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Chapter Ont > 

INTRODUCTORY 
Importance of the question-Theory of scarcity of .gold-History 

repeating itself-I873-<J6-The revival of Protection. 

T HE new fall of prices, which began in October 
1929 and still showed no signs of having reached 

bottom at the end of 19 JO, is of peculiar importance in 
many ways. In the first place it has led to the revival 
of the theory that all our industrial troubles are due to 
monetary causes, and particularly to the world scarcity 
of gold. This is of course a case of history repeating 
itself. When England returned to the gold standard in: 
192 S most people prophesied that it would result in 
a further fall of prices which, however, was on the whole 
not so bad as had been expected. The expectation was 
part of the general theory of credit inflation which had 
been evolved during the war, or rather during the post­
war period of inflation and the deflation slump of 1920. 

It could not then be pretended that these great move­
ments of prices were due to any change in the gold 
supply, but it was argued that credit inflation or defla­
tion was the immediate cause of the trouble and that 
when the world returned to the gold standard, the old 
pre-war methods of control of the credit system by gold 
would inevitably be revived, and the necessary expan­
sion of credit would be limited by the gold supply. 

The writer is old enough to remember an earlier 
period of falling prices when this theory of the relation 
between gold and prices first became common know­
ledge. From 1873 to 1896 we experienced what was 
then thought to be a catastrophic fall of prices; and the 
consequent depression of trade and industry was far 
worse than anything we are experiencing now, for in 

• 



2 Tlzt Fall OJ Prius 
those days there was no "dole' and unemployment meant 
virtual starvation. 

Perhaps the most striking similarity between those 
days and to-day is that they have resulted in the revival 
of the same cure-Protection. It was the long period 
of depression of the 'eighties and 'nineties that made 
Chamberlain's campaign appeal to so many people; but 
Chamberlain was unlucky. He started his campaign a 
few years too late, and though he did not know it, prices 
had already turned upwards. It was some years before 
the cause of this recovery and its effects were fully 
realized; but with the revival of trade which carried 
through to the war the agitation for Protection lost all 
its force and the question dropped out of sight. 
Protection is no cure for a world-wide fall of prices due 
to monetary causes. 

Although history repeats itself, however, it is never 
quite the same, and the difference this time is that, while 
it is commonly believed that reduced gold production is 
somehow at the bottom of the whole business, the man 
in the street is extremely vague as to how it works and 
why gold should matter. He realizes that gold is now 
a matter of no importance to him, because he never sees 
any. He has given up entirely the habit of using gold as 
currency, and when it is suggested that our whole credit 
system is in some way linked up with, or controlled by, 
the gold supply, he quite frankly admits that all these 
things are beyond him; ·that he does not know what 
the gold standard means if it does not mean sovereigns 
in his pocket, and that he prefers to leave the whole 
question to experts. But these experts in their dis­
cussion of the question have tended to concentrate on 
one point which is sinking into the mind of the man in 
the street and is producing very undesirable conse-
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quences. That point is that somehow or other it is all 
the fault of the banks, that the big banks, under the 
orders of the Bank of England 'and/or' the Treasury, 
are adopting a policy of restricting cre?it; and the 
popular conviction is growing that the banks have thus 
in some way ceased to be our servants and have become 
our masters. Hence the demand in certain quarters for 
the nationalization of banking. 

For all these reasons it is very important that the 
whole question should be studied and expounded in a 
way which the man in the street can understand~ The 
writer hopes that that is not impossible. It may be too 
soon yet to arrive at any definite conclusions on the 
question, because, as has happened on every previous 
occasion, we may not be quite clear as to the cause of 
the movement until it is all over and prices have begun 
to go up again. The proper attitude to the question in 
the meantime therefore is one of agnosticism. The man 
in the street does not know enough to form any definite 
opinion about these theories, but he wants to know, and 
if the theory is true he wants to know what can be done 
about it, for something must be done. Money is a good 
servant, but a very bad master; and with all the accuml!­
lated knowledge of the past century we are not prepared 
to allow the general level of prices to be at the mercy of 
a casual fact of nature, which is more or less what the 
world's annual gold production still is. If the world's 
gold supply matters so much, then steps must be taken 
either to make the supply adequate or to discover and 
apply methods of doing with less of it. 

a a 



Chapter T'WO 

THE FACTS 

Need of historical perspective-Previous price movement.-Nineteenth 
century-1896-1914-The war and post-war boom~-Deflation-

The Gold Standard. 192s-The new &D. 

T HE first essential is to get at the facts and to place 
them in their proper perspective. The popular 

impression seems to be that this fall of prices is some­
thing new and unprecedented, both in its nature and its 
extent; but that is far from being true. We have had 
greater falls of prices not only since the war, but also 
during the nineteenth century; and we have also had 
equally great movements of prices in the other direc­
tion, for the whole history of prices in modern times 
has been a constant succession of movements both up 
and down, which of course are equally disturbing and 
objectionable. A consecutive record of the annual 
average wholesale prices in the United Kingdom can be 
carried back to I782, and this is given in Table I in the 
Appendix and is shown graphically in Diagram I on 
the opposite page. 

From this record it is easy to divide the history of the 
last I so years into a series of distinct periods of rising 
and falling prices as follows: During the Napoleonic 
Wars prices rose to an unprecedented height, and this 
was followed after the war by an equally rapid decline 
which, with marked_ fluctuations, some of them due to 
specific causes indicated in the diagram, carried on to 
about 18 so. From then till I 8 7 3 there was a definite 
recovery, which was again followed by a period of 
decline till 1896, when the general level of prices was 
the lowest recorded in statistical history. From 1896 
to I 914 a substantial recovery took place, but in I 914 
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6 Th1 Fall of Prius 
before the outbreak of the war there was a slight check 
which might have been the beginning of a new down­
ward movement. The war, however, intervened and 
prices rose rapidly till the middle of I 9 I 8. A slight 
check which began in August of that year would 
probably have been merely seasonal, but the coming of 
the Armistice resulted in a short-lived slump which 
continued the downward movement till April I 9 I 9· 
This was followed by what proved to be the greatest 
rise of all and came to be known as the post-war boom, 
which reached its peak in March I 920 at a height far 
above the previous record of the Napoleonic Wars. 
The deflation slump which then began produced a 
decline as disastrously sudden as the rise had been; and 
with the exception of a brief recovery in I92J-4 it has 
continued more or less ever since. 

Judging by the annual averages as shown in this 
diagram, one is inclined to jump to the conclusion that 
the new fall of prices is merely a continuation of the 
long post-war decline,. but it is necessary to examine 
this a little more closely. Before doing so, however, it 
is interesting to note how far the facts indicate any 
connexion between these great movements of prices and 
the world's gold production; and for that purpose the 
annual figures of gold production so far as available are 
included in Table I and are shown on the diagram. An 
examination of these proves that gold production could 
have had very little to do with the question up till the 
middle of the nineteenth century, because the world's 
total production until then was almost negligible, and 
varied very little. But the discovery of the Californian 
gold-fields in I 84 7, followed by those of Australia in 
I8SJ, produced an entirely new position; and the rela­
tions between the increased supplies and the rise of 
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prices is clearly shown by the diagram. The increased 
rate of production, however, was barely maintained 
after 1 8 S 3; but the effect of this on prices was not seen 
till 1 8 7 3 when, as the result of the demonetization of 
silver, which threw the greater part or' the world's 
demand for legal tender on gold alone, instead of gold 
and silver jointly, the total supply of metallic money 
became inadequate, and prices fell steadily till 1896. 
Even before then, however, owing to the application of 
the Cyanide process in the Transvaal, followed by the 
discovery of the Klondyke field in 1896, gold produc­
tion had again begun to increase rapidly, but the effect 
was not realized until well into the new century. The 
recovery of prices, however, continued until the eve of 
the war, though again the rate of gold production was 
beginning to show signs of slackening. 

Thus from 1850 to 1914 there is a strong prima facie 
case for the supposed connexion between gold produc­
tion and the. general level of prices, but from 1914 
onwards this connexion completely disappears. The 
world's gold production of course fell off heavily during 
the war when prices were soaring, and after the war the 
fall of prices coincided with a substantial recovery ~f 
the gold supplies from 1923 onwards, though this was 
far from carrying the figures up to pre-war records. 
Since 1924 the annual gold production has run about 
level, but the recent report of the Gold Delegation of 
the League of Nations• indicates that there is no pros­
pect of an early increase of the supplies, and that on the 
contrary future production is likely to diminish. 

It must of course be remembered that what matters 
in regard to the world's gold supply is not merely the 

1 Interim Report of the Gold Delegation of the Financial Committee. 
League of Nations. C. 37 S. M. 161, 1930, ii. 



8 Tht Fall of Pricts 
annual production but the total accumulated supply. 
Gold is very nearly indestructible, and setting aside the 
quantity which is taken every year for industrial uses, 
the amount used for monetary purposes, whether as 
coinage or bank reserves, is added to the previous 
world's total. Each year's addition is therefore a very 
small percentage of the total accumulated supply, and as 
the total increases it requires a larger production every 
year to maintain the same percentage rate of increase 
of the total supply. If therefore the world's demand 
for gold for monetary purposes is steadily increasing, 
and tlle above report gives statistical evidence on that 
point, the fact that the world's production of gold has 
become more or less stationary is in effect equivalent 
to a reduction of the rate of increase of the supply. 

To return to a more detailed examination of the 
history of prices since the war, Table II in the Appen­
dix gives a record of the monthly movement of the 
Board of Trade's Wholesale Index Number since the 
beginning of I 920, i.e. just before the peak of the post­
war boom, and these figures are shown on Diagram II. 
This brings out the fact that the first downward rush 
of the post-war decline apparently touched bottom in 
September I922. Then came a period of rising prices 
on the whole with two substantial dips till January 
I 92 5, but this was followed by a rather severe decline 
till April I926, followed by a rise till November, and 
then another sharp decline till April I927. From then 
till October I929 the fluctuations were comparatively 
small, though the tendency was slightly downward on 
the whole; but in that month there began a new sharp 
fall which by December I 9 JO had carried the figure down 
to I08·9 per cent. on I9IJ, bringing us back nearly to 
pre-war prices. The point is that this latest fall is not 
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by any means the worst since the war, because, even 
leaving out the dehac/e of I 92o-r, the previous fall from 
January 1925 to April 1926 was greater and the short 
fall from November 1926 to April 1927 was steeper 
than the present fall. ' 

All these figures refer to wholesale prices, but it is 
desirable to note here the comparative movements of 
the Ministry of Labour's. Index Number of Retail 
Prices (Cost of Living). These figures are also included 
in Table II and are shown on Diagram II, which brings 
out clearly the relation between the two movements. 
During the whole of the war and the post-war boom 
retail prices showed a distinct lag behind the move.: 
ments of wholesale prices both upwards and down­
wards. At the top of the boom retail prices did not rise 
so high n·or so soon as wholesale, and when the fall began 
they fell later and more slowly, with the result that in 
192 I they were above wholesale and they have remained 
so ever since, with a marked widening out of the two 
lines since January 1925. It is to be noted, however, 
that the retail line follows a fairly regular seasonal 
curve, falling during the summer and rising again 
during the winter, but in 1930 the autumnal rise was 
very quickly checked. 

In comparing the wholesale and retail index numbers, 
however, it must be remembered that they are not really 
the same. In the first place the retail or Cost of Living 
index number includes many items, such as rent, which 
are not in the wholesale index number at all. Again, the 
latter deals very largely with raw materials, while the 
retail prices include the whole cost of manufacture and 
wholesale distribution. Both of these include a large 
proportion of labour costs; and as wages have fallen 
comparatively little since the post-war period there is 
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bound to be a widening out between the cost of the 
raw material and the price of the finished article as it 
reaches the retailer. 

It is possible to carry our examination of wholesale 
prices still farther. Since January 1929 the Board of 
Trade ha:s divided its total index number into ten 
groups, three relating to food prices and seven to other 
commodities, and the history of the various groups is 
shown in Table III and in Diagram III on the opposite 
page. The general result brought out by the diagram is 
very confused, but on examination it is possible to see 
certain general trends. Thus among the food groups, 
all of which atthe beginning of 192 9 were well above 
the general average, cereals have suffered a heavy fall 
and are now below it. Meat and fish rose till Christ­
mas 1929, which is perhaps seasonal, but have fallen 
again, and are now rather lower than where they 
began. Other foods have on the whole followed the 
general average line, but with substantial fluctuations. 
The most striking results, however, are shown by the 
non-food groups. Wool, cotton, and other textiles have 
all fallen considerably more than the general average, 
but iron and steel have been almost steady throughout 
the whole period, and coal has risen on the whole; while 
other metals, which began high and rose at first con­
siderably, have now had a very severe fall. 

It should be noted that the relative position of these 
lines to each other on the diagram matters very little, 
because it depends mainly on the relative positions of 
these c_ommodities during the •base year' on which all 
the percentages are calculated, and which in this case 
is 1924. Thus at that time cotton was comparatively 
high, with the result that it now shows the lowest per­
centage of all on the base year. 
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12. Tht Fall of Priets 
This irregular distribution of the price movement 

through different groups of commodities obviously 
calls for a still more detailed examination of the price 
movements of individual commodities, and the materials 
for such a comparison are given in Table IV, which 
shows the change from October I929 to October I9JO. 
In order to put these changes in their proper perspec­
tive the prices of October I 92 8 are also given. All the 
prices are expressed as percentages of I 9 I J, which 
gives a useful · comparison with pre-war levels. An 
examination of this table makes it possible to classify 
most of the important commodities into two main 
groups as follows: (I) those which have not fallen very 
much during the past year, so that they are still above 
pre-war, and (2) those which have fallen so heavily 
since October I929 that they are now below I9IJ 
levels. The outstanding cases are wheat-which in 
December I 9 JO touched the lowest level since the 
seventeenth century-sugar, tobacco, cotton, hemp, 
jute, silk, wool, copper, tin, and lead. Finally, silver 
and rubber have established new low records for all time. 
In February·I9JI silver was down to 12·ood., per oz. 
as against the high record of 89·5od. in I920 and the 
pre-war low record of 2 I·68d. in 1902. Rubber, which 
was 8s. 9d. per lb. in 1 9 I o, has been down to J!tid.l It is 
the fact of these dramatic falls in the price of so many 
important staple commodities that is primarily respon­
sible for the amount of attention, and especially news­
paper talk, which has been attracted by the recent fall 
of prices. As usual the public is inclined to judge the 
general course of events by these outstanding cases, and 
pays little attention to the exceptions at the other end of 
the scale; but it is just the fact of these exceptions at 
both ends that makes it so difficult to draw a general 
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conclusion. One would expect that if the fall of prices is 
due to some general cause, such as monetary conditions, 
the effect would be more or less uniform. That argu­
ment of course must not be pressed too far, because in 
any general movement there are always aisturbing 
conditions which apply only to particular commodities 
and which would produce such discrepancies; but the 
discrepancies in this case are· extreme and may help us· 
later on in the search for an explanation of the cause of 
the fall of prices as a whole .. lrt the meantime therefore 
we must go on to consider what light these facts throw 
on the theory that the fall has been due mainly to 
monetary causes. 



Chapter Three 

IS THERE TOO LITTLE 'MONEY'? 

Meaning of 'Money', Currency .,., Credit instruments--Statistical tests 
-Currency (Bank and Treasury Notes )-Credit, the Bank of England, 
the 'Big Five', Clearing House--Other countries--World gold reserves 
-U.S.A. and France. 

T HOSE who put forward the theory that the fall 
of prices is due to too little money are not as a rule 

very specific as to just what they mean by money, nor 
how there has come to be too l~ttle of it. They merely 
point to the fact that the world's gold production in 
recent years has not been maintained at the top figures 
and then assume that, because we have returned to the 
gold standard, the amount of money must be in propor­
tion to the world's production of gold, and must there­
fore be inadequate. They do not take the trouble either 
to prove by statistics that the amount of money has been 
i_nadequate, nor to show by argument why that amount 
must necessarily be in strict proportion to the world's 
gold production. The first omission we shall do our 
best to supply by an examination of the statistics in this 

-chapter. In the first place, however, a discussion may 
be attempted as to the relation between gold produc­
tion and the supplies of 'money'. 

It is impossible within the limits of this book to ex­
plain fully the whole intricate structure of our monetary 
system. The writer has attempted to do this in the 
Mechanism of E:tchangei which, though in itself only a 
text-book and therefore subject to similar restrictions of 
space, does describe fairly fully the composition of our 
currency and banking systems, and the lessons of the 

1 Till Mtclu11ism of Ezclu•gt, 11 H~~t~JIJOOl of EtfJ11fJIIIics (Currt11cy, 
Bt~di•g 1111i Trt~Jt), 3rd edn., 1927, Oxford University Press. 
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war and post-war period as to the fluctuations of the 
various parts of that system. The argument, however, 
may be summarized here in this way: The first 
question is what we mean by money. For the sake of 
clear thinking the writer has always found it desirable 
to distinguish between: two main classes of instruments 
of exchange, namely Currency and Credit instruments, 
and these may be defined as follows: 

Cu"ency includes standard metallic money, token 
money, i.e. silver and copper, and paper money, which 
in England means bank-notes, now including both the 
old pre-war Bank of England notes and the Treasury 
notes, the issue of which was handed over to the Bank 
of England by the Currency and Bank-Notes Act of 
November 19 2 8. The feature of this class of money is, 
in the words ofWalker's definition, that it "passes freely 
from hand to hand in full payment for goods, in final 
discharge of indebtedness, being accepted equally with-. 
out reference to the character or credit of the person 
tendering it, and without the intention on the part of 
the person receiving it, himself to consume or_ enjoy or 
otherwise use it than by passing it on sooner or later in 
exchange'. It might be said that such money passes 
current on its face value. 

Credit. The great bulk of the money's work of a 
commercial country like England is not done nowadays 
in currency; in the business world payments are made 
mostly by cheques or other forms of bank paper such 
as bills of exchange, bank drafts, &c. The common 
feature of all these forms of credit instruments, as they 
are generically termed, is that they are means of doing 
money's work without the passing of currency. If any 
other name than credit instruments could be devised for 
such forms of money it would be desirable, because 
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there. is an unfortunate play on words in calling them 
credit. Credit to the man in the street means deferred 
payment, but payment by cheque is not deferred pay­
ment, yet a cheque is a credit instrument. The real 
common factor in all these forms of money is that they 
imply payment J>y cross entries in a banker's books; and 
they are properly called credit instruments because the 
whole system of using such documents rests on the 
credit of the person who gives the cheque, and the bank 
on which it is drawn. If a shopkeeper accepts a cheque 
from a customer he is placing confidence (and that is 
the meaning of the word credit) in two things: ( 1) that 
the customer has an account at the bank containing 
funds to meet the cheque, and (2) that the bank is able 
to meet its obligation to its customer and to produce his 
money when called upon by presentation of the cheque. 
The latter act of faith is the one we are apt to forget, 
because our confidence in banks in recent years has 
become so strong; but it is equally essential to the whole 
transaction. Thus the credit system is based on con­
fidence or credit, but · a very large proportion of the 
transactions carried out by credit instruments involves 
no material period of deferred payment at all, e.g. in 
the settlement of a property transaction the purchaser 
gives a cheque for the price of the property to his 
solicitor, who lodges it in his bank and draws another 
cheque in favour of the seller's solicitors. They lodge 
this in their account and draw their own cheque to their 
client. Thus the price has passed three times, but no 
currency need be employed at all, for each party to the 
transaction trusts the other party; the three transactions 
are carried out by credit instruments though there is 
no deferred payment. 

This distinction is of some practical importance be-



Is there too little 'Money'! 17 
cause when the man .in the street talks about the credit 
system he is apt to think that it means merely the system 
by which large industrial and commercial concerns b9r­
row money from their banks to enable them to carry on 
their business. If he happens to be a Corpotation official 
whose monthly salary is paid direct into the bank to his 
account and he pays his bills by cheques, it never occurs 
to him that he is using the credit system; he is 'paying 
cash as he goes' for everything. Nevertheless his trans­
actions are part of the credit system and just as im­
portant as those of the cotton-spinner who borrows 
money from the bank to finance a purchase of cotton; 
and these transactions of his form part of the total 
volume of 'money'. The amount of money therefore is 
not entirely a matter of whether the banks are willing 
to lend freely to their borrowing clients. There is, as 
a matter· of fact, a close connexion between the total 
volume of Clearing House transactions, i.e. of cheques 
passing through the banks, and the amount of money 
which commercial and manufacturing interests can 
borrow from their banks; but the volume of credit does 
not depend solely on the amount of such lending. 

Credit instruments, then, are merely means of doing 
money's work without the passing of currency, and the 
total volume of money is the amount of currency plus 
the amount of these credit instruments. The respective 
parts played by currency and credit instruments might 
easily vary. Suppose, for example, that the cheque 
stamp were abolished altogether and that we all sud­
denly developed the habit not only of having a bank 
account but of paying everything by cheque, even down 
to such small sums as the price of our lunch; suppose 
that this habit extended right down to the ordinary 
wage-earners, who at present of course do not keep 

c 
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bank accounts at all, and that their weekly wages were 
paid by the works to the credit of their accounts in a 
bank. The result would be an enormous increase in the 
volume of credit, as shown by the bank deposits and 
the Clearing House returns, and there would be much 
less need for currency, so that the bank-note issue could 
be restricted. The object of all this is to make it clear 
that the amount of'money' includes the extent to which 
credit instruments are used as well as currency; and this 
clears the way for the next question which is the real 
point of the whole discussion. What is the relation 
between gold on the one hand and (a) the amount of 
currency, and (b) the volume of credit transactions on 
the other? 

So far as currency is concerned the answer is simple; 
it rests on the provisions of the Bank Act I 844 as 
amended in I 92 8, that gold must be held by the bank 
against all its notes above the amount of the Fiduciary 
Issue, which is now {,260 millions. As to other forms 
of currency (which, as we now use no gold, means only 
silver and copper) the amount of these is so small and 
so comparatively stable that it does not matter. The 
amount of this token currency is of course strictly con­
trolled by the government, who alone have the right to 
issue it and whose business it is to see that they always 
have the necessary amount in circulation, neither more 
nor less. If, for example, there is a temporary scarcity 
of silver, there is always a reserve in the Mint or in the 
Bank of England which can be drawn on. If there is 
a redundancy either of silver or copper or of any par­
ticular coin, it quickly finds its way to the banks and 
thence to the Bank of England, where it stays until it 
is wanted again. 

The next question, however, is not so simple. What 
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is the relation betw~en the volume of credit and the 
amount of gold, either the amount of gold produced in 
the world in a year, or the accumulated stock of gold 
turned into coinage or set aside as bullion for reserve 
purposes in the vaults of the world's banks~ It is here 
that restriction of space makes it most difficult to explain 
the argument as fully as is required, but the writer's 
argument, as more fully worked out in the Mechanism 
of Exchange,I may be summarized as follows: Before 
the war we had gradually evolved a very efficient system 
of gold control over the ·volume of credit which he 
called the 'Gold bottle-neck' of credit: Under that 
system the Bank of England, using the lever of the· 
Bank-Rate, was able to control the whole banking sys­
tem of London, which meant more or less the banking 
system of the world, for the foreign exchanges depended 
in the long run on gold movements, and the cost of 
these was directly influenced by the bank rates in the 
respective countries. But during the war this gold 
bottle-neck was completely smashed in many of the 
belligerent countries, and was very severely_ stretched 
even in England, especially in the latter part of the war. 
When we returned to the gold standard in 192 5 it was 
supposed that we were replacing the pre-war gold 
bottle-neck. As will be shown later, however, there are 
certain differences in the post-war system which dif­
ferentiate it from the pre-war conditions; and the ques­
tion is whether it is still true, as it certainly was before 
the war, that the volume of credit, and therefore the 
amount of'money' in the country, bears a direct relation 
to the gold supply. The best approach, however, to that 
question, as to all others, is through the facts. Let us 
first of all find out by whatever statistical methods are 

1 See Chapters IX, X, and XIII. 
cz 
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available exactly what movements there have been in 
the volume of money in this country. 

The first part of the question which relates to bank­
notes and currency notes is easily answered. Section A 
of Table V gives the statistics of the issue of currency 
and bank-note~ quarterly throughout the whole period 
from I 920 to date. Currency notes and bank-notes are 
added together before the amalgamation of the two 
issues in November 1928, but in doing so it must be 
remembered that from 1921 onwards the Treasury 
were holding first gold and then Bank of England notes 
in the Redemption Account against the Currency Note 
issue. The amount of these notes therefore must be 
deducted from the total in circulation to avoid dupli­
cation. 

The next step is to get some index of the amount of 
gold actually held against the total notes in circulation. 
At first there were two separate funds of gold (a) the gold 
in the Bank of England against their notes and (b) the 
gold held (in addition latterly to Bank of England notes) 
against the Treasury notes. With regard to the former 
it must be noticed that part of the gold in the Issue 
Department held against the note issue is really a 
cross entry on the two sides of the account. Of the total 
note issue a certain number belongs to the Banking 
Department, being the major part of the Bank's Reserve. 
This amount must be deducted from the total issue to 
give the Circulation, and also from the total gold to 
show the amount of gold really held against the notes 
in circulation. This is worked out in Section A of 
Table V, and the total gold held against Bank of 
England notes and Currency notes, which might be 
called the Total Note Gold, is then calculated as a per­
centage of the total note Circulation. The table shows 
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how this percentage- has moved throughout the whole 
period. During I 92o-2 2 it was being steadily pulled up 
from 25 per cent. to about 33 per cent., which as it 
happens is just about the same figure as in pre-war 
days; but from I92S onwards this percentage has been 
steadily reduced till in November 1930 it was only 
about 26 per cent. This result is of course in a way an 
accident. As a matter of fact since about I 92 2 the total 
note issue has not been reduced at all. What has hap­
pened is that the amount of notes in the Reserve has on 
the whole been increasing, and this produces a rather 
interesting result. Our system of control of the bank­
note issue was originally laid down by the Bank Act; 
I 844, and has not been substantially modified by the 
I 928 Act. The principle of it- is a fixed fiduciary issue, 
now £26o,ooo,ooo, and all above that must be covered 
by gold. The result is that the smaller the total issue 
the larger is the proportion which the fixed fiduciary 
issue bears to that total, and therefore the smaller is the 
proportion of gold to the total. If, however, the total 
issue remains substantially unchanged, but the number 
of notes belonging to the Banking Department in­
creases, then a similar result is produced. The smaller 
the Circulation the smaller is the proportion of gold 
held against the notes, because the fiduciary issue re­
mains unchanged and the balance which must be 
covered by gold bears a smaller proportion to the total. 
Thus the rather curious result is arrived at that the more 
notes there are in the Reserve the smaller is the proportion 
of gold required against the /;ank-notts in circulation. 

It is certain that such a result was never foreseen by 
the framers of the 1844 Act, but it would be interesting 
to know whether it was realized by those who were 
responsible for leaving the principle of the original Act 
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untouched when they passed the new Act of 1928. 

Whether they knew it or not, the fact remains that we 
have hit on an exceedingly astute device for reducing 
the amount of effective gold cover required for the 
bank-notes in circulation. The curious fact is that even 
those people who watch the Bank Return every week, 
regarding it as the barometer of the financial position, 
pay no attention at all to this factor. 

Turning now to credit, the difficulty is to know what 
statistical tests to apply. There is, of course, the Weekly 
Return of the Bank of England, and we have also, since 
the beginning of I 9i 1, a monthly average account of 
the Joint Stock Banks from which it is possible to follow 
the changes in their position. Finally, we have the 
Clearing House figures. What can be made of these 
statistical materials? 

Taking first the Bank of England, Section B of 
Table V gives their figures for one week in each quarter 
from I920 to date, while the crucial figures are shown 
monthly on Diagram II. The best test of the position 
of the Bank of England is the 'Proportion', i.e. the per­
centage which the Reserve bears to the total deposits. 
Perhaps it would be well to make it perfectly clear at 
this stage what the Bank of England 'Reserve' is, 
because there is a good deal of popular confusion on 
this point. The confusion is natural because as a matter 
of fact practically all the gold in the Bank of England 
is kept in one fund and in one place, namely, the vaults 
of the Issue Department. There is a very simple physi­
cal reason for this. Storage accommodation for a matter 
of millions of gold is a very large undertaking. To have 
two separate sets of vaults for the Issue Depart~ent and 
the Banking Department respectively, would be sheer 
waste of money; and since I 844 the practice has been 
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for the Banking Department to put all its gold into the 
Issue Department and take out notes for the value. 
These notes, however, are nothing more than a con­
venient form of receipt granted by the Issue Depart­
ment to the Banking Department for that amount of 
bullion or gold coinage. 

As a matter of fact, however, this single fund of gold 
lying in the Issue Department really belongs to two 
different sets of people. Part of it is the gold held (along 
with the securities and silver for the fiduciary issue) 
against the bank-notes in circulation, i.e. in the hands 
of the public, which we have called the Note Gold. The 
rest belongs to the Banking Department, and is the 
great bulk of the funds they hold against their liabilities 
to the public and the Government, who make up the 
depositors in the Banking Department. In addition to 
this the Banking Department holds a very small quan­
tity, usually less than a million, of gold and silver coin 
in their own hands, and this and the notes representing 
their gold in the Issue Department make up the 
'Reserve' of the Banking Department. In order, there­
fore, to avoid confusion between this Reserve of the 
Banking Department and the gold held in the Issue 
Department against the bank-notes in circulation, it is 
desirable to use the name 'Note Gold' for the latter as 
against the 'Bank Reserve' for the former. 

Now this Reserve of the Banking Department is the 
key to the whole position of the money market at any 
time. It is shown every week in the Bank's Weekly 
Return, and is watched like a barometer by the whole 
money market, not only in London but throughout the 
world; and the test which they constantly apply to it is 
the Proportion or percentage which the Reserve bears 
to the total deposits in the Bank of England. The Bank 
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itself watches this proportion, which they regard as the 
test of their position; and if they find that it is sinking 
lower than they like, they raise the Bank-Rate. The 
various causes which may lead to a drain on the Re­
sc;rve, and the effects which are produced by raising the 
Bank-Rate are described in the Mechanism of Exchange.• 

Turning now to Diagram II the position with regard 
to the Proportion and the bank-rate is shown monthly in 

·the two bottom lines, and the first point to be noticed 
is that these two lines move in opposite ways; when the 
Proportion is low the bank-rate is high, and vice versa. 
To complete the picture it is necessary to recall what 
was the normal position before the war. That, as well 
as what happened during the war, will be found in a 
similar diagram in the Mechanism of Exchange, and the 
facts may be briefly summarized here. Before the war 
the Reserve was normally about so per cent. of the 
Bank's liabilities, but during the war it fell off very 
badly, though it was never quite as low as it was in I 920. 

Diagram II shows the main tendency of the Propor­
tion throughout the whole period, as well as certain 
definite seasonal movements; the Reserve is always 
smallest at the end of each year, but on the whole the 
Proportion has been rising from the low point at the 
end of I 920 throughout the whole period. There are, 
however, certain conspicuous departures from the ordi­
nary movement. Thus, in 1925, there was a sharp 
upward movement in July, followed by a quick reaction 
to the normal low point at the end of December. In 
1926 there was a considerable upward movement, fol­
lowed again by another big rise in I 92 8 and the first 
part of 1929, which for the first time since the war 
carried the Proportion above so per cent, i.e. back to 

1 See Chapter XII. 
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pre-war normal. But- in July I 92 9 there was a tremen­
dous fall which dragged it down again to nearly 20 per 
cent. till the end of the year, when once more there was 
a sharp rise to the post-war record figure ~f 6o-S per 
cent. in March I 9 30. Though this high level was not 
maintained throughout the summer of I930 it was 
again almost reached in November. 

The interpretation of all- this is briefly as follows: 
In I920, as the result of the war and post-war boom 
and consequent inflation, the Reserve had been carried 
down to a dangerously low point, and in April I920 the 
Bank was forced to raise the bank-rate to the emergency 
level of 7 per cent. in order to stop the inflation, which -
it did with disastrous success. Immediately they had 
achieved their purpose, however, as witnessed by the 
upward movement of the Reserve, they began to reduce 
the bank-rate, and did so steadily until in September 
I922 it was down to 3 per cent. From I92I to I92S 

the Bank was slowly accumulating a Reserve which it 
was hoped would be sufficient to justify the return to 
the gold standard; and in February I92S the bank­
rate was again raised from 4 per cent. to S per cent. for 
this purpose. The return to the gold standard passed,_ 
off very quietly and the bank-rate was reduced to 4 per 
cent. in October 1925, though there was a sharp drop 
in the Proportion in November which necessitated the 
raising of the rate again to S per cent. in January. From 
then till I 919 the Reserve made very satisfactory pro­
gress; but in June of I919 a new trouble arose through 
the heavy withdrawals of money from London for use 
in the New York Stock Exchange boom; and the 
Reserve fell to such a low point, in spite of the raising 
of the rate to sl per cent. in February, that it became 
absolutely necessary to take stringent measures for the 
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protection of the Reserve and the bank-rate was raised 
to 61 per cent. in October. That, however, was 
immediately followed by the great crash in \Vall Street 
in October 1929, and the return flow of money from 
New York soon restored the Reserve and made it 
possible to drop the bank-rate steadily till it again 
reached 3 per cent. Thus during 1930 we have on the 
whole had a very low bank-rate and a very high Reserve, 
which are the invariable signs of easy money in Lombard 
Street. 

In all this there is no sign of any attempt by the 
Bank to force prices down by restricting credit, except 
during the inevitable deflation period of I 920. The 
action of the Bank in I 92 5 was admittedly due to the 
desire to return to the gold standard; but if it is to be 
argued that that was the cause of the fall of prices 
during 1925 it is difficult to see why during 1927,1928, 
and the first part of 1929, the fall of prices was so 
definitely checked, when as a matter of fact the Reserve 
was piling up steadily to record figures. As to the action 
ofth_e Bank in the autumn of 1929, it is clear that this 
was nothing but self~efence against the withdrawals 
for America, and that the pressure was relaxed the 
moment the strain was relieved. The point is that the 
bank-rate had begun to fall again before the real fall of 
prices began, and it has been falling practically ever 
since. The serious fall of prices therefore has taken 
place during the period when the bank-rate was low 
and the Reserve was high. . 

It may, however, be said that the effect of the Bank's 
action is shown not merely in its own figures but in the 
far larger figures of the Other Banks, and fortunately 
it is possible to test this argument also by statistics. 
The monthly returns of the Joint Stock Banks give a 
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good deal of detailed-information, but the outstanding 
facts are the amount of their Deposits, the proportion 
which their Cash and Call money bears to the total 
deposits, and the percentage of Discounts, .Loans, and 
Advances on deposits. The figures on these points are 
given quarterly in Section C of Table V, and it will be 
seen that these two percentages show remarkably little 
change throughout the whole period. 

We are therefore fairly safe in assuming that the 
deposits themselves are the best test of the position of 
the Other Banks, especially in view of the theory of 
which so much has been made since the war that these 
deposits really represent in large· measure loans made · 
by the banks to their clients.r On Diagram II there is 
a line which shows the monthly figures of the deposits 
of the Big Five since January 1921. Here again it 
is necessary to indicate the previous history of the 
deposits. Prior to January 1921 we had only half­
yearly figures, which were not made up quite on the 
same basis as the new monthly average. The process 
known as window-dressing could be applied more con­
veniently to a half-yearly balance-sheet than to an 
account which has to be made up every week for a. 
monthly average, but there is no reason to suppose that 
this would alter the general trend of the line which is 
very clear.z From December 1913 to December 1920 

the deposits of the five principal Joint Stock Banks, 
now known as the 'Big Five', rose from ls66 millions 
to {.1, 6 2 8 millions, so that the point at which the monthly 
line on the diagram begins a anuary 1921) is prac­
tically the peak of the rise which took place during the 
war and the post-war boom. The line on Diagram II 

1 See Mtdtnisftl 1/ Ezd1411gt, p. 170. 
1 See Table X and large diagr;_am at end of Mu.U.isftl '.{ Ezd1411gt. 
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is therefore a complete record of post-war develop­
ments; and again its evidence is very clear. It shows 
first the marked seasonal movement in each year, with 
a high point at the end of the year and another not so 
high at the half-year; but apart from this seasonal move­
ment there is also a very definite trend throughout the 
whole line. From the high point in January I922 there 
is a marked decline to I92J, but since then there has 
been a slow but steady upward movement to which there 
are only two exceptions. Thus throughout I 924 and 
I92S the line as a whole showed no rise; but from I926 
onwards the rise was very steady until again at the end 
of 1929 there was a marked failure to rise to the usual 
high point at the turn of the year; but this has now been 
more than made up by a rapid rise in I 930, and the 
June and December figures are the highest ever re­
corded. The slackening of the rise in I 924-5 is 
obviously connected with the return to the gold stan­
dard, while the check at the end of I 929 is as obviously 
connected with the shipments of gold to America before 
the Wall Street crash and the consequent stringency 
of the London Money Market. The marked recovery 
during the summer of 1930, however, is in striking 
contrast to the sharp fall of prices during that period, 
and gives no support at all to the idea that that fall was 
due to lack of credit facilities. 

There is one further section of the London Money 
Market which ought to be included in any such 
survey, but which unfortunately cannot be treated in 
the same way because there are simply no statistics. 
This is the Outside Money Market composed of the 
Discount Houses and Accepting Houses and all the 
other machinery of foreign banking which makes the 
London Money Market the centre of the financial 

• 
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world. Some of the big Discount Houses publish their 
annual balance-sheets, but there is nothing like the 
monthly return of the Other Banks, and that line of 
inquiry must therefore be allowed to go by default. 

There is, however, another source of information 
which is perhaps the best indication of all of the turn­
over of money, namely the quarterly returns of the 
Bankers' Clearing House. These figures since 1920 

are also included in Table V (Section D) and are shown 
on Diagram II. As in the case of the Deposits the line 
shows a distinct seasonal movement and also a general 
trend throughout the whole period, and it may be added 
that the pre-war history is also the same, the whole of. 
the war period (except the first six months) and the 
post-war period to March 1920 showing a steady rise. 
From the peak in 1920 shown in Diagram II there was 
a fall through 1921, but since then there has been 
a steady upward movement again, which was only 
checked for the first time in the first quarter of 1 9 JO, 
the figure for that quarter being just a little lower than 
in March 1929. Since then it is true there has been 
a decline which is definitely more than seasonal; but that 
was inevitable in view of the general depression which 
has affected all markets and particularly the Stock 
Exchange. 

All these figures then show no sign of contraction of 
credit; but it may be argued that, while there has been 
no contraction, the rate of expansion has been slowed 
down. A great deal has been made lately of the argu­
ment that the world's production of goods is increasing 
at the rate of J per cent. per annum, and that the volume 
of money must keep pace with that rate of increase.1 

As a matter of fact, however, the rate of increase of the 
I See Gold DcJeptiODI Report. 
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deposits of all the banks before the war was not so rapid 
as that, and if the rate of increase of the Big Five since 
the war is compared with that of all the banks before the 
war the comparison is not at all unfavourable. 

On the whole therefore the writer cannot see in these 
statistics any evidence that the volume of credit has 
been unduly restricted. The restriction in I 920 was a 
necessary evil, for every boom must burst some day; 
and the only criticism of the official policy with regard 
to the post-war boom was that it was not checked soon 
enough, and that when the brake was applied it was put 
on too hard. As to the I 92 s-6 period, the check on 
credit was part of the price we had to pay for the return 
to the gold standard, and looking back over the facts now 
it does not seem that the penalty was very severe. The 
main point is that the period of restriction passed, and 
a healthy rate of recovery had been established from 
I926 to I929, which was again unfortunately checked 
by the developments which ended in the Wall Street 
crash. No one will seriously contend that the Bank 
could have done other than it did on 2 6 Septem her I 9 2 9, 
when faced with such a fall of the Reserve. As a matter 
of fact the Bank delayed action as long as it possibly 
could, and a great deal longer than it would have done 
under similar circumstances in former years. In any 
case, whether by good luck or good guidance, its action 
was very quickly effective. In some quarters in America 
it is alleged that the Bank's action was the cause of the 
Wall Street crash. However that may be, the crash 
itself very quickly stopped the drain of money to 
America, rendering the high bank-rate no longer 
necessary, and it was quickly and continuously lowered, 
with the result that the credit position has since become 
extremely easy. 
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It is not in the least inconsistent with this to say that 

in another sense of the word there has inevitably been 
a serious restriction of 'credit'. In a period of falling 
prices and trade depression confidence gives place to 
uneasiness and distrust, which in some cases proves to 
be justified. There have of course been failures, rather 
numerous in some trades, and these naturally make 
every one, including the banks, more cautious. Traders 
may be asked to reduce their commitments, and the 
banks become more exigent in their requirements as to 
margins, &c. It is one of the misfortunes of our sys­
tem of loans on commodities and securities with a 
margin, that when prices fall the borrower finds his 
margin gone, leading in many cases to forced sales and 
a further fall. As prices go l~wer anxiety increases; 
rumours get about that certain firms are in difficulties, 
and sometimes these prove to be true, while in other 
cases they are shown to have arisen out of the most 
trifling incidents and to be entirely unfounded. 
Naturally in such conditions every one tries to restrict 
credit, and the banks are of course the most prominent 
in the movement. -

Such a development, however, is no evidence of a 
reduction in the volume of credit available-it only­
means that the banks, like every one else, are more 
critical and selective in giving credit. This then is as 
much the result of falling prices as the cause. 

It seems therefore a reasonable conclusion that. the 
fall of prices since October I929 has not been due to 
scarcity of money in any sense of the word, so far as 
this country is concerned. It may be argued, however, 
that all this evidence relates only to England, which has 
admittedly learned a great deal from the history of the 
war and post-war period as to the possibility of manag-
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ing her monetary system on a smaller margin of gold. 
The worst critics of the Bank seem nowadays to admit 
that the policy of concentrating the whole of our gold 
in the Bank instead of having most of it in circulation 
has been a success. The result is that, with just about 
the same amount of gold, we have more than twice as 
much currency in circulation, and twice as much gold 
in the Bank's Reserve, which is the proper place for it.• 

• That means a very substantial economy in the use of 
gold, and if every other country were doing as well it 
would more than set off the total decrease in the world's 
production of gold. 

But it is said other countries are not doing the same; 
and in particular certain countries have, since the war, 
been accumulating enormously increased reserves of 
gold, of which two are usually selected as outstanding 
examples, namely, the United States and France. Here 
again facts are essential. As will be seen from Table VI 
in the Appendix, almost every country (except Russia 
and Austria) has increased its gold reserves since pre-war 

1 Before the war the total issue of Bank of England notes ave~aged 
about £6o millions, and the total gold in the Issue Department about 
£so millions, of which about £30 millions on both sides belonged to the 
Banking Department, leaving an average amount of Note Gold of about 
[.to millions against a Circulation of about [.30 millions. In addition 
to this there was, according to the Cunliffe Committee's first report 
(1918, Cd. 918:z), about [.123 millions of gold in circulation. Thus 
the total circulation of gold and notes was about {.1 53 millions, of which 
{.1 33 millions or 87 per cent. was gold. To-day we have a total note 
issue of about £-t-:zo millions and a total gold of about [.I6o millions, of 
which about £64 millions on both sides belong to the Banking Depart­
ment. Thus the Note Gold is now about £96 millions or 27 per cent. 
of the total Circulation (£3 56 millions), and there is no gold at all in 
circulation. At the same time the Bank's Reserve, which before the war 
averaged about [.30 millions, has been above £6o millions during the 
greater part of 1930. 
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days; but the increases are so large that they obviously 
require examination. In the first place the total increase 
from $4,932 millions at the end of 1913 to S10,867 
millions in 1930 (i.e. {.1,220 millions) is not much 
less than the world's total gold production· during the 
whole period (see Table I, 1914 to 1930 ·inclusive, 
[.I ,J 7 s millions) •. The explanation is obvious: the in­
creased gold reserves have been largely achieved, as in 
England, by withdrawing gold from circulation.• 

It is complain~d, however, that the gold reserves 
have become very unequally distributed throughout 
the world, and particularly that the United States and 
France have acquired far more than their pre-war share.· 
It is true that these two countries between them now 
hold nearly 6o per cent. of the world's total as against 
40 per cent. before the war, but taking every country's 
holding in 1930 as a percentage on 1913 the position 
is rather different. From this point of view the worst 
offenders are apparently (in order) Japan, Spain, Great 
Britain, Switzerland, Belgium, and Australia, while the 
United States and France come well behind all these. 
In· our own case we know that the apparent increase is 
almost entirely due to the withdrawal of gold from 
circulation. As to the others, an examination of the 
1920 figures probably gives the key to the position. 
Neutral countries (and from this point of view Japan 
was in a similar position) inevitably acquired huge gold 
holdings during the war; but most of them, like Hol-
land, have not maintained these high figures. · 

Since the war, the one country that has naturally 
attracted large quantities of gold is America, and it is 
difficult to see how that could have been avoided in the 

1 The Gold Delegations Report gives actual figures. See Annex 
XIII, Appendi:r: II. 

D 
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circumstances. It has certainly not done her much 
good~ As to France, the position is quite clear. After 
the war she managed somehow to accumulate large 
reserves of foreign credit; but as soon as she had at last 
succeeded, in I928, in stabilizing her currency (at a 
level of about one-fifth of pre-war) she began to draw 
these credits back, and a considerable part of the money 
has been taken in gold. It is very doubtful whether this 
has been the result of any deliberate policy on her part, 
which indeed is officially repudiated. On the contrary, 
her recent refusal 1 to accept anything but fine gold, thus 
particularly excluding English standard gold of I I/ I 2 ths 
fine, is explained as a definite attempt to place obstacles 
in the way of gold imports, especially from England. 

Again, there is a curious feature in the comparison 
of the United States and France on the one hand with 
the rest of the world on the other-the gain of the 
former has not been to any large extent at the expense 
of the latter, and their gain has been so great that it 
obviously cannot be attributed to new gold. It must 
therefore be due to the whole world economizing in the 
use of gold by concentrating it in their Central Banks 
instead of using it as currency, or leaving it in the hands 
of commercial banks, as was the case in Australia and 
the Argentine; but all the world has benefited by this 
in being able to maintain their gold reserves against the 
drain to the United States and latterly to France. It is 
difficult therefore to see why the rest of the world, with 
far larger gold reserves than they had before the war, 
should be worse off merely because the United States 
and France have increased their reserves still further. 
That is not to say that the whole world might not be 
better off if the total gold holdings were better distri-

1 Revened in January 1931. 
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buted throughout ~e world, but it does not support 
the argument that the rest of the world is suffering 
from too lillie gold. 

Again it is argued that this accumulation of gold in 
France and the United States is sterilizing gold, because 
these reserves have not been made the basis of a corre­
sponding volume of increased credit. It is unfortunately 
impossible to follow this argument into every country 
by the same statistical methods as have been adopted 
above for England; but the National City Bank of New 
York recently published statistics• showing the increase 
of the Net Deposit Liabilities of American banks as 
compared with the U.S. gold holdings as follows: 

Ju.e 30 

1920 1922 1927 1928 1929 ----
Net deposit liabilities . 36,929 37,04-f. 51·4-38 53·387 53.4-f.l 
Total gold in Treasury and 

Federal Reserve Banks • 2,505 J,J68 4.179 J,7J2 3,956 

Per cent. 6·8 9"1 8·1 7"0 7"4 

That does not look like 'hiding their light under a 
bushel". America no doubt realizes now that the great 
influx of gold, which, in spite of all her efforts to pre;. 
vent it, did lead to a great expansion of credit, was a 
very mixed blessing, because it directly contributed to 
the great stock-exchange boom which broke in October 
1929 with such disastrous consequences. 

It may be worth while here to enter an objection 
against the popular idea that large gold reserves are 
a good thing in themselves. They may be necessary, 
but it is well to remember that they are a very expensive 
luxury, for they are the one form of wealth which yields 

1 MmAIJ Rnlintl '.1 Ec-ic C.Jititnu, October 1930. 
DZ 
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absolutely no income and costs a great deal to store. In 
view of this, would it be going too far to suggest an 
entirely different view of the whole matter? The real 
truth is that since the war most of the world has learned 
to economize gold by doing without it in currency; and 
this has set free_ a large amount of gold which has found 
its way into the Central Banks, and, but for the willing· 
ness of America to 'hold the baby', might have created 
a plethora of gold in all the Central Banks. America, 
however, did not adopt this role intentionally; she had 
no alternative, because she will not accept payment in 
goods owing to her tariff policy. The only course open 
to her therefore was to take gold, or else forgo payment 
for the time being by lending her debtors each year the 
amount they owed her (and a great deal more). Now 
France has unwillingly found herself in the same posi· 
tion, and how long can she afford it? Her gold holding 
of about £420 millions is costing her in loss of interest 
about£2o millions per annum. What gain is there to set 
off against such a loss ? 

To sum up: Is there any evidence in all this that the 
recent fall of prices is the direct result of a scarcity of 
money resulting from reduced supplies of gold? So far 
as the evidence goes, the writer feels driven to the con· 
elusion that, as far as England is concerned, the verdict, 
up till now, must be the Scotch verdict of'Not Proven'. 
As to other countries, complete evidence is not avail· 
able; but there is a strong presumption that what is 
happening there is similar. So far as gold is necessary 
for banking purposes, there is more gold available to. 
day than there has ever been before; and the fact that 
it is now concentrated in the banks, instead of being 
adrift in the pockets of the people, greatly increases its 
efficiency. 
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There is therefor'? no proof that our present trouble 

is due to the scarcity of gold or to there being 'too little 
money'. The next step therefore must be to look in 
other directions for any alternative explanation of the 
fall of prices. 

NOTE. 

Readers who wish to follow the subject farther should consult the 
Report of the Gold Delegation of the League of Nations with its 
Annexes, which contain a mass of facts and many arguments on the 
whole question. Most important of all is Annex XIII by Mr. A. Love­
day, Head of the Economic Intelligence Service of the League of 
Nations Secretariat, in which he analyses the whole position of both 
supply and demand, and the relation of gold supplies and reserves to the 
supply of money of all kinds. One sentence may be quoted from his 
conclusions: 'Whether the gold situation has had any effect or any sub­
stantial effect on prices up to date is therefore a point on which doubt 
may reasonably be felt. But the surplus gold stocks are not such as to 
permit the absorption of new gold by one or two countries to continue 
for any considerable period of time without world-wide repercussions.' 



Chapter Four 

AN ALTERNATIVE THEORY 
The things which have suffered most-Increased supplies-Reduced 
consumption, especially in U.S.A.-The Wall Street Crash-The 

remedy, increased consumption or reduced production. 

I N discussing· the causes of any movement of prices 
which seems to be fairly general there are always two 

distinct lines ofinquiry to be followed. The one, which 
we have adopted first in this case, points to monetary 
causes; the other may best be described as relating to 
the conditions of supply and demand. The distinction 
may be put in another way. The latter causes may be 
described as affecting the 'Values of particular com­
modities, while the former produce changes in the 
general level of prices; and it is only necessary to remind 
the reader that such changes in the general level of 
prices do not necessarily involve changes in the values 
of particular commodities. If prices fell or rose equally 
all round at the same time there would be no change in 
the relative value of anything, except money. But such 
ideal conditions are never attained. Even when a change 
in the general level of prices is due to monetary causes 
there are always certain classes of economic producers, 
mainly those in receipt of more or less fixed incomes, 
who owing to their position are able to offer greater 
resistance to a fall in prices, with the result that for a 
time at least they benefit. 

There is danger, however, of confusing this cause of 
unequal price movements with the other state of affairs 
where the relative values of particular commodities may 
be altered because the conditions of supply and demand 
ruling them have been subject to changes which have 
not affected other commodities. The purpose of this 
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chapter is to inquire whether the fall of prices since 
October 1929 belongs to the second of these categories. 

It has already been pointed out that the fall of prices, 
though fairly widespread, is by no means universal. On 
the whole it has affected most severely the prices of raw 
materials, but not even these uniformly. Thus iron and 
steel as well as coal have been very little affected, but 
most other metals have suffered very severely. Cereals, 
especially wheat, have been among the worst sufferers, 
but other foods have been much less affected. All textile 
raw materials have had a bad fall, and rubber is perhaps 
the worst of all. 

Such an uneven distribution . of the fall obviously 
suggests an inquiry into the conditions of supply and 
demand affecting these particular commodities. The 
worst sufferers are wheat, sugar, cotton, wool, flax, 
hemp, jute, silk, copper, tin, rubber, and silver; and the 
inquiry at once brings out two rather striking facts on 
the side of supply and of demand respectively. 

In the first place it appears that the supplies of nearly 
all of these commodities have in recent years been in­
creasing markedly. A recent publication of the London 
and Cambridge Economic Service• gives statistics of 
the production of certain staple commodities from 1924 
to 1929, and it is remarkable that in the cases of copper, 
tin, lead, spelter, rubber, and tea the production in 1929 
was the highest shown in the table, while sugar was 
very little below the record of 1928. ·Again, the same 
publication gives a record of the stocks of these com­
modities with some others, and here also the record 
stocks are in almost every case within the last twelve 
months. In the case of cotton the position is rather 

1 Royal Economic: Society, Memorandum No. 24o Bttds of 8111pk 
C1111111Miils, b7 J. M. Ke;ynet and others, October 1930. 
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complicated. Of American cotton the supply during 
the last three years has been by no means record break­
ing, but the Carryover at the end oflast season was fairly 
large and it has since been piling up in a remarkable 
way. In the case of Egyptian, however, supplies have 
been increasing steadily in recent years and the Carry· 
over at the end of last season was record breaking. 

On the production side, therefore, there is at least a 
strong presumption that increased supplies had a great 
deal to do with the fall of prices, and on the consumption 
side it is not difficult to find evidence pointing in the 
same direction. It is at least a striking coincidence that 
of all the commodities mainly affected the consumption is 
'Very largely in America. Statistics to test this are not 
readily available, because very few countries take statis­
tics of their. consumption as such, and only a very few 
trades have, like cotton, complete statistics of the world 
consumption. Statistics of imports alone would not al­
ways be a complete index, e. g. in wool, because one 
would have to take into account not only the local pro­
duction of wool and the imports of raw wool, but also 
the imports of finished goods. We must therefore be 
content with a general statement which should, however, 
be sufficient in many cases, e. g. the United States are the 
largest consumers of rubber, taking over 6o per cent. of 
the world's total production, while they are also very large . 
users of copper, lead, zinc, sugar, wool, silk, a.1d cotton. 

Now there is no doubt at all that the direct effect of 
the Wall Street crash has been a serious restriction of 
consumption of all kinds of commodities in America. 
The writer could very easily give a detailed illustration 
of this from the position in regard to cotton, but the 
result may perhaps be accepted that the consumption 
during the summer of 1930 has not been much more 
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than half what it was a year ago. There is very little 
doubt that the consumption of other commodities was 
affected in the same way. That was inevitable because, 
apart from the effects of the slump in speculative losses 
and the effects on all her great industrial centres, 
America herself is a very large producer of these raw 
materials, and these producers are very hard hit by the 
fall of prices. This particular effect is unfortunately not 
confined to America. The producers of raw materials 
all over the world have suffered equally by the fall of 
prices of their commodities, with the result that their 
purchasing power is affected and the thing becomes a 
vicious circle. . 

The trouble, however, does not end here. One of the 
worst effects of a period of falling prices is that it 
breeds lack of confidence in ·prices themselves, even 
when prices have fallen to such a level that commodities 
are obviously attractive as an investment. Cotton, for 
example, has for some time been admittedly far too 
cheap, being well below pl"e-war prices and definitely 
below the cost of production, yet there is no sign of a 
real recovery of consumption such as took place in 
1926-7, when prices though much cheaper than they 
had been were not so low as they are now. The one 
thing that tends to check buying, and therefore to pre­
vent the recovery of prices, is the fear that they may go 
lower still. This lack of confidence in prices therefore 
becomes an argument in a circle. No one will buy 
because they are afraid that prices will go lower still, 
and just because no one is buying prices do fall farther. 
It takes a great deal of courage to buy on a falling mar­
ket, and in spite of the heavy fall of so many commodi­
ties there is still no sign of returning confidence that 
prices have grounded. The price of wheat is perhaps 
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the best illustration of this, for it has been making new 
low records almost every month, and the New York 
Stock Exchange seems to be marching in step with it. 

Is it then going too far to suggest that this latest fall 
of prices is to a large extent directly attributable to the 
Wall Street crash with its world-wide repercussions? 
Is it not ·arguable that world prices of many of these 
commodities have been held up for the last two or three 
years by the artificial prosperity of the United States, 
due to the speculative boom which became so marked 
in I 92 8-9?. In the case of American cotton there is no 
doubt that the huge consumption in the United States 
up till last year was a big factor in the world position, 
and the restriction of that consumption in 1930 was 
largely responsible for the fall. In the motor trade it is 
well known that America's demand has fallen off very 
seriously since the crash. It seems reasonable to assume 
therefore that motors and cotton, which may be taken as 
representative of luxuries and necessaries respectively, 
are typical of a general restriction of consumption in all 
sections of the United States and in all commodities. 

It may not be advisable to come to any dogmatic con­
clusions on the whole question until further develop­
ments are seen. If the writer's theory about America is 
correct the turn will come as soon as America begins 
to recover, and that, if previous experience is any guide, 
may not be very long, because in other cases, e. g. in 
I 92 I, America has shown astonishing power of re­
cuperation. For the present, however, the writer feels 
strongly inclined to the view that this new fall of prices 
is merely the last stage of the decline from the giddy 
heights of the post-war boom, that the slow downward 
movement should have continued, but was checked by 
the fictitious prosperity of America in 1928 and 1929. 
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When that came to an end with characteristic violence 
in October 1929, the fall was all the more rapid for 
having been delayed and, as usual, it has in many cases 
been carried too far. Many commodities, like cotton, 
have been carried below pre-war prices, and. well below 
the actual cost of production under present conditions. 
In these cases the reaction is bound to come; but it is 
impossible to say just where the new point of equi­
librium will be struck, for the trouble is that the prices 
of staple raw materials must bear some relation to their 
cost of production, and the cost of production of a 
commodity like cotton consists largely of wages which 
depend on the cost of living. Now half the trouble in . 
the present crisis is that the prices of manufactured 
goods and the cost of living generally have not come 
down to anything like the same extent as the prices of 
raw materials. This is, of course, largely an argument in 
a circle. If the prices of raw materials are to remain 
anything like where they are now, the prices of the 
finished goods will fall farther in course of time, and so 
will retail prices, with the result that the cost of living 
will be reduced. But until that happens wages cannot 
be materially reduced; and so the vicious circle goes on. 

Incidentally, this bring us to the subject of the next· 
chapter-Possible Cures-for one of the first things 
that will help to solve the present difficulty is a reduc­
tion of retail prices, so that increased consumption may 
be induced and the present surplus of raw materials 
gradually worked off. There is little doubt that we are 
still suffering from the habits of the war and post-war 
period of high prices. In pre-war days the producer had 
only one standard in fixing the price at which he offered 
his goods; it must be the lowest possible competitive 
price. During the war competition for a time was the 
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other way about, buyers were competing with each 
other for insufficient supplies of goods, and the retailers 
have not quite got out of the habit of mind engendered 
by that period of high prices. They must get back to 
the idea that their chief business in life is to make their 
prices as low as possible, so as to tempt their customers 
to buy as much as possible. If such a policy were 
generally adopted there is room for a very large in­
crease of consumption in most directions, which would 
before long restore the balance of supply and demand. 

It would, however, be unfair to give the impression 
that the retailers alone are responsible for the failure of 
their prices to keep pace with the fall in the price of raw 
materials. As has been previously pointed out, there is 

. a long gap between the raw materials and the finished 
goods as delivered to the retailer, which is entirely un­
bridged by the index numbers of prices. That gap 
represents roughly the manufacturing costs and the 
distributing costs of the manufacturer, including the 
wholesale dealers or middlemen who pass the goods 
from the manufacturer to the retailer. It is said that 
high wages are largely responsible for the increased 
costs, both of manufacture and wholesale distribution. 
It is also said that high taxation, including the cost 
of social services, and heavy local rating have greatly 
increased the cost of production; and there is no doubt 
a good deal of truth in both these claims. But it is 
equally true that prices since the war have more and 
more come under the control of large trade organiza­
tions which in pre-war days would have been promptly 
characterized as monopolies. One of the most curious 
results of the war has been the complete change of pub­
lic opinion with regard to such price-fixing organiza­
tions. Before the war, to call any such organization 
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a monopoly was the last word in condemnation; but 
now such arrangements are called 'rationalization' and 
are quite generally regarded as the proper way out of 
our troubles. This again is partly true, but there is 
danger of overlooking the fact that many of these 
organizations have resulted in price-fixing arrangements 
which possess the fundamental disadvantage of any 
such arrangement, namely that it is very difficult to get 
agreement in the first place and very difficult to change 

. the prices once they are fixed, especially when prices 
are falling. It is almost beyond dispute that many of 
the big kartels have been strong enough to resist the 
recent downward movement, hoping of course that it . 
was only temporary; but that is very doubtful now and 
the lead recently given by the German and Italian 
governments in calling for drastic reduction of prices 
of manufactured goods wherever possible is one to be 
followed by every country. 

This again raises the question of other artificial 
restrictions on the free movement of goods throughout 
the world. It does not require arguing nowadays that 
monopolies flourish best behind a tariff wall; and the 
recent tendency to more and higher tariffs everywhere 
is no doubt one factor in the world position. Perhaps. 
no stronger illustration could be given of this than the 
recent imposition in America of a tariff of 7 cents per 
pound on imported staple cotton. That America, the 
largest producer of cotton in the world, whose exports 
of that staple have fallen off very seriously in the last 
few years, should reply by placing an obstacle in the 
way of other countries exporting their cotton may be 
human nature, but it is certainly not the way to remedy 
the present difficulty. Every tariff which adds to the 
cost of goods to the consumer is inevitably a discourage-
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ment to consumption, which tends to depress the 
balance of supply and demand in the wrong direction. 

In the meantime of course there will inevitably be 
a tendency to produce that equilibrium of supply and 
demand by reducing supply. In cases like cotton, which 
is an annual crop, this can be done fairly quickly, and 
there will certainly be a reduction of acreage in I 9 3 I. 
In almost every other commodity the question of 
restriction of supplies is being discussed; but in many 
cases that will take time, and in the meantime the prob­
lem is how to handle the existing huge stocks and pre­
vent their weight depressing prices still farther. It 
would be inappropriate here to go into the question of 
all the efforts that have been made by governments and 
by organizations of various kinds to meet this difficulty 
and to take stocks off the market. Some of these have met 
with some success, but in other cases, especially wheat, 
the final result is very doubtful. But these measures for 
dealing with stocks can only be palliatives. A new 
balance must be struck between actual production and 
genuine consumption; and in the present state of the 
world it will be a great pity if the balance comes down 
on the side of restricting production, for the world 
could do very well with all it can get of these staple raw 
materials, and any artificial restriction of supply is 
greatly to be regretted. It is this argument which gives 
the most serious importance to the whole question of 
falling prices. If it is true that the world's capacity to 
produce the goods which the world so _badly needs is 
being strangled by monetary difficulties, then the posi­
tion is simply intolerable. As long therefore as there is 
the faintest chance of that charge being true, it is 
necessary to consider what can be done to remedy such 
a state of affairs. 



Chapter Five 

POSSIBLE CURES 

Increased gold production-Economies in use of gold, More silver 
against notes, Cheaper cheques-International gold ~ovements, the 

Bank of International Settlements. 

I N the previous chapter we have indicated what may 
be called the immediate cure for the present situa­

tion, namely, the reduction of retail prices so as to pro­
mote increased consumption. If the major cause of the 
trouble has been large supplies and restricted consump­
tion, that ought to redress the balance in course of time;. 
but the position is too uncertain to say dogmatically 
that that is the whole cause of the trouble and therefore 
all that is wanted to cure it. 

The fact remains that the ·world's gold supply is 
showing a tendency to diminish, and the previous ex­
perience of history has shown that that is a dangerous 
tendency. The argument in Chapter III was that so far 
there is no evidence that the diminishing gold supply 
has been the major cause of the fall in prices, because 
the world has learned to economize gold, and up till 
now that has met the difficulty; but it does not follow 
that the same methods will always be effective. The_ 
League of Nations Gold Delegation has pointed out 
that the supply of gold is likely to diminish still farther 
in the immediate future, and it is highly probable that 
the process of economizing gold has already been 
carried as far as possible under existing conditions. 
While, therefore, the verdict so far has been 'Not 
Proven', it may be necessary to follow it up with the 
caution 'Be more careful in future'. In other words, the 
danger of a world scarcity of gold is hanging over us, 
if it has not yet materialized, and it will not do to wait 
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till it does produce results so clear that they cannot 
be disputed, and then begin to think about possible 
remedies; for these remedies are highly controversial, 
and it is essential that we should be getting on with the 
controversy now, in case the need to apply the remedies 
definitely arises. 

The most satisfactory feature of the whole business, 
however, is that such remedies are available. The ex­
perience of the war and post-war period has quite 
definitely shown us what can be done to prevent a 
scarcity of money by economizing the use of gold, and 
there are many further developments on the same lines 
still possible. Before going on to these it must be 
pointed out that it is not impossible to do something on 
the other side of the equation, namely, increasing the 
world's supply of gold. As a matter of fact, a heavy fall 
in prices is of itself an encouragement to increased gold 
production, because the price of gold remains fixed and 
the cost of production must fall to some extent with the 
reduced cost of all its materials and machinery, and 
ultimately of labour as the cost of living falls. We saw 
the reverse action of these prices during the war period 
of high prices, r and there is no doubt that it would work 
both ways; but this is a slow process, and in the mean­
time there is always the possibility of the gold mines 
approaching exhaustion. 

Even that, however, does not finally dispose of the 
question. There is gold in the world still undiscovered, 
and it must be remembered that the possibility of dis­
covering new gold-fields is not entirely a matter of 
chance. It is said, for example, that the discovery of 
the Klondike fields was directly due to the fact that the 
silver mines in America were no longer paying, and that 

1 See MtcAanism of ExcAa11gt, p. 230. 
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many of the old prospectors, finding their living gone, 
deliberately set out to l.ook for gold and found it. There 
is reason to hope that if the governments of the world 
were to organize propaganda in favour of the search 
for further gold-fields it would lead to results, and 
this is a possible line of action that should not be 
overlooked. 

On the other hand, if the world is to be seriously 
short of gold, is it necessary that 4 5 per cent. of the 
total world's production should be swallowed up every 
year for non-monetary purposes? It should be possible 
to find means of discouraging the use of gold in in­
dustry and the arts, especially in luxury trades, say by 
imposing a tax on such uses, most of which are of a kind 
that would be fairly open to a tax as evidence of ability 
to pay. A much more material gain would be achieved 
if anything could be done to reduce the steady drain 
of gold to India and similar countries, and with the 
extension of banking habits that should not be im­
possible. 

The one thing to be deprecated is the possibility of 
any important nation returning t~ the idea of having 
gold in circulation. A gold currency is objectionable 
from every point of view; it is unscientific and ex­
pensive, and against the whole modern evolution or­
money, which has been away from the idea of using 
means of exchange which possess full intrinsic value. 
The advantage of bank-notes is that they do not require. 
full gold cover, and the whole tendency, especially since 
the war, has been to do with less gold against the notes. 
In practice most nations now use little more than a 
third, and the hope of the future is to develop that 
tendency still farther. . . 

The possibilities of further developments in the 
I 
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economizing of gold are numerous. In the first place 
the movement already noted in the direction of keeping 
a smaller percentage of gold against bank-notes should 
be encouraged. Popular opinion requires to be educated 
as to the real function of gold held against notes. In 
the old days when all notes were convertible into gold 
such a reserv_e of substantial proportions was really 
necessary, because the public might take it into their 
heads at any moment to become uneasy about their 
notes and so present them for conversion in large num­
bers; but that situation has been entirely changed by 
modern developments in two respects. In every case 
the reason for a run on the notes of a bank was that 
they had been over-issued, but that is almost impossible 
now, because the issue of bank-notes is under govern­
ment control in every country. The second reason is 
that in many countries the holder of bank-notes is not 
n~w entitled to demand gold in exchange. Perhaps the 
most astonishing thing in our recent monetary history 
is the absolute indifference with which this revolu­
tionary change in our system, made by the Gold 
Standard Act of I 92 s, was received by the public. 
Before the war the public's faith in the Bank of England 
notes had become unshakable, and it was founded on 
the fact that they could always get five golden sove­
reigns if they wanted them, but by a stroke of the pen 
this fundamental principle of our note issue was wiped 
out, and nobody seemed to take any notice. Under 
these conditions, what need is there for holding even 
so much gold against notes? It is true that any person 
who holds {.1,700 in Bank of England notes can still 
present them to the Bank and demand a 4oo-ounce bar 
of fine gold; but why should any sane man do such 
a thing? If he wants a little gold for industrial purposes, 
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all he has to do is to go to a dealer in Hatton Garden, . 
who will sell him gold in any quantity and of any 
standard that he requires. If, on the other hand, he 
wants to send gold abroad, the much easier way of doing 
it is simply to draw a cheque on his own b~k who will 
arrange the shipment with the Bank of England. 

The fact is, that the only thing that the public ever 
want in place of notes is silver for change, and it would 
be much more reasonable for the Bank to carry a con­
siderable stock of coined silver to meet any possible 
desire on the part of the public to convert their notes 
into coin. As a matter of fact, a small amount of silver is 
carried by the Issue Department, but they are not allowed 
to count this as part of the bullion held against the · 
notes; it is treated as part of the securities against the 
Fiduciary Issue. The history of this question is inter­
esting. In the original Bank Act of 184-4- it was pro­
vided that the Bank could hold one-fifth of the total 
bullion in the Issue Department in silver, i.e. they 
could hold silver to the extent of one-fourth of the gold; 
but this right had not been exercised for many years 
before the war, and it was only when silver became 
redundant after the deflation slump in 1921 that the 
government decided to put some of it in reserve against_ 
the Treasury notes. When these )Vere transferred to the 
Bank of England under the 1928 Act the right to hold 
this silver was restricted to ls l millions, which hap­
pened to be just about the amount they had in hand at 
the time. 

It seems to the writer that this showed a lack of 
vision and courage on the part of the framers of the 
new Act. They might have foreseen that in future less 
and less gold would be required against the notes, and 
that silver would serve the purpose in any possible 

a a 
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demand for change; for it must be remembered that 
silver is the only kind of coin that the holder of a bank­
note may now demand, because if he demands change 
for a l.S note, all he is entitled to is five [,I notes, and 
each of these is of course payable in silver, which is 
legal tender up to [,2. Had they then simply let the 
old provision of the I 844 Act stand, it would have been 
possible, as the public became used to the idea of never 
seeing gold, to introduce gradually more silver into the 
reserve held against the notes. Take, for example, the 
present position. On 26 November 1930 there was 
altogether [,IS6 millions of gold in the Issue Depart­
ment, of which [,6 S millions belonged to the Banking 
Department and [,9 I millions was Note Gold. If one­
fifth of the total had been held in silver, the position 
now would be that only [,6o millions of gold and [,3 I 
millions of silver would be held against the total note 
Circulation of l.JJI millions. That would be carrying 
still farther the process of economizing the use of gold 
as reserve against currency which we have already 
carried so far since the war. 

There is another way in which a still greater econ­
omy of gold· could be effected. The total amount of 
gold required against the bank-notes of course decreases 
as the total issue decreases because the Fiduciary Issue 
is fixed at [,260 millions. Now the circulation of bank­
notes has been falling steadily on the whole since the 
beginning of I 92 I, largely of course as the result of the 
downward movement of prices, for with lower prices 
we require less currency in our pockets to do our cash 
business. Even if this fall of prices were checked, there 
is another way in which the circulation of bank-notes 
might easily be still further reduced, namely by pro­
moting the further use of cheques through the reduc-
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tion of the stamp duty to the pre-war figure of a penny, 
or even by abolishing·it altogether •. There can be little 
doubt that the 'ld. stamp on cheques since the war has 
materially reduced the use of small cheques, and a great 
deal could be done to encourage the use of cheques by 
the ordinary person if they were made free of duty. The 
practice of paying salaries into the employee's bank 
account could then be developed to a much larger ex­
tent, and the use of cheques made a great deal more 
general, as indeed it is in many other countries such as 
our own colonies. 

There is a limit, however, to what can be done in 
economizing the use of gold in these ways. It would not 
take much more reduction in the Note Issue to bring 
the Circulation right down to the figure of the Fiduciary 
Issue, and it is doubtful whether the public is yet quite 
educated up to that. As a matter of fact, under the 
present system they would probably never notice that 
this was what was happening. There would always be 
some gold in the Issue Department, and as above 
pointed out the public pays no attention to the distinc­
tion between the total gold and what we have called 
the Note Gold. 

Even if the public were accustomed to the idea that 
it is not necessary to hold gold against the bank-notes, 
the world at large is still completely convinced that it is 
necessary for the Central Banks to hold a substantial 
fund of gold for the purpose of international payments, 
but is even that really necessary? The old idea that the 
normal method of adjusting the balance of trade between 
nations is to pay the difference in gold dies very hard, 
though it is of course no longer true. Gold is simply 
one of many commodities which are the subject of trade 
between nations. Some countries of course produce 
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gold like South Africa; others, like ourselves, deal very 
largely in gold, exporting and importing every year far 
more than they retain. Others again merely import 
a little when they require it or can afford it. For any 
country, however, to attempt to run up a normal excess 
of imports of actual goods every year and pay the 
balance in gold is quite impossible. The real equilibrium 
of indebtedness between nations is maintained not by 
the passing of gold but by the creation or extinction of 
debts either temporary or permanent. All the gold for 
example that has gone to America since the war has not 
come within probably I o per cent. of the amount of the 
indebtedness of Europe to the United States, both 
public and private. 

Gold, however, does still play a very important part 
in international trade. The need frequently arises for 
some immediate payment by one nation to another, and 
there is not time to wait for the debit balance to be 
slowly wiped out by increased exports. In such cases 
the possession of a reserve of gold enables that country 
to meet its obligations, or at least reduce its indebted­
ness, at once. An examination of the table of gold 
reserves in the Appendix will furnish some interesting 
examples of this, e. g. in the sharp reduction of the gold 
holdings of Australia in 1929 and Brazil in 1930. The 
popular belief still is, therefore, that a reserve of gold is 

. essential; and in the case of England, which is so largely 
concerned with the international trade of every country, 
it is essential that she should be able to stand a con­
siderable drain of gold. London always holds large 
amounts of foreign money, i. e. balances at the credit 
of individuals in many different countries, any of whom 
may at times find it desirable to withdraw that balance 
or part of it, either because they require it for some 
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unexpected purpose, or because the relative value of 
money in the two countries makes it profitable to do so; 
and such withdrawals may be partly in gold. Both of 
these movements have recently been witnessed to a 
material extent between England and France. Many 
French balances were withdrawn from London in the 
autumn of 1930, and a good deal of them was taken in 
gold; and this movement was again accentuated by the 
bank failures in France which led many monied people 
in France to strengthen their position by laying in 
more gold. 

As long as this is true there will be need for sub­
stantial gold reserves in the Central Banks of the World, 
but that is no reason why we should not consider the · 
possibility of developing a different system. After 
all it is not so long since we -in this country learned 
that it was not necessary to make large payments in 
gold or even bank-notes. Big transactions in the cotton 
trade were settled in that way until after I 90 5 when the 
use of the Clearing House became completely effective. 
Property transactions in many parts of the country are 
still settled by large payments in notes. We are 
gradually learning, however, that the use of cheques 
and the Clearing House is a much safer and simpler 
method; and the use of actual gold in internal transac_­
tions has of course dropped out altogether since the 
war. Is there any reason why we should not apply the 
same principle to settlements between parties in differ. 
ent countries? Why should we not have an Inter­
national Clearing House to do the same work for foreign 
trade as the clearing houses do for England? 

As a matter of fact, one of the financial consequences 
of the war is the creation of an organization which may 
very well develop into just such a clearing house, that 
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is the Bank of International Settlements at Baste. This 
Bank was established as part of theY oung Plan in 19 30 
to deal with German reparations. Its primary object is 
to settle the various payments of Reparations and war 
debts between the nations of Europe and America 
without the constant passing and repassing of funds. 
Thus German.reparations are paid periodically into the 
B.I.S., and are placed to the credit of the various Allies, 
in proportion to their shares of each payment. Each of 
the creditor countries can draw on this fund to pay its 
share of debt charges to other countries, but the ulti­
mate use which most of them make of their balance is 
to meet periodical payments to the United States. 
Thus all these payments are made without the passing 
of any gold at all. When the B.I.S. was founded it was 
clearly in the minds of its originators that the functions 
of the Bank might be still further extended on the same 
lines. Provision is made in the Constitution for any of 
the Central Banks to place funds with the B.I.S., upon 
which it can draw to make payments to any country, 
and there is no reason why this method of meeting 
international indebtedness should not be extended ad 
infinitum, so that in course of time all international pay­
ments would be made in this way 

There are of course many practical problems to be 
faced before this ideal can be realized. For example it 
would have to be arranged, and this would mean legisla­
tion in every country, that the balance held by each 
Central Bank with the B.I.S. would be regarded by it 
for balance-sheet purposes as equivalent to gold in its 
own safes. Behind all these problems, however, lies the 
dread shadow of War. What would happen to these 
balances in that case? It may be pointed out that in the 
case of anything less than another World War, the 
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existence of the B.I.S. would be of the greatest possible 
advantage, not only to the belligerents but to neutrals. 
One of the greatest difficulties with which every nation 
was faced in the last week of July 1914, and of course 
throughout the war, was the impossibility of making 
foreign payments, because the ultimate shipment of 
gold was impossible. In future wars, as long as there 
was a postal service left-and there are always aero­
planes-the whole business ·could be done through the 
B.I.S. by post, or it could even be done by wireless. Of 
course the case of another world war would probably 
strain the system to breaking-point; but that applies to 
any conceivable system, and it may be well to remind 
the reader that actually during the great war it was not­
in gold that the nations did their business. Germany's 
traditional 'war chest' was of very little use to her. The 
fact is, wars can only be fought on credit, and in war 
time that means internal credit; and the way in which 
England financed her relations with America during 
the war by the sale of securities is perhaps the best 
illustration of how we can carry on without gold. 

While therefore it may under present conditions be 
rather remote, there is no doubt that such a develop­
ment of the work of the B.I.S. is the ideal system for the 
regulation of international debts in future; but it must 
not be left as merely an unattainable ideal. It is, like 
disarmament, an ideal towards which we must steadily 
strive if we are to escape disaster; for the fact .must be 
faced that there is at present no prospect of a con­
tinuously adequate supply of gold in the future. 
A possible shortage is quite definitely in prospect, and 
the consequences, both economic and social, of the 
recent fall of prices have been sufficiently disastrous to 
emphasize the necessity of preventing anything of the 
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kind that is preventable. The past history of the world 
under the gold standard is not creditable to the inven­
tive capacity of financial men. The gold standard has 
probably been the best that we knew how to provide in 
the past, but it has been very far from perfect, and the 
world of to-day is not prepared to pay the price that 
was paid last. century for its inefficiency. Serious 
fluctuations of world prices must be ruled out, and there 
is only one way. A gold standard will serve the purpose 
as well as any other, so long as it is properly managed; 
but we have learned to work the system with less gold 
than before. and we must go on doing so to a still greater 
extent. A standard of value is essential, but it must be 
made to work properly. An unstable standard is a con­
tradiction in terms, and gold has in the past been an 
unstable standard. There is, however, no reason why 
it should be so in the future, if the financial world can be 
educated to understand the real working of a standard; 
and we may take courage from the fact that it is barely 
sixty years since Walter Bagehot in his famous book 
Lombard Street set out to teach the banking world the 
real part which the Bank of England ought to play as 
the Central Bank of the English system. Why should 
it take another sixty years to convince the world of the 
possibilities of an International Central Bank? 

Finally, it should be explicitly stated that there is 
absolutely no justification in the facts of the situation 
so far as it has yet developed .for the proposal that we 
should abandon the gold standard. The indirect con­
s~quences of such a step to England's international 
position would be so disastrous and so far-reaching that 
it would indeed be a desperate remedy, but there is 
nothing in the present situation which calls for such 
panic measures. The admitted difficulties latent in the 
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position can be met by improvements of our existing 
system on the lines of international agreement. To cut 
ourselves adrift from the rest of the world which now 
uses a gold standard would not only be suicidal to 
ourselves but entirely against the whole modern ideal 
of international co-operation. · · 
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Sept. 1 463·1 2.9'5 .12.9'7 1$•0 11•$0 1 9>417 
Dec. I 462.·9 30•2. 164•3 12.•9 7•87 7 9>42.1 

:rp•:r 
Mar. a 447'2. ]1•2. 142.'7. 17'4 12.•2.5 7 •,s6:r.·o 67•0 18·8 8,g88 
June 1 440'7 ]1•6 149'8 17•7 n·87 6 1,6r5•5 66·5 19'9 a,s:n 
Sept.7 42.6·2. 32.•0 IS6·:r. 2.0'4 13•12. sl 1,619'3 67•7 19'1 8,389 
Dec.7 42.1'3 • ]2.•0 154'7 2.1'9 14•12. 5 1,659'7 66·4 ao·o 9·033 

:rpu 
Mar. I .f.02.·5 33'1 1]5•6 2.4'1 17'75 4l •·S91'7 63'4 19'4 9·939 
June 1 401•4 33'0 141'5 2.4•8 11'50 4 1,6o5·1 61·6 2.0•1 9oSZ9 
Sept. 6 394'9 33'3 12.5•0 2.3'0 J8•37 3 1,s:r.o·o 6J•G ao•a 8,8ra 
Dec. 6 392.·6 33'3 137'7 :r.:r.·B 18·so 3 lo$40'3 61·8 2.G•6 8,88a 

Z913 
Mar.7 382.•3 34'2. 12.3'4 2.3·8 19'2.5 3 lo460•7 6:r.·5 2.1•1 g,ss4 
June 6 389·8 33'8 12.3'7 2.2.·9 18·so 3 lo497'7 62.·9 111•1 9·367 
Sept. 5 3SS·s 34'0 12.4•1 :r.:r.·5 18·r:r. 4 lo47S·G 62.·9 :&G·5 8,3z8 
Dec, 5 388·1 34'4 147•8 :&1•5 14'50 4 105]0'11 6:&·3 &1•1 9·349 

Z914 
Mar. 5 383'5 34'7 12.3'2. 2.1·8 17•75 4 lo46g·6 63·1 19'9 10.0$0 
June 4 394'1 34'0 138·6 2.1'4 15'37 4 1,5o9·4 63•4 111•1 9•989 
Sept. 3 392.•7 33'9 12.5'3 2.2.•4 17•75 4 lo477'Z 6]'7 iii•G 9·315 
Dec. 3 ]89·5 33'7 143'7 14'4 17•00 4 1,515·3 6]•7 aa·1 10.179 



,,.J 
Mar.4 )81•9 J4'6 u8·9 :&J·5 r8·z5 5 1,470•7 65·J 2.1•4 10,540 
June J 390"4 JJ•l 1:&5"7 2.7•4 2.1•75 5 1,489"9 65·5 U•4 9·938 
Sept. :r. ]84·6 JZ•6 1:&9"4 37"3 :r.8·75 4l ro+Bz·o 67•0 2.1•) 9·534 
Dec:. :r. ]76•5 JZ•8 1)8•4 :r.:r.·r 16·oo 4 r,s1o-3 66·o 2.2.•4 IOt4Z$ 

,, .. 
Mar • .J 37:1·5 32.·8 119·6 2.3·6 19"75 5 •o+s8·J 6r3 2.1·8 10,119 
June :r. ]84•0 J1•6 130•2. 2.7•5 2.1•12. s lo497"2. 67•1 :r.:a·5 9·773 
Sept. 1 J76•:r. J:l•J U4•] 34•0 2.7"31 s 1o498·o 68·0 2.1-6 9,656 
Dec. I ]69·] JZ•5 U7•0 JZ"9 :r.s·94 5 1,Ss1·7 66·8 :r.:r.·5 IO,Z77 ,, . ., • 
Mar. a ]65•4 ]2.•2. 119•2. JZ•] :17•00 5 r,soo·8 67·8 in·8 10,4]0 
June 1 378•1 J0•8 r:a6·r 36·o :aS· so 4l 1,$46·6 67•8 :13•1 ro,s·ro 
Sept. 7 378•7 31•0 115"9 34"6 2.9•87 4l 1,$1]•5 68·s :r.:a•:r. 9•8SO 
Dec:. 7 371•4 ]0•9 107"3 3:1"7 2.7"87 4l 1,585·8 67•4 ZJ•6 10,760 
,.,., 

Mar.7 368·7 JI•J Ill•] 4:1"5 38·zs 4l 1,514"9 68·:r. :r.z·8 11,092. 
June 6 375•2. ]0"9 119"1 48•2. 40"37 4l 1,58o·o 68·:r. ZJ•Z u,z96 
Sept. 5 377•2. 30·6 12.7•8 61•0 47•62. 4l '·579"2. 69·0 :r.r•l ro,sss 
Dec:. 5 371"5 JO•O 12.]·6. 47"1 ]8·6:r. 4l .1,641"7 67·8 ZJ•J 11,:r.6:r. 
,.,., 

Mar.6 355"1 :r.6·8 109·8 56•7 51"59 sl 1,581·:r. 69·6 :u·o U,559 
June 5 361·6 2.8•1 114"7 6Z•J 54•2.2. 5l .1,609·6 68·:r. :tz•4 10,752. 
Sept. 4 J66·:r. 2.9"0 JZO•J . JI•J :r.6·oo 51 '·596·6 68·8 :r.o·s 11,154 
Dec. 4 ]61·1 :r.S·:r. 10~·1 33"2. Jl"94 5l 1,604•7 68·6 h•4 II,4JI 

Z930 
Mar.5 347"3 :t5·r 107•] 65·0 6o·5o 4l r,5z9·6 69"4 21•5 11,539 
June 4 359·8 2.7"7 n6·8 57·1 48·86 3 1,6]5•1 69·7. 2.1•9 10,979 
Sept. 3 ]6J•O ZB·4 IJO•O 52.•5 47•72. 3 1,611•1 69·2. 2.0•2. 10,684 
Dec. 5 359·a 2.7•6 12.]•9 s6·4 45·5o 3 10672.'1 68·1 zr·r 10,]57 



TABLE VI. GOLD HOLDINGS OF VARIOUS COUNTRIES. 1913-1930 

(In S mlae.) From the Federal Reee"e Bulletine. 

19]0 
1913 192.0 192.1 19U 192.3 192.4- 192.5 192.6 192.7 192.8 192.9 (Oct.•) ----- ------------

WORLD'S TOTAL. 4>9):1 7,2.06 7·994- 8,]81 8,612. 8,9]3 8,92.6 9·191 9·54-6 10,010 10,299 ro,867 ------------------- ----
U.S.A.. . . . 1,290 a,4-5r 3,221 3,5o6 3·834- 4>090 ],985 4>083 3·977 3·746 3·900 4,no 
France • . 679 686 690 708 709 710 711 ,711 954 1,25] · 1,633 11,037 -- - ----1---------
Per cent. of World'• 

1,969 ]tl37 3,911 4,2.14 4t543 4,8oo 4•696 4t794 4>931 4·999 $.533 6.257 

Total . . 39'9 43'5 48'9 so·] 52.•8 53'7 $2.•6 511'1 51'7 49'9 53'7 57'6 
---------- - --- ----------

All Ott.'"' • . :1,96] 4,069 4,083 4tl67 4,069 4·133 4·2.30 4t397 4t615 5,011 4>766 4-615 
Great Britain 170 76J 764 752. 754 757 7°3 735 742 750 711 767 
Germany :179 a6o 2.37 :1]9 Ill 181 2.88 436 444 6so 544 519 
Spain 93 474 485 487 488 489 490 493 5011 494 495 478 
Arsentine as6 474 4711 473 466 444 451 451 529 607 434 42.9 
Japan . 6S ss6 611 6o6 6o2 586 576 S62 54 a 541 S4a 414 
Italy . . :t65 ao4 :Ill :117 116 arB 119 :IU 11]9 166 17] 178 
Runia. 872 ~ 3 45 73 94 &5 97 9a 147 149 
Belgium •• 51 51 sa sa 53 53 86 100 u6 r<(i] r8o 
Holland. 61 as6 :144 :134 1]4- 2.03 178 r66 161 115 180 171 
India 12.4 116 uS uS 109 109 109 109 119 124 nB uS 
Switzerland 33 105 106 103 104 98 90 91 100 10] IIJ uB 
Canada. 117 II] 95 147 12.7 151 157 •sB •sa 114 ,a na 
Au1tralia . . . t.:z us II] 116 Ul Ul ul 107 105 ro8 89 79 
Brazil . . . 90 33 43 46 49 54 54 56 101 149 ISO 43 

(• The fi,uree for U.S.A., France, and U.K. are for November.) 

Perccnl. 
Clll 191) 

UO'J ---
32r1 
]00'0 

:Jl7•1 

---
15$•1 
415'1 
r86·o 
514'0 
167•6 
636'9 
104'. 
:a8·6 

375'0 
alo·J 
I03·a 
]87'9 
104'] 
359'1 ..., .. 
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gold reserves, 33• 66. 

Bank Act, 1844o 18, u, S:t· 
Bank of England, :to, u, :t6, 30. 
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statistics, 64. 

Bank of International Setdements, 
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Bank Rate, 19, 2.4. 
Bank Return, zz. 
Banking Department, 2.0, u. 
Banks, nationalization of, 3. 
Big Five Banks, 2.7, 30. 

statistics, 64. 

Californian goldfields, 6. 
Central Banks, 34o 36, 53• SS• sll. 
Cheques, use of, 16, Sl· 
Circulation, ao, 32.. 

statistics, 64. 
Clearing House, 17, 2.9, SS· 

statistics, 64. 
Coal, 10, 39· 62., 63. 
Confidenre and credit, 31. 

in prires, 41· 
Cotton, 10, 39, 62., 63. 
Consumption in America, 40, 42.. 
Credit inflation, 1. 

meaning of, 1S· 
restriction, 30. 

Cunliffe Committee Report, 32.. 
Cum:ncy, 1 J· 
Currency and Bank Notes Act, 1918, 

1 S• II, u, Jl. 
Currency notes, ao. 

Deflation slump, 1, 6, 8. 
Deposits, a7, 30. 
Fiduciary iasue, 17, u, sa. 
France, cold reserft:8, ]Z. 34o 66. 

Gold and credit, 19. 
against bank notes, :to, 2.3. 
as currency, z, 49· 
bottle-neck of credit, 19. 
concentration of, p. 
cost of production, 48. 
economy in the use of, 32., so. 
in America, 32., 3S• 66. 
in Franre, 32., 36, SS• 66. 
in India, 49· 
industrial uses, 49· 
movements, 54· 
new supplies, 6, 48. 
reserves, 32.• 3S• S4o 66. 
scarcity, 1, 47· . 
standard, I, I9, 30, so, S8• 
supply, I, 6, 47• 6o. 
world's stock of, 8, I9· 

Gold Delegation's Report, 7, 37• 47· 

lnckx numbers, 8. 
statistics, 6o. 

Iron and steel, IO, 39• 62., 63. 
Issue Department, 2.0, 2.2., SI· 

Joint Stock Banks, u, 2.6. 

Klondike goldfield, 7, 48. 

Money, meaning of, IS· 
Monopolies, 44· 

Napoleonic Wars, 4· 
Nationalization of banking, 3· 
New York Stock Exchange boom, 

zs, 42.. 
Note gold, 2.0, 2.J• 

statistics, 64. 
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Outside Money Market, 2.8. 
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