world. In the program of recovery upon which they
finally agreed, the central place was assigned to a re-
establishment of an international economic system which
in their view required, as its major conditions, a resamp-
tion of international trade and a rebuilding of the inter-
national credit structure through a substantial lowering
of trade barriers; a stabilization of foreign exchanges,
as the first stage in the re-establishment of an inter-
national gold standard; and a restoration of national
financial solvency by the balancing of public budgets
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. and the avoidance of fiscal inflation. International agree-
ment along these lines and a clearly indicated disposi-
tion to embark upon appropriate action, accompanied by
a clearing-up of the war debt controversy and an ad-
justment of outstanding political issues, were bound, in
their opinion, to re-create confidence and to open the way
for a rise in commodity prices as an instrument for re~
storing a balance between prices and costs.

In placing the results of their discussions before the
governments, the experts prefaced their recommenda-
tions with the following warning: )

- It is necessary to emphasize the close inter-connection between
the various elements of the problem. It will not, in our judgment,
be possible to make substantial progress by piecemeal measures.

" A policy of “nibbling” will not solve this crisis. We believe that
the governments of the world must make up their minds to
achieve a broad solution by concerted action along the whole
front. Action in the field of economic relations depends largely
upon monetary and financial action, and vice versa. Concerted
measures in both fields are essential if progress is to be made in
either.

In short, there was general, though perhaps not unani-
mous, agreement upon three fundamental propositions:
(1) that independent action by individual countries will
not solve the economic difficulties of the world or even
of such countries themselves; (2) that while credit
policies are an important factor in the process of recov-
ery, a rise in commodity prices can ultimately have the
desired effect of re-establishing economic equilibrium
only if it comes about as an accompaniment of general
recovery; and (3) that the restoration of an interna-
tional monetary standard, capable of providing stability
of foreign exchanges, is an indispensable element in any
program of recovery.



CHAPTER III
WASHINGTON: SHIFTS OF EMPHASIS

The program of action recommended by the Geneva
experts did not constitute any sort of binding agreement
among governments. Each remained free to decide for
itself whether to act in accordance with this program
or some other plan. Indeed, it was for the purpose of
arriving at such decisions that the World Conference
was being convoked. However, the experts felt it in-
cumbent upon them to make the following suggestion
to the governments to which they were reporting:

In stressing the necessity for concerted action, we do not wish
to suggest that nothing can be accomplished before the conference
meets. On the contrary, the success of the conference will depend
in great measure upon the vigor with which the participating
governments enter upon preliminary negotiations in the mean-
time. The prospects of sub ial all-round in the neces-
sarily complex and multilateral conference discussions will be
greatly enhanced if, in the intervening months, preliminary ne-
gotiations have cleared the way for reciprocal concessions.

Preliminary negotiations of this sort took place spo-
radically during the five months that elapsed between
the meeting of the experts and the opening of the con-
ference. The most important among them was a series
of consultations between President Roosevelt and re-
sponsible statesmen of all the important nations, which
began in Washington at the end of April and lasted
into the early part of June. In these consultations the
outstanding issues were surveyed, in the light of the
experts’ recommendations, as well as in the light of un-
folding events and developing polices.

36
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By comparison with the conditions which prevailed
at the beginning of the year, the world’s monetary situ-
ation during the period from January to June became
vastly more complicated because of the banking panic in
the United States, followed by America’s departure from
the gold standard and the development of a compre-
hensive program of domestic economic recovery. As a
result of these great changes, not only did foreign ex-
change instability and uncertainty greatly increase, but
the problem of restoring a stable international monetary
standard became more difficult. Under the influence of
these new factors, the whole approach to the work of
the projected World Conference assumed a different
aspect, and new monetary issues of paramount impor-
tance came into the foreground of public discussion.

L AMERICA’S DEPARTURE FROM THE GOLD STANDARD

The abandonment of the gold standard by the United
States was accomplished in two stages. First, gold re-
demption and export were suspended by Presidential
proclamation in March. Second, a way was opened for
the depreciation of the dollar in foreign exchange mar-
kets by the executive order of April 20, and authority
for a reorganization of the whole monetary system was
given to the President by the Act of Congress approved -
May 12. As a result, the American currency became ir-
redeemable paper, and the foreign exchange value of
the dollar became subject to fluctuation.

A. Suspension of Gold Redemption and Exports

The first step in the suspension of the gold standard
was one of the emergency measures introduced by
President Roosevelt immediately after he took office,
for the purpose of meeting the acute banking difficulties
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which had arisen throughout the country just prior to
his inauguration. By March 3 practically all banking
institutions in the country had been closed, by the order
of state authorities with respect to banks under their
jurisdiction and of the Comptroller of the Currency with
respect to national banks—authority having been granted
to the Comptroller for this purpose by joint congres-
sional resolutions of February 2§ and March 3. In order
to introduce uniformity and to centralize authority in
dealing with this critical emergency, on March 6 the
President proclaimed a national banking holiday which
affected the Federal Reserve Banks as well as all other
banking institutions. Specifically, all these institutions
were forbidden—except by special permission of the
Secretary of the Treasury, with the approval of the
President—to “pay out, export, earmark, or permit the
withdrawal or transfer in any manner or by any device
whatsoever, of any gold or silver coin or bullion or
currency.” They were also forbidden to “pay out de-
posits, make loans or discounts, deal in foreign exchange,
or transfer credits from the United States to any place
abroad.”

The national banking holiday was made operative
through March 9. It was proclaimed by the President
on the authority of 2 war-time measure, embodied in
the Act of Congress of October 6, 1917, which still re-
mained in effect. Under the same authority, a large num-
ber of regulations relating to various banking matters
were issued by the Secretary of the Treasury.

On March 9, in response to a special message from the
President, Congress passed an Act designed “to pro-
vide relief in the existing national emergency in bank-
ing.” By this Act, all the measures taken by the Presi-
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dent and the Secretary of the Treasury since March 4
under the authority of the Act of October 6, 1917, were
approved and confirmed. Furthermore, the 1917 Act was
amended in such a way as to empower the President,
“during time of war or any other period of national
emergency declared by the President,” to “investigate,
regulate, or prohibit, under such rules and regulations
as he may prescribe, by means of licences or otherwise,
any transactions in foreign exchange, transfers of credit
between or payments by banking institutions as defined
by the President, and export, hoarding, melting, or ear-
marking of gold or silver coin or bullion or currency,
by any person within the United States or any place sub-
ject to the jurisdiction thereof.” The Federal Reserve
Act was amended by the insertion of a provision that'
Whenever in the judgment of the Secretary of the Treasury
such action is necessary to protect the currency system of the
United States, the Secretary of the Treasury, in his discretion,
may require any or all individuals, partnerships, associations, and
corporations to pay and deliver to the Treasurer of the United
States any or all gold coin, gold bullion, and gold certificates
owned by such individuals, partnerships, associations, or corpora-
tions.
Finally, the President was authorized, in perieds of
emergency, to place all member banks of the Federal
Reserve system under complete regulation by the Sec-
retary of the Treasury. All violations of the Act were
made punishable by a fine of not more than $10,000,
or imprisonment for a period of not more than ten years.
Under the authority of the new Act, on March 9 the
President issued 2 new proclamation, extending the
banking holiday indefinitely, “until further proclama-
tion.” On March 10 this was followed by an executive
order which contained several extremely important pro-
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visions. The Secretary of the Treasury was empowered
to re-open banks, under such conditions as he might pre-
scribe. However, except by special order of the Secre-
tary, no permission to re-open was to contain an au-
‘thorization “to pay out any gold coin, gold bullion, or
gold certificates,” or “to allow withdrawal of any cur-
rency for hoarding.” The re-opening institutions were
also forbidden “to engage in any transactions in foreign
exchange except such as may be undertaken for legiti-
mate and normal business requirement, for reasonable
traveling and other personal requirements, and for the
fulfillment of contracts entered into prior to March 6,
1933.” Finally, all exports of gold coin, bullion, or cer-
tificates were prohibited until further order, “except in
accordance with regulations prescribed by or under Ii-
cense issued by the Secretary of the Treasury.”

The executive order of March ro constituted the for-
mal suspension of the gold standard by the United
States. It did not, however, result in any substantial de-
preciation of the dollar in foreign exchanges, nor in more
than slight fluctuations in the dollar exchange rate.
While the United States currency was no longer re-
deemable in gold and free gold exports were formally
forbidden, gold could still be obtained under license
for purposes of international transactions and, again un-
der license, shipped abroad or earmarked for foreign
account. At the same time, while foreign exchange trans-
actions were placed under regulation, sufficient latitude
was permitted by the exceptions to this general rule for
normal international settlements to remain practically
unobstructed. This fact, together with an adequately lib-
eral administration of the gold licensing system and the
psychological factors indicated below, was mainly re-
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~ sponsible for the stability of the dollar exchange during
the second half of March and the first half of April.
(See frontispiece chart.)

In these earlier regulations, the President and the
Secretary of the Treasury did not avail themselves -of
the provision contained in the Act of March 9 which
empowered them to demand delivery to the Treasurer
of the United States of all privately held. gold coin,
bullion, and certificates. But on April § the President
issued an executive order, giving effect to this provision
by forbidding the hoarding of gold. Although the term
“hoarding” was defined in the order as “the withdrawal
and withholding of gold coin, gold bullion, and gold
certificates from the recognized and customary channels
of trade,” it was, in reality, given the interpretation of
involving the mere fact of possession of gold. Accord-
ingly, it was ordered that “all persons (meaning indi-
viduals, partnerships, associations, or corporations) are
hereby required to deliver on or before May 1, 1933,
to a Federal Reserve Bank or a branch or agency thereof
or to any member bank of the Federal Reserve system
all gold coin, gold bullion, and gold certificates now
owned by them or coming into their possession on or
before April 28, 1933.” Exception was made for reason-
able amounts of the metal required for industrial use;
for maximum individual holdings of $100, as well as for
rare and unusual coins in any amount; for gold already
placed under earmark; and for gold already licensed or
held pending action on applications for licenses. It was
likewise ordered that all persons acquiring possession
of gold after April 28 must deliver it in the manner
specified above “within three days after receipt there-
of.” Finally, all member banks were ordered to deliver
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to their respective Federal Reserve Banks all gold re-
ceived or owned by them.

The next and in some respects the most vital step in
the process of suspending the gold standard was repre-
sented by the executive order issued on April 20. By
this order the partial embargo on gold exports imposed
on March 10 was made absolute. Although the gold
embargo provisions of the earlier order were merely re-
iterated and the Secretary of the Treasury was still em-
powered to license gold exports “with the approval of
the President, for transactions which he may deem nec-
essary to promote-the public interest,” notice was, in
effect, served that no more gold would be released
from the monetary stocks of the United States govern-
ment.

The executive order of April 20 resulted in an im-
mediate and substantial depreciation of the dollar ex-
change, as may be seen from the frontispiece chart. What
happened was that, under the operation of the March
order, the foreign exchange rate of the dollar was main-
tained by shipments of gold and the comparative free-
dom of foreign exchange transactions. The April order
meant the abandoning of the dollar exchange to free fluc-
tuations.

B. Gold and Dollar Exchange Position

In the Presidential proclamation of March 6, the rea-
sons for declaring a national banking holiday were stated
as follows:

Whereas there have been heavy and unwarranted withdrawals
of gold and currency from our banking institutions for the pur-
pose of hoarding; and

Whereas continuous and increasingly extensive speculative ac-
tivity abroad in foreign exchanges has resulted in severe drains
on the nation’s stocks of gold; and
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Whereas these conditions have created 2 national emer-
gency. . ..

All subsequent measures, including the suspension of
the gold standard on March 10 and the withdrawal of
support from the dollar exchange on April 20, were
taken for the purpose of meeting the national emergeney
as here defined.

Of the conditions officially announced as having been
responsible for the national emergency represented by
the banking crisis, by far the most important was the
withdrawal and hcarding of paper currency, as may be
seen from the charts on pages 44 and 45. The increased
demand for notes between February 15 and March 4
amounted to 1,330 million dollars and more than half.
of this demand was made during the first three days of
March. As a result, the volume of Federal Reserve notes
expanded rapidly by more than 50 per cent.

The demand for gold coin and gold certificates, while
much smaller in volume, was also abnormally intense.
During the same period the gold (coin and certificates) in
circulation increased by about 300 million dollars. How-
ever, this increase started from an unusually low level of
gold circulation—the lowest point attained since 1923—
and even on March 4 the total was under the level pre-
vailing at the beginning of 1932 and far below the high
point attained at the end of 1930.

The loss of gold to other countries was also substan-
tial, but not at the moment of startling proportions. Be-
tween February 1 and March 4 the country’s total stock
of gold decreased by 305 million dollars. This amoyng,
was much smaller than had been the case on two pre-
vious recent occasions when there was a large effux of
gold from the United States. During May-June 1932,
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the gold stock decreased by 448 millions, and during
September-October 1931, by 703 millions. The gold
stock on March 4 was well above what it was in mid-
summer of 1932, and was only slightly smaller than the
average for the years 1928-29.

The decrease in the total gold stock and the loss of
gold into circulation served, however, to diminish the

- monetary reserves of the Federal Reserve system, and

FeperaL ReservE Gorp Horpings aANp NoTEs IN
CIRCULATION, 1929-33"
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in this manner contributed to the rapid weakening of
the country’s monetary position. On February 1 the re-
serve ratio of the 12 Federal Reserve Banks combined
was 65.6 per cent. By March 4 it dropped to 45.1 per
cent, or perilously close to the statutory minimum.?

* The figures given here are from Federal Reserve Bulletin, April 1933,
PP. 209-13 and 259-60,
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Under the influence of the emergency measures, the
technical monetary position improved almost as rapxd.ly
as it had deteriorated before. Paper currency; gold coins,
VoLuME oF MoNey OUTSTANDING, GoLp STOCKS, AND GoLD

IN CIRCULATION IN THE UNITED STATES, 1919-33"
/S OF DOLLARS BILLIONS OF DOLLARS

\

Fdvwawod)

b |/ TOTAL STOCK OF MONETARY GOLD

L
%m N

TOTAL GOLD I CIRCULATION,

V-

v Py ,-I‘N\
- . - |
P M/

~—1" OLD COIN N CIRCULAT/ON NG
-~

A GOLD ¢ éﬁﬁ? a?%wasz AT L__k
e T ;—"ﬂz‘l—gﬂj——lwzrl—mr °
* Monthly ﬁgnreu from Federal Reserce Bulletins.

and gold certificates were restored to the banks in large
amounts. As a result, note circulation declined, the re-
serves of the banks of issue increased, and the resetve
ratio rose again above 60 per cent. This improvement
continued into April.

Between March 4 and Apnl 19 the total gold stock

Nl

»
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changed from 4,333 million dollars to 4,313 millions.
Thus the maintenance of the dollar exchange rate close
to its gold parity over a period of more than five weeks,
while requiring a certain amount of current gold move-
ments into and out of the country, entailed a net loss of
gold amounting to only 20 million dollars.

In the light of this improvement in the country’s gen-
eral monetary position and of the fact that the Treasury
issued certificates of five and nine months’ duration on
March 16, payable as usual “in United States gold coin
of the present standard of value,” it was naturally as-
sumed by the public in general that the suspension of
the gold standard was to be merely an emergency meas-
ure, and that no change in the gold content of the dollar
was in contemplation. Indeed, there is no evidence to
show that the government at this juncture was seriously
considering a reduction in the weight of the dollar.

The situation, however, underwent swift change dur-
ing the first half of April. There was a rapidly devel-
oping movement in Congress for a program of currency
inflation intended to raise prices rapidly, and outside
of Congress there was also a strong organized movement
for the devaluation of the dollar, with the same end in
view. On April 20 there was introduced in Congress,
with the approval of the President, an amendment to
the farm relief bill, which made possible fundamentally
significant changes in our monetary policy. The mone-
tary provisions in this bill are numerous and varied
in character; hence it is necessary to present them in some
detail.

C. Authorized Changes in Monetary Policy

The Thomas amendment, including a series of im-
portant provisions proposed with reference to silver by
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Senators Pittman, Hayden, and Wheeler, became Title
111 of the farm relief bill, and as such was enacted into
law when the whole measure was approved by the Presi-
dent on May 12. The monetary provisions of the Act,
with one exception, as we shall see, are permissive in
character, conferring upon the President power to take
action in his discretion.

1. Expansion of Federal Reserve credit. The Presi-
dent is authorized, at his discretion, to direct the Sec~
retary of the Treasury to enter into an agreement with
the Federal Reserve Banks and the Federal Reserve
Board for an expansion of the volume of currency and
credit created by the Federal Reserve system. This is
to be accomplished in two ways: First, by ordinary open
market operations, involving the purchase by Federal
Reserve Banks of government securities from commer-
cial banks and private individuals. The purpose of such
purchases would be to ease the credit position of banks
and the money market in general. Second, by an au-
thorization to the Federal Reserve Banks to purchase
direct from the Treasury (in addition to government
securities bought in the open market) Treasury bills and
other obligations of the United States government, in
an aggregate amount of not more than 3 billion dollars.
These securities the Federal Reserve Banks could not
resell to the public, except by permission of the Sec-
retary of the Treasury. This second provision would
make it easier for the government to finance budgetary
deficits,

This section of the Thomas amendment involves a new
grant of power to the Treasury, rather than to the Féd-
eral Reserve system, It enables the Treasury to take the
initiative in arranging for an expansion of Federal Re-
serve credit. A new grant of power to the Federal Re-
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serve system is contained in the provision under which,
if such expansion should reduce the system’s reserves be-
low existing minimum reserve requirements—namely,
40 per cent gold against notes and 3 § per cent in “lawful
money” against demand deposits—the Federal Reserve
Board is empowered to permit a suspension of these re-
serve requirements without incurring the penalties for
such action provided in the Federal Reserve Act.?

2. Greenbacks. In the event that the Federal Re-
serve system should refuse to enter into such an agree-
ment, or in the event that the President should decide
that the creation of a still greater volume of currency
was needed, he is authorized to avail himself of the
Treasury note-issuing powers under the Act of Febru-
ary 25, 1862, which provided for the issuing of United
States notes, commonly known as “greenbacks.” The
new Act stipulates that such notes should be “in the
same size and of similar color to the Federal Reserve
notes heretofore issued” and of similar denominations
(from $1.00to $10,000), but that they should be used by
the Treasury only for the purpose of retiring interest-
bearing obligations of the United States government.
The maximum amount of this issue is fixed at 3 billion
dollars, and an obligation is laid on the Secretary of the
Treasury to retire the issue at the rate of 4 per cent
annually of the amount outstanding.

3- Changes in the monetary standsrd. The modifica-
tions in this connection relate to both gold and silver
coinage, to the gold standard, and to bimetalism. In fact,
the provisions are so confused that it would appear that
the President is simultaneously authorized to establish

* Such penalties consist of 2 graduated tax on all excess note issues and
an obligation to raise the discount rate.
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bimetalism at his discretion and obligated to maintain
the single gold standard.

The President is given power to fix the gold content
of the dollar at any number of grains that he sees fit,
provided the present weight of 25.8 grains, 9/10ths fine,
is not reduced by more than one half. Thereafter the
gold dollar of the newly fixed weight would become
the standard unit of value. The law then reiterates the
provision of the Gold Standard Act of 1900 in which
a duty is imposed on the Secretary of the Treasury to
maintain all forms of currency at a parity with the stand-
ard gold unit. This clearly indicates an obligation to
continue to maintain 2 monometallic gold standard.

On the other hand, the President is empowered to
fix the weight of silver dollars “at a definite fixed ratio
to the gold dollar,” the choice of the ratio being left
to his discretion. Having determined the relative metal-
lic contents of gold and silver dollars, the President is
further authorized to provide for unlimited coinage of
both metals. This would clearly be bimetalism.

4. Silver certificates. The Act authorizes the Presi-
dent, for a period of six months from the date of its
passage, to accept silver in payment of accounts owed
by foreign governments to the United States in an ag-
gregate amount of not over 200 million dollars and
at a price of not more than 50 cents an ounce. Against
any silver thus received, the Secretary of the Treasury
is directed to issue silver certificates “to the total num-
ber of dollars for which such silver was accepted in pay-
ment of debts,” the certificates to be used in payment
of any obligations of the United States government. -

The silver bullion is to be coined in such amounts
as, in the judgment of the Secretary of the Treasury,
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would be required for the purpose of redeeming the cer-
tificates. It is also provided that “when any silver cer-
tificates issued under the provisions of this section are
redeemed or received into the Treasury from any source
whatsoever, and belong to the United States, they shall
not be retired, cancelled, or destroyed, but shall be re-
issued, and paid out again, and kept in circulation.”

5. Change in legal tender powers. In connection with
the authorization of new issues of greenbacks, the Act
provides that “such notes and all other coins and cur-
rencies heretofore or hereafter coined or issued under
the authority of the United States shall be legal tender
for all debts public and private.” The wording of this
provision led to a confusion of interpretation as to
whether it would become applicable with respect to exist-
ing forms of currency immediately or only after new
issues of greenbacks had been made. It was, however,
soon officially made clear that the Act was to be inter-
preted as immediately changing the existing provisions
with regard to the legal tender power of the various
forms of currency. On June §, as we shall presently see,
the Act was amended to make this change spexific.

Prior to this time, the only forms of United States
currency which possessed full and unlimited legal tender
power were gold coins and gold certificates, all other
kinds of money being limited in this respect in varying
degrees. This meant that gold coins and gold certificates
could never be refused when offered, in any amount,
in payment of any obligation, private or public. While
the obligatory acceptance of other forms of money was
legally limited either as to amount that could be offered
or as to the nature of obligation to be settled, so long
as all these other forms of money were redeemable in
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gold, the degree to which they were legal tender was
" a matter of no practical significance. But with the sus-
pension of redemption—-at least temporarily—it was felt
that all forms of currency should be made full legal
tender, in order to insure their free circulation.®
6. Abolition of the gold clause. For a long time it
had been a common practice in this country to write info
public and private bonds and other contracts (as a spe-
cific safeguard against changes in the monetary stand-
ard) a provision for payment “in gold coin of present
degree of weight and fineness.” But after the suspension
of the gold standard, the question arose whether such
contracts were enforceable, either through demand for
gold coin or for additional sums in other forms of cur-
rency equal to the premium on gold. The Act of May
12 failed to clarify this issue either with respect to
payments within the country or obligations held abroad.
As regards the latter, however, it was offidally an-
nounced on May 1 that gold export licenses for the
purpose of meeting maturing obligations or interest cou-
pons on United States securities held in other countries
would be refused on the ground that “such export [of
gold] would not be in the public interest.”*

*In addition to gold coins and gold certificates, there are nine other
forms of currency in the United States. Of dme, silver dollars, silver
certificates, and Treasury notes of 1890 were, pnor to May 12, full legal
tender, except where otherwise United
States notes, or greenbacks, were full lega.l tender, except for payment
of import duties and of i interest on the pubhc debt, although in practice this

ision was not op The foregoing six kinds of were
defined as “lawful money.” Federal Reserve noteu, Federal Reserve Bank
notes, and national bank notes were not legal tender, and circulated at
par because of their redeemability in gold. Fractionel silver.coins were
legal tender for payments not exceeding $10, and minor coins for pay-
ments of not over 25 cents.

*It should be poted that other countries seldom had a gold clause in
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In order to clear up existing confusion on this whole
question, Congress, by a joint resolution introduced on
May 26 at the request of the President and approved
by him on June 5, announced the fulfillment of all exist-
ing “gold clause” contracts to be “against public pol-
icy”; prescribed that all existing obligations containing
such a stipulation might be discharged in any form of
legal tender currency; and declared that “no such pro-
vision shall be contained in or made with respect to any
obligations hereafter incurred.”

By the same resolution, the provision in the law of
May 12 relating to legal tender powers was, in order
to make it more specific, amended to read as follows:

All coins and currencies of the United States (including Fed-
eral Reserve notes and circulating notes of Federal Reserve Banks
and national banking associations) heretofore or hereafter coined
or issued, shall be legal tender for all debts, public and private,
public charges, taxes, duties and dues.

D. Objectives and Control Provisions

The general purpose underlying the monetary provi-
sions of the Act of May 12 was, as already indicated,
to promote a rise in commodity prices. This basic ob-
jective was stated in the following terms by President
Roosevelt, in his radio address of May 6, made while
the Thomas amendment was under discussion in Con-
gress:

The Administration has the definite objective of raising com-
modity prices to such an extent that those who have borrowed

money will, on the average, be able to repay that money in the
same kind of dollar which they borrowed. We do not seck to

contracts. Hence, when their currencies depreciated they proceeded, as a
matter of course, to pay in the depreciated paper—not, however, without
objection from foreign creditors,
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let them get such a cheap dollar that they will be able to pay
back z great deal less than they borrowed. In other words, we
seek to correct 2 wrong and not to create ancther in the opposite
direction. That is why powers are given to the Administration to
provide, if necessary, for an enlargement of credit, in order to
correct the existing wrong. These powers will be used when, as,
and if it may be necessary to accomplish this purpose.

Some of the devices for bringing about a price rise
by monetary action have been outlined in the preceding
section. But the Act also contains a number of safeguard
provisions which would limit the extent to which ex-
pansion of currency and credit might go. Maximum
limits are set to the volume of direct sales of govern-
ment obligations by the Treasury to the Federal Reserve
Banks; to the amount of greenbacks and silver certificates
to be issued by the Treasury; and to the reduction of the
gold content of the dollar. Open market operations are
left unlimited in scope, but the framers of the law clear-
ly placed little reliance on their efficacy, since they pro-
vided so many substitutes for them.

However, the possibilities of expansion are so vast,
even within these limitations, that it may be necessary
for the Federal Reserve Board to exercise a restraining
influence. With this in mind the two following provi-
sions were inserted:

1) The Federal Reserve Board, with the approval of the
Secretary of the Treasury, may require the Federal Reserve
Banks to take such action as may be necessary, in the judgment
of the Board and of the Secretary of the Treasury, to prevent
undue credit expansion.

2) The Federal Reserve Board, upon the affirmative vote
of not less than five of its members and with the approval of the
President, may declare that an emergency exists by reason of
credit expansion, and may by regulation during such emergency
increase or decrease from time to time, in its own discretion, the
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reserve balances required to be maintained against either demand
or time deposits.

With reference to the second provision it should be
borne in mind that, under the existing legislation, mem-
ber banks are required to maintain minimum reserves,
varying from 7 to 13 per cent against demand deposits
beld by them, and of 3 per cent against time deposits.
The volume of commercial credit extended by them is,
in part, governed by these reserve requirements, and the
right of the Federal Reserve Board to raise or lower
these requirements is expected to have the effect of exer-
cising a direct control over the volume of credit.

One further objective of the measures permitting the
depreciation of the dollar exchange and of the provi-
sion for the reduction in the weight of the dollar re-
mains to be mentioned. In the Thomas amendment the
President is explicitly given authority to expand cur-
rency and credit and to reduce the gold content of the
dollar whenever he finds, upon investigation, that “the
foreign commerce of the United States is adversely
affected by reason of the depreciation in the value of
the currency of any other government or governments
in relation to the present standard value of gold”; that
“an expansion of credit is necessary to secure by inter-
national agreement a stabilization at proper levels of
the currencies of various governments”; or, finally, “in
case the government of the United States enters into an
agreement with any government or governments under
the terms of which the ratio between the value of gold
and other currency issued by the United States and by
any such government or governments is established.”
This was clearly designed to give the President bar-
gaining powers in view of the projected international
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negotiations, particularly in connection with the London
Conference.
1. WASHINGTON CONSULTATIONS

Shortly before public policy in the United States had
taken the sharp and decisive turn which has just been
described, invitations were issued to the heads of -all
important governments for informal consultations in
Washington on the subject of the outstanding interna-
tional problems and the work of the forthcoming World
Conference. Events, however, moved with such rapidity
that the promulgation of the executive order of April
20 and the introduction in Congress of the Thomas
amendment took place while Prime Minister MacDon-
ald, representing Great Britain, and M. Edouard Her-
riot, representing France, were on the Atlantic Ocean,
on their way to Washington. Upon their arrival in this
country, therefore, the European statesmen were con-
fronted with a situation which was different, in vital
respects, from what it had been at the time the invita-
tions were accepted. These changes had a profound influ-
ence on the character of the consultations and the sub-
sequent course of international discussion in the monetary
sphere.

The principal statesmen with whom President Roose-
velt conferred were the following: Prime Minister
MacDonald of Great Britain, M. Herriot of France,
Finance Minister Guido Jung of Italy, Dr. Hjalmar
Schacht of Germany, Prime Minister Bennett of Can-
ada, Viscount Kikujiro Ishii of Japan, Finance Minister
T. V. Soong of China, Ambassador Le Breton of Argen-
tina, Sefior J. F. deAssis-Brasil of Brazil, and Finance
Minister Alberto Pani of Mexico. Except for certain
questions which were discussed jointly by President
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Roosevelt, Mr. MacDonald, and M. Herriot, the con-
sultations were of an individual character, the President
conferring in turn with each of the visiting statesmen.
At the termination of each conference, a joint statement
was issued by the President and his particular conferee.

These joint statements recorded in general terms the
results of the consultations. The conferences, being
merely of an exploratory character, the pronouncements
did not contain any agreed program of policy and action,
but rather observations which the statesmen concerned
considered useful for general public knowledge. Nev-
ertheless, the statements were highly indicative of the
trends of thought which were, at the time, actuating pub-
Iic policy in various countries.

Needless to say, only a small part of the discussions
found reflection in the joint statements. President Roose-
velt and his visitors surveyed all the outstanding issues
of the day. But it was perfectly clear from the public
pronouncements that the problem of commodity prices
dominated all of the conversations. This was inevitable,
in view of the fact that the basic policy of the United
States had become directed toward price-raising as the
supreme objective. However, the insistence on a need
for raising commodity prices was presented, in the dif-
ferent joint statements, with significant variations of
formulation.

The Roosevelt-MacDonald statement contained the
following passage:

Our discussions on the questions facing the World Economic
Conference were not designed to result in definite agreements,
which must be left to the conference itself. But they showed
that our two governments were looking with a like purpose and
a close similarity of method at the main objectives of the con-
ference, and were impressed by the vital necessity of assuring
international agreements for their realization in the interests of
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" the peoples of all countries. The practical measures which are
required for their realization were-analyzed and explored.
The necessity for an increase in the general level of com-
modity prices was recognized as primary and fundamental. To
this end simultaneous action needs to be taken both in the eco~
nomic and in the monetary field. Commercial policies have to
be set to a new orientation. There should be constructive effért
to moderate the network of restrictions of all sorts by which
commerce is at present hampered, such as excessive tariffs, quotas,
exchange restrictions, etc, Central banks should by concerted
action provide an adequate expansion of credit and every means
should be used to get the credit thus created into circulation.
Enterprise must be stimulated by creating conditions favorable
to business recovery, and governments can contribute by the de-
velopment of appropriate programs of capital expenditure.

It should be noted that here an overwhelming emphasis
was laid on price recovery, and that the stabilization of
foreign exchanges was not mentioned among the meas-
ures designed to promote 2 rise in commodity prices.
‘The monetary question was treated in the following
terms: :

The ultimate re-establishment of equilibrium in the interna-
tional exchange should also be contemplated. We must, when
circumstances permit, re-establish an international monetary
standard which will operate successfully without depressing prices
and avoid the repetition of the mistakes which have produced such -
disastrous results in the past. In this connection, the question of
silver, which is of such importance in trade with the Orient, was
discussed, and proposals were tentatively suggested for the im-
provement of its status.

The various elements in the recovery program were
given somewhat different emphasis in the American-
French statement, where they were treated as follows:

‘The government of the United States and the government of
France have been able already to announce their full agreement

in regard to the necessity of a prompt meeting of this conference,
the object of which must be to bring about a rapid revival of
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world activity and the raising of world prices by diminishing all
sorts of impediments to international commerce such as tariffs,
quotas and exchange restrictions, and by the re-establishment of
a normal financial and monetary situation. . . . We have studied
monetary problems and the different methods possible for a co-
ordination of central bank policy; the remedies which might be
brought forward to attack the menacing problem of unemploy-
ment and the stagnation of business by the execution of programs
of public works to be carried out by the different governments
by such methods as are within their means; the effects of the
depression on silver and the different methods proposed to im-
prove its status.

In this formulation, an equal stress was laid on “a rapid
revival of world activity” and “the raising of world
prices” as joint objectives, and “the re-establishment of
a normal monetary situation” was brought in as one of
the indispensable conditions for achieving these objec-
tives.

A still different emphasis and a definite introduction
of the stabilization of foreign exchange into the program
of recovery were contained in the American-Italian
statement:

We are in agreement that a fixed measure of exchange values
must be re-established in the world, and we believe that this
measure must be gold. The entire problem of raising world prices
and restoring the opportunity to work to men and women who
today wish to work and can find no employment is a unit. It
must be attacked as 2 unit. Along with the measures which must
be taken to restore normal conditions in the financial and mone-
tary field and stability in international exchanges, must go hand
in hand measures for removing the obstacles to the flow of in-
‘ternational commerce.

These were not merely differences of phraseology.
They went to the very root of the matter. They showed
clearly that Great Britain and the principal gold coun-
tries were still fundamentally as far apart as they were
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at the beginning of the year on the question of the re-
lation of prices and foreign exchanges to the program
of recovery. The British were still adhering to their
view that an adjustment of prices to costs through a rise
in the former must precede any attempt to stabilize for-
eign exchanges, while the gold countries continued to
maintain that the re-establishment of foreign exchange
stability is one of the indispensable factors in bringing
about any price-cost adjustment. The differences also
indicated that the official policy of the United States on
this vital issue, which was in line with the position of
the gold countries at the beginning.of the year, was no
longer definite and distinct.

On the other hand, it was apparent after the Wash-
ington consultations that the problem of price-raising
would dominate the World Conference itself. Clearly,
the recommendations of the Geneva experts in this re-
spect did not prove to be acceptable to at least Some
of the principal statesmen of the world.

Moreover, a method of price-raising which was never
seriously considered at Geneva appeared to have come
to the fore, although no reflection of it was found in
any of the joint statements. According to reports cur-
rent at the time, there was serious discussion of a pro-
posal, sponsored by the United States and vigorously
opposed by the gold countries, that the whole world
should embark upon a “cheaper money” policy, not only
through a vigorous and concerted program of credit ex-
pansion and the stimulation of business enterprise by
means of public works, but also through a simultaneous
devaluation, by a fixed percentage, of all currencies which
were'still at their pre-depression parities.

Another departure from the experts’ program was in
connection with silver. This issue emerged to assume a



6o CURRENT MONETARY ISSUES

place of much greater prominence than it had been given
before. It was mentioned in every important joint state~
. ment in terms forecasting .definite action with respect
toit.

On one subject the statesmen conferring in Washing-
ton declared themselves unequivocally in full agree-
ment, That was the imperative necessity for the World
Conference to meet at an early date and to proceed rapidly
to necessary agreement. The determination to act along
these lines found its strongest expression in the state-
ment issued by President Roosevelt and the spokesman
for the Italian government, in which it was presented
as follows:

The world faces a crisis of the first magnitude. If normal life
istober d, the World Ec ic Conference must be made
a success. It must not only meet soon, but come to its conclu-
sions quickly. The task is so complex and difficult that, unless it
is approached by all nations with the fullest and sincerest desire
to arrive at a result, the conference cannot succeed. But the
other course before the world is clearly an increase in economic
. warfare, and all nations must co-operate in attempting to avoid
this alternative.

It was in Washington, in the course of the Roosevelt-
MacDonald-Herriot conversations, that decision was
reached to convoke the conference for June 12. On April
29 the organizing committee, set up by the Council of
the League of Nations for the purpose of arranging the
conference, met in London and formally announced June
12 as the opening date. Intensive technical preparations
for the parley were immediately begun.

L. DOMESTIC VERSUS INTERNATIONAL PROGRAM
OF RECOVERY

While the statesmen conferring in Washington were
giving public expression to their determination to con-
voke the World Conference at an early date and to
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bring it to a speedy and successful termination, an im-~
portant change of emphasis in connectioft with another
vital issue was becoming apparent. The principal impetus
of this shift also came from Washington, That was the
question whether the problem of recovery should be
approached primarily as an international or a national
one. The Geneva experts laid special emphasis on the
former, since they saw in the constantly growing ten-
dency toward a wider and deeper disruption of interna-
tional trade and financial relations, resulting mainly
from independent national attempts at remedying eco-
nomic difficulties, the principal cause of the continuing
depression. But here, as elsewhere, the experts’ analysis
failed to coincide with political expediency in at least
some of the important countries.

During the months of March and April a violent con-
troversy on this general subject excited public opinion
in Great Britain. It centered around the character of
the British budget for the current year, with an impor-
tant group, led by Mr. John Maynard Keynes, making
a vigorous attempt to convince the government that pub-
lic finances should be used as an instrument of national
recovery. The specific proposal was that the balance be-
tween public revenues and expenditures, established with
great difficulty during the preceding year, should be de-
liberately broken as a means of stimulating a resumption
of economic activity. It was urged that the government
should either reduce taxation, without decreasing ex-
penditures, and in this manner stimulate business en-
terprise, or borrow for the purpose of inaugurating a
program of public works, or do both. While Mr. Keynes®
original proposal advocated concerted action of this sort
in all the important countries, and while he repeatedly
expressed himself as preferring international action to
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action by individual countries, nevertheless, recogniz-
ing the difficulties which stood in the way of an inter-
national program, he and his associates urged that, for
the moment at any rate, such a use of the government
budget as a “means to prosperity” should be made by
individual countries, specifically by their own.

These proposals were emphatically rejected by the
British government. In announcing on April 25 his own
and his colleagues’ determination to maintain budgetary
equilibrium, the British Chancellor of the Exchequer
solemnly declared their belief that a balanced budget,
as a stabilizer of public confidence, was a more potent
instrument of recovery than a deliberately unbalanced
budget designed to act as a stimulant to business enter-
prise. He also re-emphasized his previously expressed
conviction that a rise in commodity prices, which, he
agreed, was indispensable to recovery, must, in order to
be really beneficial, be international in character.

On the other hand, the doctrine of national recovery,
as a starting point for a general upward trend, received
increasing support in influential circles in the United
States. The idea was becoming more and more preva-
lent that while attempts should be made to achieve in-
ternational agreement as far as possible, the principal
emphasis should be on domestic programs of recovery
within individual nations. This idea was reflected in
President Roosevelt’s appeal to the heads of 54 nations,
dispatched on May 16, when he said:

The World Economic Conference will meet soon and must
come to its conclusions quickly. The world cannot await de-
liberations long drawn out. The conference must establish order
in place of the present chaos by a stabilization of currencies, by
freeing the flow of world trade, and by international action to
raise price levels. It must, in short, supplement individual do-
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mestic programs for economic recovery by wise and considered
international action. .

The last sentence of this passage was of great sig-
nificance. International action was clearly subordinated
to domestic programs, the latter, as we have seen, hav-
ing been already defined in terms of a rapidly induced
rise in the domestic price level. More specific emphasis
upon the pre-eminence of domestic programs of recov-
ery was given by Professor Raymond Moley in a radio
address on May 20; when he said:

It should not be expected that the conference itself is going
to be able to lay out 2 plan for a series of international measures
which will bring about the alleviation of economic difficulties all
over the world. The action of an international conference which
attempted to bring about cures for these difficulties solely by
concerted international measures would necessarily result in
failure. In large part the cures for our difficulties lie within our-
selves. Each nation must set its own house in order, and a meet-~
ing of representatives of all the nations is useful in large part only
to co-ordinate in some measure these national activities. Beyond
this there are relatively few remedies which might be called in-
ternational remedies.

The question whether the principal emphasis should
be on international or national remedies was clearly of
far-reaching importance in determining the basic cri-
teria in the work of the conference. In either case there
was bound to be a clash of views and policies, and the
problem was whether the task of the conference would
consist mainly in attaining international agreement on.
a program of world recovery, or in working out plans
for co-ordinating, more or less, independent national
programs. It so happened that the first and most im-
portant clash of this sort, which quickly brought the con-
ference to an impasse, occurred in the monetary field.



CHAPTER IV

LONDON: CLASH OF POLICIES
AND IMPASSE

The World Monetary and Economic Conference
opened in an atmosphere of uncertainty and apprehen-
sion, Officially the experts’ Annotated Agenda con-
tinued to be the basis of discussion, but it was already
clear, after the Washington consultations, that the pro-
gram of action on which the conference would center
its attention would be substantially different from that
recommended at Geneva, The representatives of 64
nations gathering in London could only guess the pre-
cise direction of events. The possibility of a clash be-
tween national and international remedies, which was
always present, assumed ever greater proportions as pub-
lic policy in the United States, still in the process of
formation, was rapidly developing in terms of an in-
creasing empbhasis on the former. Moreover, several im-
mediate issues loomed on the horizon, overshadowing
everything else.

In all discussions of the conference, prior to its actual
convocation, it was repeatedly emphasized that an armis-
tice must prevail in three major fields of international
economic relations if the parley was to proceed success-
fully with its huge task. These were commercial policy,
war debts, and currencies.

With respect to commercial policy, it was generally
felt that no discussion of the problem of removal or
mitigation of trade barriers would be fruitful unless
the conference was free from the risk of sudden and
important shifts of national trade policies. In order to

64
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meet this situation, the principal nations of the world,
on the initiative of the United States, had, before the
conference convened, agreed to a customs truce arrange-
ment, which was open to adherence by other nations.
With respect to the war debts, it had been generally
recognized that they should not, and properly could
not, constitute a subject for conference discussion. But
semi-annua)l instalments were falling due on June 13,
and the debtor governments had repeatedly urged the
government of the United States to agree, if not to a
discussion of the problem before the conference or paral-
lel with it, at least to an adjournment of the whole
question for the duration of the parley, through a mora-
torium on the payments immediately falling due. This
topic was touched upon during the Washington con-~
sultations, and special Roosevelt-MacDonald and
Roosevelt-Herriot statements were issued on the sub-
ject, in which it was announced that “after the Prime
Minister’s departure, these conversations can well con-
tinue in London and Washington,” and similarly that
“these conversations may be continued in Paris and in
Washington after M. Herriot has had an opportunity
to report to the French government.” But when the con-
ference opened, the matter had advanced no further.
‘The war debt question was removed from the sphere
of immediate public discussion when the American gov-
ernment accepted small token payments in silver from
Great Britain, Italy, and several smaller debtors, at the
same time giving its consent to an official review of the
whole debt problem at some future date. However,
while after June 15 the war debt problem no longer
troubled the conference, the atmosphere surrounding the
parley had been definitely made worse by the tension
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of the preceding three days and by the fact that Prime
Minister MacDonald, as president of the conference,
had felt it necessary, because of domestic political con-
siderations, to refer to the debts in his opening speech.*

The question of currencies and foreign exchanges had
also been discussed at Washington, when the need for
a currency truce in the form of a temporary de facto sta-
bilization of the principal foreign exchanges was urged,
especially by M. Herriot, as an indispensable accompani-
ment of the customs truce. In the same manner as the
debt problem, this question was left open after the
Washington consultations, but on the eve of the confer-
ence steps were taken to reach an agreement with respect
to it, thus insuring that during the course of the con-
ference there would be no sudden alterations in national
monetary policies,

The conference opened, therefore, in the midst of
private American-British-French negotiations for a cur-
rency truce. The failure of these negotiations, which oc-
curred within a few days after they began, had, as we
shall see, a decisive effect on the work of the conference.

1. THE BREAKDOWN OF CURRENCY TRUCE
NEGOTIATIONS

The negotiations for a currency truce, upon which
the Treasury and central bank representatives of the

* Mr. MacDonald’s statement on the war debts, which has frequently
been mcorrectly qnoted was as follows: “Behind the subjects I bave just
mentioned is another in the front rank of importance. It cannot be dealt
with here, b y this fo is not d in such a
way as to enable it to connder and settle the matter. 1 refer to the question
of the war debts, which must be dealt with before every obstacle to
general recovery has been removed, and it must be taken up without delay
by the pations L has to be pleted, and this vexed
question settled once for all in the light of present world conditions.”

xcp.1.ND
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United States, Great Britain, and France were engaged
in London just before and just after the opening of the
conference, involved fundamentally a decision on the
part of the three governments concerned to bring the
foreign exchange rates of their respective currency units
into a condition of relative stability. Of the three coun-
tries, France was still on a full gold standard, and her
part in the truce was to consist of continued adherence
to that standard. Great Britain had maintained the ster-
ling exchange rate approximately stable in terms of gold
since the month of February, through the operation of
the Exchange Equalization Account, and her contribu-
_ tion was to be an undertaking to continue doing so. The
United States alone—since April 20—had had a freely
fluctuating exchange rate, and her undertaking was to
take the form of establishing machinery for confining
the oscillations of the dollar exchange within compara-
tively parrow limits,

The task of the exchange experts negotiating in Lon-
don was to work out a scheme of international co-opera-
tion that would facilitate action by individual countries.
Involved in such co-operation was agreement upon:
(1) the character of the technical collaboration among
the three central banks necessary for the purpose of
minimizing the effects of speculative influences on the
foreign exchanges; (2) the ratios at which the dollar
and the pound would, for the duration of the truce, be
stabilized in terms of the French franc, the only gold
currency, and thus with respect to each other; and (3)
the limits within which the two non-gold currendes
would be permitted to deviate from the basic ratios.

There were two principal alternatives with respect
to central banking collaboration. One was the creation
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of a joint, tri-partite equalization fund, and the other
the operation of individual equalization mechanisms by
each of the countries, with the three central banks help-
ing each other in every appropriate way without operat-
ing jointly. The Ame{ican representatives were leaning
toward the first alternative, while the French favored
the second.

The problem of basic ratios was a matter for agree-
ment between the governments of the United States and
Great Britain. The former desired to narrow the al-
ready existing gap between the pound and the dollar,
while the latter wished to maintain as large a differ-
ential as possible. Differences on the question of devia-
tions from the basic ratios agreed upon lay between
France’s conviction that the margin should be as near
as possible to the “gold points,” which normally repre-

_sent deviations of less than 1 per cent either way,
and the desire of the non-gold countries for a much
wider margin, somewhere in the neighborhood of §
per cent.

In addition to these disagreements on technical de-
tails—which were difficult, though far from impossible
of adjustment—there were also differences on much
more basic issues. Great Britain and France stood com-
mitted to an anti-inflationist policy, and they felt that
a similar policy on the part of the United States was
indispensable to the functioning of the truce arrangement,
on the ground that inflationist measures were likely to
cause pressure on the exchange rates with which no
equalization mechanism could cope. They therefore
asked for a promise from President Roosevelt that for
a specified period (three months was suggested at the
time) he would refrain from making use of the permis-
stve monetary powers granted him by the Act of May
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12. The President did not find it possible to make such
a promise. A compromise was attempted which involved
a promise by the United States not to resort to inflation,
unless a break occurred in the then continuing rise of
commodity prices;. but this did npt prove to be accept-
able® ’ .

The limelight of public interest and discussion, dur-
ing the dpening days of the conference, even ‘'while the
war debt issue was prominently in the foreground, was
concentrated on the currency negotiations. In the ab-
sence of any official information as to the course of the
negotiations, rumors and semi-authentic reports flew
thick and fast. By being featured in the press, they caused
fluctuations in the exchange rate of the dollar and cre-
* -ated a general feeling of nervousness, especially in the
stock and commodity markets of the United States, which
were at that time in the midst of a speculative boom.

On June 15 a rise occurred in the exchange value of
the dollar, and on the same day the prices of securities
in New York broke sharply. A somewhat smaller de-
cline was shown also by some of the important com-
modity prices. Although both price curves turned up-
ward again when the dollar exchange began to fall the

_ very next day, 2ll these gyrations were attributed largely
- to the effects of rumors that a currency stabilization
agreement was about to be reached, or had, indeed, al-
ready been achieved.

As a result, President Roosevelt ordered the London
exchange stabilization negotiations discontinued. At the
same time, it was announced in official American quar-
ters that, in the opinion of the United States govern-

* In the absence of any official statements on the subject of currency truce

negotiations, this account of what took place is based primarily upon the
author’s conversations in London at the time,
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ment, any attempt at even temporary stabilization of
the foreign exchanges was premature. On June 22 the
American delegation to the conference issued an official
statement, which read as follows:

The American government at Washington finds that meas-
ures of temporary stabilization now would be untimely, The
reason why it is considered untimely, is because the American
government feels that its efforts to raise prices are the most im-
portant contribution it can make, and that anything that would
interfere with these efforts and possibly cause a violent price re-
cession would harm the conference more than the lack of an
immediate agreement for temporary stabilization,

The negotiations for a currency truce were thus
abruptly brought to an end. The conference got under
way, in spite of this initial failure, but its work was at
all points dominated by the continuing uncertainty and
instability in the domain of foreign exchanges. A second
and much less ambitious attempt was made two weeks
later to reach agreement on this vital issue, but it also
failed, as we shall presently see.

1I. RESURGENCE OF PRICE CONTROVERSY

After the first week of its session, which was devoted
to general discussion and was dominated by the war
debt controversy and the first currency truce negotia-
tions, the London Conference settled down to its task
by creating two main commissions, the monetary and
financial, and the economic. No sooner was this done
than the currency question flared up again in connec-
tion with the chairmanship of the Monetary and Finan-
cial Commission, the point at issue being whether a rep-
resentative of a gold or a non-gold country should be
chosen to head the commission, This issue was finally
settled by the appointment of Mr. James M. Cox, vice-
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chairman of the American delegation, as president of
the commission, and of M. Georges Bonnet, the French
minister of finance, as the commission’s rapporzeur.

The Monetary and Financial Commission divided into
two sub-commissions, one of which was to consider “im-
mediate measures of financial reconstruction,” and the
other, “permanent measures for the re-establishment
of an international monetary standard,” The allocation
of topics between the two sub-commissions showed clear-
ly that the first was to deal with monetary policy, and
the second with technical matters.

The first sub-commission had the following items on
its agenda: credit policy, price levels, limitation of mone-
tary fluctuations, foreign exchange control, international
indebtedness (referring to private debts alone), and re-
sumption of international lending. The work began with
the consideration of the first two items, and it was on the
question of commodity prices in relation to monetary
policies that 2 major clash of national viewpoints de-
veloped from the very outset and deadlocked the whole
conference effort.

A. Debate on Credit and Prices

The sub-commission followed the rule which had
been adopted for the conference as 2 whole, that each
topic should be discussed on the assumption that all other
questions bearing on it, directly or indirectly, would be
satisfactorily resolved. Hence in the discussion of credit
and prices it was thought possible to rule out the con-
sideration of such vital issues as commercial policies and
even the ultimate character of monetary organization.
The sub-commission attempted to narrow down its task
to the immediate relationship between price levels and
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credit policies, and, in order to provide a basis for the
discussion, the British delegation introduced the follow-
ing draft resolution:

1. It is essential to bring about a recovery in the world level
of wholesale commodity prices sufficient to yield an economic
return to the producer of primary commodities and to restore
equilibrium between costs of production and prices generally.

2. In order to obtain recovery in world prices, monetary
action is one of the essential factors, The fundamental monetary
conditions of recovery of prices are that deflation should cease,
that cheap and plentiful credit should be made available, and
that its circulation should be actively encouraged.

3. The central banks of the principal countries should under-
take to co-operate with a view to securing these conditions and
should announce their intention of pursuing vigorously a policy
-of cheap and plentiful money by open market operations.

- In the debate on this draft resolution, there was no
disagreement on the proposition that a recovery in the
level of wholesale prices was desirable. But there was
much criticism of the formulation of the whole question
as given in the resolution, on the ground of excessive
vagueness. There was also a sharp difference of opinion
on the efficacy of monetary means for the purpose of rais-
ing prices, as well as an even more pronounced diver-
gence of views regarding whether or not any monetary
measures would represent constructive instruments of
general economic recovery in the absence of foreign ex-
change stability—a subject which was deliberately
omitted from the British draft.

The phrase “that deflation should cease” in particular
aroused distinct misgivings in the minds of many of the
speakers. The Dutch and the Czechoslovak representa-
tives expressed their fears that it might easily be inter-
preted to imply an advocacy of deliberately unbalanced
budgets and even of fiscal inflation. The Japanese rep-
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resentative was of the opinion that too much emphasis
was being placed on credit expansion and too little stress
on the dangers of inflation.

The efficacy of monetary measures for the purpose of
raising prices was questioned by spokesmen for a num-
ber of countries. The Swiss representative expressed the
opinion that “the expansion of credit should be a conse-
quence of recovery, not a cause.” The Italian representa-
tive thought that easy credit can be useful only as “a
secondary force to set in motion a wider and brisker

exchange of goods and services,” and that “to put one’s
* faith in immediate measures for augmenting the volume
of money and credit might lead to a speculative boom
followed by an even worse slump.” To drive his point
home, he used the following illustration:

Credit is like water in a reservoir: if the water is spread over
a field gradually, by an efficient system of irrigation, it would
prove a fertilizing and energizing force; but a hasty and un-
regulated flood would lead to destructive results.

The restoration of confidence was stressed as the pri-
mary requirement in the process of price recovery, and
the point was particularly emphasized that the founda-
tion of such a restoration of confidence must be the re-
establishment of stable monetary conditions. The prin-
cival spokesman for this point of view was the repre-
sentative of France, who argued that of the two kinds
of hoarding, which constitute the most striking mani-
festations of lack of confidence, only one—the hoarding
of currency—can be combated by means of monetary
uncertainty. He maintained, however, that even here
the victory would be illusory, since, he insisted, the fore-
ing of such hoarded money into the channels of trade
by means of monetary uncertainty would merely repre-
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sent 2 new form of hoarding: “hoarding in kind would
take the place of hoarding of media of payment.” But
-there is another kind of hoarding, the elimination of
which is of paramount importance to economic recovery.
That is the reluctance of investors to part with their
available funds. On this point he said:

No durable recovery of consumption and trade is possible
without re-creating the sense of security—political, economic,
and monetary. . . . Who would be prepared to lend, with the
fear of being repaid in depreciated currency always before his
eyes? Who would find the capital for financing vast programs of
economic recovery and abolition of unemployment, as long as
there is a possibility that economic struggles would be transported
to the monetary field? Wide fluctuations of the exchanges do
not merely imperil national currencies or national economies;
they may shake to its foundations the whole system of modern
society, which is based on credit. In a word, without stable cur-
rency there can be no lasting confidence; while the hoarding of
capital continues, there can be no solution.

No American representative took part in the debate
on the British draft resolution, but immediately after
the close of that debate, the American delegation for-
mally introduced its own draft resolution on price levels
and credit policy, which constituted a clear expression
of the American point of view. The American draft, like
the British, omitted all reference to currency stability,
but it went far beyond the earlier document in predision
as to the scope and character of the monetary and finan-
cial measures to be undertaken for the purpose of rais-
ing commeodity prices and bringing about an expansion

. of business activity and increased employment.

The basic theory underlying the American proposal
embodied two main postulates. The first was that “abun-
dant credit and wise encouragement of private enterprise
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through government expenditure are essential in bring- -
ing about an improvement in prices and an increase of.
business activity.” The second was that “such govern-
ment expenditure shall not necessarily be included in the
budget for recurring expenses, but may properly be fi-
nanced by borrowing, provided that the service of gov-
ernment debt so incurred is taken care of in a balanced
budget for recurring expenses.”

It was proposed, therefore, that all the nations par-
ticipating in the conference should agree to arrange for
a close co-operation between governments and between’
their respective central banks with a view to “the car-
rying out of a policy of making credit abundantly and
readily available to sound enterprise,” by means of open
market operations or any other practicable devices. It
was further proposed that “an acceleration of the process
of recovery should be sought by means of a synchronized
program of governmental expenditure in the different
countries along parallel lines,” with the proviso that “it
is not the sense of this resolution that all nations should
agree necessarily to attack the problem in the same way,
but rather that the efforts already being made by many
nations should be co-ordinated and that other nations
should be stimulated to make similar efforts.”

For the purpose of carrying out this agreement, it
was proposed (1) that a meeting of central bank rep-
resentatives should immediately be assembled in Lon-
don, and (2) that the conference should appoint a com-
mittee “to study the various methods of governmental
expenditure which have been in use or under considera~
tion by the various nations, with a view toward making
a report to be sent to each of the nations for its guid-
ance in working out its own program in the future.”
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This American proposal was not intended for public
discussion by the. sub-commission, but rather for the
guidance of a special drafting committee, set up by the
sub-commission for the purpose of attempting to pre-
pare a generally acceptable draft resolution on the sub-
ject under consideration, taking into account the differ-
ences of views that had emerged from the debate. Such
a committee was duly set up. It met only once, and then,
in the language of the final report of the sub-commission,
“the working of this committee was deferred in view of
certain events affecting the possibility of reaching, for the
time being, full agreement on the terms of resolutions
on the subject.”

The “certain events” mentioned here had reference
to the repercussions of the message sent to the confer-
ence by President Roosevelt early in July, which will
be discussed presently. But even without that develop-
ment, it was perfectly clear that the conference had
reached a parting of the ways on the fundamental ques-
tion whether recovery was possible without an antecedent
price rise. This price controversy, which proved to be
the major issue in the work of the Preparatory Commis-
sion of Experts, emerged to the surface of the confer-
ence in the form of a still more acute and irreconcilable
divergence of views and policies. -

B. Three Groups at the Conference

The conference divided into three more or less defi-
nite groups, in accordance with their attitude on the price
question. These were (1) the United States; (2) France
and the other gold countries; and (3) Great Britain, sup-
ported mainly by her Dominions.

The United States was committed to a program of



LONDON 77

raising commodity prices by monetary means. This was
evident from the abandonment of the dollar to foreign
exchange fluctuations, the new monetary legislation, and
the policy of credit expansion through such. means as
open market operations and low interest rates. Stabiliza-
tion of exchanges was presumably to be deferred until an
adequate price rise had occurred.

In addition, the United States was embarking upon a
comprehensive program for stimulating economic activ-
ity, which was expected to result in an added impetus
to an upward movément of prices and in increased em-
ployment. Certain important parts of this program re-
quired large outlays of public funds, to be derived from
borrowing. The budget was to be considered balanced
if provision was made by means of taxes for interest and
amortization charges on any new loans that might be
incurred.

The program was conceived mainly in terms of deter-
mined action by individual countries in the directions
indicated. Its international aspects were to consist of
mutual stimulation and of assistance by countries with
adequate financial resources of countries unable to pro-
ceed with the necessary measures. The program also en-
visaged an international co-ordination of action, directed
mainly toward preventing national price levels from get-
ting too far out of line with each other.

Of the countries represented in London, Sweden
alone was lending a large measure of support to the -
American point of view. There was, however, an impor-
tant difference between the positions of the two coun’,
tries: the American program called for a rapid and
substantial rise of the wholesale price level—the slogan,
“back to 1926 prices,” having already become wide-
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spread in the Uhnited States; the Swedish government
inclined toward a slow and relatively small rise.

Opposed to the American position stood most of the
continental countries of Europe, mainly those still on
the gold standard. As has already been indicated in con-
nection with the debate on the British resolution, they
rejected the doctrine that price-raising should be, the
primary instrument in the recovery process, and they
expressed grave doubts concerning the efficacy or desira-
bility of monetary action as 2 means of recovery, irre-
spective of the type of action employed. The most im-
portant point on which they definitely parted company
with the American position, however, was the utilization
of a deliberate expansion of public outlays and of ex-
change instability as means to this end.

They pointed out that as a result of their disastrous
fiscal experience during the post-war years, the public
generally in their countries has come to recognize that
unless all outlays, whatever their purpose and designa-
tion, are covered by current receipts, the budget is in
fact unbalanced and that currency inflation inevitably
ensues. Having with great difficulty—and in some cases
with heavy sacrifices—won back to a condition of fiscal
equilibrium, and having already seen that equilibrium
destroyed by the depression, the governments of these
countries expressed frank fears that to push their fiscal
affairs, vigorously and deliberately, in the direction of
a further lack of balance between income and outgo
would bring them once more to utter disaster.

Similarly, with respect to currencies, almost all of
them had passed through periods of depreciation and for-
eign exchange instability. They were convinced that the
results of these bitter experiences were too fresh in the
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minds of their peoples for any deliberate action in the
direction of bringing about a recurrence of these condi-
tion not to disrupt confidence and precipitate panic. They
felt that this would be the case, no matter for what
ultimately desirable purposes such an effort might be
undertaken. Hence their insistence that currency depre-
ciation should be ruled out as an instrument of price-
raising policy and that clear evidence of this should be
provided by at least a temporary stabilization of the
principal foreign exchanges.

Between these two groups was Great Britain, sup-
ported mainly by her Dominions. The British position,
as set forth in the resolution quoted on page 72, and
expounded at length on several occasions by the British
Chancellor of the Exchequer, was much nearer the
American on the question of the primary importance of
price-raising as a means to recovery than was that of
the gold countries, but it was much nearer the latter than
the former on the acceptability of some of the instru-
ments of policy urged by the United States. The British
government was pinning its faith mainly to cheap and
plentiful credit. It was lukewarm on the question of pub-
lic works, and, in conformity with its previously an-
nounced policy, strongly insistent upon fiscal equilib-
rium, with national budgets balanced and fiscal inflation
rigorously avoided.

On the currency problem it had modified its view
somewhat since the beginning of the year and was oc-
cupying a half-way position: the British government
agreed with the American that the re-establishment of
an international monetary standard and the definite fixa-
tion of the national monetary units should be deferred
until an adequate rise had occurred in commodity prices.
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But it was also in agreement with the governments of the
gold countries in believing that ultimately the world’s
monetary organization should be based on a restored
international gold standard and that a currency truce, in
the form of a temporary stabilization of the principal
foreign exchanges, was indispensable to effective work at
the conference.’

III. PRESIDENT ROOSEVELT’S MESSAGE TO THE
CONFERENCE

A second and final attempt to reconcile these differ-
ences of views on the currency question and to reach a
compromise agreement that would enable the confer-
ence to proceed with its other numerous and complicated
tasks, was made at the end of June. The initiative came
from the gold countries, which were becoming increas-
ingly alarmed with regard to their monetary position.
The uncertainty prevailing at the conference was exer-
cising a disorganizing effect on the gold exchanges, and
the feeling was becoming widespread that the countries
still on the gold standard were bound before long to be
forced off gold. There was a steady flight of capital from
these countries and adverse speculation against their cur-
rencies, which were causing substantial outflow of gold.
The two countries particularly affected were Holland
and Switzerland, which were generally regarded to be
in a particularly vulnerable position. The former lost
12 per cent of her gold reserves during the month of
June, and the latter, over 10 per cent. The other impor-
tant gold countries—France, Italy, and Belgium—were
similarly affected, though in a lesser degree.

*For the official summaries of the London proceedings, sce Journal of
the Monetary and Economic Conference (League of Nations publication),
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The governments of these countries felt that this situ-
ation could be corrected if the monetary uncertainty at
the conference were removed. Accordingly, at their re-
quest, a series of private consultations took place among
representatives of the important nations, and plans were
discussed for the issuing of a joint declaration on mone-
tary policy, with special reference to the gold standard
and the fluctuations of foreign exchanges. The text of
such a declaration was finally drafted and read as fol-

lows:

1. The undersigned gover: agree that:

a) it is in the interests of all concerned that stability in the
international monetary field be attained as quickly as practicable;

b) that gold should be re-established as the international
measure of exchange value, it being recognised that the parity
and time at which each of the countries now off gold could un-
dertake to stabilise must be decided by the respective governments
concerned.

II. The signatory governments whose currencies are on the
gold standard re-assert that it is their determination to maintain
the free working of that standard at the existing gold parities
within the framework of their respective monetary laws.

III. The signatory governments whose currencies are not on
the gold standard, without in any way prejudicing their own
future ratios to gold, take note of the above declaration and
recognise its importance. They re-affirm as indicated in Para-
graph I above that the ultimate objective of their monetary policy
is to restore, under proper conditions, an international monetary
standard based on gold.

IV. Each of the signatory governments whose currencies are

. not on the gold standard undertakes to adopt the measures which
it may deem most appropriate to limit exchange speculation, and
.each of the other signatory governments undertakes to co-oper-
ate to the same end.

V. Each of the undersigned governments agrees to ask its
central bank to co-operate with the central banks of the other
signatory governments, in Limiting speculation in the exchanges
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and, when the time comes, in re-establishing a general interna-
tional gold standard.

VI. The present declaration is open to signature by other gov-
ernments whether their currencies are on the gold standard or
not.

This joint declaration was intended to serve the fol-
lowing purposes: (1) to remove the prevailing uncer-
tainty as to whether or not an international gold stand-
ard will be re-established; (2) to strengthen the posi-
tion of the gold countries with respect to speculative
activities directed against their currencies, by the psycho-
logical effect of their strong declaration of policy and
by the announcement on the part of the non-gold coun-
tries, implied in their recognition of the importance of
this declaration of policy, that they would not make any
attempts to force the gold countries into a devaluation
of their currencies or to prevail upon them to do so
voluntarily; and (3) to diminish the general instability
of foreign exchanges by concerted action against specu-
lative activity. As a first step this clearly would involve
a decision to control at least temporarily the foreign ex-
change fluctuations of the two major currencies—the
dollar and the pound sterling.

According to reports which were current at the time,
this text of the joint declaration was acceptable to the
American delegation, as well as to Professor Raymond
Moley, at that time assistant secretary of state, who was
in London on a brief visit and took part in the consulta-
tions. In any event, however, formal acceptance on the
part of the United States was conditional on the Presi-
dent’s approval. The proposed text was submitted to the
President on June 30. It was emphatically rejected by
him in a message, which he addressed to the conference
on July 3, and which read as follows:
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I would regard it as a catastrophe amounting to a world
tragedy if the great conference of nations, called to bring about
a more real and permanent financial stability and a greater pros-
perity to the masses of all nations, should, in advance of any
serious effort to consider these broader problems, allow itself
to be diverted by the proposal of a purely artificial and temporary
experiment affecting the monetary exchange of 2 few nations
only. Such action, such diversion, shows a singular lack of pro-
partion and a failure to remember the larger purposes for which
the Economic Conference originally was called together.,

I do not relish the thought that insistence on such action should
be made an for the conti of the basic economic
errors that underlie $o much of the present world-wide depres-
sion.

The world will not long be lulled by the specious fallacy of
achieving a temporary and probably an artificial stability in for-
eign exchange on the part of a few large countries only.

‘The sound internal economic system of 2 nation is a greater
factor in its well-being than the price of its-currency in chang-

.ing terms of the currencies of other nations.

It is for this reason that reduced cost of government, adequate
government income, and ability to service government debts
are all so important to ultimate stability. So, too, old fetishes of
so-called international bankers are being replaced by efforts to
plan national currencies with the objective of giving to those
currencies 2 continuing purchasing power which does not great-
ly vary in terms of the commedities and need of modern civiliza-
tion. Let me be frank in saying that the United States seeks the
kind of dollar which a generation hence will have the same pur-
chasing and debt-paying power as the dollar value we hope to
attain in the near future. That objective means more to the good
of other nations than a fixed ratio for a month or two in terms of
the pound or franc.

Our broad purpose is the permanent stabilisation of every na-
tion’s currency. Gold or gold and silver can well continue to be
a metallic reserve behind currencies, but this is not the time to
dissipate gold reserves. When the world works out concerted
policies in the majority of nations to produce balanced budgets
and living within their means then we can properly discuss a
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better distribution of the world’s gold and silver supply to act
as a reserve base of national currencies.

Restoration of world trade is an important partner both in
the means and in the result. Here also temporary exchange fix-
ing is not the true answer. We must rather mitigate existing
embargoes to make easier the exchange of products which one
nation has and the other nation has not.

The conference was called to better and perhaps to cure fun-
damental economic ills. It must not be diverted from that effort.

President Roosevelt’s message changed the whole
character of the London discussions. It introduced a new
issue of vital significance. In the fifth paragraph of his
message, the President enunciated his advocacy of 2
monetary organization based on a stable commodity price
level, rather than on stability of foreign exchanges. Up
to this time the second sub-commission of the Monetary
and Financial Commission, which had this topic under
consideration, had been conducting its work on the basis
of a draft resolution, introduced on June 19 by Senator
Pittman, in the name of the American delegation, which,
began as follows:

Whereas confusion now exists in the field of international ex-
change, and

Whereas it is essential to world recovery that an international
monetary standard should be re-established,

Now, THEREFORE, BE IT RESOLVED that all the nations par-
ticipating in this conference agree

a) That it is in the interests of all concerned that stability in
the international monetary field be attained as quickly as prac-
ticable;

b) That gold should be re-established as the international
measure of exchange values. . . .

The new American position was made even clearer
in a second message to the conference, transmitted by the
American delegation on July s, where it was presented
as follows:
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‘The revaluation of the dollar in terms of American commodi~
ties is an end from which the government and the people of the
United States cannot be diverted. We wish to make this per-
fectly clear: we are interested in American commodity prices.
What is to be the value of the dollar in terms of foreign cur-
rencies is not and cannot be our immediate concern. The ex-
change value of the dollar will ultimately depend upon the suc-
cess of other nations in raising the prices of their own commo-
dities in terms of their national moneys and cannot be determined
in advance of our knowledge of such fact. There is nothing in
our policy inimical to the interest of any other country and we
are confident that no-other country would seek to embarrass us

in the attainment of economic ends required for our economic
health. ‘

The conference was asked by the American delegation
to continue with its task by discussing the numerous other
problems before it. It was stated that the American gov-
ernment found it “difficult to conceive that the view
which it has been our obvious duty to take on the minor
issue of temporary stabilization can in any way diminish
the advisability of such discussion.”

1V. THE IMPASSE

The American request that the conference proceed
with its work was in response to the demand (which be-
gan to be made by a number of delegations as soon as
the President’s message was received) that the confer-
ence should adjourn forthwith. A large number of dele-
gations took the position that a de faczo stabilization of
foreign exchanges, as a determinant of future policy in
this field, was to them not a “minor issue,” as it appeared
to the American government, but a decadedly major one
—in fact, the crux of the whole situation. They reiterated
their view that no commitments in the field of com-
mercial policy or of foreign exchange controls were pos-
sible until it was known at least approximately what the
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values of national currency units would be. Moreover,
since no country represented in London was prepared
to follow the United States in a policy which had for its
objective a rapid and very large rise in commodity pnces,
to be followed by an experiment with monetary organi-
zation based on a stabilization of national price levels
as distinguished from foreign exchange stability; and
since the government of the United States formally an-
nounced its determination not to be diverted from such
a policy, 2 number of important delegations expressed
their conviction that a basis for agreement no longer
existed and that any further discussion at the conference
would be useless.

The question whether or not the conference should
be adjourned came up for decision by the bureau, or
steering committee, of the parley. In the sharp debate
which took place, Secretary Hull, the head of the Ameri-
can delegation, argued for a continuation of the confer-
ence and a further exploration of the numerous topics
on its agenda other than the foreign exchange question.
The representatives of the gold countries urged im-
mediate adjournment. When the matter was finally put
to a vote, the representatives of the other non-gold coun-
tries joined with the United States for strategic reasons,
and the London session was saved from immediate dis-
solution by 2 majority of one.

But the usefulness of the conference, so far as the
work of its London session was concerned, was definitely
at an end. Even with the controversy over the foreign
exchanges out of the way, the task of the conference
might have been too difficult to yield any substantial
results. In the course of its discussions, the thorny prob-
lem of commercial policy was barely touched upon, and



LONDON 87

it was not at all impossible that the whole London effort
might have broken down on that vital issue. But with
the controversy over foreign exchanges as sharp as it be-
came after President Roosevelt’s message, the conference
could not possibly avoid a hopeless impasse.

V. RESULTS AND REPORTS OF THE CONFERENCE
The London session continued for nearly three weeks
after the decision of the bureau, and then went into
indefinite recess, the interval being spent in half-hearted
discussion of a number of problems and in the prepara-
tion of reports by the various commissions and sub-com-
missions. These reports, which were presented to the last
plenary meeting of the London session on July 27, re-
- corded the results of seven weeks of discussion. They
are given in full in the Documentary Appendix (see
pages 167-78).

The sub-commission on immediate measures for
financial reconstruction reported its failire to atrive at
any agreement on the question of credit policy and price
levels, already noted on page 76 above. It further an-
nounced the unanimous adoption by its members of a
resolution on private indebtedness. With respect to the
other items on its agenda, it stated that “the discussion
did not proceed far enough to do more than outline the

_main problems to be solved.”

The sub-commission on permanent measures for the
re-estzblishment of an international monetary standard
dealt with questions for which no immediate action was
required, with the sole exception of the silver problem.
As a result, it was able to reach agreement on most items
of its agenda and to adopt 2 number of resolutions, based,
in large part, on the draft resolution presented by
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Senator Pittman, which was referred to on page 84 above
and the full text of which is given in the Documentary
Appendix (pp. 159-60). The principal recommendations
of the sub-commission may be summarized as follows:

It is important and “in the interests of everyone con-
cerned that stability in the international monetary field
be attained as quickly as practicable.” Such stability
should be based on the re-establishment of gold “as the
international measure of exchange value,” each nation
reserving full right to choose the time for returning to
the gold standard and the metal content of its basic cur-
rency unit. In the restored gold standard system, gold
should not be used for internal circulation in the form
of coins or certificates, but should serve as a central bank
reserve and as a means for settling international pay-
ments. In the countries in which the system of percent-
age gold cover is used, the minimum ratio should not be
higher than 2§ per cent, instead of one-third to two-
fifths as has been customary hitherto. The purpose of
this would be to afford the gold standard greater elas-
ticity, but the reduction of the reserve ratios “must not
be taken as an excuse for unduly building up a large
superstructure of notes and credit.” In other words, “the
effect of this resolution should be to increase the free
reserve of central banks and thereby to strengthen their
position,” rather than to provide the basis for an undue
expansion of currency and credit. Further, independent
central banks should be created “in such developed coun-
tries as have not at present an adequate central banking
institution,” and close and continuous co-operation be-
tween central banks should be developed, with the Bank
for International Settlements serving “to improve con-
tact” and “as an instrument for common action.”
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The resolution on silver followed Senator Pittman’s
draft in recommending that an agreement. should be
reached between the principal silver-producing countries
and the countries which are holders of large stocks of
that metal for the purpose of mitigating fluctuations in
the price of silver, and that all nations should refrain
from debasing any future issues of silver coins below 2
fineness of 800/1000. It does not contain Senator Pitt-
man’s proposal that all existing subsidiary coins (which
in many countries have, since the war, been reduced to
a fineness of 500/1000) be remonetized to a fineness of
at least 800, nor his recommendation that the metal
cover of central banks should, in the future, consist of
gold to the extent of 80 per cent and of silver to the
extent of 20 per cent. On the other hand, it contains an
added recommendation that silver coins should be sub-
stituted for notes of smaller denominations. A formal
agreement embodying some of these recommendations
was actually negotiated and signed during the conference.

Finally, the sub-commission worked out and adopted a
statement of general principles on central banking policy,
which was to serve as a sort of manual of rules for the
gold standard game. This statement was adopted by all
nations, except the United States, the Federal Reserve
Board in this country taking the position that it would be
premature for it to accept any such commitments in ad-
vance of an official decision by the United States govern-
ment to return to a free international gold standard, for
which the statement of principles was to be a part of the
foundation.*

The question of foreign exchange stability, whlle dis;
cussed directly only in the Monetary and Financial Coma

“The full text of this statement is given in Appendix E, pp. 176-77.
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mission, dominated also all the discussion in the sphere
of economic policies and was reflected especially in the
final report of the sub-commission on commercial policy.
In the general observations, with which the sub-com-
mission prefaced its report, it was stated:

It should be stressed at the outset that the hypothesis on which
the whole work of the sub-commission was based was the
stabilization, or at any rate the de facto stability, of currencies.
When events showed that this hypothesis could not be realized, at
any rate at the moment, several countries, in view of the fluc-
tuations in the exchanges, deemed it necessary to reserve full
liberty of action in the matter either of quantitative restrictions,
or foreign exchange control, or customs tariffs. Other delega-
tions were of opinion that it would be expedient to endeavor to
draw up a positive and constructive program, indicating the
measures which they were prepared to take in the sphere of
commercml policy when stabihty has been a,chleved Thls diverg-
ence of opinion-made agr

1

Accordmgly, the sub-commission’s report on this vital
issue consisted merely of a listing of the topics discussed
and the various proposals made with respect to them by
individual countries. For the rest, the reports of the
economic sub-commission dealt with such questions as
international producers’ agreements, subsidies of various
sorts, veterinary controls, and other similar measures of
indirect protectionism. On none of these questions was
definite agreement recorded in the reports.

After the adoption of these reports, the conference
adjourned, subject to call by its bureau, which was con-
stituted into a permanent and continuing organ. The
bureau, in turn, set up an executive committee consist-
ing of the president and vice-president of the conference,
and of the presidents, vice-presidents, and rapporteurs
of the main commissions. There was a proviso that
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each of these members of the committee might be re-
placed by another person nominated by his respective
government. Taking into account the nationalities of its
members, the executive committee thus consists, in effect,
of representatives of the following countries: The
United States, Great Britain, France, Germany, Italy,
Holland, Austria, and Argentina. This executive com-
mittee is charged with the task of preparing any future
session of the conference—if and when the parley should
be reconvened.

Whether or not the conference will be resumed will
depend upon the possibility of finding 2 commeon ground
and a basis of agreement among the principal nations of
the world. And monetary policy is the principal domain
in which such common ground would have to be found.



CHAPTER V

MONETARY POSITION SINCE THE
LONDON CONFERENCE

While the London session of the World Monetary
and Economic Conference failed to solve the monetary
problem, or even to bring it nearer solution, it served
to throw the basic monetary issues into sharper relief
than ever before. At the close of that session, the world
monetary position was different in three important re-
spects from what it had been seven weeks previously,
when the conference began. The countries still on the
gold standard became strengthened in their determina-
tion to retain their existing monetary organization and
banded themselves into a monetary alliance, known as
the Gold Bloc, for the purpose of carrying out this de-
cision. The members of the British Commonwealth of
Nations, which had had a loose monetary association
since they had abandoned the gold standard, took im-
portant steps toward converting this association into a
more formal alliance. Finally, public policy in the
United States became directed, for an unpredictable
period ahead, toward a still greater subordination of
international to national factors, which, in the monetary
sphere, found expression in continued instability of the
dollar exchange rate.

The attitudes of these three groups of countries con-
stitute the essential elements in the monetary position of
the world today. The principal developments which
have occurred since the end of the London session are
described in this chapter.

92
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1. THE GOLD BLOC

The Gold Bloc grew out of President Roosevelt’s
rejection of the draft joint declaration quoted on page
81. A few hours after the President’s message reached
the conference, the representatives of the six countries
still on the full gold standard—France, Italy, Belgium,
Holland, Switzerland, and Poland—issued the follow-
ing statement:

The undersigned governments, convinced that the mainte~
nance of their currencies is essential for the economic and financial
recovery of the world and of credit and for the safeguardmg of
social progress in their respective countries, confirm their inten-
tion to maintain the free functioning of the gold standard in their
respective countries at the existing gold parities and within the
framework of existing monetary laws. They ask their central

banks to keep in close touch to give the maximum efficacy to this
declaration. .

Five days later, on July 8, the heads of the six central
banks met in Paris and agreed on a procedure to be fol-
lowed in giving effect to the London declaration of their
governments.. The arrangements perfected at this meet-
ing were designed to combat speculation in the currencies
of the six gold standard countries, both within and out-
side their respective frontiers. They involved no new and
startling innovations, but consisted mainly of an agree-
ment for closely co-ordinated action, to be put into effect
immediately.

The London declaration and the Paris meetmg had an
immediate steadying influence on monetary conditions
in the gold countries. Their exchange rates, which, dur-
ing the preceding weeks, had been falling on frequent
occasions below the gold export points and causing out- .
ward gold movements, rose swiftly above the gold im-
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port points, and gold began to flow back into their re-
sefves. By the beginning of August, each one of these
countries showed a2 marked improvement in the condi-
tion of its gold stocks. The incipient panic, which seemed
to be looming just ahead in all six of the gold countries
as a result of a heavy drain from the reserves of Holland
and Switzerland, was over—at least for the time being.

The general position of the gold group was announced
to the conference by its acknowledged spokesman in
London, M. Georges Bonnet, the French minister of
finance. The action of the new bloc, M. Bonnet ex-
plained, is inspired “neither by ill-will nor by a desire to
criticise.” The six countries are acting, first of all, in what
they believe to be their own best interests. They are,
however, convinced that what they do would also serve
the cause of all nations. For,

If, against the will of states and the express determination of
their governments, the stable currencies of European countrics
were suddenly subjected to blind forces of speculation, this would
introduce into the troubled world a new element of uncertainty
which could only complicate matters.

The gold countries feel certain that sooner or later
stability will be re-established in the international mone-
tary field through a universal restoration of the gold
standard. Their continued adherence to that standard
has, in their view, three advantages: (1) It safeguards
them from what they believe the inevitable evils of
currency instability; (2) it maintains stable foreign ex-
changes based on gold throughout the area represented
by their group of countries; and (3) it constitutes an im-
portant nucleus for the eventual resoration of an in-
ternational gold standard.

The arrangements set up by these countries in July
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continue in operation today. They will obviously remain
effective only so long as the basic monetary policy within
each of the six countries remains as announced in their
London declaration of July 3. This policy has wide-
spread domestic support within the four countries of the
group which have gone through a period of fiscal dis-
orders, fluctuating foreign exchanges, and final deprecia-
tion of their currency units. In the other two countries—
Holland and Switzerland—the gold content of whose
currencies is still what it was before the war—there are
strong movements in favor of depreciation for the sake
of foreign trade advantage or an adjustment of internal
debt relations, These movements have not, however, as
yet proved to be sufficiently strong to influence official
policy.

With respect to commodity prices, the authorities in
these countries continue to hold the view announced by
their representatives at the London Conference. They
still maintain that a rise in prices, as an antecedent to
economic recovery, induced by such monetary means as
the depreciation of the currency and fiscal inflation, is
bound to do more harm than good.

While these countries have made clear their determi-
nation to maintain the gold standard, their ability to do
so depends upon a number of factors, domestic as well
as international. They have so far demonstrated a capac-
ity for defending their currencies from international
speculation. Two principal dangers confront them: (1)
a possibility of an extensive flight of capital, induced
mainly by internal political and fiscal developmeats; and
(2) a continuation and increase of monetary uncertainty
in other parts of the world, especially in Great Britain
and the United States,
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II. BRITISH IMPERIAL MONETARY ALLIANCE

The arrangement made by the members of the British
Commonwealth of Nations was embodied in a formal
declaration signed by the representatives of Great
Britain, Canada, India, Australia, New Zealand, and the
Union of South Africa, on July 27, that is, on the Jast
day of the London session. In this declaration, the six
countries re-affirmed the monetary resolutions adopted
by them at the Ottawa Conference in the summer of 1932

- and reinforced the position taken there by a number of
new decisions.

The basic view set forth in the London declaration
was substantially the same as that expounded at the con-
ference by the British Chancellor of the Exchequer and
summarized on page 79 above. On the question of mone-
tary organization the declaration read as follows:

The ultimate aim of monetary policy should be the restora-
tion of a satisfactory international gold standard under which in-
ternational co-operation would be secured and maintained with
a view to avoiding, so far as may be found practicable, undue
fluctuations in the purchasing power of gold. The problem with
which the world is faced is to reconcile the stability of exchange
rates with a reasonable measure of stability, not merely in a price
level of a particular country, but in world prices. Effective ac-
tion in this matter must largely depend on international co-
operation, and in any further sessions of the World Monetary
and Economic Conference this subject must have special promi-
nence,

This statement of policy is far from being precise and
definite. In fact, on the whole vital issue of monetary
organization there is very little precision in the London
declaration—beyond the official acceptance by the six
countries of the restoration of an international gold
standard as an ultimate aim of their monetary policy
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and their expressed willingness to negotiate with other
nations as to the conditions for re-establishment and
future maintenance of such a standard.

A rise in the general level of commodity prices is
still put forward as the principal condition precedent to
a return to gold, but what is meant by this is stated in
the following vague terms:

Any price level would be satisfactory which restores the nor-
mal activity of industry and employment, which ensures an eco-
nomic return to the proeducer of primary commodities, and which
harmonizes the burden of debts and fixed charges with economic

- capacity. It is important that the rise in prices should not be car-
ried to such a pitch as to produce an inflated scale of profits and
threaten 2 disturbance of equilibrium in the opposite direction.

Equally lacking in precision is the staterent with
regard to the need of reconciling stability of exchanges
with stability of prices. Both the definition of the kind
and degree of stability that are desired and the devising
of machinery for assuring such stability are expressly
left to future international negotiations and agreement.

Somewhat more precise are the arrangements for the
immediate future. Pending international agreement
along the lines just indicated, the six signatories solemn~
ly announced that they “recognize the importance of
stability of exchange rates between the countries of the
Empire in the interests of trade,” and that “this objec-
tive will be constantly kept in mind in determining their
monetary policy.” They reiterated the determination
of their countries to promote a rise in commodity prices,
but stated that action would have to be based on a com-
mon policy, if stable exchanges are to be maintained.
With a view to making such a policy effective, they un-
dertook to recommend to their governments the need
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of consulting “with one another from time to time on
monetary and -economic policy with a view to establish-
ing their common purpose and to the framing of such
measures as may conduce towards its achievement.”

It was emphasized that the exchange stabilization ac-
tion is not to be in terms of gold or of gold currencies.
It is to be a purely intra-Imperial affair. The machinery
proposed is designed merely to keep the Imperial cur-
rencies stable in terms of the pound sterling, the latter
being free to move up or down with respect to any other
currencies. But while the Dominion currencies are thus
to follow faithfully the course of the sterling exchange,
Great Britain has undertaken to consult with her partners
in the arrangement before taking any decisive steps in
modifying or fixing the exchange rate of the pound.

Other non-gold countries were invited to join in this
arrangement. The invitation was addressed to countries
having close trade relations with the British Empire, that
is, to the Scandinavian and certain South American coun-
tries. This, it was urged, “would make possible the at-
tainment and maintenance of exchange stability over a
still wider area.” ‘

The British Commonwealth of Nations continues to-
day to operate, in its monetary policy, on the basis of the
London arrangement. It is admittedly a makeshift and
temporary policy. In the field of foreign exchanges, the
arrangement is designed to leave the hands of the Im-
perial Monetary Alliance, sometimes called by the rath-
er bizarre name of “sterlingaria,” free with respect to
the future course of the dollar exchange. Under it, Great
Britain and her Imperial partners remain unhampered
if they should decide to counter any further depreciation
of the dollar by a depreciation of their currencies. This
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. deferment of decision with regard to a definitive stabili-
zation of the exchange is of spedal importance to such
British Dominions as Canada and Australia, which find
themselves in a competitive position with respect to the
United States as exporters of 2 number of important
agricultural staples. Provision with regard to it was
written into the London declaration principally at their

But the continued maintenance of currencies un-
anchored to gold is regarded mainly as a trade adjust-
ment mechanism, rather than as a price-raising device.
As their representatives at the London Conference made
clear, Great Britain and her partners place principal
reliance, on the monetary side, upon cheap and plentxful
credit as an instrument for raising commodity prices.
Their authorities are strongly insistent upon the need of
-balanced budgets, and are vigorously opposed to any
form of fiscal inflation. For the future, they are now
definitely committed to a policy of favoring the re-
establishment of an international gold standard—if and
when decision in the United States and international
agreement on what they regard as indispensable condi-
tions render the restoration of an international monetary
standard feasible.

OL DEVELOPMENTS IN THE UNITED STATES

For three months following the London Conference
the official monetary policy in the United States re-
mained substantially as laid down in the President’s
message to the conference. The primary objective, as
stated in the message dated July 5, was as follows: “The
first task is to restore prices to a level at which industry
and, above all, agriculture, can function profitably and
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efficiently. The second task is to preserve the stability
of this adjustment once achieved.”

In the process of inducing the price rise only a part
of the machinery devised for this purpose at the last
session of Congress was utilized by the President between
July and late October. Principal reliance was placed on
the mechanisms provided by the Agricultural Adjust-
ment Act and the National Industrial Recovery Act, in-
cluding the program of public works. Large open mar-
ket purchases of government securities were made by the
Federal Reserve system, but on its own initiative rather
than that of the Treasury. Neither the issue of green-
backs, the direct sale of Treasury obligations to Federal
Reserve Banks, nor a definitive devaluation of the dollar
was resorted to.

‘With respect to the foreign exchange value of the dol-
lar, the position remained as announced in London—
namely, that “what is to be the value of the dollar in
terms of foreign currencies is not and cannot be our
immediate concern.” Accordingly, the foreign exchange
policy pursued was passive in character. The exchange
rate of the dollar was not deliberately depressed, but was
simply permitted to fluctuate more or less freely of its
own accord. An absence of definite commitments for the
future—as to what is to be the permanent value of the
dollar and, indeed, as to the future character of the
whole monetary system—was relied upon to keep the
dollar exchange rate moving in a generally downward,
rather than upward, direction.

The middle of July marked the peak of the general
price rise since the upward movement began last spring.
In the second half of that month, there was a sharp
recession, followed, after some fluctuations, by a new
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upturn in September. Then came another recession, which
continued into October. (See the chart on page 118.)
Under the influence of these vagaries in the price move-
ments, three important viewpoints developed in the
country. .

According to the first of these viewpoints, the principal
reason for the price recession and the subsequent failure
of the price indexes to rise with the desired rapidity
lay in the inadequate vigor of the monetary policy. Since
the prices which had sustained the greatest relative loss
were those of primary agricultural products, the pressure
for more monetary action came primarily from the agri-
cultural interests and their political spokesmen. The
instrument of action pressed by the advocates of this
view was the expansion of currency through the issue
of greenbacks, authorized by the Thomas amendment.

The second viewpoint found its principal expression in
the renewed energy exhibited by those who favored
devaluation of the dollar as a means of price stimulation.
The value of the paper dollar, as measured in gold
through the foreign exchanges, showed a rising tendency
after the middle of September and especially during the
first half of October. Since continuing exchange depre-
ciation was regarded by this group as an indispensable
condition for rising commodity prices, the improvement
in the exchange rate was viewed by them with genuine
alarm. Hence they urged upon the President the adop-
tion of an active policy of dollar depreciation.

The method proposed for the immediate future did
not involve a definite reduction in the weight,of the
dollar, that is, a re-definition of the dollar in terndy, of
its gold content. Nor did it contemplate the creatiof:
of machinery for direct foreign exchange control. The*
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plan called rather for the establishment of government
monopoly for the purchase of gold newly mined in the
United States. Two alternative procedures were pre-
sented for the President’s consideration: (1) To set the
price of gold immediately at $41.34 an ounce, which
would represent 2 50 per cent reduction in the weight
of the gold dollar—the maximum authorized under the
Thomas amendment; or (2) to begin purchases of gold
at a price corresponding closely to the prevailing rate
of foreign exchange and gradually to raise it toward the
maximum authorized figures. In the former case, it was
maintained, American commondity prices would al-
most immediately rise to something like the pre-depres-
sion level; in the latter case the rise would occur by
gradual stages unaffected by speculative or other factors
in the international exchange market. In other words,
this policy was intended to give us independent control
of the American commodity price level.*

Finally, there was a third clearly defined viewpoint in
accordance with which the failure of prices to respond
to the measures of stimulation which were being put in-
to effect was principally the result of hesitation on the
part of business enterprise to go forward in the face of
the existing uncertainty as to monetary policies. This,
it was pointed out, was especially the case in connection
with business transactions involving time contracts. Of
particular importance, it was argued, was the difficulty
in floating bond issues for the financing of normal capital
outlays. Accordingly, the adherents of this view urged
upon the President the need of re-establishing stable
monetary conditions by enunciating a definite policy
with respect to the permanent gold content of the dollar.

* The theory underlying this argument will be discused in the pext
chapter.
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The President’s decision was announced in a radio ad-
dress delivered on October 22. His pronouncement was
hastened by the rapid development of discontent in the
farming districts of the Middle West. At the same time
many of the President’s advisers appeared to have been
greatly perturbed over the possible effects upon the
economic and monetary position of the United States of
such European political developments as Germany’s
withdrawal from the League of Nations and the Cabinet
crisis in France. It was felt that events in Europe might
cause a substantial repatriation of American funds held
abroad, causing an upward movement in the dollar ex-
change rate, and thus reacting unfavorably on the course
of commodity prices in this country.

In his radio address the President reiterated that it
was the definite policy of the government to raise com-
modity prices. He announced himself as being far from
satisfied with the rise that bad taken place thus far,
especially as relating to the prices of some agricultural
commodities. But, at the same time, in replying to those
who advocate greenback inflation, he warned against too
great impatience in the handling of so complex a prob-
lem and pointed out that, in spite of the recession in
agricultural prices from the speculative levels reached in
July, the average of agricultural prices in October was
still substantially higher than it had been in the spring.

Replying, on the other hand, to those who urged
permanent stabilization by means of a definitive fixation
of the weight of the gold dollar, the President stated
bluntly that the advocates of this course of action “are
putting the cart before the horse.” He said: v

It is the government’s policy to restore the price level first.

I would not know, and no one else could tell, just what the
permanent valuation of the dollar will be. To guess at a per-
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manent gold valuation now would ¢ertainly require later changes
caused by later facts.

The following objectives of the price-raising policy
were laid down:

The object has been the attainment of such a level as will
enable agriculture and industry once more to give work to the
unemployed.

It has been to make possible the payment of public and pri-
vate debts more nearly at the price level at which they were in-
curred.

It has been gradually to restore a balance in the price struc-
ture so that farmers may exchange their products for the products
of industry on a fairer exchange basis.

It has been and is also the purpose to prevent prices from ris-
ing beyond the point necessary to attain these ends.

The President pointed out that the attainment of these
objectives might prove to be a slower process than is
desired by some groups “because hundreds of different
kinds of crops and industrial occupations in the huge
territory that makes up this nation are involved, we can-
not reach the goal in only a few months. We may take
one year or two years or three.” He was, however,
emphatic in stating that “it is definitely a part of our
policy to increase the rise and to extend it to those products
which have as yet felt no benefit. If we cannot do this one
way we will do it another. Do it we will.”

The President accepted the plan of raising prices
through direct depreciation of the paper dollar in terms
of gold, and endorsed the idea that the control of Ameri-
can prices must be freed from international influences.
His pronouncement réad as follows:

Because of conditions in this country and because of events
beyond our control in other parts of the world, it becomes in-
creasingly important to develop and apply the further measures
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which may be necessary from time to time to control the gold
value of our own dollar at home.

Our dollar is now altogether too greatly influenced by the
accidents of international trade, by the internal policies of other
nations, and by political disturbances in other continents.

Therefore the United States must take firmly into its own
hands the control of the gold value of our dollar. ‘This is neces-
sary in order to prevent dollar disturbances from swinging us
away from our ultimate goal, namely, the continued recovery
of ‘our- commodity prices. )

As 2 further effective means to this end, I am going to estab-
lish 2 government market for gold in the United States. There-
fore, under the clearly defined authority of existing law, I am
authorizing the Reconstruction Finance Corporation to buy gold
newly mined in the United States at prices to be determined from
time to time after consultation with the Secretary of the Treas-
ury and the President, Whenever necessary to the end in view,
we shall also buy or sell gold in the world market.

Finally, the President re-asserted that after the
desired price level had been restored, the permanent
policy would be to maintain that level. “When we have
restored the price level, we shall seek to establish and
maintain 2 dollar which will not change its purchasing
and debt-paying power during the succeeding generation.
I said that in my message to the American delegation
in London last July. And I say it now once more.”

After describing the machinery of a government mar-
ket for gold, he said:

My aim in taking this step is to establish and maintain con-
tinuous control,

This is a policy and not an expedient.

It is not to be used merely to offset a temporary fall in prices.
We are thus continuing to move toward a managed currency.

This gold purchase plan was put into operation on Oc-
tober 25. For the first few days, the operations were
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confined to domestic purchases of newly mined gold at
official prices set at progressively higher levels. On Oc-
tober 29, decision was announced to extend the opera-
tions to foreign markets as well, and arrangements began
to be perfected for the purchase of gold abroad. An
analysis of the theoretical validity of the plan, of its
possible efficacy, and of some of its general economic
effects will be given in the two concluding chapters.



CHAPTER VI
THE GOLD PURCHASE PLAN

The American policy embarked upon in late October
embodies a new device for attempting to raise com-
modity prices in this country by monetary action. The
United States government has ‘thus definitely assumed
a role of leadership in applying the theory that rising
prices induced by monetary policies are a prerequisite to
- economic recovery. This policy involves, not concerted
international action of the sort so frequently discussed at
Geneva and London, but independent action by a single
country directed toward management of its domestic
commodity price level. In view of the vital economic
importance of the issues involved, it is necessary to
analyze in some detail this new development of Ameri-
can policy.

1. THEORETICAL BASIS OF THE PLAN

The basic theory which apparently underlies the new
policy is, stated in its simplest terms, that the price level
is directly related td the value of gold.* Gold is regarded
as a world commodity, and its value in terms of goods
is, therefore, determined by world supply in relation to
world demand. Hence the value of gold, or the amount
of goods which exchanges for a given weight of gold,
tends to be the same in every country. If the supply of
gold increases faster than the demand for gold, its value

*No explicit statement has been made by the government a3 to the
precise theory on which it is

reasonably clear from the procerdure that is bemg followed,

107
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will fall, and this means (assuming no change in the
commodity situation) that each ounce of gold will then
exchange for a smaller quantity of other goods than be-
fore. Putting the matter another way, more gold would
have to be offered for the same quantity of commodities,
and the price level would rise everywhere.

A. The Price of Gold and the Price of Commodities

Each country has its own monetary unit, in terms of
which all commodities are said to have a price. In the
United States, the dollar is the unit, and the price of
any article is the number of dollars for which it will ex-
change. However, the definition of a dollar differs in
accordance with whether or not the country is on the gold
standard.

Since 1837 the dollar has contained 23.22 grains of
pure gold.? At this rate, an ounce of gold would divide
into 20.67 dollar units. Since any individual bringing
an ounce of gold to the mint could always obtain for
it $20.67 in currency,® the price of an ounce of gold
was s2id to be $20.67. Paper dollars and all other forms
of currency were freely redeemable in gold at the legal-
ly defined ratio of 23.22 grains per dollar. Accordingly
any person in possession of gold could always convert
it into currency at the rate of $20.67 per ounce, and any
person wishing to obtain gold could always purchase
it at the same rate. The price of gold, therefore, re-
mained fixed at $20.67 an ounce.

With the suspension of the gold standard, it is no
longer possible to exchange paper money for gold at
the fixed rate. When this happens it usually becomes

* With alloy added the full weight was 25.8 graina,
. "Lem a slight charge to cover minting expenses.
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necessary to offer more paper money for a given weight
of gold. This may be said to mean either that the price
of gold has risen or that the paper dollar has depreciated.
If for example the paper currency depreciates by 20 per
cent, the price of gold would rise to $25. 80 an ounce
instead of remammg at $20.67.

So long as the pnce of gold remains fixed, changes in
the commodity price level in any country, according to
the theory back of the gold purchase plan, result solely
from changes in the value of gold. However, if the price
of gold ceases to be fixed, changes in the price level are
the result of two factors; the value of gold in terms of
commodities, and the price of gold in terms of the nat-
tional monetary unit. The assumed relationship between
changes in the price of gold and changes in the com-
modity price level may be illustrated as follows: Suppose
an ounce of gold, when its price is $20.00, would ex-
change for ten units of commodities. The average price
of each commodity unit wonld be $2.00. Now suppose
as a result of the depreciation the price of gold rises to
$30.00 an ounce. The average price of the commodities
in question would then automatically become $3.00.*

From this relationship, the adherents of the theory
deduce the governing principle that a national price level
can be consciously regulated by manipulating the price
of gold. This, it is maintained, can be done by legally
altering the weight of the gold dollar, so long as the
United States is redeeming its paper currency in gold,
or, in the absence of redemption, by offering 2 larger

* This, according to the theory, would be precmely true only if the world .
value of gold in terms of

If the value of gold, as dnmnguuhed from its price, were at the same

time falling, the advance in commeodity prices would be propomonnlly
* increased, or vice versa,
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or a smaller number of paper dollars for an ounce of
gold. Thus gold is regarded as the key to commodity
prices whether the country is on or off the gold stand-
ard.

B. The Price-Raising Mechanism

The new plan is expected to operate upon the prin-
ciple of regulating the commodity price level by control-
ling the price of gold. Since the country is off the gold
standard, the American price level is to be raised by a
progressive depreciation of the paper dollar in terms of
gold, that is, by offering more and more paper for gold.
In effect, the same result is expected to be attained that
would be reached by a series of legal reductions in the
weight of the gold dollar, which would automatically
raise the dollar price of gold. The gold purchase plan
is held to have an advantage in that it permits continu-
ous manipulation of the price of gold and the adjust-
ment of its value in the light of changing conditions,
It is also regarded as opening the way to a permanent
system of controlling prices through currency manipu-
lation.

In devising the machinery for this purpose, an im-
portant difficulty had to be surmounted. At a result of the
anti-hoarding order of April s, it became impossible to

.buy or sell gold freely within the country. In the absence
of a domestic gold market, no means existed for either
registering or influencing the price of gold in terms of
paper dollars. However, gold could still be bought and
sold internationally through the foreign exchange proc-
ess, and the foreign exchange quotations in terms of
other currencies became in fact the sole means of measur-
ing the price of gold in paper dollars. For example, be-
fore the suspension of the gold standard by the United
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States, the amount of gold in the dollar was 25.5 times
the amount of gold in the French franc. The dollar was,
therefore, worth 25.5 francs; and, when exchange was at
par, was quoted at that rate in the foreign exchange
markets. After the suspension of the gold standard, the
dollar gradually declined in relation to the gold franc.
1t was quoted on November 1, 1933 as the equivalent
of only 16.8 francs. Since the French franc still repre-
sented the same amount of gold as before, the foreign
exchanges registered a depreciation of 3§ per cent in the
dollar. '

This depreciation of the dollar in terms of foreign
exchange was giving us a rising price of gold. However,
as previously indicated, it was subject to general fac-
tors, speculative and otherwise, influencing the foreign
exchange rate, and showed substantial fluctuations. This,
it was argued, was the result of the fact that the govern-
ment was pursuing a passive policy with reference to
foreign exchange. A continuous rise in the price of gold,
it was held, could be obtained only by inaugurating an
active policy of controlled depreciation. Accordingly, as
we have seen, a government monopoly was set up for
the purchase of all gold newly mined in the United
States. Under this arrangement, the Reconstruction
Finance Corporation, acting as the government agency

_for the purpose, would offer arbitrarily determined
amounts of paper money for each ounce of gold brought
to it.

Since, according to the theory, the American price
level can be uninterruptedly raised only by a sustained
rise in the price of gold, and since for this purpose 2
progressive depreciation of the dollar on the foreign
exchanges is indispensable, the success of the plan de-



112 CURRENT MONETARY ISSUES

pended fundamentally upon the effects of gold pur-
chases upon the exchanges. It was apparently thought
that the mere raising of the price of gold by the gov-
ernment through gold purchases in the United States

DaiLy OfFiciAL Price oF GoLp ComPARED WITH DALy
QuoTtaTioNs oF THE FrRENcH Franc®
(In terms of the dollar. $20.67 per ounce == 100 for the price of
gold; par of exchange — 100 for the exchange quotation.)
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* Official price s st by Reconstruction Finance Corporation; exchange
quotations based on cable rates.

would automatically depreciate the dollar in foreign
exchange quotations. It was recognized, however, that
this might not prove to be the case; hence it was an-
nounced that the government would be prepared to buy
and sell gold in foreign markets, thereby directly in-
fluencing foreign exchange quotations,

Another consequence expected from the operation of
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the plan is a stimulation of gold mining. This, according
to the theory, would serve to expand the total world
supply of gold in relation to other commodities, lower
the value of gold, and thus provide an added impetus for
an upward movement of the price level in all countries.

The movements of the foreign exchange value of the
dollar in relation to the price of gold set by the United
States government are shown on the accompanying chart.
It will be seen that no close correspondence is revealed.
The dollar in the exchange markets has been at times
above and at other times well below the Reconstruction
Finance Corporation price for newly mined gold, and it
is evident that speculative sentiment has continued to
be the controlling influence. No official information con-
cerning the precise amount of gold purchased abroad has
been made available. The effects of changes in the price
of gold upon commodity prices are discussed in later
sections of this chapter.

C. The Price-Stabilization Mechanism

In addition to this mechanism for raising the price
level, the new plan forecasts, as noted in the preceding
chapter, the policy to be pursued after the price level
has reached the desired height. In announcing that the
machinery for regulating the price of gold is intended
“to establish and maintain continuous control,” and that
“this is a policy and not an expedient,” representing 2
step “toward a managed currency,” the President in-
dicated that the currency management is to be of the
“compensated dollar” type, rather than of the type de-
scribed on pages 18-21 above, which would be based on
central control and conscious manipulation of the volume
of currency and credit.



114 CURRENT MONETARY ISSUES

The purpose of the compensated dollar scheme is to
prevent fluctuations in the American commodity price
level after the desired level of prices has once been at-
tained. If the price level should show a rise in a given
period—as a result of whatever causes—the weight of
gold in the dollar would be increased by the same per-
centage, thereby restoring the previous level of prices.
Similarly, if prices should fall, the gold weight of the
dollar would be' diminished sufficiently to restore the
former level. In other words, the effects of changes in
the value of gold would be counteracted by arbitrary
changes in the price of gold. If gold is not to be utilized
as a medium of exchange, it would not in practice be
necessary to coin gold at the varying weights established
from time to time. Under such conditions, it is held, all
that would be needed would be simply to announce the
official price of gold and to establish machinery for gov-
ernment purchase and sale of gold at this official price.

By such a system of monetary management, it is be-
lieved, the American price level can not only be raised
to the level obtaining prior to the depression, but can
also henceforth be completely stabilized. It can be made
entirely independent of changes in the world value of
gold, of fluctuations in the output of new gold, of shifts
in the foreign exchange value of the dollar, and of move-
ments of commodity prices in other countries. It is con-
tended by some leading advocates of the theory that the
effects of changes in the price of gold upon commodity
prices would be mathematically precise. They state, for
example, that “if prices rise 0.1 per cent in a week, the
weight of gold purchasable by a dollar would be in-
creased 0.1 per cent until any rise was corrected.” Con-
versely, “if prices fell 0.1 per cent, the weight of the
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gold purchasable by a dollar would be decreased 0.1

per cent.™
Such are the basic principles on which the gold pur-
chase plan is expected to operate. According to the
theory, the rise in the commodxty price level in this coun-
try must parallel the increase in the price of gold, or—
what is the same thing—the depreciation of the paper
‘dollar in the foreign exchanges. Some advocates of the
: theory admit, however, that there might be a slight lag
in the adjustment of prices. They also point out that
changes in the world value of gold would tend to ac-
centuate or lessen the extent of the price rise caused by
changes in the price of gold; but they contend that such
changes can be offset by manipulation of the price of
gold.

IL EFFICACY OF THE PLAN

This experiment in price regulation is strongly sup-
ported by a number of economists and business leaders.
On the other hand, it is vigorously condemned by many
economists and men of affairs. What light does actual
experience shed on the possible efficacy of the plan and

. on the validity of the theory which underlies it?

At various times many countries have had depreciated
exchanges and a consequent enhancement of the price
of gold in terms of their national paper money units. In
recent years, moreover, 2 number of countries have
permanently devalued their currency units. Have com-
modity price levels in these countries shown a tendency
to adjust themselves quickly and in precise proportion
to changes in the price of gold? A few typical cases will
be examined.

* George F. Warren and Frank A. Pearson, Pricss, p. 164.
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A. Experience of Six Countries

Great Britain and Sweden abandoned the gold stand-
ard in September 1931, and Japan in December of that
year. The depreciation of their currency units, the ac-
companying changes in the price of gold, and the move-
ments of wholesale commodity prices are shown in the
following table, for the 18-month period prior to the
depreciation of the American dollar.

Price ExPERIENCE oF THREE COUNTRIES UNDER
DepreciaTeD CURRENCY

Currency Unit as | Price of Gold in | Wholesale Price
Coun a Percentage of |Domestic Currency| Index, March 1933
try arity  (March 1933 (Par of] (geptember
(March 1933) | Exchangem100) | 1931 100)
Great Britain. 70 143 99
Sweden...... 68 147 98
Japan........ 43 . 233 119

In Great Britain and Sweden, although the currency
depreciated by roughly 30 per cent, which means a rise
in the price of gold of more than 40 per cent, there was a
slight decline in the level of comedity prices. In Japan
the price of gold more than doubled; yet the general
level of commodity prices registered a rise of only 19
per cent.

The failure of commodity price levelsin Great Britain,
Sweden, and Japan to respond fully to the rise in the
price of gold, as measured by the depreciation of the
pound, the krona, and the yen, cannot be explained by
a corresponding rise in the world walue of gold during
the 18 months in question. Changes in the world value of
gold would be indicated by the movement of commodity
prices in countries still on the gold standard, the most
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important of which were the United States and France.
During this period prices in the United States fell by
16 per cent, and in France by 18 per cent. With allow-
ance for this factor the commodity price levels in Great
Britain and Sweden should, in accordance with the
theory, have been approximately 120 instead of 99 and
98 respectively, and in Japan about 190 instead of 119.
With reference to Great Britain and Sweden the most
that can be said is that depreciation of the currency and
the consequent rise in the price of gold prevented as
large a decline in commodity prices as might otherwise
have occurred during that period. In the case of Japan,
an enormous rise in the price of gold was accompanied
merely by a very moderate rise in the commodity price
level.

‘The recent experience of the United States shows re- |,
sults similar to those just indicated. The foreign ex-
change rate of the dollar ceased to be stable on April 20,
The changes in the price of gold and in the general com-
modity price level during the seven months subsequent
to that date are shown in the chart on page 118, Week-
ly averages are used for both sets of data. The maximum
rise in the price of gold amounted to 65 per cent; the
maximum rise in the commodity level was just under
20 per cent.

It remains to examine the experience of such countries
as France and Italy, which have for some years been
operating on the basis of devalued currency units. Since
1927 the gold content of the French franc has been
fixed at almost exactly one-fifth of the pre-war weight.
According to the theory the commodity price level
should have become almost five times that of the United
States (which was based on an unchanged currency unit)
and should have moved during the six years 1927-32
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in exact proportion with American prices at the ratio of
five to one. Similarly, the Italian lira has had a gold
content equal to slightly less than one-fourth of its pre-
war weight; hence the Italian price level should have

U. S. WroLEsALE PricE INDEX COMPARED WITH PRICE OF
GoLp, APRIL-NOVEMBER 1933
(Weekly averages. First week in April = 100)
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adjusted itself at about four times the American level.

An assertion to the effect that this is precisely what
has occurred is found in the recent book by Warren and
Pearson referred to above.* However, the data which
they present on page 17 and show graphically on page
171 of their book do not support this assertion. While

¢ “France reduced the weight of gold in the franc so that her prices are
about five times pre-war when prices in the United States are at pre-war.

. . . Italy reduced the weight of gold in the lira so that her price level is
nearly 400 when prices in the United States are 100.” The mme, p. 175.
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French and Italian prices have in fact been much higher
than American prices the ratios have shown neither uni-
formity nor mathematical precision. As shown by the
Warren and Pearson diagram, the ratio between the
French and American price levels varied, during the
years 1927-32, from 4.2:1 to 4.4:1; the ratio between the
Italian and American price levels fluctuated between
3.0:1 and 3.6:1.

It is evident that whether the period of depreciation
of the currency unit has been only a few months, as in
the United States, or a year and a half as ini Great Britain,
Sweden, and Japan, there is no close correspondence be-
tween changes in the price of gold and changes in the
comodity price level. Even over a period of years follow-
ing a definitive devaluation of currency units, when any
lagging tendency would be completely overcome, there
is no mathematically precise relationship between com-
modity prices and the reduced content of the currency
unit.

B. The Complex Character of Price Adjustments

The price Jevel is merely a composite of the prices of
individual commodities and groups of commodities. A
change in the price of gold can, therefore, affect the price
level only through changes which it might produce in
the prices of individual commodities and groups of com-
modities. Hence, unless the effect of currency deprecia-
tion is to exert 2 uniform influence upon the prices of all
classes of commodities or to raise some groups of prices
suffidently above the new level to offset the failure of
other groups to rise proportionally, there is no reason to
expect 2 mathematical adjustment of the movement of
the price level to the depreciation of the currency unit.
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The diverse character of price movements accompany-
ing depreciation is illustrated by experience in Sweden.
A detailed study of the effects of currency depreciation
on commodity prices in that country recently led a com-
petent Swedish investigator to conclude:

‘The depreciation of the Swedish krona after the abandonment
of the gold standard has brought with it increases in price for
certain imported goods; a check in the fall of prices for certain
other international goods; but a merely retarded fall for a third
group, mainly consisting of exports. In the case of purely domes-
tic commadities, the falling tendency has made itself almost
generally felt to about the same degree as before.”

It is not difficult to explain why currency depreciation
should affect the prices of different groups of commodi-
ties in such varying degrees. As has already been shown,
when gold is abandoned as the standard, or when the
weight of the monetary unit is reduced, the change is
manifested in foreign exchange quotations. Hence the
depreciation of a currency in the foreign exchanges exerts
a direct influence upon the prices of those commodities
which enter into international trade. When a country’s
exchange rate declines, the prices of imports and exports
tend to rise in terms of the national currency.

For example, Americans who import goods from
abroad have to pay for their purchases in foreign cur-
rencies, and when the exchange value of the dollar de-
preciates they have to offer more paper dollars than
before for the same amounts of foreign currencies.
Hence, if they are not to suffer loss they must mark up

¥ Erik Lindahl, The Consumption Price Index of the Bank of Sweden
(a mimeographed manuscript), Stockholm, April 1933. Between Septem-
ber 1931 and March 1933, the price index for imported commodities rose
15 per cent; that for exported ditie ined stationary; that for

ic industrial prod declined 3 per cent; and that for domestic
agricultural commodities fell by 17 per cent.
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the selling price of the imported goods. It will be evi-
dent also that in so far as higher priced imported ma-
terials are used in domestic manufacture one element of
cost is raised which tends to produce a rise in the price
of the goods affected. )

The effect of currency depreciation on the prices of
goods exported from the country works out in 2 some-
. what different manner. In general, when the dollar de-
prediates in the foreign exchanges, the foreign currencies
will, immediately speaking, buy more American goods
than before. The. result is a stimulation of demand for
American exports and a possible rise in their prices as
expressed in paper dollars. The rise in the early stages
is usually swift because speculators hasten to buy up
exportable commodities in anticipation of the price rise.
These effects appear with spedial rapidity in the case of
such important staples as wheat, cotton, and tobacco,
which are sold in well-organized international markets.
The prices of such commodities are particularly subject
to speculative influences, and daily price quotations con-
cerning them are highly sensitive to many influences, in-
cluding the rate of foreign exchange.

There are, however, certain factors which tend to limit
the extent to which the prices of both import and export
commodities will respond to changes in the foreign ex-
change rate. On the import side if sales to the United
States are not to be curtailed by rising prices, foreigners
in many cases may feel constrained to reduce their basic
prices. In the case of exports the demand for American
products is stimulated only so long as the price rise is
less than the amount of exchange depreciation; when
prices rise to the full extent of the depreciation there is
no longer any competitive advantage in buying Here
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rather than elsewhere. Even before this occurs, the, ad-
vantage obtained by American’ exporters might tend to
be counteractéd by special trade barriers put up by the
importing countries, by enforced price cutting on the
part of competing countries, or by parallel depreciation
of foreign currencies. It is limiting factors such as these
which explain the failure of both import and export
prices in a country with depreciated currency to rise in
any precise relationship to the depreciation, and to exert
any predictable upward influence on the general price
level.

The depreciation of the exchange rate has only an in-
direct influence upon the prices of those commodities
which are produced and consumed domestically. For
example, in the production of automobiles the largest
elements of cost are labor and domestically produced
materials. Wages are not immediately affected by ex-
change depreciation and the cost of domestically pro-
duced materials is directly affected only in case such ma-
terials are also produced for export, as in the case of
cotton. The costs of automobile manufacture would thus
in no way be proportionally increased; and hence it
would not be necessary for the price to be advanced
proportionally to the currency depredciation in order to
maintain profits. Nor would the purchasing power with
which to buy higher priced automobiles be immediately
available.

* Itis only gradually that the prices of goods, produced
domestically and consumed mainly within the country,
feel any effect from exchange depreciation., The rising
prices of goods entering into international trade come,
in some measure and with the passage of time, to affect
domestic prices generally, through increasing costs; and
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in due course wage rates also have to be adjusted up-
ward,-The possible influence of changes in the price of
gold upon the prices of commodities which do not enter
into international trade and are not, therefore, directly
affected by exchange depreciation is thus even less precise
and less predictable than in the case of exported and im-
ported commodities.

The diversity in the movements of prices of 16 im-
portant individual commaodities and groups of commodi-
ties in the United States since the dollar began to de-
preciate is graphically indicated by the accompanying
chart. It will be noted that the prices of coal and chemi-
cals have declined since April, and that the prices of iron
and steel, automobiles, and agricultural implements have
-risen but little. The prices of other commodities have
shown a wide range of fluctuation, some of them re-
maining persistently below the price of' gold, some main-
taining a position above it, and some swinging up and
down without any apparent relation to it. The largest
fluctuations have occurred in the prices of such highly
sensitive and speculative international commodities as
rubber, wheat, cotton, hides, copper and other important
staples. '

The effects of speculation may be inferred from this
chart, as well as from the chart on page 118, where the
movement of the price of gold is shown in relation to
the general wholesale price index. Speculative influences
were extremely active during the first three months of
the period under examination, that is, until the middle
of July. The prices of many important commodities were
then rising rapidly, and the general price level was mov-
ing upward. Since the middle of July, there has been
little, if any, correspondence between the two move-
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ments. Apparently speculation had spent most of its
force.

The chart opposite page 123 illustrates the complexity
of the commodity price structure. The price-making
process is also extremely complex in character, and the
movements of the price level are subject to a large
variety of influences other than the price of gold. Even
if one were to grant that the simple gold theory of com-
modity prices might possibly be valid in a community
using gold as its only form of money, that theory is
wholly inapplicable to the complex modern world, in
which the monetary supply consists primarily of credit
instruments and in which the course of commodity prices
is greatly affected by the state of business psychology, the
interaction between credit and fiscal policies and general
economic conditions, and many other monetary and non-
monetary factors.

In this connection, it should be borne in mind that in
the United States numerous other devices for stimulating
a rise in prices are being currently utilized. For example,
the output of certain agricultural commodities is being
curtailed by the Agricultural Adjustment Administra-
tion; costs of manufacture are being raised by the Na-
tional Recovery Administration; and purchasing power
is being expanded through the expenditure of public
funds in connection with public works and relief ac-
tivities. At the same time the policy of cheapening credit
through open market operations and other devices has
also been followed.

Even if one were to argue that these policies, singly
or conjointly, have had no effect whatever in raising
prices in the United States, and that the rise which has
occurred is the result solely of the depreciation of the
dollar, it still remains true that the extent of the risc in
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the general level of prices shows little correspondence

" with the rise in the price of gold. The great disparity be-
tween the two movements furnishes:conclusive evidence
that the theory of automatic adjustments between
changes in the price of gold and changes in the com-
modity price level is without scientific validity. As a
practical matter, the most that can be said for the theory
is that the depreciation of the currency may, under con-~
ditions at present existing in the United States, help to
bring the prices of some agricultural commodities en-
tering into export trade, which have been heavily de-
pressed, into a more satisfactory adjustment with other
prices. As we shall see in the next chapter, however, a
monetary policy based on the depreciation of the currency
unit has far-reaching economic repercussions.

The foregoing analysis leads to two primary conclu.
sions: The first is that no definite, predictable rise in
the commodity price level can be assumed to follow a
given depreciation of the currency. Such rise as occurs
is not general or horizontal in character, representing
an automatic adjustment of all commodity prices to al-
terations in the price of gold. The price changes that take
place begin with commodities passing into international
commerce, and even these changes do not necessarily
correspond closely with the depreciation of the currency.
Their effect upon the general level of costs and prices
within the country is indirect and, at best, slow. The
extent to which the general domestic price level will rise
is affected by 2 large variety of factors in the general
business and fiscal situation, and the specific influence of
currency depreciation cannot be dissociated from the op-
eration of these other factors.

The second conclusion is that, once a desired price
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level had been obtained, by whatever means, no evidence
exists that-thenceforth that level can be automatically
controlled by altering the price of gold. This is because
the theory assumes that the commodity price level
changes in direct proportion to changes in the price of
gold, such changes representing an automatic revalua-
tion of commodities. Our analysis of the experience of
a number of countries clearly indicates that no such auto-
matic revaluation occurs. Whether other machinery for
controlling the level of prices offers a better chance of
success is beyond the scope of this inquiry.*

® A more detailed analysis of the relation of depreciation and
devaluauon to commodny prices and to foreign trade will be given in
ion studies on these subjects.




CHAPTER VII
THE TWO MAJOR ISSUES

~ Asat Geneva in January, at Washington in April and
May, and at London in June and July, two major issues
continue to dominate monetary discussion today. The
first is whether economic recovery can be effectively pro-
moted by raising commodity prices through monetary
action. The second is whether the restoration of an in-
ternational monetary organization is essential to world
prosperity. What light does the present American policy
throw on the first issue, and what is its relation to the
second issue?

The first issue is now being tested, on 2 national scale,

“in the United States, and the depreciation of the dollar
in the foreign exchanges is being employed as the prin-
cipal instrument of monetary action for the purpose of
raising commodity prices. As has just been indicated, a
price rise of some degree has accompanied the carrying

"out of this policy. On the assumption that the rise has
been the result solely, or at least in large measure, of
currency depreciation, it might be argued that the policy
has been in some measure already justified, This is, how-
ever, only one side of the story.

The evidence presented in the preceding chapter
shows conclusively that there is no assured and predict-
able relationship between the depreciation of the cure,
rency unit and the commodity price level. If the theory

- underlying the gold purchase plan were valid, and a
20 per cent depreciation of the dollar could be definitely
counted on to raise the commodity price level by 20
per cent within a predictable period of time, we would

127
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know precisely to what extent it would be necessary to
increase the price of gold in order to give us the price
level desired. But since the extent of the commodity
price rise is altogether unpredictable, no one can pos-
sibly know how far the price of gold might have to be
raised to achieve the desired result, nor how long a
period of time might be involved in the process. The
inescapable result is monetary uncertainty.

1. IMPLICATIONS OF MONETARY UNCERTAINTY

The effects of monetary uncertainty upon economic
life have been clearly revealed in post-war experience.
The economic repercussions manifest themselves prin-
cipally in connection with international trade, the capital
market, and government credit. .

The depreciation of currency units in the foreign ex-
changes affects international trade in 2 number of ways.
The uncertainty with respect to the value of currencies
increases the risk in the short-term credit operations
upon which the conduct of foreign trade so largely de-
pends, and leads to an almost complete cessation of long-
term investment. The consequence is a curtailment of
trade. .

The artificial stimulus to exports resulting from a de-
preciated currency leads sooner or later to retaliatory ac-
tion on the part of other countries—retaliation which
may take the form of higher tariffs, import licenses, quota
systems, or competition in the business of currency de-
preciation. The experience of the last two years is replete
with examples of such action. The cumulative effect has
been to demoralize international trade in general and
with it the production of wealth everywhere. Instead
of making it possible for men and women in all countries
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to produce commodities and trade with the people of
other countries, these policies have served ‘to increase
unemployment and impoverishment.

The effects of monetary uncertainty are of équal im-
portance in connection with the so-called capital market.
It is recognized that a full employment 'of labor and
thorough business recovery cannot be expected until the
construction of capital goods is resumed. The resumption
of capital enterprise depends in large measure upon the
resumption of normal issues of long-term securities. In
the presence of an uncertain monetary policy the flotation
of such securities is unquestionably deterred. While this
problem is complicated by other factors, monetary in-
stability is clearly an important contributing cause.

Finally, experience shows that monetary uncertainty
sooner or later leads to a deterioration of government
credit. So long as the uncertainty prevails, potential in-
vestors hesitate to purchase fixed income securities of
all kinds, including those issued by the government. Out-
standing government issues decline in value, with result-
ing repercussions upon the banking structure and the
investment markets,

In the United States at the present time the mainten-
ance of government credit is of especial importance be-
cause of its relation to other phases of the general re-
covery ‘plan. Public loans must be floated if the neces-
sary funds are to be available for carrying out the pro-
gram of public works, as well as the numerous relief,
housing, and agricultural projects now under way. Dif-
ficulty in borrowing might force the government either
to curtail these projects or to embark upon the issuance
of greenback currency as an alternative means of meet-
ing its financial obligations and requirements.
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Past experience in many countries has invariably
shown that when a government resorts to the printing
press for fiscal purposes, monetary uncertainty becomes
greatly intensified, the flight of capital from the coun-
try is accelerated, and the depreciation of the currency
in the foreign exchange becomes increasingly difficult to
control. It should be borne in mind in this connection
that, largely because of its psychological effects, the issu-
ance of greenbacks would have an influence upon the for-
eign exchange value of the dollar similar to that of an
increase in the price paid for gold.

It is outside the scope of this survey to discuss the
possibilities of raising prices through monetary action
on an international, rather than national, scale. The
London session of the World Monetary and Economic
Conference showed conclusively that a concerted inter-
national policy of price-raising by means of monetary ac-
tion is today out of the question. Hence the price-raising
program now being carried out by the government in
this country appears likely to remain national in scope.
This character of the American monetary policy has vital
economic implications, alike for this country and for the
rest of the world.

I. THE FUTURE OF MONETARY ORGANIZATION

With reference to the second issue, it is clear that the
following out of the present American policy would
mean disruption of international monetary organization.
The effort to raise American prices by independent
monetary action makes it impossible for the world as
a whole to establish stable exchanges and to restore the
normal functioning of an international monetary system.
Moreover, if after prices reach the desired level, an
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effort should be made to maintain stability of that level
by manipulating the weight of the dollar, stable foreign
exchanges would be automatically debarred.

It will be recalled from the analysis in Chapter I that
the only practical means of maintaining stable foreign
exchanges is through the operation of an international
gold standard based upon fixed gold ratios, unlimited
redemption of paper currency in gold at a fixed rate
for purposes of international payments, an unlimited
market for gold at a fixed price, and free exports and
imports of the metal. The first three of these conditions
obviously cannot be fulfilled under the compensated '
dollar plan.

From the discussion presented in Chapter II, it is
clear that the issue between an international monetary

_ system and nationally managed currencies is one of pro-
found economic significance. The emphasis in the first
is on the stability of national currency units in terms of
gold, and, therefore, of foreign exchanges; in the second,
on stability of national price levels, with fluctuating cur-
rency units and unstable foreign exchanges. Under an
international monetary system, economic equilibrium and
relative stability of commodity prices would be sought
primarily in an adjustment of underlying economic fac-
tors and processes, rather than through monetary ma-
nipulation; under dissociated national systems, monetary
action, directed toward a stabilization of price levels,
would be relied upon as a primary means of regulating
economic activity. The first is designed to serve asa foun-
dation for a system of international economic intercourse;
the second, under existing political conditions, presup-

poses, as its inevitable corollary, an organization of the’ . .

world based on economic nationalism. -
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International monetary organization based on stable
foreign exchanges will be impossible if the United States
should finally decide against adherence to the gold
standard in the future. It would be similarly impossible
if Great Britain were to make such a decision. At the
end of the World War, the determination of these two
greatest commercial and financial nations of the world
to restore the gold standard settled the issue. The tem-
porary recalcitrance of France and of the other nations
which delayed their return to gold could have a compli-
cating, but not a decisive, influence.

In this second post-war period of monetary unsettle-
ment in which the world finds itself today, the interna-
tional center of gravity in monetary policy was in Great
Britain from the time that country abandoned the gold
standard in September 1931, to the spring of 1933.
Since then, it has definitely shifted to the United States.
Upon this country’s final decision in the sphere of mone-
tary policy will largely depend the character of the
world’s monetary and economic organization in the
future.

The continued monetary uncertainty and economic
instability at the end of 1933 suggest the need of a recon-
sideration of monetary policies in relation to economic
recovery, both nationally and internationally. The point
of departure for such a reconsideration might well be 2
renewed study of the analyses and recommendations of
the Geneva Commission of Experts, drawn up at the
beginning of the year.
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APPENDIX A

MONETARY DISCUSSION IN THE
ANNOTATED AGENDA®

L. MONETARY AND CREDIT POLICY

The Lausanne Conference laid special emphasis on the neces-
sity of restoring currencies to a healthy basis and, in this connec-
tion, the restoration of a satisfactory international monetary
standard is clearly of primary importance. The World Con-.
ference, in the absence of another international standard likely
to be universally acceptable, will have to consider how the con-
ditions for a successful restoration of a free gold standard could
be fulfilled. In our view, among the essential conditions, which
are discussed more fully below, are the restoration of equilibrium
between prices and costs and, in the future, such a reasonable
degree of stability of prices as the world imeasure of value should
properly possess.

The time when it will be possible for a particular country to
return to the gold standard and the exchange parity at which
such a return can safely be made will necessarily depend on the
conditions in that country as well as those abroad, and these ques-
tions can only be determined by the proper authorities in each
country separately.

In the following sections, we set forth a series of suggestions
of a general nature which would seem calculated to facilitate
the work of the conference on the monetary side. It will be found
that some of these suggestions can only be put into effect through®
concerted action, while others call for the individual effort of
particular countries.

1. Conditions under Which a Restoration of a Free International
Gold Standard Would be Possible

’ a) We would lay stress upon what has already been indicated
in the introduction—that the solution of major outstanding po-

" League of Nations Document No. C. 48. M. 18. 1933. IL [Conf.
M.EL]
135
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Litical problems would contribute to that restoration of confidence
without which great hesitation will be felt in taking decisions to
return to the gold standard.

b) In the second place, a series of measures would have to be
taken in order to make it possible for countries whose reserves
are at present inadequate to attain a satisfactory reserve position:

i) A settlement of inter-governmental debts would be of
particular value in this respect;

fi) A return to a reasonable degree of freedom in the move-
ment of goods and services;

iii) A return to freedom in the foreign exchange markets and
in the movement of capital.

c) There should be 2 general understanding about meas~
ures to ensure a better working of the gold standard in the fu-
ture. Success in obtaining an understanding of this character
will not only be a factor of potent influence on public opinion
in many countries, but will also give the assurance to an indi-
vidual country that, as long as it p a sound y and
economic policy, it will be in a position to acquire and maintain
the necessary reserves.

d) International action, however indispensable, cannot re-
store 2 normal economic situation unless the proper internal meas-
ures have been taken. Each individual country must therefore be
prepared to take the necessary steps to achieve internal equilibrium
in the following matters:

i) Revenue and expenditure, not only of the state budget
proper, but also of the budgets of public enterprises (railways,
etc.) and of local authorities, should be balanced;

ii) It will be necessary to create and maintain healthy con-
ditions in the internal money and capital market and at all costs
to avoid an inflationary increase of the note circulation in order
to meet government deficits;

iif) It & necessary to give that sufficient degree of flexibility to
the national economy without which an international monetary
standard, however improved, cannot function properly.

We feel that, in practice, certain countries are in a key posi-
tion in that the re-establishment of a free gold standard by them
would influence action in 2 number of other countries.

We are well aware of the difficulty, for countries no longer
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on the gold standard, of returning to that standard at an ap-
propriate rate of exchange, so long as uncertainty prevails with
regard to the course of gold prices. The experience of the last
decade has shown that the restoration of the gold standard at
too low a rate of exchange as well as at too high a rate presents
grave disadvantages, not only from the national, but also from
the international, point of view. On the other hand, the very
fact that exchanges continue to fluctuate is not without its effect
on the level of gold prices and may hamper a monetary and eco-
nomic policy designed to promote a recovery of prices in gold
countries, In the face of this dilemma it would appear necessary
to consider what policy may best be pursued in the immediate
future in order to bring about such a general recovery as would
facilitate the re-establishment of the international monetary
standard,

2. Currency Policy to be followed prior to such a General
Restoration of the Gold Standard

It will be useful to consider what specific measures must be
taken in different groups of countries.

a) Countries with o free gold standard and with sbundont
monetary reserves:

i) To pursue a liberal credit policy, characterised by low
money rates in the short-term market and 2 reduction of long-
term money rates by conversions and other operations as far as
feasible;

i) As far as market conditions and central bank statutes per-
mit, to maintain an. open market policy designed to provide a
plentiful supply of credit;

iii) ‘To allow gold to flow out freely;

iv) To permit the greatest freedom possible to outward capi-
tal movements in order to facilitate sound foreign investments,

b) Countries which have left the gold standard:

i) Efforts should be made to avoid a competition between
states to acquire a temporary advantage in international trade
by depreciating the external value of their currency below such
a point as is required to re-establish internal equilibrium;

ii} Under present conditions, exchange rates are liable to be
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constantly disturbed by speculative movements to the disadvan-
tage of international trade. In a period prior to the adoption of a
new parity, it is advisable for the authorities regulating the cur-
rencies concerned to smooth out, so far as their resources permit,
day-to-day fluctuations in the exchanges due to speculative in~
fluences by buying and selling foreign currencies. The success
of such measures would be enhanced by the co-operation of other
markets.

c) Countries which hove introduced exchange restrictions,
whether they have abandoned the gold standard or not:

i) It is desirable that these restrictions should be totally abol-
ished as early as possible. It is realised, however, that this ultimate
aim cannot in all cases be immediately attained. In such circum-
stances, the restrictions applied to foreign trade should be relaxed
or abolished in the first instance, even though it may be neces-
sary to maintain them for a time with regard to capital move-
ixﬁnm. )(This whole question is referred to more fully in Section

, I

i) Such relaxation may, in certain cases where the external
value of the currency has depreciated, necessitate the abandon-
ment of existing parities. In a number of countries, exchange re-
strictions would seem to defeat their own end; for, whenever
the official rate of exchange is maintained at 2 higher level than
the economic rate, a form of import premium is given to all
importers and a form of export duty imposed on all exporters.
Experience seems to have proved that, when a careful policy of
gradually relaxing restrictions is pursued, internal confidence in
the currency can be maintained, although, of course, in such
circumstances, the necessity of effecting budgetary equilibrium
and of resisting inflationary tendencies will prove to be of para-
mount importance. In such cases, it would seem particularly valu-
able to maintain 2 close relationship between these countries, the
Financial Organisation of the League and the Bank for Inter~
national Settlements, in order to devise and apply the appropriate
policy in each case.

In the case of certain countries which are heavily indebted
abroad, more especially on short-term, a solution of the debt
problem is necessary before their governments will be in a posi-
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tion to modify existing monetary policy. We deal with this ques-
tion later,

3. Functioning of the Gold Standard

It is important that any declarations in favour of the restora-
tion of an international gold standard should, at the same time,
indicate certain essential principles for its proper funcgioning un-
der modern conditions.

It is not our intention to suggest that anything should be done
which would in any way limit the freedom of action and reduce
the responsibility of central banks in determining monetary pol-
icy. The following statement is in full agreement with the report
of the Gold Delegation, which we endorse. This report has also
been endorsed by the Board of the Bank for International Settle-
ments. The governments will no doubt find opportunity to con-
sult their central banks on these questions before taking their
final decision at the conference.

a) Relation between political authorities and central banks:
We would suggest that the conference emphasise the importance
of the monetary organisation being so arranged as to make cen-
tral banks independent of political influence. We feel it also im-
portant to suggest that governments in their ic and finan-
cial policy should avoid increasing the difficulties of central banks
in the discharge of their responsibility.

b) Monetary reserves: The modern tendency is to concen-
trate gold in central banks. Before the war, more than 40 per
cent of the total monetary gold stocks consisted of gold in circu-
lation or with private banks, while, at the present time, only g
per cent represents gold not in the hands of central banks. This
development is, in our opinion, to be welcomed, as it tends to
enhance the power and the freedom of action of central banks.
Gold reserves are now primarily required to meet external de-
mands for payment caused by some disequilibrium on the foreign
account. At the same time it must be recognized that present-day
legislation in many countries renders much gold unavailable for
international use. We believe that the following steps can be
taken——without in any way diminishing public confidence—in
order to permit more effective use of the reserves of central
banks:
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i) Lowering of cover ratios.—Experience during the past few
years has clearly shown that the cover provisions in the statutes
of many central banks have not been sufficiently elastic to permit
the utilisation of reserves for meeting foreign payments to an ex-
tent which would be justified in cases of emergency.

The increased volume of short-term funds capable of moving
rapidly from one country to another may represent an extra bur-
den on the balance of payments.

Moreover, when the national economy has, for one reason or
another, become less flexible, it may take longer to restore a lost
equilibrium and during the intervening period a larger amount of
gold may have to be exported.

We suggest that the conference should stress the need of in-
troducing greater elasticity in the primary cover regulations of
central banks, particularly so as to make the reserves more fully
available to meet fluctuations in the balance of payments.

A great advance would be made if legal minimum require-
ments of gold (or of gold and foreign exchange) were substan-
tially lowered below the customary 33 or 40 ratio. The margin
available for payments abroad—representing the difference be-
tween the actual holdings and the legal minimum—would then
be considerably greater. However, the conference should—it is
suggested—empbhasise strongly that a change in the minimum
cover requirements must not be taken by countries with limited
resources as an excuse for the building up of a larger superstruc-
ture of notes and credits, for then the free margin would be dis-
sipated and the purpose of the reform—the strengthening of the
position of the central bank concerned—would not be achieved.

i) The gold exchange standard —In addition to those coun-
tries which allow foreign exchange to be included in their legal
reserve requirements, central banks in nearly all countries supple-
ment their gold holdings with foreign short-term assets in order
to be able to influence the exchange more directly and more
speedily than by gold exports. In some cases, central banks also
employ those assets to influence their internal money markets.

This system as practised in recent years, particularly when it
has involved the maintenance of very considerable exchange hold-
ings, has not worked without revealing some grave defects. The
exceptional circumstances of these years undoubtedly contributed
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. to an undue accumulation of foreign balances in particular mar-

. kets. We think that these defects may be overcome partly by the
better working of the gold standard itself and partly by special
improvements which would provide for a system miore centralised
and subject to more cffective control. We are of the opinion that
this system of holding foreign exchange balances, if properly
controlled, may for many countries hasten their return to an
international standard and will form an essential feature in the
permanent financial arrang of the countries which have no
highly developed capital markets. It is very desirable that foreign
exchange holdings in central banks should be invested with or
through the central bank of the currency concerned or with the
Bank for International Settlements. This is all the more im-
portant, because it is, in our opinion, imperative that central banks
should have a complete knowledge of all the operations of other
central banks on their markets. Moreover, it is important that
each central bank which employs foreign exchange balances

- should take all necessary measures in order to secure itself against
the risks of foreign investments.

iii) Other methods of economising gold.—In countries where
bank notes of small denominations are in circulation, these small
notes may be withdrawn and replaced within proper limits by
subsidiary coin, which will to some extent reduce the strain on
gold reserves through the decrease in note circulation.

It should further be possible to improve the mechanism of
clearing in individual countries. Payments of taxes and salaries,
large retail transactions, the transference of money from place
to place, may increasingly be effected by means of cheques, post-
office payments or other transfers, and much could be done by
governments and municipal authorities, even without legisla-
tion, to set an example by accepting cheques in payments for taxes,
public utility services, etc.

iv) Distribution of monetary reserves—The present abnor-
mal gold situation, with nearly 80 per cent of the world’s mone-
tary gold concentrated in five countries, cannot be explained by
any single factor, but should be regarded as a sign of certain
profound disequilibria which have influenced the numerous ele-
ments in the bal of p When consid di

lllg I
the multiplicity of the causes must be taken into account. To ob-
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tain a2 more lasting improvement of present abnormal conditions
it will be necessary to allow a freer movement of goods and to
rely less upon gold ship for the sett] t of foreign liabili-
tes.

In previous sections of this document, we have suggested that
the mini cover requir of central banks should be
lowered and have also expressed the opinion that some countries
should allow holdings of foreign exchange to be included in the
legal reserves. The difficulties connected with the uneven dis-
tribution of gold in the world will to some extent be mitigated by
these measures; but they are, of course, not in themselves suffi-
cient,

When countries with deficient reserves return to the gold
standard, the new parities should be such as to be consistent with
a favourable balance of payments and so attract an adequate re~
serve without undue effort.

In’'some cases, an automatic adjustment of the situation will
take place by a return movement of previously expatriated capital,
which has been invested in countries with large monetary re-
serves. It is important that public opinion in the latter countries
should realise that an outflow of gold under such circumstances
does not in itself reveal a disequilibrium in the balance of pay-
ments, but is rather a sign of a general revival of confidence. To
prevent an outflow by credit restriction might not only retard
the redistribution of gold, but might also have a deflationary
tendency.

The question arises whether it would not be possible to antici-
pate, by international credit operations, the process of building up
adequate reserves in countries where these reserves are now de-
ficient. Such operations might relieve the foreign exchange mar-
kets of the prolonged strain which would be inflicted on them by
a continuous demand, for gold by central banks desirous of
strengthening their reserves (see below under III, 3).

¢) Co-operation of central banks in credit policy: The con-
ference will no doubt wish to emphasise the great importance to
be attached to the maintenance of close relationship between cen-
tral banks which will permit them to take account of both na-
tional and international considerations when framing their policy-
While the responsibility of each one of them for the measures
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taken on their own markets must be left unimpaired, continuous
consultations between them should help to co-ordinate the policy
pursued in the various centres and may indeed enable the inter-
vention of an individual bank to become more effective if sup-
ported from abroad.

The Bank for International Settlements Tepresents 4 new
agency for central banks and should be able to play an increas-
ingly important part, not only by improving contact, but also as
an instrument for common action, of which several indications
can be found in this document,

In this connection, we draw the attention to point 5 of the
resolution which the Board of the Bank for International Settle~
ments, at its meeting on July 11th, 1932, unanimously adopted.
The board declared itself in substantial agreement with the con-
clusions of the final report of the Gold Delegation of the League
of Nations of June 1932. These lusions were considered by
the board as forming a stamng-pomt for the elaboration of
monetary principles which may be given practical application in
future.

We attach great importance to this declaration and to the
pursuance of consultations among central banks, particularly
with a view to achieving the object, as stated in the report of the
Gold Delegation, of checking undue fluctuations in the purchas-
ing power of gold. We are convinced, as were the Gold Delega-
tion, that action must be based on international understanding
and co-operation. The prospects of the general restoration of the
gold standard and of its successful working in the future appear
to depend in large measure on progress in this field.

4. Silver

After keeping relatwely stable from 1921 to 1929, the price
of silver in gold currencies fell abruptly by more than one-half
in less than three years. There is no doubt that this sudden de-~
cline must, in the main, be attributed to the same causes as have
acted on the general level of prices 2nd may thus be said to illus-
. trate in a particular case the incidence of the world depression.
Some special factors can, however, be found which have ac-
centuated the downward trend, and these Wwere to some extent
already operating before the depression set in. Such factors are:
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the demonetisation of silver, the reduction of the silver content of
token coins, and also the disposal of surplus stocks.

We have considered a series of proposals which have been dis-
cussed in recent years with a view to raising the price of silver,
and we wish, in this connection, to make the following observa-
tions:

i) It has been suggested that some form of bimetallism should
be introduced.

We would point out that a bimetallic standard, which pre-
supposes 2 fixed relation between the value of gold and that of
silver, could be safely introduced only if the most important coun-
tries of the world agreed to such a measure. As the only inter-
national monetary standard which is at present likely to com-
mand universal acceptance is the gold standard, the idea of intro-
ducing bimetallism must be regarded as impracticable.

ii) It has been proposed that banks of issue should be allowed
to hold increased quantities of silver in their legal reserves.

On the assumption that no form of bimetallism will prove ac-
ceptable, silver is unsuitable for extensive inclusion in the metallic
reserves of a central bank, there being no fixed price 2t which it
would be received by other central banks in the settlement of
balances on the international account.

i} It has also been suggested that governmental action should
be taken for the purpose of improving the price of silver.

‘We would, in this connection, refer to the suggestion made in
a previous part of this report to the effect that, in countries where
bank notes of small denominations are in circulation, these small
notes might be withdrawn and replaced within proper limits by
subsidiary coins, and we think that the conference should, in
this connection, examine to what extent the use of silver in sub-
sidiary coinage could be enlarged. Whatever sales of government
stocks of silver may be deemed desirable, it is important to con-
duct these in such 2 manner as to avoid any unnecessary disturb-
ance of the market. :

‘The conference should also consider whether, and if so by
what methods, the marketing of the metal by producers and cur-
rency authorities is susceptible of improvement. The question of
developing new and enlarged industrial uses for silver i8 in our
judgment also worthy of careful consideration.
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From the point of view of commercial relations with silver-
using countries, particularly China, trade interests would best be
served, not by a rise in the price of silver as such, but by a rise
in the general level of commodity prices. Any action which would
tend to raise that level and in due course achieve its stabilisation
may be expected to have a favourable effect on the price of silver
and would, on general grounds, be welcome.

II. PRICES
1. Disequilibrium between Prices and Costs

‘The decline in prices of recent years has created a series of
difficulties which must, by one method or another, be overcome
in order to make progress in the monetary and economic field
possible.

In the first place, the burden of debts has increased consid-
erably in terms of real wealth and made it more and more diffi-
cult for debtors to discharge their obligations and avoid 2 breach
of contract. With regard to internal debts, a special transfer
problem arises, with possible dangerous repercussions on the
whole monetary structure.

Secondly, as a rule, costs fall more slowly than prices, which
tends to make enterprises unr ative, with a cc dis-
organisation and reduction of production as evidenced by an in-
crease of uncmployment. Even if unemployment benefits are
granted, the reduction in earnings will, in its turn, diminish the
purchasing power in the hands of the public. Moreover, a re-
striction of sales will make further sound extension—or even the
upkeep—of industrial plant seem unnecessary and arrest activity
with regard to new investments, causing, not only particularly
serious unemployment for workers engaged in producing capital
goods, but also a tendency for savings to remain idle.

Thirdly, the decline in prices has not proceeded at the same
pace for all classes of commodities. Manufactured articles tend,
for many reasons, to fall more slowly in price than natural prod-
ucts, and it is a well-known fact that retail prices are more re-
sistant than wholesale. A spec:al feature of the present depression
is the tendency revealed in a b ofcountnesforpncesof
certain classes of goods required for capital equipment to resist a
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fall, such as would have facilitated readjustments. This tendency
has retarded recovery and has rendered new capital enterprise
unattractive, however low short- and long-term rates of interest
may be. In some cases, the cause of this relative rigidity in the
prices of investment goods would seem to be that they have, on
the whole, been more controlled by cartels and other monopo-
listic combines than other goods,

The decline in production, superimposed on the decline in
prices, has reduced the national money incomes of some of the
largest countries in the world to less than 60 per cent of what
they were three years ago. In countries which depend for their
export on primary products, the gold prices of these products have
in many cases fallen to a third, a quarter, or even less, of the
former price. Depreciation of their currencies may to some ex-
tent have alleviated their internal difficulties, but the precipitous
decline in world prices has had its disastrous effects on the foreign
position of these countries, particularly by so substantially increas-
ing the burden of their external liabilities.

Furthermore, difficult budgetary problems of great concern to
governments have arisen—in particular, as grants for unem-
ployment benefit and other social purposes are added to the ex-
penditure. When the revenue of states and local authorities must
be raised from a shrinking national income, rates of taxation will,
after a certain point, become so high that they cannot but exert
a serious depressing influence on trade and industry.

2. Methods of restoring Equilibrium

a) Obviously, one method of restoring a lost equilibrium be-
tween costs and prices is to reduce costs. As a rule, this will not
be possible without reducing money rates of wages. Some con-
siderable reductions of this kind have recently been effected, in
certain countries to the extent of something like 20 to 25 per
cent. It is found, however, that possibilities for effecting such re-
ductions differ from one country to ancther, and that each fur-
ther substantial reduction meets with increased resistance,

It is an open question, difficult to answer a priori, to what ex-
tent these reductions will correct former maladjustments be-
tween different categories of wages and prices (particularly in
different stages of the process of production) and in that way
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.bring about a better relative position. The burden of debts will,
however, if left undiminished, create many difficult problems.

b) Equilibrium may also be restored by a rise in prices.

i) One method of raising prices is to limit supply. Reference
is made to this subject in Section VI of these Annotations. )

i) In countries with a free gold standard and with large
monetary reserves, it would seem possible (as indicated in Sec-
tion 1, 2a) to pursue a liberal credit policy, including low short-
term interest rates and in some cases also open market operations.
Moreover, there should be, as far as feasible, a reduction of long-
term interest rates by means of conversions and other operations.
It is pertinent to observe that the open market operations which
were undertaken by the Federal Reserve Banks of the United
States of America in the spring of 1932, in eonjunction with the
measures taken through the Reconstruction Finance Corporation,
arrested the contraction of credits and the hoarding of currency;
they also created excess reserves for private banks to an amount
of more than $500 million, which helped to restore confidence in
the banking structure,

Some central banks, by means of the leadership they ‘exercise
on their markets, have been able to induce savings banks and
similar institutions to adjust deposit rates and at the same time
bring down rates for mortgage loans and other long-term obli~
gations,

iii) In order that a liberal credit policy may have the desired
effect on prices, it is necessary that a d d for credit should
arise.

In the first place, there is some reason to expect a spontaneous
demand for goods. For example, during the depression, many in-
dustrial firms not only abstained from enlarging their plant but
also postponed repairs. But this delay cannot go on indefinitely,
and it is probable that, in this field, a considerable potential de-
mand has accumulated. Many firms have in past years made
financial provisions for this purpose on their depreciation ‘account.
Even consumers may be in a somewhat similar position as regards
more durable articles, such as clothes, furniture, motor cars, etc.

The suggestion is often made that governments and other
authorities should actively increase the purchasing power in the
hands of the public by extensive sch for public expenditure,
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financed by borrowings from the market. If such a policy were
not kept within reasonable limits, and if it were to result in de-
teriorating government credit, debt conversions might be inter-
fered with and the lowering of long-term interest rates delayed.

It is very much as an outcome of increasing confidence in the
general financial and economic structure that we expect an in-
crease in effective demand. If it is found that political and mone-
tary authorities are endeavouring to carry out a policy which
holds out some hope of ultimate improvement, we believe that the
public will soon respond by resuming normal economic develop-
ments, We venture to suggest that a general adoption of the
policy outlined in this report—aiming at the restoration of cur-
rencies on a healthy basis, financial reconstruction, a greater free-
dom in the movement of goods and some immediate measures to
give evidence of its practical application—would be a decisive step
towards this revival of confidence.

iv) Finally, a few words suffice to point out that a recovery
of sound international lending, which would put purchasing
power into the hands of countries with a limited supply of do-
mestic capital, would have a helpful effect on prices.

IIL. RESUMPTION OF THE MOVEMENT OF CAPITAL

A return to a normal situation will be dependent, inter alia,
on a resumption of international capital movements. It is essen-
tial that the obstacles which at the present moment prevent such
a resumption be cleared away so that, when confidence returns,
capital can move freely. Apart from the instability of exchanges,
which we have dealt with above, some of the major obstacles to
capital movements are the control of foreign exchanges and, in
certain cases, the existing burden of debts.

1. Abolition of Foreign Exchange Restrictions

The adverse balance of accounts in many countries, aggra-

* vated by the drop in prices and the falling-off in foreign trade,
has obliged those countries, when they could no longer re-es-

tablish equilibrium by means of foreign credits, to choose be-

tween abandoning the stability of their currency or instituting

exchange restrictions as an artificial means of balancing imports

and exports of foreign currency. Certain countries have even
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adopted both systems simultaneously. The majority of the coun-
tries which have recently suffered the disastrous consequences of
unrestricted inflation have opted for exchange restrictions and
have thus maintained the nominal parity of their currency. Such
control has enabled them more or less successfully to prevent or
limit exports of national capital and the withdrawal of foreign
credits, but this result has been obtained only by closing the door
to new investments. Further, foreign exchange restrictions have
frequently been adopted in order to improve the balance of pay-
ments by refusing to pay in foreign currency for those imports
which do not appear indispensable. But, in the long run, this re-
duction has not had the expected effect of improving the trade
balance, since the exports from each country encounter similar
_monetary restrictions abroad or administrative barriers hastily
erected as 2 measure of defence.

‘Thus, exchange restrictions, and clearing agreements which
often follow, constitute an almost insurmountable obstacle to the
circulation of capital, and represent one of the main causes of the
falling-off in international trade. A return to normal conditions
presupposes their disappearance, which is itself conditional, in each
of the countries concerned, on the permanent restoration of
equilibrium in the balance of payments.

In order to provide for the restoration of equilibrium in the
balance of payments and to ensure permanence by strengthening
the metal reserve of certain banks of issue, various measures are
essential which have been mentioned above. It may be useful to
stress the fact that it is not necessary in all cases to wait for the
governments to meet before taking these measures. On the con~
trary, it is essential that, in every country, efforts should be made
without delay with a view to the restoration of 2 normal situa-
tion.

2. Existing Indebtedness

It may happen that, when all the above mentioned measures
have been taken, permanent equilibrium in the balance of pay-
ments cannot be restored owing to the threat of mass withdrawals
of short-term deposits or owing to the heavy charge resulting
from the service of long-term debts. In that event, arrangements
relating to foreign debts will have to be made between the par-
ties concerned.
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We desire at this point to stress the fact that it is essential that
the policy followed by the creditor countries should finally place
the debtor countries in a position to pay off their obligations in
the form of goods and services.

We also venture to state that the restoration of a normal situa-
tion must be accompanied by a return of confidence, and that,
in this connection, respect for undertakings entered into is an
essential factor. Only when, as a result of unforeseen circum-
stances, it has become impossible for contracts to be carried out
in their entirety can an adjustment of obligations to the possi-
bilities of the situation be effected between the parties concerned
in the interests of creditors and debtors alike.

i) Short-term debts: ‘The present regulation of the short-term
debts of various countries by means of standstill agreements, ex-
change restrictions and transfer moratoria is in its very nature
only a temporary measure. If applied for any length of time,
such measures tend to prolong the crisis and to increase its in-
tensity by delaying the moment when the situation will appear in
its true light. That is why the existing system, which presents
the danger of placing good and bad debtors on a footing of
equality and thus tends to destroy the credit of the good debtors,
should be brought to an end as soon as possible and be replaced
by a definitive solution which would take into account the cir-
cumstances of each individual case. It is essential that this read-
justment should have the effect of liberating real commercial ac-
ceptances as soon as possible from any form of regulation. Trade
could thus revive by utilising its normal channels. The banks of
issue in every country should support such a measure of restora-
tion by every means in their power.

The settlement of this question is essentially the concern of
the creditors and the debtors themselves. It is nevertheless im-
portant for governments that a solution should be found for this
problem, which undoubtedly affects both the monetary and the
commercial policy of the country. The object of the suppression
of exchange restrictions can be achieved only when the dangers
to currency arising from the problem of transfers are banished
and confidence is restored.

ii) Long-term debts: In the case of those long-term debts,
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the burden of which has been so aggravated by the present level
of prices as to be incompatible with the equilibrium of the bal

of pay , agr hould be concluded between debtors
and the bondholders. Nevertheless, it is essential for this problem,
as for the problem of short-term debts, that a satisfactory solution
should be reached if the equilibrium of the balance of payments
is to be secured and normal conditions restored.

Such 2 solution must be sought between the interested parties
working together. In certain cases, bondholders have already
formed associations; in others, it might be useful for such groups
to be formed. Moreover, the associations of different countries
should keep in touch with each other, The issue houses should
be in 2 position to lend their good offices in this connection to the
bondholders.

In order to facilitate, where y, direct agr be-
tween debtors and creditors, a list of persons of recognised stand-
ing and competence might be drawn up whose mediation would
be open to the parties concerned. .

We should Like to point out that, in this sphere also, there is
no uniform solution for all cases.

3. Capital Movements

The resumption of the movement of capital throughout the
world—in other words, the re-establishment of international
financing—should be effected through the normal credit chan-
nels, The creation of a special credit institution may be expected
to promote this resumption. There is no doubt that, as soon as
the world situation again becomes normal, credit will begin to
operate as in the past. It will be asked for, granted or refused by
the usual means. It should be noted that available credit has not
disappeared. On the contrary, there is an abundant supply, but,
for the reasons mentioned above, it is not being used. In view of
past experience it would, however, be desirable to encourage the
exchange of information as to the volume and movement of
short-term credits.

At the same time, the resumption of lending may prove to be
slow if no organised international action is taken to stimulate it.
A number of projects have been discussed on various occasions.
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Among the suggestions brought to the committee’s notice is
the establishment of a Monetary Normalisation Fund, which
was contemplated at the Stresa Conference.

It might, in fact, happen that, after all the foregoing recom-
mendations had been applied, the responsible public authorities
might still be reluctant to re-establish the freedom of exchange
transactions, in which case even a moderate amount of assistance
from outside might help to restore their confidence and that of
the public as well. ‘

In view of the fact that the object of the establishment of
such 2 fund is to facilitate monetary normalisation, the Bank for
International Settlements would appear to be the most appro-
priate body to administer this fund, since it is desirable to avoid
any political influence in its administration,

"This idea of special assistance proving necessary to restart the
financial machine, which has been at a standstill for so long, has
been further developed in the course of our deliberations. The
suggestion has been made that help might be given by means of
the establishment of an international credit institute, which
would derive its funds either from the banks of issue or from
private sources, the support of the governments being provided in
both cases, as would also be necessary in the case of the Monetary
Normalisation Fund,

Obviously, an institution of this kind—the object of which
would be to set in motion capital which is at present lying idle—
should grant new credits only under sound conditions and sub-
ject to strict supervision with a view to preventing any inflation.
It should not refund the old credits (“frozen” credits) referred
to above. It is also obvious that this institute should be free from
any political influence, and it might be affiliated to or adminis-
tered by the Bank for International Settlements. If this idea
meets with the approval of the governments, we suggest that the
question should be gone into more fully.

As another method of encouraging capital movements, 2 pro-
gramme of public works on an international scale has been sub-
mitted to the commission, We feel that it is not probable that
public works can be internationally financed in the immediate
future to any considerable extent. The last year has brought out
to an unprecedented degree the dangers of over-borrowing and
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the exchange difficulties which may arise in connection with ef-
fecting the service of foreign loans, Quite apart from this, gov-
ernments are now receiving so many demands which they have to
refuse, and, moreover, have to retrench in so many directions,
that they must consider carefully before embarking upon new
budgetary commitments of this nature.

We recognise, however, that, should any government in a
lending country desire to promote the chances of obtaining capi-
tal for this purpose by giving some form of guarantee, it is ob-
vious that the commencement of the works that have been pro-
posed would be expedited thereby, at 2 moment when even the
best projects find it difficult to receive the requisite funds. It goes
without saying, especially in existing conditions, that sound finan-
cial principles demand that only such public works should be
financed as afford adequate assurance of being productive of the
domestic and foreign currency necessary for the service of the

capital charges.



APPENDIX B

JOINT STATEMENTS ON WASHINGTON
CONSULTATIONS

I. AMERICAN-BRITISH STATEMENT®

. As stated yesterday, our discussions on the questions facing
the World Conference were not designed to result in definitive
agreements, which must be left to the conference itself. But they
showed that our two governments were looking with z like pur-
pose and a close similarity of method at the main objectives of
the conference, and were impressed by the vital necessity of as-
suring international agreements for their realization in the in-
terests of the peoples of all countries. The practical measures
which are required for their realization were analysed and ex-
plored. The necessity for an increase in the general level of com-
modity prices was recognised as primary and fundamental. To
this end simultaneous action needs to be taken both in the eco-
nomic and in the monetary field. Commercial policies have to
be set to 2 new orientation. There should be a constructive effort
to moderate the network of restrictions of all sorts by which com-
merce is at present hampered, such as excessive tariffs, quotas,
exchange restrictions, etc, Central banks should by concerted
action provide an adequate expansion of credit and every means .
should be used to get the credit thus created into circulation.
Enterprise must be stimulated by creating conditions favorable to
business recovery and governments can contribute by the develop-
ment of appropriate programs of capital expenditure. The ulti-
mate re-establishment of equilibrium in the international ex-
changes should also be ¢ plated. We must when circum-
stances permit re-establish an international monetary standard
which will operate successfully without depressing prices and
avoid the repetition of the mistakes which have produced such dis-
astrous results in the past. In this connection the question of
silver, which is of such importance in trade with the Orient, was

*Tssued April 26, 1933 by President Roosevelt and Prime Mipister
MacDonald.
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discussed and proposals were tentatively suggested for the im-
provement of its status.

These. questions are all interrelated and cannot be settled by
any individual country acting by itself. The achievement of
sound and lasting world recovery depends on co-ordinating
d ic remedies and suppl ing them by concurrent and
simultaneous action in the international field. The proposals ex-
amined will be discussed with the representatives of the other na-
tions who have been invited to Washington with a view to se-
curing the fullest possibl e of understanding be-
fore the conference meets. It is the hope of both governments
that it may be possible to convene the conference for June.

We have in these talks found a reassurance of unity of pur-
pose and method. They have given a fresh impetus to the solu-
tion of the problems that weigh so heavily upon the most stable,
industrious and deserving men and women of the world—the
human foundation of our civilization whose hard lot it is our
common object to alleviate.,

II. AMERICAN-FRENCH STATEMENT?

" Our conversations had as their object and as their result as

lete 2n understanding as ible between our two coun-

‘tries in regard to our common problems, the conclusion of defi-

nite agreements being r-served for the forthcoming World
y and Ec Conference.

At no moment has understanding been more necessary be-
tween France and the United States for the maintenance of
peace, for progressive and simult: ec ic disar
of the world, and for the restoration of stable monetary conditions
in an atmosphere of general security.

We have noted with deep satisfaction that our two govern-
ments are looking with like purpose at the main problems of the
world and the objectives of the Economic Conference.

The government of the United States and the government of
France have been able already to announce their full agreement
in regard to the necessity of a prompt meeting of the conference,
the object of which must be to bring about a rapid revival of

* Issued April 28, 1933 by President Roosevelt and M, Herriot, Tians
lated from the official Freach text,
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world activity and the raising of world prices by diminishing all
sorts of impediments to international commerce such as tariffs,
quotas, and exchange restrictions, and by the re-establishment of
a normal financial and monetary situation.

We have examined more particularly the conditions under
which commercial policy should henceforth develop in order to
promote rather than restrict the movement of goods. We have
studied monetary problems and the different methods possible
for a co-ordination of central bank policy; the remedies which
might be brought forward to attack the menacing problem of
unemployment and the stagnation of business by the execution of
programs of public works to be carried out by different govern-
ments by such methods as are within their means; the effects of
the depression on silver and the different methods proposed to
improve its status.

The questions which confront the world at this time are, in-
our opinion, for the most part closely linked together. They con-
stitute the elements of a single problem, 2 sane and durable solu-
tion of which must be sought in collaboration which would render
complete, on an international scale, indispensable domestic ef-
forts.

The suffering of millions of workers throughout the world
renders imperative the earliest possible consummation of such
collaboration, so happily begun here.

In conclusion, our conversations, which have been so frank
and cordial, have made it possible for us to ascertain the determi-
nation of our countries to enter into such collaboration and to
seek to extend it to other nations with a view to ensuring for all
peoples an opportunity to work in conditions of real peace.

III. AMERICAN-ITALIAN STATEMENT*

At the close of our conversations we note with profound satis-
faction the close similarity of our views on the questions which
are harassing the world today. The world faces a crisis of the
first magnitude. If normal life is to be resumed, the World
Economic Conference must be made a success. It must not only
meet soon, but come to its conclusions quickly. The task is so
complex and difficult that unless it is approached by all nations

* Issued May 6, 1933 by President Roosevelt and Signor Jung.
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with the fullest and sincerest desire to arrive at a result, the con-
ference cannot succeed. But the other course before the world is
clearly an increase in economic warfare and all nations must co-
operate in attempting to avoid this alternative.

We agree that political tranquillity is essential for economic
stability; that economic disarmament can take place only in a
world in which military disarmament is possible.

A truce in the field of tariffs and other obstacles to interna-
tional trade is essential if the conference is to undertake its
labors with any hope of success. We are in agreement that a
fixed measure of exchange values must be re-established in the
world and we believe that this measure must be gold.

The entire problem of raising world prices and restoring the
opportunity to work to the men and women who today wish to
work and can find no employment is a unit. It must be attacked
as a unit. Along with the measures which must be taken to re-
store normal conditions in the financial and monetary field, and
stability in international exchanges must go hand in hand meas-
ures for removing the obstacles to the flow of international com-
merce.

In the period i diately before us, gover must em-
ploy such means as are at their disposal to relieve the unem-
ployed by public works, and these efforts of individual govern-
ments will achieve their fullest effect if they can be made a part
of a synchronized international program. Similarly, the central
banks of the various nations should by concerted action attempt
to provide such adequate expansion of credit as may be neces-
sary to support constructive work, avoiding as much as possible
the use of credit for illegitimate speculative purposes.

We have found ourselves in the closest agreement on many
other es to re-establish the ic life of the world and
we are both determined to approach the problems of the World
Economic Conference with the firmest resolve to bring its labors
to success.




APPENDIX C

AMERICAN DECLARATIONS OF POLICY AT
THE LONDON CONFERENCE

1. DRAFT RESOLUTION ON CREDIT AND PRICES?

WHEREas, industry and trade in nearly all the major coun-~
tries of the world have fallen to unprecedently low levels, and

WHEREAs, as a consequence thereof, millions of people
throughout the world have been thrown out of employment and
unwillingly have become an ever increasing burden upon those
who still have employment, and

WHEREAs, the emergency is of such a nature as to demand
that all nations and all peoples co-operate to the fullest possible
extent in combating the depression by all available means and in
close consultation and harmony with each other, and

WHEREAs, abundant credit and wise encouragement of priv-
ate enterprise through government expenditure are essential in
bringing about an improvement in prices and an increase of busi-
ness activity, and

WHEREAs, such government expenditure shall not neces-
sarily be included in the budget for recurring expenses but may
properly be financed by borrowing, provided that the service of
government debt so incurred is taken care of in a balanced budget
for recurring expenses.

Now THEREFORE BE IT RESOLVED, that all the nations par-
ticipating in this conference agree -

a) That a close co-operation toward these ends between governments
and between their respective central banks should be undertaken;

b) That a primary step in such co-operation should be the carrying
out of a policy of making credit abundantly and readily available to
sound enterprise; this may be done by open market operations, where
consistent with national policy, or by such other means as may suit
the particular requirements of an individual market; and

c{ That an acceleration of the process of recovery should be sought
by means of a synchronized program of governmental expenditure in the
different countries along parallel lines, designed to stimulate the natural

* Introduced June 22 by the American delegation to the conf
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sources of employment, to re-start the wheels of mdnstry and commerce,
and to restore the willingness of the individual again to assume the normal
risks of trade without which any recovery is impossible.

It is not the sense of this resolution that all nations should
agree necessarily to attack the problem in the same way, but rath~
er that the efforts already being made by many nations should be
co-ordinated, and that other nations should be stimulated to make
similar efforts.

It should be borne in mind that in the development of such a
program care must be exercised lest the cost of a particular kind
of work undertaken be inordinately increased whether on the
part of suppliers, landowners or wage earners particularly con-
cerned.

AND BE IT FURTHER RESOLVED,

a) That the issue banks of the various nations be requested to sent;

at once to London a rep for the purp
" immediate consultation with each ot.her, and
b) That a be appointed by this conference to study the
various methods of go 1 H which have been in use

or under consideration by the various nauonl, with a view towards mak-
ing a report to be sent to each of the nations for its guidance in working
out its own program in the future.

II. DRAFT RESOLUTION ON RESTORATION OF THE
GOLD STANDARD?

‘WHEREAs, confusion now exists in the field of international
exchange, and

WHEREAs, it is essential to world recovery that an interna-
tional monetary standard should be re-established.

Now THEREFORE, BE IT RESOLVED that all the nations partici-
pating in this conference agree

I) That it is in the interests of all concerned that stability in the

1 y field be attai n quickly as pmcumble;

b) That gold uhould be blished as the
of exchange values;

¢) That the use of gold should be confined to its employment as cover
for circulation and as a mediom of settling international balances of
payment. This means that gold, either in coin or bullion, will be with-
drawn from cnrcuhuon;

d) That in order to improve the workings of a futare gold standard

’Inu-odnaed Juoe xg by Senator Key Pittman in the name of the
g to the
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a uniform legal minimum gold cover for the currencies of the various
countries which shall adopt the gold dard shall be established, and
that this legal minimum reserve shall be lower than the average of the
Ppresent reserve requirements;

€) That the central banks of the various nations be requested to meet
at once in order to consider the adoption of such a uniform minimum
reserve ratio and that a metal cover of 25 per cent be recommended for
their consideration,

AND FURTHER, WHEREAS, silver constitutes an important
medium of both international and domestic exchange for a large
proportion of the world’s population, and

WHEREAs, the value of this purchasing medium has been
impaired by governmental action in the past, and

WHEREAs, it is necessary that the confidence of the East
should be restored in its purchasing medium, which can only
be done if the price of silver is restored to equilibrium with com-
modity price levels,

Now THEREFORE BE IT RESOLVED that

a) An agreement be sought between the chief silver producing countries
and those countries which are large holders or users of silver to limit
arbitrary sales upon the world market;

b) That all nations agree to prevent further debasement of their
subsidiary silver coinages;

¢) That all the nations agree to ize their subsidiary coinag
up to a fineness of at least 800 when, as and if consistent with their re-
spective national budget problems; and

d) That it be recommended to the central banks that they agree
that 80 per cent of their metal cover shall be in gold and 20 per cent
shall be optionally in gold or in silver, provided that silver is obtainable
at or below a price to be agreed upon as corresponding to the general
commodity price level; and that the governments agree to modify their
respective laws to this effect.

III. OFFICIAL STATEMENT RELATIVE TO PRESIDENT
ROOSEVELT’S MESSAGE TO THE CONFERENCE?

‘The President has made it clear that he saw no utility at the
present time in temporary stabilisation between the currencies of
countries whose needs and policies are not necessarily the same.
Such stabilisation would be artificial and unreal and might ham-
per individual countries in realising policies essential to their
domestic problem. He urged the conference to seek considera-

* Transmitted July 5 by the American delegation to the conf
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tion of its fundamental task of facilitating policies by the different
nations directly, not to temporary expedients, but to mitigating
and, if possible, remedying the harassing evils of the present
economic situation, In the hope that the United States may be of
help to the conference, to whose success and friendly co-operation
the President continues to attach the greatest importance, it may
be useful that we should develop this thought somewhat more
fully.

The revaluation of the dollar in terms of American com-~
modities is an end from which the government and the people
of the United States cannot be diverted. We wish to make this
perfectly clear: we are interested in American commodity prices.
What is to be the value of the dollar in terms of foreign cur-
rencies is not and cannot be our immediate concern. The ex-
change value of the dollar will ultimately depend upon the
of other nations in raising the prices of their own commodities
in terms of their national moneys and cannot be determined in
advance of our knowledge of such fact, There is nothing in our
policy inimical to the interest of any other country and we are
confident that no other country would seck to embarrass us in
the attzinment of economic ends required for our economic
health,

‘When the currencies of those great nations of the Continent
of Europe—France, Italy, and Belgium—depreciated over a
period of years, there was no criticism from the United States,
nor did we criticise their ultimate devaluation. And when Great
Britain and the Scandinavian countries went off the gold stand-
ard there was only sympathetic understanding in the United
States, Great Britain has been off the gold standard for nearly a
year and three-quarters and the United States has been off for
less than three months. Nevertheless, we are glad to be able to
associate ourselves with the statement of British policy made on
July 4th in the House of Commons by the Financial Secretary
to the Treasury, when, speaking in the name of the Chancellor
of the Exchequer, he said:

“My right hon. friend has on a number of occasions expressed
the view of His Majesty’s Government that, although a return
to the gold standard might be our ultimate objective when proper
conditions were assured, we must reserve completely lLiberty to




162 CURRENT MONETARY ISSUES

choose both our own time and parity. He does not think he can
usefully add anything to that statement now.”

If there are countries where prices and costs are already in
actual equilibrium we do not regard it to be the task of the con-
ference, as it certainly is not the purpose of the American govern-
ment, to persuade or compel them to pursue policies contrary to
their own conception of their own interests.

It is not sufficient to escape from the present evils. But it is
our duty to consider together how to avoid their recurrence in the
future. The first task is to restore prices to 2 level at which in-
dustry, and above all agriculture, can function profitably and
efficiently, The second task is to preserve the stability of this ad-
justment once achieved. The part which gold and silver should
play after adjustment has been secured would seem a further sub-
ject suitable for consideration by the conference.

We conceive therefore that the great problems which justify
the assembling of the nations are as present today and as deserv-
ing of exploration as was the case a few weeks ago; and we find
it difficult to conceive that the view which it has been our obvious
duty to take on the minor issue of temporary stabilisation can in
any way diminish the advisability of such discussion.
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BRITISH DECLARATION OF POLICY AT
THE LONDON CONFERENCE!

I should like to emphasise our view that there is a close connec-
tion between the monetary, financial and economic aspects of our
problem, and that action must be taken simultaneously in all
these spheres.

. This s well illustrated by the first proposition which I should
like to submit to you, namely, that it is essential to bring about a
recovery in the world level of wholesale commodity prices suf-
ficient to yield an economic return to the producers of primary

dities and to equilibrium between costs and prices
of production, generally. It is clear that the present lack of equili-
brium between prices and costs can only be remedied either by a
further drastic reduction of wages and other costs and by wide-
spread bankruptcies, or by a sufficient recovery in the level of
wholesale prices.

In the opinion of the United Kingdom delegation, an attempt
to obtain equilibrium by further large reductions of cost would be
attended by intolerable suffering and holds out no hope of success.
No doubt it would be possible to restore equilibrium between
prices and costs by reducing costs if only prices would remain
steady. Under present conditions that does not happen, but, on
the contrary, an all-round reduction in costs produces further
deﬂznonzryeﬁemonprus,sothztamznd prices chase one
another downwards without ever getting to equilibrium. More-~
over, there is one all-important entity in each country which
finds it particularly difficult to reduce its own costs; I mean the
central government. Every finance minister in the world knows
only too well how ly public expenditure is to
reduction, if only for the re:sonthztsomznyohtsoblxgauons
are fixed in terms of money. A policy of reducing costs and prices
has the inevitable effect of very greatly reducing the national

Extzrpu rc mdldehwminlhwnﬁnmjmubylhe
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income, with the consequence that, in order to balance its ac-
counts, the government must take by taxation a larger and larger
proportion of the income of the country. Sooner or later, usually
sooner, this process is found to be intolerable, and countries bent
on securing heavy reductions in costs and prices find that they
have merely secured an unbalanced budget for which no prac-
tical cure can be found. In the view of the British delegation,
therefore, a solution of our present difficulties must be found by
means of a recovery in the price level.

To bring about 2 recovery in prices, action in various spheres
will be necessary. The final settlement of reparations and war
debts is not within the scope of this conference, but such a settle-
ment is essential if the measures taken in other fields are to be
effective.,

As regards these, a number of reforms are required in the
financial sphere; for example, the abrogation of exchange con-
trols and the resumption of international lending; and also in
the economic sphere, such as the co-ordination of production and
marketing, the removal of prohibitions and similar trade barriers,
and the reduction of excessive tariffs in order to permit a normal
flow of international trade. I will refer to these later.

But, in order to attain the object of 2 recovery in prices, action
is also necessary in the monetary sphere. The fundamental
monetary condition of the recovery of prices is that credit should
be made available by a policy of cheap money and that such credit
should be actively employed. This, together with the revival of
business confidence, must form the indispensable background of
trade recovery. .

The control of monetary policy is largely in the hands of the
central banks and the practical steps to give effect to the requisite
‘monetary policy have to be taken by them, and in particular by
those of the most important financial centres. These central
banks should therefore undertake to co-operate with a view to
securing the monetary conditions required for a rise in prices.
In order that their action may have the desired effect, it is neces-
sary that the policy of cheap and plentiful money should be clearly
announced and vigorously pursued. Particularly, the wider ex-
tension of what is known as “open market operations” by central
banks should, in our view, be developed.
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Experience in recent months has shown that cheap money in
itself may not be enough to achieve the desired end rapidly un-
less means are taken to ensure that the credit made available is
actively employed. This in turn depends upon the establishment
of a sense of security and confidence in the public, and so again
it is seen how inextricably finance and politics are intermingled.

‘The question whether governments can effectively assist in
this matter by schemes of government capital expenditure will
also require consideration. The United Kingdom delegation will

- be very ready to examine with other delegations how far employ-
ment can be stimulated by such action. In our view, however, it
would be a mistake to attempt to lay down any rigidly uniform
policy for different countries on this point. The extent to which
employment can be stimulated by government capital expenditure
necessarily depends upon the circumstances of each country, and,
in particular, upon the extent to which opportunities are still open
for self-supporting schemes, which in turn must depend partly
upon the extent to which in each country schemes have already
been promoted in the past. Each government must therefore
determine, in the light of the situation in its own country, the
size and nature of any further programme which it can wisely
promote, and the method by which it should be financed.

A further matter which falls within the monetary sphere con-
cerns the values of the principal currencies of the world in rela-
tion to each other. As the greatest international traders in the
world, we fully recognise the great importance to international
trade of stability of exchange rates. In our opinion, the attainment
of this object must necessarily be attempted in two stages. The
immediate objective should be to secure approximate stability
between the currencies of the principal countries of the world
in order that trade may not be hampered by violent and un-
predictable fluctuations of what I may call the basic currencies.
‘This end will be achieved in so far as the principal countries use
their resources in order to counteract fluctuations in the value
of their currency d by porary of capital
rather than by fundamental economic factors.

This first stage should be dealt with immediately. As regards
the second stage, the United Kingdom delegation endorse the
view that the ultimate aim of monetary policy should be the
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restoration of a satisfactory international standard, and there is
no doubt that a gold standard seems to be generally acceptable.
The time and the exchange parity at which a return to gold
could safely be made, must, as was pointed out in the Annotated
Agenda prepared by the Preparatory Commission, fall to be
determined by the proper authorities in each country separately,
but in order that all countries may work harmoniously towards
the same goal I have no doubt that the conference would wish
me to state, in as positive and concrete terms as possible, the con-
ditions under which the United Kingdom would feel justified in
returning to the gold standard.

One of these conditions is a rise in the general level of the
wholesale prices of dities sufficient to restore equilibrium
between prices and costs.

A second condition is an adjustment of the factors which
caused the breakdown of the gold standard in the past and which,
if not corrected, would inevitably lead to a repetition of the
process in the future, These factors include, of course, the dis-
turbances due to reparations and war debt payments, and the ob-
stacles to international trade caused by excessive tariffs, exchange
restrictions, and other abnormal impediments to the flow of
commerce.

A third condition is that the gold standard shall in the future
be so administered that wide fluctuations in the purchasing power
of gold (in so far as they arise from monetary causes) will be
to the greatest possible extent prevented. Without entering in
detail into the question of the requisite reforms in the working of
the gold standard (in regard to which I hope that a substantial
measure of international agreement will be found to exist) I
will only mention three which seem to us essential, namely the
withdrawal of gold from internal circulation and its use only for
settlement of international balances; the reduction in the legal
minimum proportions of gold which central banks are required

to hold in their reserves; and a closer permanent co-operation
between central banks,
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REPORT OF THE MONETARY AND FINAN-
CIAL COMMISSION OF THE LONDON
CONFERENCE*

L REPORT BY H. E. M. GEORGES BONNET (FRANCE)

1. The Monetary and Financial Commission began work
under the presidency of Governor Cox on June 16th. It decided
at its first meeting to adopt the Draft Annotated Agenda drawn
up by the Prepartory Commission of Experts as the basis of its
programme.

With a view to systematic study of its programme, the com-
mission divided into two sub-commissions. The first on “immedi-
ate measures for financial reconstruction,” with H. E. M. G.
Jung as president, had the following subjects on its agenda:

Credit policy;

Price levels;

Listeation of ;8

Exchange controly

Indebtedness;

Resumption of i sor ot fendi

‘The second sub-c ission on “‘per es for the

re-establishment of an international monetary standard,” with
Dr. Kienback as president, was charged with the study of the
following points: ’

z-uncﬁgm ?f central !unkf; .

of their p 5

Silver;

Gold exchange standard and other of economising gold;

Distribution of monetary reserves,

All the countries represented at the conference were entitled
to take part in the work of the two sub-commissions, and repre-
sentatives of the Financial Committee of the League of Nations
and the President of the Bank for International Settlements were
also invited to participate.

League of Nations Document No, C. 435. M. 220. 1933. IL [Conf.
M.E. 22(1)].
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Further, each of the two sub~-commissions entrusted the study
of certain special problems and the drawing up of draft resolutions
to small sub-committees as circumstances required.

2. A number of meetings were devoted by each of the sub-
commissions to a detailed exchange of views on the general
aspects of the questions forming their programme as outlined
above. This initial work brought to light the inter-dependence of
the majority of the problems involved, and the necessity for first
settling certain fundamental questions which might pave the way
to the agreements which it was the function of the sub-com-
missions to seek. It was, however, agreed after a full exchange
of views that solutions of these fundamental problems on an in-
ternational basis were for the moment impossible, and that in
these circumstances it was better to postpone their discussion. The
sub-commissions accordingly decided to concentrate on those
points the discussion of which was likely to lead to immediate
results, and in agreement with the bureau of the conference they
modified their programme accordingly.

3. In these circumstances, they achieved the results which
you will find embodied in the reports they have prepared. These
reports have been adopted by the Monetary and Financial Com-
mission and I, in my turn, have the honour to submit them to
you for your approval (see Annexes 1 and 2).

4. The Sub-Commission I unanimously adopted the text of 2
resolution relating to indebtedness submitted to it by the drafting
committee set up for the purpose. The adoption of this resolution
was accompanied by interpretative explanations from the delega-
tions of the Argentine Republic and the Dominican Republic.

The Sub-Commission I brings its report to 2 close with the
statement that the discussion of the other subjects on the agenda
did not proceed far enough to do more than outline the main
problems to be solved. It adds that it will, however, be prepared
to resume its task at a later stage.

5. The Sub-C ission TI i ly adopted the follow-
ing five resolutions:

a) A resolution relating to the return to monetary stability, the adop-
tion of gold asan i ional . dard, its use for ’
requirements and the legal cover of central banks.

The Bulgarian delegation made a reservation with regard to this
resolution.
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b) A resolution relating to the creation of central banks.

€) A resolution relating to the need for close and continuous co-
operation between central banks and to the part which might be played
by the Bask for I jonal Settl in this i

d) A resoluti lating to the adaptation of the central banks of
certain agricultoral countries to the special economic conditions of those
countries.

The Yugoslav delegation entered a reservation to this resolution.

¢) A resolution relating to silver, the adoption of which was accom-
panied by explanations from the Mexican delegation and an intery
tion by the French delegation.

Sub-Commission II further mentions in its report the com-
munication made to it by one of its sub-committees regarding the
general principles of the monetary policy of central banks. All the
governments represented on the sub-committee approved these
principles, except the United States delegation, which considered
discussion of the question at this time premature, it being under-
stand that the Federal Reserve Banks would be glad to confer at
an opportune time with other central banks on questions of this
character to the extent that they were compatible with national
policies.

With regard to the part of its agenda dealing with the gold
exchange standard and other methods of economising gold, and
the distribution of monetary reserves, Sub-Commission I was not
able to complete its report during the present session.

It took note, however, of a recommendation made to it by the
sub-committee entrusted with the study of these questions, to
the effect that the Bank for International Settlements would ex-
amine the problem of the gold exchange standard as soon as pos-
sible and would, in particular, consider how far it might be found
possible to avoid some of the drawbacks which this system has
revealed in the past. The conference will certainly wish to en-
dorse this recommendation.

6. The conference will not fail to appreciate the importance
of the results already obtained. It i, I think, reasonable to sup-
pose that, when the future work of the Monetary and Financial
Commission has led to the conclusion of wider agreements, these
agr will embody the principles which the resolutions
adopted record.

Before concluding my report, I should like to draw the at-
tention of the conference to the extreme impomnce of the dis~
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cussions which have taken place at the meetings of your Mone-
tary and Financial Commission and of its various organs of en-
quiry and which could not be faithfully reflected in the resolu-
tions submitted to you. The questions reserved for further study
also gave rise to exhaustive discussions in which all those taking
part were inspired by a sense of the grave nature of the task
devolving upon this conference and by a wish to reach solutions
which would justify the hopes the whole world has set upon it.
If your commission has not on this occasion solved all the prob-
lems submitted to it, it feels sure that a way will soon be found to
reconcile views which, differing as regards means, are identical
as regards the ultimate aims. On the resumption of the general
discussions, which the bureau will be empowered to arrange for
when the time comes, the real value of the substantial work
done by your Monetary and Financial Commission at this first
session will become fully apparent.

II. ANNEXES
Annex I

Report of Sub-C: ission I: T diate M es for
Financial Reconstruction

Chairman: H. E. M. Guido Jung (Italy)

Following the appointment of the Sub-Commission on Im-
mediate Measures for Financial Reconstruction by the Monetary
and Financial Commission to consider the following questions
—credit policy, price levels, limitation of currency fluctuations,
exchange controls, problems of indebtedness, r ption of lend-
ing—the first meeting of your sub-commission was held on June
1g9th and five public sessions were held between June 19th and
21st, in which a general discussion took place on the questions of
credit policy and price levels. A draft resolution was submitted
by the United Kingdom delegation and a further resolution was
proposed by the United States delegation.

Four public sessions followed between June 22nd and 27th,
in which a general discussion took place on the problems of in-
debtedness. Draft resolutions were submitted by the Hungarian
and Roumanian delegations.
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On June 27th, it was decided to appoint a sub-committee to
make concrete proposals relating to the procedure to be adopted

This sub-committee met the same day and decided to appoint
two drafting committees to prepare resolutions, the first on the
question of credit policy and the second on the problems of in-
debtedness.

The first drafting committee met on June 28th, and dis-
cussed a paper submitted by the United Kingdom delegation.
However, the working of this committee was deferred in view
of certain events affecting the possibility of reaching, for the time
being, full agreement on the terms of resolutions on the subject.

‘The general policy was reviewed by the bureau of the con-
ference at its meeting on July 6th, when it requested each sub-
commission to draw up as soon as possible a list of questions
which, in the circumstances, could be usefully studied.

Your sub-commission held two public sessions on July 7th in
connection with this request, and a proposal of the United King-
dom delegation that all the items on the agenda should be in-
cluded in the list to be submitted to the bureau was adopted by
25 votes to 15, with one ab ion; 23 delegations were not
present. Three of these subsequently exprussed their adherence
to the United Kingdom proposal.

On July 11th, the bureau of the conference decided to recom~
mend that your sub-commission should proceed for the time being
with the discussion on the problems of indebted This task
was confided to the second drafting committee appointed on June
27th, which held five private meetings between July 12th and
18th, and reported through the Chancellor of the Exchequer on
July 20th to your sub-commission the following resolution, which
was unanimously adopted:

x. The service of external debts is in different degrees an 1mpomnt

itemn among the liabilities in the bal of p of many
and can only be assured if the debtor country can procure the necessary
resources, The facility with which such resources can be procured in the
present and in the future may depend on the revival of economic activity
and credit. It would be assisted by a return to a reasonable degree of
freedom in the movement of goods and services and the creditor countries
in paruculn lhould co-operate o this end. It will also depend on the
and fi 1 policy adopted by the debtor country. In present

dies ' Y

s of the p may in certain cases
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be y for the blish of equilbrinm. It should not, however,
be dealt with in such a way as to impair eredit,

2. The conditions in the debtor countries vary connderably and it is
not possible to lay down 2 unife to all cases,
But debtors should make every possible effort to meet the service of their
debts and to fulfill their contracts,

It is mdxspenaable, indeed, for the reatoratxon of credit that contracts
should be respected in the b of ions agreed b the
parties concerned.

3. When arrangements are recognised to be necessary care should be
taken by all concerned to secure the maintenance of confidence. They
should, therefore, be limited to those cases where they are unavoidable,
be made directly between debtors and creditors and be based on the debtor’s
abxlxty to pay As regards state loans, it is in the interest of the creditors
of such a nature as will permit
the adophon at the same time of a programme of economic and financial
restoration by the debtor countries and its effective application,

4. It is desirable that in each of the countries concerned there should
exist organisations in a position to represent the several clames of creditors
in respect of foreign loans, including, in suitable cases, short as well as

long term loans, and that such organizati should intain such
contact with one anothet as may be necessary to facilitate their proceed-
ings, The ds to the gov of these

countries that they lhould encourage the creation of and contact between
organisations of this kind where they do not already exist, at such times
and in such measure as action can in theu- view be usefully applied.
. The question of inter-g 1 debts lies entirely outside the
ﬁeld of discussion of this conf
The discussion of the other subjects on the agenda did not
proceed far enough te do more than outline the main problems
to be solved. Your sub-commission will however be prepared to
resume in order that its task can be completed at 2 later stage.

Annex IT

Report of Sub-Commission IT: Permanent Measures for the
Re-establishment of an International Monetary Standard

Chairman: Dr. V. Kienbsck (Austria)

1. On June 1gth, the Monetary and Financial Commission
decided to divide its work between two sub-commissions. Sub-
Commission II, with which this report deals, was set up to

ider per es for the re-establishment of an in-
ternanonal monetary standard. The agenda proposed for the

sub-commission was:
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‘The functions ofeentml banh;

‘The di of their p
Monetary reserves;
Silver.

2.- All the delegations at the conference were invited to send
representatives to the sub-commission. The representatives of the
Financial Committee of the League of Nations and the Presi-
dent of the Bank for International Settlements were also invited
to co-operate in its work.

Dr. V. Kienbock (Austria) was appointed president of the
sub-commission.

3. Atits first meeting (June 19th) the sub-commission took
as the basis of its discussions a draft resolution submitted by the
United States delegation, the second part of a proposal sub-
mitted by the Swiss delegation to Sub-Commission I, and the
second part of proposals submitted by the Roumanian delegation
on behalf of the Bulgarian, Latvian, Polish, Roumanian,
Czechoslovak and Yugoslav delegations. It was decided to set
up two sub-committees, one to deal with the question of silver
and the second to deal with the technical monetary problems
connected with the working of the gold standard. Senator Pitt-
man presided over the former and Dr. Kienbdck, and in his
absence Mr. Postmus, over the latter.

4. At its second meeting on June 20th, the sub-commission
unanimously adopted the following resolutions:

L (a) Tha& it is in the interests of -11 concerned that stability in the
i y field be attained as qmckly as pmcucablc;

b) That gold lhonld be blished as the
of exchange values, time and parity being for ud: country to determine.

5. After private discussions and conversations among the
delegations primarily concerned, the sub-commission, on July
20th, on the recommendation of the Sub-Committee on Silver,
unanimously adopted the following draft resolution which was
based on a draft submitted by the United States delegation:

Be it resolved to recommend to all the governments parties
to this conference

V. (a) That an agreement be sought between the chief silver pro-
ducing and those which are the largest holders or
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users of silver, with a view to mitigating fluctuations in the price of
silver; and that the other nations not parties to such agreement should
refrain from measures which could appreciably affect the silver market;
) That governments parties to this conference shall refrain

from new legislative measures which would involve further debasement
of their silver coinage below a fineness of 800/10003

¢) That they shall substitute silver coins for low value paper
currency in so far as the bud y and local conditions of each country
will permit;

d) That all of the provisions of this resolution are subject to the

ing ptions and limitations:

The requi of such provisions shall lapse on April 1, 1934, if
the agreement recommended in paragraph (a) does not come into force
by that date, and in no case shall extend beyond January 1st, 1938;

Governments may take any action relative to their silver coinage that
they may deem necessary to prevent the flight or destruction of their
silver coinage by reason of a rise in the bullion price of silver content
of their coin above the nominal or parity value of such silver coin,

6. The Sub-Committee on Technical Monetary Problems
began its work on June 21st, with a consideration of monetary
gold reserves, taking as the basis of its discussion clauses (c),
(d) and (e) of the draft resolution presented by the United
States delegation. Mr. Fraser, president of the Bank for Inter-
national Sett] was appointed rapporteur.

7. At the fourth meeting of the sub-commission’ held on
June 28th, the following resolutions were presented:

L (c) That under mod diti y gold is required not
for internal circulation but 2s a reserve against central bank liabilities
and primarily to meet external demands for payments caused by some
disequilibrium on the foreign It is quently undesirable to
put gold coins or gold certificates into internal circulation.

That in order to improve the working of a future gold standard
greater elasticity should be given to central bank legal cover provisionss
for instance, in %0 far as the system of percentage gold cover is applied
a minimum ratio of not more than twenty-five per cent should be con-
sidered as sufficient; similar elasticity should be achieved by appropriate
measures where other systems are applied. H , such changes must
not be taken as an excuse for unduly building up a larger superstructure
of notes and credits; in other words the effect of this resolution should
be to increase the free reserve of central banks and thereby to strengthen
their position.

These resolutions were unanimously adopted by the sub-com-
with an d proposed by the Egyptian delegation
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that the word “minimum” should be inserted before “ratio” in
draft resolution (d). The Bulgarian delegation while accepting
the draft resolution (c) made the reservation that in present
conditions its government was unable to use its central bank’s
gold reserves to meet the disequilibrium on the foreign account
because such a step would prove seriously prejudicial to public
confidence in the note circulation.

The German delegation having proposed to insert the word
“temporary” before “disequilibrium” in draft resolution (c), in
order to make it clear that the resolution did not favour the
use of central bank gold reserves to meet a permanent dis-
equilibrium in the balance of payments, withdrew its proposal
upon the rapporteur explaining that the resolution did not mean
that central banks of countries with a permanent deficit in their
balance of accounts would have to be deprived of the whole of
the gold in their possession and so compromise the internal note
circulation.

8. The Sub-Committee on Technical Monetary Problems

ideration of the r ing items of its agenda on
]unc 29th, dca.lmg with co-operation zmong central banks, In
this connection it took into consideration a proposal by the Rou- -
manian delegation concerning the adaptation of the central banks
of agricultural countries to the special conditions of those coun-
tries.

9. On July 11th, the bureau of the conference adopted a reso-
lution that— e

»

The M ,andl“ ial Sub-Commission II should take up the
luti already d by its sub i on central banking
co-operation and on the. creation of central banks in certain countries.
where they do not now exist, and should pursue, through its sub-com-
mittees, the examination of the quemon of silver and any other mb)cct
on its agenda which may by ge be for

dncum

*.10..In pursuance of the bureau s resolution, the sub~commis-
sion met on July 14th, and unammously adopted the three fol-
lowing resolutions:

II. The conf iders it to be ial, in order to provide an
H ional gold dard with the hanism for satisfactory
working, that independent central bankk Wldl the requisite powers and
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freedom to carry out an appropriate currency and credit policy, should be
created in such developed countries as have not at present an adequate
central banking institution.

IIL. The conference wish to reaffirm the declarations of previous con-
ferences with regard to the great utility of close and continuous co-opera~
tion between central banks. The Bank for International Settlements
should play an increasingly important part not only by improving contact,
but also as an instrument for common action.

IV. The sub-committee has taken note of the suggestions of the
Roumanian delegation with a view to securing the adaptation of the
central banks of certain agricoltural countries to the special economic
conditions of these countries and of the views expressed in the discussion
thereof, The sub-committee feels that the local conditions in each country
will to a very large extent determine the solutions to be adopted in this
matter and suggests that if any countries desire advice on these questions
in view of their technical ch: they might appropriately be con-
sidered by the international organisations specially P to advise
on these matters,

The Yugoslav delegation made a declaration accepting reso-
lution IV, at the same time stating that the legal minimum cover
hould not be diminished below the percentage recommended
by the sub-commission in resolution I (d).

11. The sub-commission held its final meeting on monetary
problems on July 20th. The following resolution was com-
municated to it:

The sub-commi PP the d of general prin-
ciples of central banks monetary policy which was laid before it.

1) The proper functioning of the gold standard requires in the first
place the adoption by each individual central bank of a policy designed
to maintain a fundamental equilibrium in the balance of payments of its
country. Gold movements which refiect 2 lack of such an equilibrium
consti herefore an ial factor in determining central bank
policy.
2) Gold movements so far as they seem to be of a more permanent
character should normally not be p d from making their infl
felt both in the country loging gold and in the country receiving gold.

3) While gold should be allowed freely to flow out of and into the
countries concerned, central banks should always be prepared to buy gold
at a publicly announced fixed price expressed in their currency, and to
#ell gold at a publicly announced fixed price, expressed in their currency,
the latter at least when exchange rates reach gold points.

4) Central banks should obtain from their markets the fullest possible
infq i ing the d ds that might be made upon their

reserves,
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5) Since as already stated under (1) the proper functioning of the
gold standard requires in the ﬁ.rst place the adoyt:on by each individual
central bank of a policy designed to 1 equilibrium
in the balance of payments of its country, the dxsueuon of each central
bank in regulating the working of the gold standard in its own country
should remain unimpaired. Central banks should, however, recognise that
in addition to their national task they have also to fulfil a task of inter-
national character. Their aim should be to co-ordinate the policy pursued
in t.he various centres m order to contribute towards the satisfactory-

g of the i 1 gold dard

Moreover, they should endeavour to adapt theu- measures of credit
regulation, as far as their d its, to any tend
towards an undue change in the state of genera.l business activity. An

pansion of general b activity of a kind which clearly cannot be
permanently maintained, should lead central banks to introduce a bias
towards credit restriction into the credit policy which they think fit to
adopt, having regard to internal conditions in their own countries, On
the other hand, an undue decline in general business activity in the world
at large should lead them to introduce a bias towards relaxation.

In pursuing such a pohcy the central banka will have done what
is in their power to reduce i ivity and thereby
also undue fl ions in the purch power of gold.

6) With a view to arnvmg at an agreed interpretation of the data
revealing the tendency of developments in general business activity, and
at an agreed pohcy, central banks should consule together mntmuoudy,
each central bank in case of difference of opinion, acting on its own
judgment of the situation. The Bank for International Settlements con-
stitutes an essential agency for central bank action designed to harmonise
eonﬂicting views and for joint consultation. This instrument should con-
tinue to be emyloyed ag far as possible, for the realisation of the prin-
ciples st forth in the present note. It should continuously examine the

li of the principles of the king of the gold standard and
ltudy such modxﬁuuom thereof as expenence may prove desirable.

Agreement on the resolunons was reached by all govern-
ments represented at the Sub-Committee on Technical Mone-
tary Problems, except that of the United States of America,
which considered discussiori,of the question at this time prema-
ture, it being understood that the Federal Reserve Banks would
be glad to confer at an opportune time with other central banks
on“questions of this character to the extent that they are com-
patible with national policies, "™

The sub-commission further took note of a report from the
Sub-Committee on Technical Monetary Problems concerning
the remaining subjects on its agendayincluding a draft resolu-
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tion submitted by the Irish Free State delegation. The report
was as follows:

The committee has not been able during the present session to complete
its report on the section of the Annotated Agenda dealing with the gold
exchange standard, with other methods of economising gold and with
distribution of monetary reserves.

As regards the gold exchang dard, the i d
that the Bank for International Settlements should as soon as possible
proceed to 2 study of the question and particularly that it should examine
to what extent it will prove possible to avoid certain of the defects
which this system has revealed in the past,

12. The sub-commission was asked to clarify the permanent
principles of monetary policy that ought to be pursued in future.
It is satisfactory to note that it has achigved a measure of suc-
cess in this task since it has proved possible to reach full agree-
ment on certain important problems. This may be seen from
the text of resolutions approved. The same unanimity was evi-
dent also in regard to the necessity of central bank co-operation.
Finally it should be stated that the important task which the
Bank for International Settlements must discharge in the fu-
ture was fully recognized.



APPENDIX F

BRITISH IMPERIAL DECLARATION ON
MONETARY POLICY*

At the Ottawa Conference the gover repr d de-
clared their view that a rise throughout the world in the general
‘level of wholesale prices was in the highest degree desirable,
and stated that they were anxious to co-operate with other na-
tions in any practicable measures for raising wholesale prices.
‘They agreed that a rise in prices could not be effected by mone-~
tary action alone, since various other factors which combined
to bring about the present depression must also be modified. or
removed before a remedy is ‘assured.

It was indicated that international action would be needed
to remove the various non-monetary factors which were de-
pressing the level of prices.

In the monetary sphere the primary line of action towards
a rise in prices was stated to be the creation and maintenance
within the limits of sound finance of such conditions as would
assist in the revival of enterprise and trade, including low rates
of interest and an abundance of short-term money. The infla-
tionary creation of additional means of payment to finance pub-
lic expenditure was deprecated, and an orderly monetary policy
was demanded with safeguards to limit the scope of violent

peculative m 8f dities and securities.

Since then the policy of the British Commonwealth has been
directed to raising prices. The undersigned delegations note
with satisfaction that this policy has been attended with an en-
couraging measure of success. For some months indeed it had
to encounter obstacles arising from the continuance of 2 down-
ward, trend of gold prices, and during that period the results
achieved were in the main limited to raising prices in Empire
currencies relatively to gold prices. In the last few months the
persistent adherence of the United Kingdom to the policy of

L i
? Signed July 27 by the upreoenta@vnof‘%reat Britain, Canada, Aus-
tralia, New Zealand, Union of South’ Africa, and India.
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cheap and plentiful money has been increasingly effective under
the more favourable conditions that have been created for the
time being by the change of policy of the United States, and by
the halt in the fall of gold prices.

Taking the whole period from June 29, 1932, just before
the assembly of the Ottawa Conference, a rise in sterling whole-
sale prices has taken place of 12 per cent according to the
“Economist” index. The rise in the sterling prices of primary
products during the same period has been much more substan-
tial, being in the neighborhood of 20 per cent.

The undersigned delegations are of opinion that the views
they expressed at Ottawa as to the necessity of a rise in the price
level still hold good and that it is of the greatest importance that
this rise which has begun should continue. As to the ultimate
level to be aimed at they do not consider it practicable to state
this in precise terms. Any price level would be satisfactory which
restores the normal activity of industry and employment, which
ensures an economic return to the producer of primary com-
modities, and which harmonizes the burden of debts and fixed
charges with economic capacity. It is important that the rise in
prices should not be carried to such a pitch as to produce an in-
flated scale of profits and threaten a disturbance of equilibrium
in the opposite direction. They therefore consider that the gov-
ernments of the British Commonwealth should persist by all
means in their power, whether monetary or economic, within
the limits of sound finance in the policy of furthering the rise
in wholesale prices until there is evidence that equilibrium has
been re-established, and that thereupon they should take what-
ever es are possible to stabilize the position thus attained.

With reference to the proposal which has been made from
time to time for the expansion of government programmes of
capital outlay, the British Cc wealth delegations consid
that this is 2 matter which must be dealt with by cach govern-
ment in the light of its own experience and of its own con-
ditions.

The Ottawa Conference declared that the ultimate aim of
monetary policy must be the restoration of a satisfactory inter-
national monetary standard, having in mind, not merely stable
exchange rates between all countries, but the deliberate man-
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agement of the international standard in such a manner as to
ensure the smooth and efficient working of international trade
and finance. The principal conditions precedent to the re-estab-
lishment of any international monetary standard were stated,
particularly a rise in the general level of commodity prices in
the various countries to a height more in keeping with the level
of costs, including the burden of debt and other fixed and semi-
fixed charges, and the conference expressed its sense of the im~
portance of securing and maintaining international co-opera-
tion with a view to avoiding, so far as may be found practicable,
wide fluctuations in the purchasing power of the standard of
value. :

The undersigned delegations now reaffirm their view that
the ultimate aim -of monetary policy should be the restoration
of a satisfactory international gold standard under which inter-
national co-operation would be secured and maintained with a
view to avoiding, so far as may be found practicable, undue
fluctuations in the purchasing power of gold. The problem with
which the world is faced is to reconcile the stability of exchange
rates with a reasonable measure of stability, not merely in the
price level of a particular country, but in world prices. Effective
action in this matter must largely depend on international co-
operation, and in any further sessions of the World Economic
and Monetary Conference this subject must have special promi-
nence.

In the meantime the undersigned delegations recognize the
importance of stability of exchange rates between the countries
of the Empire in the ihterests of trade. This objective will be
constantly kept in mind in determining their monetary policy,
and its achievement will be aided by the pursuit of 2 common
policy of raising price levels. Inter-Imperial stability of exchange
rates is facilitated by the fact that the United Kingdom govern-
ment has no commitments to other countries as regards the fu-
ture management of sterling and retains complete freedom of
action in this respect. The adherance of other countries to 2
policy on similar lines would make possible the attainment and
maintenance of exchange stability over a still wider area.

Among the factors working forethe,economic recovery of the
countries of the Commonwealth; special importance attaches to
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the decline in the rate of interest on long-term loans. The un-
dersigned delegations note with satisfaction the progress which
has been made in that direction as well as in the resumption of
oversea lending by the London market. They agree that fur-
ther advances on these lines will be beneficial as and when they
can be made.
The undersigned delegations have agreed that they will rec~
d their gover to consult with one another from
time to time on monetary and economic policy with a view to
establishing their common purpose and to the framing of such
measures as may conduce towards its achievement.




APPENDIX G

PRESIDENT ROOSEVELT’S RADIO ADDRESS
OF OCTOBER 22, 1933

It is three months since I have talked with the people of this
country about our national problems; but during this period
many things have happened, and I am glad to say that the major
part of them have greatly helped the well-being of the average
citizen. .

Because, in every step which your government is taking we
are thinking in terms of the average of you—in the old words,
“the greatest good to the greatest ber”’—we, as r bl
people, cannot expect to bring definite benefits to every person
or to every occupation or business, or industry or agriculture,

In the same way, no reasonable person can expect that in
this short space of time, during which new machinery had to
be not only put to work, but first set up, that every locality in
every one of the forty-eight states of the country could share
equally and simultancously in the trend to better times.

The whole picture, however—the average of the whole ter-
ritory from coast to coast, the average of the whole population
of 120,000,000 people—shows to any person, willing to look,
facts and action of which you and I can be proud.

In the early spring of this year there were actually and pro-
portionately more people out of work in this country than in
any other nation in the world. Fair estimates showed twelve or
thirteen millions unemployed last March. Among those there
were, of course, several millions who could be classed as nor-
mally unemployed—people who worked occasionally, when they
felt like it, and others who preferred not to work at all.

It seems, therefore, fair to say that there were about
10,000,000 of our citizens who earnestly, and in many cases
hungrily, were seeking work and"Could not get it. Of these, in
the short space of a few months, I am convinced that at Teagt
4,000,000 have been given employment—or, saying it another "*
way, 40 per cent of those seeking Wétk have found it.
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That does not mean, my friends, that I am satisfied, or that
you are satisfied that our work is ended. We have a long way
to go, but we are on the way.

How are we constructing the edifice of recovery—the temple
which, when completed, will no longer be 2 temple of money-
changers or beggars, but rather 2 temple dedicated to and main-
tained for a greater social justice, a greater welfare for America
—the habitation of a sound economic life?

We are building, stone by stone, the columns which will sup-
port that habitation, Those columns are many in number and
though, for a moment, the progress of one column may disturb
the progress on the pillar next to it, the work on all of them
must proceed without let or hindrance.

We all know that immediate relief for the unemployed was
the first essential of such a structure, 2nd that is why I speak first
of the fact that 300,000 young men have been given employ-
ment and are being given employment all through this winter
in the Civilian Conservation Corps camps in almost every part
of the nation.

So, too, we have, as you know, expended greater sums in co-
operation with states and localities for work relief and home
relief than ever before—sums which during the coming winter
cannot be lessened for the very simple reason that though sev-
eral million people have gone back to work, the necessities of
those who have not yet obtained work is more severe than at
this time last year.

Then we come to the relief that is being given to those who
are in danger of losing their farms or their homes. New ma-
chinery had to be set up for farm credit and for home credit in
every one of the 3,100 counties of the United States and every
day that passes is saving homes and farms to hundreds of families.

I have publicly asked that foreclosures on farms and chat-
tels and on homes be delayed until every mortgagor in the
country shall have had full opportunity to take advantage of
federal credit.

I make the further request which many of you know has
already been made through the great federal credit organiza-
tions that, if there is any family in the United States about to
lose its home or about to lose its chattels, that family should
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telegraph at once either to the Farm Credit Administration
. or the Home-Owners Loan Corporation.in Washington re-
questing their help.

Two other great agencies are in full swing. The Reconstruc-
tion Finance Corporation continues to lend large sums to in-
dustry and finance with the definite objective of making easy
the extending of credit to industry, commerce and finance.

The program of public works in three months has advanced
to this point: Out of 2 total appropriated for public works of

~ $3,300,000,000, $1,800,000,000 has already been allocated to
federal projects of all kinds and literally in every -part of the
United States, and work on these is starting forward.
In addition $300,000,000 has been allocated to public works
“to be carried out by states, municipalities and private organiza-
tions, such as those undertaking slum clearance.

‘The balance of the public works money, nearly all of its
intended for state or local projects, waits only on the presen-
tation of proper projects by the states and localities themselves.
Woashington has the money and is waiting for the proper proj-
ects to which to allot it.

Another pillar in the making is the Agricultural Adjustment
Administration. I have been amazed by the extraordinary de-
gree of co-operation given to the government by the cotton
farmers in the South, the wheat farmers of the West, the tobacco
farmers of the Southeast, and I am confident that the corn hog
farmers of the Middle West will come through in the same
magnificent fashion.

‘The problem we seck to solve had been steadily getting worse
for twenty years but during the last six months we have made
more rapid progress than any nation has ever made in 2 like
penod of time.,

It is true that in July farm commodity prices had been pushed
up higher than they are today, but that push came in part from
pure speculation by people who could not tell you the difference
between wheat and rye, by people who had never seen cotton
growing, by people who did not know that hogs were fed on:
corn—people who have no real interest in the farmer and his
problems. -

In spite, however, of the speculative reaction from the specu-
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lative advance, it seems to be well established that during the
course of the year 1933 the farmers of the United States will
receive 33 per cent more dollars for what they have produced
than they received in the year 1932.

Put in another way, they will receive $400 in 1933 where
they received $300 the year before. That, remember, is for the
average of the country, for I have reports that some sections are
not any better off than they were a year ago.

‘This applies among the major products, especially to cattle
raising and the dairy industry. We are going after those prob-
lems as fast as we can.

I do not hesitate to say, in the simplest, clearest language of
which I am capable, that, although the prices of many products
of the farm have gone up and although many farm families are
better off than they were last year, I am not satisfied either
with the amount or the extent of the rise, and that it is definitely
a part of our policy to increase the rise and to extend it to those
products which have as yet felt no benefit. If we cannot do this
one way we will do it another. Do it we will.

Standing beside the pillar of the farm—the AAA—is the
pillar of industry—the NRA. Its object is to put industry and
business workers into employment and to increase their pur-
chasing power through increased wages.

It has abolished child labor. It has eliminated the hop
It has ended 60 cents a week paid in some mills and 80 cents
a week paid in some mines, The measure of the growth of this
pillar lies in the total figures of re-employment, which I have
already given you, and in the fact that re-employment is con-
tinuing and not stopping.

The secret of NRA is co-operation. That co-operation has
been voluntarily given through the signing of the blanket codes
and through the signing of specific codes which already in-
clude all of the greater industries of the nation.,

In the vast majority of cases, in the vast majority of localities,
the NRA has been given support in unstinted measure, We know
that there are chisclers. At the bottom of every case of criti-
and obstruction we have found some selfish interest, some
private axe to grind.

Ninety per cent of complaints come from misconception. For
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example, it has been said that NRA has failed to raise the price
of wheat and corn and hogs; that NRA has not loaned enough
money for local public works.

Of course, NRA has nothing whatsoever to do with the
prices of farm products, nor with public works. It has to do only
with industrial organization for economic planning to wipe out
unfair practices and to create re-employment,

Even in the field of business and industry, NRA does not
apply to the rural communities or to towns of under 2,500 popu-
lation, except in so far as those towns contain factories or chain
stores which come under a specific code.

It is also true that among the chislers to whom I have referred,
there are not only the big chiselers but also petty chiselers who
seek to make undue profit on untrue statements.

Let me cite to you the example of the salesman in a store in
a large Eastern city who tried to justify the increase in the price
of a cotton shirt from $1.50 to $2.50 by saying to the customer
that it was due to the cotton processing tax, Actually in that
shirt there was about one pound of cotton and the processing
tax amounted to 474 cents on that pound of cotton.

At this point it is only fair that I should give credit to the
sixty or seventy million people who live in the cities and larger
towns of the nation for their understanding and their willing-
ness to go along with the payment of even these small process-
ing taxes, though they know full well that the proportion of
the processing taxes on cotton goods and on foods paid for by
city dwellers goes 100 per cent toward increasing the agricul-
tural income of the farm dwellers of the land.

The last pillar of which I speak is that of the money of the
country in the banks of the country. There are two simple facts.

First, the federal governmentisabouttospend $1,000,000,000
as an immediate loan on the frozen or non-liquid assets of all
banks closed since Jan. 1, 1933, giving a liberal appraisal to
those assets. This money will be in the hands of the depositors
as quickly as it is humanly possible to get it out.

Secondly, the government bank deposit insurance on all ac~
counts up to $2,500 goes into effect on. Jan. 1. We are now
engaged in seeing to it that on or before that date the banking
capital structure will be built up by the 'government to the point
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that the banks will be in sound condition when the insurance
goes into effect.

Finally, I repeat what I have said on many occasions, that
ever since last March the definite policy of the government has
been to restore commodity price levels.

The object has been the attainment of such a level as will
enable agriculture and industry once more to give work to the
unemployed. ‘ .

It has been to make possible the payment of public and pri-
vate debts more nearly at the price level at which they were
incurred.

It has been gradually to restore a balance in the price struc-
ture so that farmers may exchange their products for the prod-
ucts of industry on a fairer exchange basis.

It has been and is also the purpose to prevent prices from
rising beyond the point necessary to attain these ends. The
permanent welfare and security of every class of our people ul-
timately depends on our attai of these purposes.

Obviously, and because hundreds of different kinds of crops
and industrial occupations in the huge territory that makes up
this nation are involved, we cannot reach the goal in only a
few months. We may take one year or two years or three years.

No one who considers the plain facts of our situation believes
that commodity prices, especially agricultural prices, are high
enough yet.

Some people are putting the cart before the horse. They
want a permanent revaluation of the dollar first. It is the gov-
ernment’s policy to restore the price level first. I would not
know, and no one clse could tell, just what the permanent
valuation of the dollar will be. To guess at a permanent gold
valuation now would certainly require later changes caused by
later facts.

When we have restored the price level, we shall seck to es-
tablish and maintain a dollar which will not change.its pur-
chasing and debt-paying power during the succeeding genera-
tion. I said that in my message to the American delegation in
London last July. And I say it now once more.

Because of conditions in this country and because of events
beyond our control in other parts of the world, it becomes in-
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creasingly important to develop and apply the further measures
which may be necessary from time to time to control the gold
value of our own dollar at home.

Our dollar is now altogether too greatly influenced by the
accidents of international trade, by the internal policies of other
nations and by political disturbance in other continents.

* _‘Therefore the United States must take firmly .in its own
hands the control of the gold value of our dollar. This is neces-
sary in order to prevent dollar disturbances from swinging us
away from our ultimate goal, namely, the continued recovery
of our commodity prices,

As 2 further effective means to this end, I am going to estab-
Lish a government market for gold in the United States. There-
fore, under the clearly defined authority of existing law, I am
authorizing the Reconstruction Finance Corporation to buy gold
newly mined in the United States at prices to be determined
from time to time after consultation with the Secretary of the
Treasury and the President, Whenever necessary to the end
in view, we shall also buy or sell gold in the world mayket.

My aim in taking this step is to establish and maintain con-
tinuous control.

This is a2 policy and not an expedient. -

It is not to be used merely to offset a temporary fall in prices.
We are thus continuing to move toward a managed currency.

You will recall the dire predictions made last spring by those
who did not agree with our common policies of raising prices
by direct means. What actually happened. stood out in sharp
contrast with those predictions. Government credit is high, prices
have risen in part. A

Doubtless, prophets of evil still exist in our midst. But gov-
ernment credit will be maintained and a sound currency will
accompany a rise in the American cofnmodity price level.

I have told you tonight the stoi¥ of our steady but sure work
in building our common recovery. In my promises to you, both
before and after March 4, I made two things plain—first, that
I pledged no miracles, and second, that I would do my best.

I thank you. for your patience and your faith. Our troubles
will not be over tomorrow, but we gre 8n our way and we are
headed in the right direction.



INDEX

A orriend 1 Ad: P

.; tration, lo!;, 124
Anti-hoarding order, 41

Bank for International Settlements,
1, 88

Bankfné critis in United States, 37
Belglnm, 13, 93

s 305 49
Bonnﬂ, Gy 71, 94
British Dominions, 79, 96, 99
British Imperial policy, 96-95
Brussels Conference; 5
Budgetary balanee, 31, 75, 78-79

Central banking, 24, 88, 89, 176

Commercial policy, 86, go

Compensated dollar, 21, 113-13,
131

Cox, J. M, 70

Currency depreciation, 6, 26, 43,
69, 99, 109, 119-26. See also
frontispiece

Customs truce, 64

Czechoslovakia, 7, 73

Day, E. E,, 16

Debts, private, 87, 149-51

Debts, war, 32, 65

Emergency Banking Act, 38

Exch £ I?. 1izats A
11, 67

Federal Reserve system, 41, 445 47,
53, 89, x00

Foreign exchange, 10-12, 24, 26,
40, 66-70, 3148-49

France, 22, 66, 67, 73, 78, 117

Fraser, L., 16

Genoa Conference, 5
7

Great Britain, 6, 23, 66, 79, 116,

132

Greenbacks, 48, 100, 129

Gold Bloc, 92-95

Gold clause, 51

Gold Delegation of the League of
Nations, 22, 31

Gold in circulation, 43

Gold points, ¢

Gold, price of, 103, 108

Gold purchase plan, 104, Ch. VI

Gold standard, 5, 7, 17-26, 30, 37,
81, 135-43

Herriot, E., 55, 65, 66, 155
C., 86

International monetary system, 10y

Italy, 22, 73, 117

Japan, 6, 72, 116, 119
Jung, G, 55, 156

Keynes, J. M,, 61

Lausanne Conference, 3, 14
League of Nations, 16, 6o
Legal tender powers, so

Lindahl, E.

» 120

" MacDonald, R., 55, 65, 66, 154

Managed currency, 19-20. Ses also
Compensated dollar
Moley, R. 63, 8:

ition, 8
thzu.ry uncermnty, 73-74, 128-
30 i

National Recovery Administration,
100, 124

Netherlards, The, 13, aa, 73, 80

191 -



192

Open market operations, 47, 75,
100

Pittman, Senator, 47, 84, 88, 159

Poland, 93

Preparatory Commission of Ex-
perts, Ch, II, 46

Price-cost adjustment, 23-25, 97,
104

Price-raising, 26-29, 32, 46, 52-
54, 56, 59, 70-80, 110-13

Price stability, 18, 19, 21, 83-83,
96, 131

Price structure, 21, 118, 124

Prices, effect of currency depreci-
ation on, 119-26

Reconstruction Finance Corpora-
tion, 108, 511

CURRENT MONETARY ISSUES

Reflation, 28

Roosevelt, President, 52, 55-60, 62,
69, 82, 84, 103, 154-56

Sweden, 77, 116, 120

Switzerland, 73, 80

Silver, 49, 59, 84, 143, 173
“Sterlingaria,” 98

‘Thomas amendment, 47-54, 10%

United States, 13, 22, Ch. III, 66,
74» 76, 99-106, 117, 123

Warren, G. F., 115, 118

Williams, J. H., 16

World Monetary and Economic
Conference, 14, 16, Chs. II
and IV



PUBLICATIONS OF THE BROOKINGS
INSTITUTION* .

INSTITUTE OF ECONOMICS SERIES

(1.) GErMANY’s CapacrTY TO PaAY.
By Harold G. Moulton and C ine E. McGuire,
384 pp. 1923. $2.50.
(2.) Russian DeBTs AND RUssiAN RECONSTRUCTION,
By Leo Pasvolsky and Harold G. Moulton. 247 pp.
£ 1924. $2.50.
(3.) MaxkinG THE TARIFF IN THE UNITED STATES,
By Thomas Walker Page. 281 pp. 1924. $3.
(4.) AMERICAN. AGRICULTURE AND THE EUROPEAN Mar-
KET.
By Edwin G. Nourse. 333 pp. 1924. $2.50.
(5.) SucaR IN RELATION TO THE TARIFF.
By Philip G. Wright. 312 pp. 1924. $2.50.
(6.) Miners’ Waces aNp THE Cost oF CoAL.
By Isador Lubin. Out of print.
(7.) THE ReParaTION PLAN,
By Harold G. Moulton. 325 pp. 1924. $2.50.
(8.) Tue Frencu Desr ProBLEM.
By Harold G. Moulton and Cleona Lewis. 459 pp.
1925. $2. .
(9.) Tue Runr-LorrAINE INDUSTRIAL PROBLEM.
By Guy Greer. 328 pp. 1925. $2.50.
(10.) THE Case oF Brruminous Coat.
By Walton H. Hamilton and Helen R. Wright. 310
pp. 1925: $2.50.
(11.) INTEREST RATES AND STOCK SPECULATION.
By Richard N, Owens and Charles O, Hardy. 221
pp. rev. ed. 1930. $2.50.
(12.) Tue FeperaL INTERMEDIATE CREDIT SYSTEM.
By Claude L. Benner. Out of print.
(13.) Tue TarFr on Woor.,
By Mark A. Smith. 350 pp. 1926. $2.50.
(14.) Tre CarrLe INDUSTRY AND THE TARIFF.
By Lynn Ramsay Edminster. 331 pp. 1926. $2.50.
*The parentheses indicate that the volume itself does mot carry the
number since it was given subsequent fo publication.




LIST OF PUBLICATIONS

(15.) THE CoaL MINERS' STRUGGLE FOR INDUSTRIAL
StaTus,
By Arthur E. Suffern. 462 pp. 1926. $2.50.
(16.) Tax-EXEMPT SECURITIES AND THE SURTAX.
By Charles O. Hardy. 216 pp. 1926. $2.
(17.) WorLD WaR DEBT SETTLEMENTS.
By Harold G. Moulton and Leo Pasvolsky. 448 pp.
1926. $2.
(18.) FinancinG THE Livestock INDUSTRY.
By Forest M. Larmer. 327 pp. 1926. $2.50.
(19.) Irary’s INTERNATIONAL Economic PosiTioN.
By Constantine E. McGuire. 588 pp. 1926. $3.
(20.) WorgErs’ HEALTH AND SAFETY: A STATISTICAL
ProGraM.
By Robert Morse Woodbury. 207 pp. 1927. $2.50.
(21.) THE INTERNATIONAL ACCOUNTS.
By Cleona Lewis. 170 pp. 1927. $2.
(22.) INDUSTRIAL PROSPERITY AND THE FARMER.
By Russell C. Engberg. 286 pp. 1927. $2.50.
(23.) THE LEGAL STATUS OF AGRICULTURAL CO-OPERA-
TION.
By Edwin G. Nourse. 555 pp. 1927. $3.
(24.) AmericaN Loans To GERMANY,
By Robert R. Kuczynski. 378 pp. 1927. $3.
(25.) Tue Brrrisu CoaL DiLEmMa,
By Isador Lubin and Helen Everett. 370 pp. 1927.
$2.50.
(26.) THe TaRIFF oN ANIMAL AND VEGETABLE OILs.
By Philip G. Wright. 347 pp. 1928. $2.50.
(27.) A Way or Orper For Brruminous CoAL.
By Walton H. Hamilton and Helen R. Wright. 365
pp. 1928. $2.50.
(28.) Economic NATIONALISM oF THE DANUBIAN STATES.
By Leo Pasvolsky. 609 pp. 1928. $3.
(29.) Tue BALANCE oF BRTHs AND DeaTns. Vol, I, West-
ern and Northern Europe.
By Robert R. Kuczynski. Out of print.
(30.) LaBOR AND INTERNATIONALISM.
By Lewss L. Lorwin. 682 pp. 1929. $3.



LIST OF PUBLICATIONS

(31.) Tar MEXICAN AGRARIAN REVOLUTION.
By Frank Tannenbaum. 543 pp. 1929. $3.
(32.) TuE TARIFF oN IRON AND STEEL.
By Abraham Berglund and Philip G. Wright. 240
pp- 1929. $3. )
(33.) THE St. Lawrence NavicaTioN anp Power Proy-
ECT. . :
By Harold G. Moulton, Charles S. Morgan," and
Adah L. Lee. 675 pp., 1929. $4.
(34.) RaLroap PurcHasiNG AND THE BusiNess CYCLE.
By John E. Partington. 309 pp. 1929. $3.
(35.) Hano-ro-MouTn BUYING: A STUDY IN THE ORGANI-
ZATION, PLANNING, AND STABILIZATION OF
TRADE.
By Leverett S. Lyon. 487 pp. 1929. $4.
(36.) UNEMPLOYMENT INSURANCE IN GERMANY.
By Mollie Ray Carroll. Out of print.
(37.) InTERNATIONAL CoNTROL OF RAW MATERIALS,
By Benjamin Bruce Wallace and Lynn Ramsay
Edminster. 479 pp. 1930. $3.50.
(38.) BRTH REGISTRATION AND BRTH STATISTICS IN
CANADA,
By Robert R. Kuczynski. 219 pp. 1930. $3.
(39.) BuLcaria’s Economic Posrrion.
By Leo Pasvolsky. 409 pp. 1930. $3.
40. THE Co~0PERATIVE MARKETING OF LIVESTOCK.
By Edwin G. Nourse and Joseph G. Knapp. 486 pp.
1931. $3.50.
41. Baxnxer’s ProFrrs FRoM GERMAN Loans.
By Robert R. Kuczynski. 228 pp. 1932. $1.75.
42. THR CusaN SrruatioNn anp Our TrEATY RELA-
TIONS, R
By Philip G. Wright. Out of print.
43. Tue Bavance oF Brtus anp DeaTns. Vol 11, East-
ern and Southern Europe.
By Robert R. Ruczynski. 170 pp. 1931. $2. '
44. Jaran: AN EcoNomic anp FINANCIAL APPRAIAL.
By Harold G. Moulton with the collaboration of
Junichi Ko. 645 pp. 1931. $4.



45
46.

47.

48.

49.

50.

51,

52.
53-

54-

+55.

s6.

57.

58.

LIST OF PUBLICATIONS

CREDIT PoLicIES OF THE FEDERAL RESERVE SYSTEM.

By Charles O. Hardy. 374 pp. 1932. $2.50.

War DEBTS AND WORLD PROSPERITY.

By Harold G. Moulton and Leo Pasvolsky. 498 pp.
1932. $3.

ADVERTISING ALLOWANCES: A PHase oF THE Price-
MaKk1ING Process,

By Leverett S. Lyon. 125 pp. 1932. $1.

TEN YEaRrs oF FEDERAL INTERMEDIATE CREDITS.

By Frieda Baird and Claude L. Benner. 416 pp.
1933. $2.75.

SILvER: AN ANALYSIs OF FACTORs AFFECTING ITs
Price.
®By Y.S. Leong. 172 pp. rev. ed. 1934. $2.
THE AMERICAN FEDERATION OF LaABOR: HisTory,
PoLiciEs, AND PROSPECTS.
By Lewis L. Lorwin. 573 pp. 1933. $2.75.
THE BrrrisH ATTACK ON UNEMPLOYMENT.

By A. C. C. Hill, Jr., and Isador Lubin. 325 pp.
1934. $3.

CURRENT MONETARY IssUEs.

By Leo Pasvolsky. 192 pp. 1933. $1.50.

Tue Economics oF FrRee Dears: WiTH SuccEs-
TIoNs FOR Cope-Makine Unper THE N.R.A.
By Leverett S, Lyon. 228 pp. 1933. $1.50.
Tue ABC or Tue NRA.,

By Charles L. Dearing, Paul T. Homan, Lewis L.
Lorwin, and Leverett S. Lyon. 185 pp. 1934.
$1.50.

AMERICA’s CAPACITY TO PRODUCE.

By Edwin G. Nourse and Associates. 618 pp. 1934.
$3.50.

AMERICA’s CAPACTTY TO CONSUME.

By Maurice Levin, Harold G. Moulton, and Clark
Warburton. 272 pp. 1934. $3.

Tue HousiNGg ProGrAM oF THE CrTy oF VIENNA.

By Charles O. Hardy and Robert R. Kuczynski. 143
PP- 1934. $2.

Crosep AND DisTRESsED BANKs: A STUDY IN PusLIc
ADMINISTRATION.
By Cyril B. Upham and Edwin Lamke. 285 pp.

1934. $2.50.



LIST OF PUBLICATIONS

INSTITUTE FOR GOVERNMENT RESEARCH SERIES
Studies i Administration
(1.) THE Svstem oF FINANCIAL ADMINISTRATION OF
GREAT Brrrain.
By W. F. Willoughby, W. W. Willoughby, and S.
M. Lindsay. 362 pp. 1917. $3-
(2.) Tuz BupceT: A TRANSLATION.
By René Stourm. 619 pp. 1917. $4.
(3.) THE ProBLEM OF A NATIONAL BUDGET.
By W. F. Willoughby. Out of print.
(4-) Tae MovemeNT For BUDGETARY REFORM IN THE
STATEs.
By W. F. Willoughby. 254 pp. 1918. $3.
(5.) TrE CANADIAN BUDGETARY SYSTEM.
By H. C. Villard and W. W. Willoughby. 379 pp.
1918. $3.
(6.) Orcanizep EFForTs FoR THE IMPROVEMENT OF
METHODS OF ADMINISTRATION IN THE UNITED
StaTEs.
By Gustavus A. Weber. 391 pp. 1919. $3.
(7.) TracHERs’ PENsION SysTeMs IN THE UNITED STATES.
By Paul Studensky. 460 pp. 1920. $3.
(8.) THuE FepERAL SERVICE: A STUDY OF THE SYSTEM OF
PERSONNEL ADMINISTRATION OF THE UNITED
STATES GOVERNMENT.
By Lewis Mayers. 607 pp. 1922. $5.
(9.) THE REORGANIZATIONS OF THE ADMINISTRATIVE
BrancH oF THE NATIONAL GOVERNMENT.
By W. F. Willoughby. Out of print.
(10.) THE DEVELOPMENT OF NATIONAL ADMINISTRATIVE
ORGANIZATION IN THE UNITED STATES.
By Lloyd M. Shert. 514 pp. 1923. $5.
(11.) THE StarTICAL WORK OF THE NATIONAL GOVERN-
MENT.
By Laurence F. Schmeckebicr. 574 pp. 1925. $5.
(12.) MANUAL OF ACCOUNTING AND REPORTING FOR THE
OPERATING SERVICES OF THE Nationar Gov-
ERNMENT. .
By Henry P. Seidemann. 399 pp. 1926. $5.
(13.) TuE Narionar Governmexr ann Pusiic Hravta,
By James A. Tobey. 423 pp. 1926. $3.




LIST OF PUBLICATIONS

(14.) THE NaTioNAL BUDGET SYSTEM, WITH SUGGESTIONS
FOR ITs IMPROVEMENT.
By W. F. Willoughby. 343 pp. 1927. $3.
(15.) Tue DEPARTMENT OF JUSTICE OF THE UNITED
STATES.
By Albert Langeluttig. 318 pp. 1927. $3.
(16.) Tre LecaL Status anp FuncTions oF THE GEN-
ERAL ACCOUNTING OFFICE.
By W. F. Willoughby. 720 pp. 1927. $3.
(17.) THE PROBLEM OF INDIAN ADMINISTRATION.
By Lewis Meriam and Associates. 872 pp. 1928. $5.
(18.) TuE DistricT oF CoLumsia: Its GOVERNMENT AND
ADMINISTRATION.
By Laurence F. Schmeckebier. 943 pp. 1928. $5.
(19.) THE DrveErLOPMENT oF GOVERNMENTAL FoOREST
ConTroL IN THE UNITED STATES.
By Jenks Cameron. 471 pp. 1928. $3.
(20.) MANUAL 0F ACCOUNTING, REPORTING, AND BUSINESS
ProcepurRe For THE TERRITORIAL GOVERN-
MENT oF Hawan.
By Henry P. Seidemann. 570 pp. 1928. $5.
(21.) THE GOVERNMENT AND ADMINISTRATION OF GER-
MANY.
By Frederick F. Blachly and Miriam E. Oatman.
770 pp. 1928. $5.
(22.) GroUP REPRESENTATION BEFORE CONGRESS.
By E. Pendleton Herring. Out of print.
(23.) REGISTRATION OF VoTERS IN THE UNITED STATES.
By Joseph P. Harris. 390 pp. 1929. $3.
(24.) THE GOVERNMENT AND ADMINISTRATION OF THE
Districr oF CoLUMBIA: SUGGESTIONS FOR
CHANGE.
By Laurence F. Schmeckebier and W. F. Willough-
by. 187 pp. 1929. $2.
25. FinanciaL ConDITioN AND OPERATION OF THE Na-
TIONAL GOVERNMENT, 1921-1930.
By W. F. Willoughby. 234 pp. 1931. $3.
26. STATE CENTRALIZATION IN NORTH CAROLINA.
By Paul V. Betters (editor). 261 pp. 1932. $2.
27. EiLEcTION ADMINISTRATION IN THE UNITED STATES.
By Joseph Harris. 543 pp. 1934. $3.



LIST OF PUBLICATIONS

28. NEw FEDERAL ORGANIZATIONS.
By Laurence F. Schmeckebier. 199 pp. 1934. $1.50.
29. ADMINISTRATIVE LEGISLATION AND ADJUDICATION.
By Frederick F. Blachly and Miriam E. Oatman. 296
PP- 1934. $3.
Principles of Administration
(1.) PrincreLes GOVERNING THE RETIREMENT OF PUBLIC
EmPLOYEES.
By Lewis Meriam. Out of print.
(2.) PrancrpLEs oF GOVERNMENT PURCHASING.
By Asthur G. Thomas. 275 pp. 1919. $3.
(3.) PriNcipLEs oF GOYERNMENT ACCOUNTING AND Re-
PORTING. '
By Francis Oakey. Out of print.
(4.) PrincrPLEs oF PUBLIC PERSONNEL ADMINISTRATION.
By Arthur W, Proctor. 244 pp. 1921. $3.
(5.) PriNcIPLES OF PUBLIC ADMINISTRATION.
By W. F. Willoughby. 720 pp. 1927. $5.
(6.) PrincIPLES OF JUDICIAL ADMINISTRATION.
By W. F. Willoughby. 662 pp. 1929. $5.
7. PriNcreLEs oF LEGISLATIVE ORGANIZATION AND AD-
MINISTRATION.
By W. F. Willoughby. 634 pp. 1934. $5.

Service Monographs of the United States Govermment
. Geological Survey. Out of print.
. Reclamation Service. Out of print.
. Bureau of Mines. 162 pp. 1922. $1.
. Alaskan Engineering Commission. 124 pp. 1922, $1.
. Tariff Commission. 71 pp. 1922. $1.
. Federal Board for Vocational Education. 74 pp. 1922, $1.
. Federal Trade Commission. 80 pp. 1922. $1.
. Steamboat-Inspection Service. 130 pp. 1922. $1.

9. Weather Bureau. 87 pp. 1922. $1.
10. Public Health Service. 298 pp. 1923. $2.
11. National Park Service. 172 pp. 1922. $1. B
12. Employees’ Compensation Commission, 86 pp. 1922. $1.
13. General Land Office. 224 pp. 1923. $1.50.
14. Bureau of Education. 157 pp. 1923. $1.
15. Bureau of Navigation. 124 pp. 1923. $1.

O~ AN P W N -




16.
17.
18,
19.
20.
21.
22,
23.
24.
25.
26.
27.
28.
29.

30.
31,
32.
33.
34-
35-
36.
37-
38.
39-
40.
41.
42.
43-
44.
45-
46.
47-
48.
49-

50.

51
52.
53.

"LIST.OF PUBLICATIONS

Coast and Geodenc Survey 107 pp. 1923. $1.

Federal Power Commission. Out of print.

Interstate Commerce Commission. Out of print.

Railroad Labor Board. 83 pp. 1923. $1.

Division of Conciliation. 37 pp. 1923. $1.

Children’s Bureau. 83 pp. 1925. $1.

Women’s Bureau. 31 pp. 1923. $1.

Office of the Supervising Architect. 138 pp. 1923. $1.

Bureau of Pensions. 111 pp. 1923. $1

Bureau of Internal Revenue. 270 pp. 1923. $1.50.

Bureau of Public Roads. 123 pp. 1923. $1.

Office of the Chief of Engineers. 166 pp. 1923. $1.

United States Employment Service. 130 pp. 1923. $1.

Bureau of Foreign and Domestic Commerce. 180 pp.
1924. $1.

Bureau of Immigration. 247 pp. 1924. $1.50.

Patent Office. Out of print.

Office of Experiment Stations. 178 pp. 1924. $1.

Customs Service. Out of print.

Federal Farm Loan Bureau. 160 pp. 1924. $1.

Bureau of Standards. 299 pp. 1925. $2.

Government Printing Office. 143 pp. 1925. $1.

Bureau of the Mint. 9o pp. 1926. $1.

Office of the Comptroller of the Currency. 84 pp. 1926. $1.

Naval Observatory. 101 pp. 1926. $1.

Lighthouse Service. 158 pp. 1926. $1.

Bureau of Animal Industry. 190 pp. 1927. $1.50.

Hydrographic Office. 112 pp. 1926. $1.

Bureau of Naturalization. 108 pp. 1926. $1.

Panama Canal. 413 pp. 1927. $2.50.

Medical Department of the Army. 161 pp. 1927. $1.50.

General Accounting Office. 215 pp. 1927. $1.50.

Bureau of Plant Industry. 121 pp. 1927. $1.

Office of Indian Affairs, 591 pp. 1927. $3.

United States Civil Service Commission. 153 pp. 1928.
$1.50.

Food, Drug and Insecticide Administration. 134 pp. 1928.
$1.50.

Coast Guard. 265 pp. 1929. $1.50.

Bureau of Chemistry and Soils. 218 pp. 1928. $1.50.

Bureau of the Census. 224 pp. 1929. $1.50.



' LIST OF PUBLICATIONS:

54. Bureau of Biological Survey. 339 pp: 1959..32.

55. Bureau of Dairy Industry. 74 pp. 1929. $1.50.

56. Bureau of Engraving and Printing. 111 pp.' 1929, $l 50.

57. Bureau of Prohibition. 333 pp. 1929. $2.

58. Forest Service. 268 pp. 1930. $2.

59. Plant Quarantine and Control Administration. !98 pp-
1930. $1.50.

60. Bureau of Entomology. 177 pp. 1930. $1.50.

61. Aeronautics Branch: Department of Commerce. 147 pp.
1930. $1.50.

62. Bureau of Home Economics. 95 pp. 1930. $1.50.

63. United States Shipping Board. 338 pp. 1931. $2.50.

64. The Personnel Classification Board. 160 pp. 1931. $1.50.

65. The Federal Radio Commission. 159 pp. 1932. $1.50.

66. The Veterans’ Administration. 490 pp. 1934. $2.50.

MISCELLANEOUS SERIES

Porro Rico AND Its PROBLEMS.
By Victor S. Clark and Associates. Out of print.
STEPHEN J. FIELD: CRAFTSMAN OF THE Law.
By Carl Brent Swisher. 473 pp. 1930. $4.
THE Spmrr OF ’76 AND OTHER Essavs,
By Carl Becker, J. M. Clark, and William E. Dodd. 135 pp.
1927. $1.50.
Essays oN RESEARCH IN THE SOCIAL SCIENCES. .
By W. F. G. Swann and others. 194 pp. x931. $2.
. THe Sociery oF Narions: Its OncAmzA'rmN AND CONSTI-
TUTIONAL DEVELOPMENT.
By Felix Morley. 678 pp. 1932. $3.50.
THE AMERICAN TRANSPORTATION PROBLEM.
By Harold G. Moulton and Associates. 895 pp. 1933. $3.
Tue Economics oF AR MarL TRANSPORTATION.
By Paul T. David. 235 pp. 1934. $2.
TREND ANALYsIS OF STATISTICS: THEORY AND TECHNIQUE.
By Max Sasuly. 421 pp. 1934. $5.

PAMPHLETS

No. 1. Recent GrowTa oF THE ELECcTRIC LiGHT AND
Power INpusTRY.
By Charles O. Hardy. 53 pp. 1929. 50 cents.



LIST OF PUBLICATIONS

No. 2. Frst MorTGAGES IN URBAN ReAL EsTatE FINANCE.
By John H. Gray and George W. Terborgh. 69 pp. 1929.
50 cents.

No. 3. THE ABsorPTION OF THE UNEMPLOYED BY AMERI~
cAN INDUsTRY.

By Isador Lubin. 36 pp. 1929. 50 cents.

No. 4. SoME TRENDS IN THE MARKETING OF CANNED
Foops.

By Leverett S. Lyon. 57 pp. 1929. 50 cents,
No. 5. Tue Fecunprry oF Narive AND FOREIGN-Borw
’ WoMEN 18 New ENGLAND,
By Joseph J. Spengler. 63 pp. 1930. 50 cents.

No. 6. Sources oF CoAL anp TYPEs oF STOKERS AND
Burners Usep BY ELectric PubLic UTiLrty PoweR
PranTs, .

By William H. Young. 83 pp. 1930. 50 cents.
No. 7. FEDERAL SERVICEs To MuNIcIPAL GOVERNMENTS.
By Paul V. Betters. 100 pp. 1931. 50 cents.
No. 8. REORGANIZATION OF THE FINANCIAL ADMINISTRA-
TION OF THE DominicaN REPUBLIC. ’
By Taylor G. Addison. 105 pp. 1931. 50 cents.
No. 9. Apvisory Economic CouNcILs,
By Lewis L. Lorwin. 84 pp. 1931. 50 cents.
No. 10. UNEMPLOYMENT INSURANCE IN AUSTRIA.
By Mollie Ray Carroll. 52 pp. 1932. 50 cents.
No. 11. Price-ConTrROL DEvices iIn NRA Cobes.
By George Terborgh. 45 pp. 1934. 5O cents.

No. 12. CorN AND HoGs UNDER THE AGRICULTURAL AD-

JUSTMENT AcT: DEVELOPMENTS UP To MARCH 1934.
By D. A. FitzGerald. 107 pp. 1934. 50 cents.

No. 13. Damry PropUCTS UNDER THE AGRICULTURE AD-

JUSTMENT AcT: DEVELOPMENTS UP To MARCH 1934.
By F. F. Lininger. 99 pp. 1934. 50 cents,

No. 14. WHEAT UNDER THE AGRICULTURAL ADJUSTMENT

AcT: DEVELOPMENTS UP TO JUNE 1934.
By Sherman Johnson. 103 pp. 1934. 50 cents.

No. 15. COTTON UNDER THE AGRICULTURAL ADJUSTMENT

Act: DEVELOPMENTS UP To JULY 1934.
By Henry 1. Richards. 133 pp. 1934. 50 cents.



	079271_0003
	079271_0004
	079271_0005
	079271_0006
	079271_0007
	079271_0008
	079271_0009
	079271_0011
	079271_0012
	079271_0013
	079271_0014
	079271_0015
	079271_0017
	079271_0018
	079271_0019
	079271_0020
	079271_0021
	079271_0022
	079271_0023
	079271_0024
	079271_0025
	079271_0026
	079271_0027
	079271_0028
	079271_0029
	079271_0030
	079271_0031
	079271_0032
	079271_0033
	079271_0034
	079271_0035
	079271_0036
	079271_0037
	079271_0038
	079271_0039
	079271_0040
	079271_0041
	079271_0042
	079271_0043
	079271_0044
	079271_0045
	079271_0046
	079271_0047
	079271_0048
	079271_0049
	079271_0050
	079271_0051
	079271_0052
	079271_0053
	079271_0054
	079271_0055
	079271_0056
	079271_0057
	079271_0058
	079271_0059
	079271_0060
	079271_0061
	079271_0062
	079271_0063
	079271_0064
	079271_0065
	079271_0066
	079271_0067
	079271_0068
	079271_0069
	079271_0070
	079271_0071
	079271_0072
	079271_0073
	079271_0074
	079271_0075
	079271_0076
	079271_0077
	079271_0078
	079271_0079
	079271_0080
	079271_0081
	079271_0082
	079271_0083
	079271_0084
	079271_0085
	079271_0086
	079271_0087
	079271_0088
	079271_0089
	079271_0090
	079271_0091
	079271_0092
	079271_0093
	079271_0094
	079271_0095
	079271_0096
	079271_0097
	079271_0098
	079271_0099
	079271_0100
	079271_0101
	079271_0102
	079271_0103
	079271_0104
	079271_0105
	079271_0106
	079271_0107
	079271_0108
	079271_0109
	079271_0110
	079271_0111
	079271_0112
	079271_0113
	079271_0114
	079271_0115
	079271_0116
	079271_0117
	079271_0118
	079271_0119
	079271_0120
	079271_0121
	079271_0122
	079271_0123
	079271_0124
	079271_0125
	079271_0126
	079271_0127
	079271_0128
	079271_0129
	079271_0130
	079271_0131
	079271_0132
	079271_0133
	079271_0134
	079271_0135
	079271_0136
	079271_0137
	079271_0138tif
	079271_0142
	079271_0143
	079271_0144
	079271_0145
	079271_0146
	079271_0147
	079271_0148
	079271_0149
	079271_0150
	079271_0151
	079271_0152
	079271_0153
	079271_0155
	079271_0156
	079271_0157
	079271_0158
	079271_0159
	079271_0160
	079271_0161
	079271_0162
	079271_0163
	079271_0164
	079271_0165
	079271_0166
	079271_0167
	079271_0168
	079271_0169
	079271_0170
	079271_0171
	079271_0172
	079271_0173
	079271_0174
	079271_0175
	079271_0176
	079271_0177
	079271_0178
	079271_0179
	079271_0180
	079271_0181
	079271_0182
	079271_0183
	079271_0184
	079271_0185
	079271_0186
	079271_0187
	079271_0188
	079271_0189
	079271_0190
	079271_0191
	079271_0192
	079271_0193
	079271_0196
	079271_0197
	079271_0198
	079271_0199
	079271_0200
	079271_0201
	079271_0202
	079271_0203
	079271_0204
	079271_0205
	079271_0206
	079271_0207
	079271_0208
	079271_0209
	079271_0210
	079271_0211
	079271_0213
	079271_0214
	079271_0215
	079271_0216
	079271_0217
	079271_0218
	079271_0221
	079271_0222
	079271_0223
	079271_0224
	079271_0225
	079271_0226

