(c) crown copyright

Catalogue Reference:CAB/24/222

Image Reference:0003

l;-I'HT^D00UMS3i .[- I S -THE PROPERTY OF H I S BRITANNIC MAJESTY' S GOVERNMENT )
R

A

IEGRET.
G ^ L 6 0 .

(,5L)*

COPY
C

REPORT

B I

A

0 1 ' THE-

NOTE

A

PROOF

INDUSTRY;,

AND

THE

PRESIDED

BEING

ACCORDANCE

PRESENTED

PUBLISHED
PROBABLY
THE
NO

NOT

SOON

OVER

OF

IS

THEREFORE

THE

PARLIAMENT
AS

THE
THAN

THE

COMMITTEE

MACMLLLAN,

CHANCELLOR

THE

10TH

MAIN

GIVEN?

SHORT

EXCHEQUER.

THE

AND

IT

REPORT
WILL

CAN B E

IN

-

JUNE

27-TH,

1 9 3 1 .

BE

COMPLETED,

NOTE

CHARACTER,
PREPARED

CONCLUSIONS

AND

IN

AND

CONTAINS

THE

TREASURY

RECOMMENDATIONS

ACTACHED,
I L P,, A . H A N K E Y ,
SECRETARY5

GARDENS,

IS

JULY.

( S IGNED)

WHITEHALL

AND

CIRCULATED

THE

PRINTING

EXPOSITORY
A

ON F I N A N C E
IS

OF

FORTHWITH,

NECESSARY

LARGELY

TO

THE

UNDERTAKINGS

CONCLUSIONS5

ATTENTION

OF

lay L O R D

OF

WITH

EARLIER

REPORT

SUMMARY

CALLING
IS

AS

TO

ON

INDUSTRY.

REPORT

H E R E W I T H "BY D I R E C T I O N
IN

COMMITTEE

SECRETARYa

TOY T H E

OF

Ji

N E T .

MCMILLAN

FINANCE

NO :

SaWdo,

CABINET

A

VAOHXISUN

REP-?RT

'

a

Note prepared^by; the' - Treasury.o
;

The Report is signed "by all the members except
Lord Bradbury, who presents a reasoned memorandum of
dissent.

There are numerous addenda and reservations in

which all the members of the Committee, except the
Chairman, participate,,

Some of the more important are

alluded to at the end of this Kobe,,
The first ten Chapters of the Report are devoted
(a) to an explanation of the general mechanism of monetary
systerns and of the system of this country in particular, and
(b) to an interesting review of the main economic and
financial developments since the return to the gold standard
in 1925

c

To a large extent the matters discussed in detail

are focussed in Chapter XI in which the Committee deal with
the influence of monetary policy on the price level

0

The Committee there conclude that "the economic
difficulties of the post-war- decade are primarily due., not to
any wanton misbehavour on the part of the monetary factors
themselves, but to unusually large and rapid changes on the
part of what are rightly described as non-monetary factors"

s

They instance (a) unusual instability In the demand for
capital resulting from the losr-es and interruptions consequent
on the War (b) the changed relationship caused by the War debts
(c) the rapidity of technical changes by manufacture and
agriculture (d) the shifting- character of demand (e) the rigid!
of wage rates: (f) the growth wf tariffs (g) the embarrassments

lo

of Budgets and (h) violent changes in speculative activity
in New York and elsewhere.

The question, as they pose it,

is whether the monetary system could have solved such
problems of unprecedented difficulty and complexity set it
by all these non-monetary phenomena.
hesitate to express a dogmatic opinion.

O n this they
Our own domestic

difficulties were., they believe, increased by the relative
over-valuation of the ^oVmd sterling on the return to gold
and the subsequent under-valuation by France and Belgium.,
Their general conclusion is that it should be our objectives
in cO-operation with other countries, to increase the power
to exercise deliberate control over the price level, which
should endeavoursso far as it can, to balance the effect on
the price level of various fluctuating factors which are
largely outside the direct control of the monetary system.
The Committee then discuss in detail the wajrs in
which a banking system can assist in this direction.

The

keynote is that, while there Is no doubt as to the power of
a banking system to increase or decrease the volume of bank
money (always subject to international limitations), what Is
uncertain is its power to control the volume of Bank money
which is actively employed,

Here they think that something

might be done by banking systems to break the depression if
the banks themselves were to pursue a policy of purchasing
securities and thus driving down the general rate of interest
on long-term borrowings, bringing, it is hoped, a revival of
new enterprise.

O n this it is stated that "Some of us take

the view that provided the -policy TOS adopted by Central Banks
generally. the most hopeful form of attack on the existing

2 ,

depression would "be along these lines",.

But it is

stressed that such a policy can only he pursued if It is
adopted by all Central Banks;

i,-e

c

it is a world policy:

otherwise the only result will he the loss of gold
reserves o
In Chapter I of Part II the Committee review the
recent working of the Gold Standard.

They are not agreed

on the question whether the step taken in 1925 was right
or not, but they agree that, even If it was not, that
step cannot he reversed..

The interests of this country,

in the Committee' s view, require her to adhere to the
gold standard and the Committee unhesitatingly reject
any suggestion that sterling should be devalued.,
The broad aims of world monetary policy are laid
down by the Committee as follows ';
(l) the Central Banks of the world should adopt
the objective of raising the price level so as to avoid,,
if possible, the stabilisation of-prices near their
present level, which would be disastrous for all countries;
(ii) when the point comes at which prices are
appropriate to the then existing levels of salaries and
wages etc,, monetary policy should endeavour to keep
prices as stable as possible:
(iii) the monetary system of this country must be
a managed (and not an automatic) system with a view to
assisting in the attainment of these objectives,.
It is fully reooAT3.ised by the Committee that these
objectives are not easy or Immediately practicable of
achievement.

They cannot be reached by a single country

acting a l c n o b u t depend on international agreement.

The Committee disc-ass in Chapter IT' some of the ways
in which the Central Banks of the world might aim at achieving
these objectives,.

In general they do not regard the question

of the gold supply as offering any great practical difficulty.,
provided always that there is international co-operation..
But for- the rest there is little that is concrete in their review.
The general theme is international consultation at frequent
intervals to decide on the tendencies of individual policies in
regard to the relaxation or tightening of credit and the removal
of legislative or other barriers which may prevent any Central
Bank from pursuing the appropriate credit policy.
The Committee then turn to international proposals to meet
the present emergency.

Here they believe that the first step

necessary is a greater willingness on the part of creditor
countries to buy and a greater willingness to lend.

A concerted

policy should be adopted by the Central Banks and financial
institutions *jf Great Britain.; Prance and the United States., and
everything should be done to remove legislative hindrances on
foreign lending, and towards permitting a volume of domestic
credit which would encourage the market to take up attractive
foreign loans.

But the Committee point out that a major

difficulty is to find sound borrowers, and some members think tha



in the domestic field it may be necessary to invoke Government
enterprise.

Internationally also some form of guaranteed credit

may be needed but the Committee are not very explicit in their
views on this point

a

These conclusions and proposals will require study side by
side with the recent analogous report by the Gold Delegation
of the League of Natioha,

In so far as they rely mainly on the

powers to Central Banks to control fluctuations in the price
level, they open up very difficult questions likely to find

much disagreement in the world at large, especially abroad,
Still less will 'there be general agreement on the possibility
and the desirability of raising prices.
Lord Bradbury in his report, while not dissenting
from the objective in view, remarks that public opinion in
other countriesj particularly France, is not only unwilling
to promote an increase in the price level, but is determined
to op ) O S 9 itj and that most of the continental Central Banks
are precluded from undertaking open market operations^, so
that, even if theoretically there may b e much to be said
for the Oommltt/se^s views $they have little relation to the
real facts of the actual world.
The general standpoint of the majority on this
question may best be gathered from para 284 of their Report
which is in the following terms
"284,

There is nothing, we believe, intrinsically out of

reach in any of these objectives;

but this does not mean that

they are easy or immediately practicable of achievement.

In the

first place, the most important depend on international
agreement and collective action and cannot be reached by a
single country, which belongs to an international system, acting
alone.

In the second place, they cannot be attained by Act of

Parliament; but must result from the exercise of a skilled
discretion of a somewhat novel character for the full use of which
the necessary experience does not yet exist.

For this reason

we have reduced to the least possible the legislative changes
which we propose,,

We have aimed rather, at suggesting a frameworl

within which the necessary discretion can be most successfully
exercised.

Indeed, we attach, in a sense, mere importance to the

deliberate and explicit adoption of the main objectives of the
system as we have laid them down, than to our subsequent suggestion
in matters of technical detail.

For many of the latter
5

B

do not

very greatly modify or enlarge powers which already
exist"o

The Committee obviously lay very great stress upon
these great and difficult international questions

0

When

they pass to the question of our internal banicing system
their recommendations seem to be for the development and
improvement in individual
general they approve.

aspects of a system which in

As concerns the Bank

of England, the

majority desire to add to the strength and to the freedom of
initiative of that institution, and with that object in view,
they propose - not as a means of dealing with existing
difficulties but as an ultimate long-term measure - certain
alterations of the Bank Act and subsequent enactments,.

They

make their recommendations mainly on two grounds;- (a) that
the existing fiduciary issue of £260 millions withholds from
export at the free discretion of the Bank too large a
proportion of the gold, holding and (b) that if the Bank
attempts to release more gold by applying to the Treasu.ry for
an increase in the fiduciary issue this will have an alarming
effect cn public opinion just at the wrong time,. But the
Committee also hold that the sole use of gold is to meet
deficits (temporarily) on the international balance of
payments and that the amount of the gold reserve should be
quite independent of the volume of the note issue.
They recommend that the Bank should be empowered
to issue notes up to a maximum of £400 millions (accompanied
by powers of temporary expansion) and that the minimum gold
reserve should be fixed by law at £75mAllloivs frith power to
drop below this figure temporarily)..

Put the Committee do

not favour any reduction in the Bank of England s normal
1

stock of gold.)

on the contrary they stress the case for

increasing both the gold holding

and holdings of foreign

exchange in view of London's large, liabilities as an
international banking centre.
Consequential on these recommendations;, the
Committedpropose the amalgamation of the Issue Department
and the Banking Departments of the Bank of England (para,
330);

an alteration of the form of the statutory weekly

return of the Bank;

and a new arrangement in regard to the

payment by the Bank to the Treasury in respect of the note
issue.

The suggestions on the last point are extremely

vague and offer no precise formula.
Other recommendations in the domestic sphere are
briefly?
(a)

the joint stock banks should reduce the volume of

notes held in their vaults by some £40

millions and increase

pro tanto their balances with the Bank of Englands

if

this is done it is for consideration whether the £400 millions
proposed for the maximum note issue should be reduced;
(b)

the position of the Bank of England requires to

be strengthened having regard to London's large international
liabilities.

The proposals above would set free for export

a large proportion of the gold stock b:irt the Bank should
increase its resources both by acquiring further gold and
by holding liquid assets in other financial centres;
(p.)

the necessary resources for (b) should be provided

by some increase in the balances held by the joint stock
banks at the Bank of England and by some increase in the
capital of the Bank;
(d)

the joint stock banks should abolish the monthly

"Window dressing" and should aim at keeping their balances
with the Bank of England at not less than 10/o of their
deposits (somewhat more than the true balance at present),.
For hanks other than the clearing banks a percentage should

be fixed after consultation with the Bank of England;
(e) there should he greater co-operation and
consultation between the Bank of England and. the joint
stock banks.
The proposed alterations in the note issue
arrangements would require legislation-.

But as
s

stated above the Committee put these forward as a
5

long term alteration in our monetary system and not as
any contribution to our present difficulties.

The

proposals are closely interlinked and it is essentially
precedent to a decision on the main note issue
recommendation that the proposals affecting the joint
stock banks should be fully explored
The Committee devote Chapter IV of Part II to
an examination of the relations between financial
institutions and industry.

They are particularly

impressed with the somewhat haphazard ways of raising
long term capital for home industrial purposes and the
lack of guidance given to the investor in those issues.
in comparison with the guidance given by issuing houses
in the case of foreign issues.

Their proposals are:

(a) that banks and private banking houses should
co-operate in setting up one or more institutions (of
which the Bankers' Industrial Development Company might
be the nucleus) to act as financial advisers carry out
s

all types of financing business and develop continuous
relationship with industries;
(b) that credit facilities for periods up to 5 years
for instalment sales arid deferred payment transactions
entered into abroad should be developed;

(but no

guidance is given as to the method);
(c) that a company may be necessary for financing
smaller companies whose capital requirements are too smal
for a public issue.

i i i

On all these questions the conclusions are at
s

present vague:

they do not take the form of detailed

practical proposals;

it is emphasised how much success

is dependent on the general profitableness of industry.
The ground will have to be explored in much more detail.
In Chapter V the Committee put forward many
recommendations for a largely increased output of
statistical data of various kinds.

These recommendations

which are very strongly stressed, will require considera
tion by the Government Departments concerned and by the
banks and financial houses upon whom the work, will
largely fall.
It will be noted that the Committee have no
proposals of a monetary character other than those
5

dependent on international co-operation, for meeting the
present difficulties of the country^

They state that

if action on International lines is delayed or
insufficient our monetary authorities will he unable
s

to remedy matters without assistance from changes in
non-monetary factors affecting our output and balance of
trade.

Some members thought these matters outside the

inquiry;

others add their views in the form of Addenda.

It is from these Addenda only that the non--monetary
!

factors

which the Committee had in mind are to be

1

gathered..
The principal Addendum commands the support of
six signatories out cf the fourteen members of the
Committee, viz., , Sir To Allen,, i.r. Bevin Mr. Xeynes
?

Mr, McKeruia Mr. prater Taylor and Mr. Tuiloch, subject
?

to an important reservation by Sir T,. Allen and Mr, Bevin,
In effect they pin all their faith on a rise in world
prices., while offering their views on various ways in
which they think the trade balance could be strengthenedo

us

The methods discussed are:
(a) reduction of salaries and w a g e s

s

(h) control, of imports and aids to exports

s

(c) domestic enterprise assisted by State action.
Broadly speaking (a) is not favoured as an
immediate remedy

s

though it is recognised that it may

ultimately be essential and that reasonable elasticity
is in any event essential for the working of our
economic system,

i^or the rest it is suggested that

tariffs accompanied by subsidies (or their equivalent)
to the export industries would run well hand in hand
with schemes of capital developments

But the six

signatories specifically state that they do not attempt
"any such summing up of the final balance of advantage
and disadvantage

(of tariffs e t c )

all the relevant f a c t o r s

5

having regard to

as would be needed to justify

5

a definite recommendation' ?
1

The examination of this

question is thus a restricted one and the two reserving
members (Sir To Allen and Kr* Bevin) say that

9

in a

general w a y , they do not believe in tariffs and are
apprehensive of their effects^
The. tariff proposal is definitely rejected by
Professor Gregory., IJr Newbold and Lord Bradbury in
6

separate Addenda e t c , though it receives support from
Sir waiter Raine.

Examined even within the narrow limi

to which the several members have confined themselves,
it leads to widely conflicting viewso
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M I N U T E QF APPOINTMENT.

Treasury

Minute

datpcl 5th

November,

1929.

The Chancellor of the Exchequer states to the Board that he
proposes,to appoint a Committee to inquire into banking, finance
and credit, paying regard to the factors both internal and inter
national which govern their operation, and to make recommenda
tions calculated to enable these agencies to promote the develop
ment of trade and commerce and the employment of labour.
The Chancellor further proposes that the Committee should be
constituted as follows :—
The Bt. Hon. H . P. Macmillan, K.C.,* Chairman.

Sib Thomas Allen.
Me. Ernest Bevin.
The Bt. Hon. Lord Bradbury, G.C.B.
The Hon. R . H . Brand, C.M.G.
Professor T . E. Gregory, D.Sc.
Mb. J . M. Keynes, C . B .
Mr. Lennox B. Lee.
Mr. Cecil Lubbock.
The Bt. Hon. Reginald McKenna.
Mr. J . T. Walton Newbold.
Sir Walter Baine
Mr. J . Frater Taylor.
Mr. A. A. G . Tulloch,
with Mr. G . Ismay of the Treasury as Secretary.
The Chancellor proposes that the services of Mr. F. W . LeithRoss, C.B.,t Deputy-Controller of Finance in the Treasury, should
be made available at all times to the Committee in order to afford
it such assistance as it may desire.
M y Lords concur.

* Now Lord Macmillan.
t Now Sir Frederick Leith-Ross, K.C.M.G., C.B.

Report ol the Committee on Finance
and Industry.
To the Lords Commissioners of His Majesty's Treasury.
My Lords,
1. W e , the undersigned Members of the Committee appointed
by Treasury Minute of 5th November, 1 9 2 9 — '
" to inquire into banking, finance and credit, paying regard
to the factors both internal and international which govern
their operation, and to make recommendations calculated to
enable these agencies to promote the development of trade
and commerce and the employment of labour,"
have now the honour to submit our Report.
2. W e held a rjreliminary meeting on 21st November, 1929, at
which our terms of reference and the general lines on which our
inquiry should proceed were discussed. Thereafter we at once
began the hearing of oral evidence for which purpose we held 49
meetings. In all we examined 57 witnesses, several of whom
attended on more than one occasion. The evidence which we
have received was in many cases representative of the corporate
opinion of economic organisations and industrial bodies, but we
have also had the advantage of hearing the personal views of
numerous witnesses specially qualified to deal with the more
technical aspects of the problems before us. A list of the witnesses
examined will be found at the end of our Report and will be
seen to include a wide and varied range of representatives of bank
ing and finance, both in this country and in the United States
and Germany, as well as of industry and commerce from the point
of view both of employers and of employed, while members of
the Universities and the Civil Service and eminent economists of
diverse schools have also lent their assistance.
W e have, in
addition, received many written communications from individuals
and from institutions and bodies interested in the various aspects
of our inquiry. A list of these contributions is also given at the
end of our Report. Apart from the meetings at which evidence
was taken, we have met on many occasions for the purpose of
hearing and discussing the views which certain of our members
possessing expert qualifications desired to place before us. W e
also appointed Sub-Committees to deal with the preparation of
statistics and the drafting of our Report, which held a number
of meetings and by their labours materially lightened our task.
W e should add that, through the good offices of the Bank of
England, the Bankers' Clearing House and others, we have had
placed at our disposal a large amount of statistical material hitherto
unpublished and inaccessible.

10122
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To all those who have thus assisted us we desire to express our
great indebtedness.
3. To our Secretary, Mr. George Isrnay, we find it difficult to
express adequately our sense of obligation.
H e has done much
more than discharge with zeal the ordinary, if arduous, duties which
fall to the lot of a secretary of a Departmental Committee; he has
also - placed ungrudgingly at our disposal the remarkable and
detailed knowledge which he possesses of our highly technical sub
ject and has thus rendered us assistance of quite exceptional value.

P A R T

I.-HISTORICAL
C H A P T E R

A N D

DESCRIPTIVE.

I.-INTRODUCTORY.

Some General Observations.
4. In addressing ourselves to the subject matter of our inquiry
we desire to make a few general observations by way of preface.
It would be difficult to conceive a more far-reaching investiga
tion than that upon which we have been asked to embark, for the
problems of finance underlie the whole field of human activities.
Merely to deal in the abstract with the technique of the existing
financial system, domestic and international, without relating it
to the actual economic circumstances of the moment, would serve
little purpose. If our inquiry is to render any public service we
have to concern ourselves, as indeed our terms of reference exhort
us to do, with practical matters. But this at once leads us into
highly controversial regions. N o doubt the duty of the members
of such a Committee as ours is to approach their task entirely
dispassionately, but when the problems confronting them are
found to be intimately related to the political and economic
topics of the day, on which convictions and pre-possessions,
in
some cases already
publicly
expressed,
are
ardently
entertained, the roles of judge and advocate are apt to become con
fused and the difficulty of reaching conclusions acceptable to all
becomes manifest.
5. Another difficulty besetting our task lias been due to the
complexity, not to say lrwstery, in which the problems of finance
are involved. Every citizen is dimly aware that in some way his
daily business is affected by the operations of the monetary system
but he is quite unable to appreciate how it is so affected. It is no
exaggeration to say that to the vast majority even of intelligent
people the principles of finance and the theory of money are a
closed book. W h e n we turn to the experts for enlightenment we
find that they fall into two classes. On the one hand we have those
who are engaged in the practical business of banking and finance
and daily operate the elaborate system of adjustments of which

the financial mechanism is composed. On the other hand we have
the theoretical economists who as observers and critics endeavour
to expound the rationale of that system. Between these two classes
of experts—the practical financiers and the theoretical political
economists—a certain antagonism is inevitable. The theorist seeks
to rationalise the processes which he observes and to construct a
scientific edifice of principles. The practical man finds in his office
that he has to deal with a world ruled not by principles but by
compromises and is impatient of the formulas of the study which he
generally fails to comprehend. Indeed the epithets " academic,"
" theoretical," " doctrinaire," commonly applied to the philosophic
thinker, have acquired a derogatory innuendo in the parlance of a
nation which prides itself on its practical common sense and has
an innate distrust of intellectual cleverness. The truth, as usual,
lies midway. It is as foolish to disregard the analyses and
generalisations of the scientific observer as it would be to believe
that the world of finance could be successfully conducted by
university professors. Each class has its contribution to make and
it has been our endeavour to extract from the contributions of both
such guidance as we could.
6. In view of the generally uninstructed state of the public
on matters of finance we have from the outset recognised that not
the least important service we might render would be to act as
interpreters of the working of the monetary system and to make
its main principles intelligible to the ordinary mind. Indeed, if
our recommendations are to commend themselves to the public to
whom they are addressed, they must be preceded by an intelligent
appreciation of the problems to be solved. But this is an aspira
tion which we have not found it easy to realise. The subject is
peculiarly intractable to handle from the popular point of view.
The economic experts have evolved a highly technical vocabulary
of their o w n and in their zeal for precision are distrustful, if not
derisive, of any attempts to popularise their science. Moreover,
agreement among the professors of the science is, as we have
experienced, even harder to find than it generally is among experts
and in their anxiety to avoid controversy they tend to avoid com
mitting themselves to any definite conclusions. The difficulty of
exposition really arises from the inherent nature of the subject
matter. Political economy, like law, is not an exact science. It
is concerned with a realm in which the incalculable elements of
human psychology play a large part and the interplay of forces is
extraordinarily complicated, and where, therefore, the exhaustive
ascertainment of cause and effect is unattainable. B u t , as will be
seen in the sequel, we have not been deterred from attempting to
describe in some detail the nature of our financial mechanism and
the method of its working, not indeed seeking to expound its more
intricate refinement but confining ourselves to a general account
of the system.

7. A period of economic depression such as that which the nation
is now experiencing is a testing time for all our institutions,
political, social and economic. Systems which in periods ot
prosperity have worked satisfactorily enough may at such times
be found incapable of sustaining the stresses and strains of adversity
and may disclose defects hitherto unsuspected. Machinery designed
to work within a given range may jam when that range is exceeded.
Moreover, there is a natural tendency on the part of the public to
seek a scapegoat for any distress which may befall it and preferably
to attribute that distress to any cause rather than its own short
comings. I n the search for a cause which should absolve itself
from blame the public in the present instance has not been indis
posed to find it in our financial system, none the less readily that
refutations of the accusation are little likely to be appreciated.
Accusation is always e a s y ; defence even though well founded is
often difficult. And what is least understood is apt to be most
suspected. It lias been our main task to examine the available
evidence in order to ascertain to what extent, if any, the attribution
pf the present distress to monetary causes is justifiable, and then,
so far as possible, to suggest remedies for any defects in the system
we may have discovered.
8. If there is one characteristic of our times more conspicuous
than another it is the recent growth among us of a spirit of self
consciousness.
In the development of every civilisation there
comes a stage w h e n reflection awakens. W h i l e a nation is in the
making it is so preoccupied with the practical business of gaining
its livelihood and establishing its position that it has no time to
bethink itself. Of our own nation pre-eminently it may be said
that it has attained its great position not by the pursuit of any
preconceived plan, but by a process of almost haphazard evolu
tion based on trial and error and aided by the practical aptitudes
and instincts of our race, as well as by certain fortunate accidents
in the way of natural resources and geographical position. There
has been little conscious direction of the national activities to
definite ends.
The policy compendiously known as " laissez
faire " has prevailed.
To this trust in the operation of natural
causes we owe the development of our great political, financial
and social institutions and the amazing growth of our industrial
activities. But we also owe to it in part many of our deficiencies,
such as our industrial instability, our social maladjustments, our
slums. T h e most distinctive indication of the change of outlook
of the government of this country in recent times has been its
growing preoccupation, irrespective of party, with the manage
ment of the life of the people. A study of the Statute Book will
show how profoundly the conception of the function of government
has altered. Parliament finds itself increasingly engaged in legis
lation which has for its conscious aim the regulation of the day
to-day affairs of the community and now intervenes in matters

formerly thought to be entirely outside its scope. This new orien
tation has its dangers as well as its merits. Between liberty and
government there is an age-long conflict. It is of vital
importance that the new policy, while truly promoting liberty by
securing better conditions of life for the people of this country,
should not, in its zeal for interference, deprive them of their
initiative and independence which are the nation's most valuable
assets.
9. The lesson of all this for our present purpose is that in the
case of our financial, as in the case of our political and social,
institutions, we may well have reached the stage when an
era of conscious and deliberate management must succeed the era
of undirected natural evolution.
There are, as we shall see,
already signs that the necessity for such a change of outlook is
coming to be realised. The foundations of our financial system are
being re-examined. Dogmas hitherto regarded as canonical are
being questioned. The feeling is growing that our former easy
going ways will no longer ensure our prosperity in a crowded
and increasingly competitive world. W e are, indeed, at the part
ing of the w a y s and our future depends on whether we choose the
right way. H e n c e the need for a careful study of the economic
map. W e must now choose our path deliberately and consciously.
I n other words w e stand in need as never before of a definite
national policy in our financial dispositions.
10. But the same admonition applies here as in the case of our
political and social management. Financial policy must not be
so imposed as to thwart the energies of enterprise. It should
rather be so devised as to assist and give the freest play to those
qualities which have won for us the premier financial position in
the world. W e have to deal with a system of peculiar delicacy.
I n no department of our affairs is caution more necessary, for the
consequences of a false step may be incalculable. But the need
for courage is no less than the need for caution.
1 1 . An important thing to bear in mind is that financial policy
can only be carried into effect by those whose business it is. W e
have in this country a great financial and banking organisation
with great experience and great traditions. It is through and with
that organisation that we have to work, for they alone are the
repositories of the skill and knowledge and they alone possess the
equipment necessary for the management of our financial affairs.
Their views and opinions, however they may fail to commend
themselves to enthusiastic reformers, are factors to be reckoned
with just as much as the views and opinions of trade unions have
to be reckoned with on questions of wages and working conditions.
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12. W e recognise that the present inquiry was instituted in con
sequence of the abnormal industrial depression and extensive un
employment prevailing at the time of our appointment, and in the
hope that we might be able, as the result of our examination of the
financial aspect of the problems involved, to devise if not remedies
at least aids to recovery. The situation in the closing months of
1929 was already sufficiently grave. But the difficulties with which
w e were then faced were to a great extent peculiar to this country
and were not shared by the world at large. Since the date of
our appointment, however, the position has changed both i n kind
and in degree, and there have supervened upon our domestic diffi
culties grave disturbances of the economic world as a whole. This
change of circumstances has necessarily altered the focus of our
inquiry, as the domestic problem has tended to be overshadowed
by the international situation. Nevertheless, however much we
may attribute the aggravation of our industrial depression and
unemployment to what it has now become popular to call " world
causes," there remain in the background those domestic causes
which at the time of our appointment had already brought about
the grave result of over a million unemployed and which, if not
remedied, will continue to operate in our o w n case even if those
" world causes " are redressed.
13. If w e turn first to the position existing when we were
appointed, we apprehend that the tendency then, and since, to
attribute the prevalent distress to monetary policy was largely due
to an impression that the return of this country to the gold
standard in April, 1925—-itself one of the turning points in the
post-war economic history of the world—had impeded instead of
promoting our economic recovery from the consequences of the
W a r , and to a suspicion that there had been a failure to utilise
to the full such opportunities to expand credit as were still avail
able notwithstanding the unchallengeable fact that our standard
of value had once again become an international one. N o t only
was the adequacy of the volume of credit created called i n ques
tion, but the efficacy of the means of its distribution was also
the subject of adverse discussion. It may, indeed, be said that
at no time since the termination of the historic disputes which
followed the Napoleonic Wars and which led to the passing of the
Bank Act of 1844 has the monetary organisation of our country
been the subject of so much criticism as in recent times.
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14. Apart from the development of this critical attitude, the
economic position of this country during the five years succeeding
the return to the gold standard was such as of itself to - render
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indispensable an examination of the facts and forces at work. W e
are far from suggesting that equilibrium had been attained before
the return to the gold standard was effected. Indeed in the last
year preceding that step, with an insured population between the
ages of 16 and 64 of some 11.1 millions, unemployment never fell
below a million and for the greater, part of the year exceeded
10 per cent., while during the five succeeding years to the end of
1929 the volume of unemployment showed no substantial
diminution. However caused, the existence in our midst
of this great mass of unemployed persons profoundly disturbed
the public mind, representing, as it does, a form of economic
waste by its very nature irrecoverable. If the net output
per worker be taken as in the neighbourhood' of
£200
per annum, the national loss from the unemployment of a
million men over a period of five years m a y be estimated at a
thousand million pounds. But this was not the only alarming
phenomenon. Our export trade, although hot completely stagnant,
failed, even after making all allowance for changing price levels,
to maintain its progress and lost ground in comparison with our
competitors; the wholesale price index showed a continually falling
trend ; and the Bank of England found itself frequently resisting
a tendency to lose gold. Meantime our population continued to
increase, taxation was maintained at a level higher than in.any other
country, the national expenditure, with the consequent burden on
industry, was being constantly added to by the policy of successive
governments, and as a result of the fall in the price of imports the
general standard of consumption remained substantially unaffected
notwithstanding the economic depression.
15. These features of the period immediately preceding our appoint
ment were sufficiently ominous to cause grave anxiety among those
who appreciated their tendency. But it so happened that our
appointment coincided in point of time with the beginning of a
series of further economic events of an unprecedented character,
leading to a state of world depression which shows at this moment
few signs of coming to an end. It will suffice here to summarise
these occurrences under the following main heads : —
(i) The heavy and rapid fall in wholesale prices affecting
all countries alike. Within 15 months from June, 1929, whole
sale prices fell 13 per cent, in the United States, 15 per cent,
in the United Kingdom, 14 per cent, in Prance, 9 per cent,
in Germany, 11 per cent, in Italy, 15 per cent, in Australia,
11 per cent, in Canada, and 20 per cent, in British India.
(ii) The general spread of unemployment to nearly all the
other countries of the world. I n three .countries alone, Great
Britain, Germany and the United States, there were at the
end of 1930 probably from twelve to fourteen million persons
wholly or partly unemployed.

(iii) The diminution of international long-term lending which
may be regarded as partly a cause and partly an effect of
the visible deterioration in the position of the raw material
producing countries. Interacting with the fall in wholesale
prices this has sharpened the severity of the crisis through
which the debtor nations have been passing.
(iv) The abandonment of the gold standard in one country
after another, e.g., Australia and Argentina, following upon
the financial crisis, with the result of increasing the unwilling
ness to lend to those countries.
(v) The restriction of the process of investment, and conse
quently of enterprise, due to depreciation of securities and
the uncertainty of the outlook, which has had the effect of
causing resources to be held as far as possible in liquid form.
These events have been accompanied in many countries by serious
political and social unrest which has in turn aggravated the crisis
by diminishing their credit and deterring lenders. They have
been unfolding themselves throughout the period of our meetings
and we refer to them here only for the purpose of showing the
iar-reaching character of the phenomena with which we have been
confronted and the complexity of the situation with which we
have had to deal. We shall, of course, return to a detailed exam
ination of them in subsequent chapters.
16. Not the least difficult part of our task has been to endeavour
to ascertain how far the crisis "through which we are passing is
due to monetary causes and how far to other causes. Unfortunately
there are no general principles universally accepted as to the mode
in which monetary institutions and activities affect the economic
situation, still less as to the precise degree of their importance
as compared with other causes. Indeed we have been presented
with a range of opinion which at one end attributed the whole
trouble to monetary causes and at the other entirely absolved
them, a divergence of view no doubt attributable in part to vary
ing conceptions of what are monetary causes. Among the non
monetary causes their relative importance inter se is itself a sub
ject of acute controversy upon which it is not necessary for our
purpose to pronounce. It may well be, however, that in many
instances the complaints which have been directed against our
monetary system have been occasioned by the fact that it has
been asked to perform feats quite beyond its compass. I n the
case of nations, as in the case of individuals, no financial system,
however devised, can work miracles nor can it cope with all the
problems which may be presented to it by an unsound national
policy, whether internal or external. The financier is not to blame
if the politician sets him problems which no financial expedients

can solve.
If our budgetary position is unsound, and if our
industries, owing to the level of their costs, or for other reasons,
are unable successfully to compete, as they used to do, in the
markets of the world, no management of the terms and quantity
of credit will be able to maintain our national prosperity.
17. While the non-monetary causes which have contributed to
the present distress, strictly speaking, fall outside the scope of our
inquiry, we have found it impossible to avoid some discussion of
them, for it is only by estimating their effect that we can arrive
at some delimitation of the sphere of action of monetary causes
properly so-called. W e have, therefore, attempted in a series of
chapters to describe and analyse the principal events and forces,
both monetary and non-monetary, which appear to us to have a
direct bearing upon our investigations.

LO
CHAPTER II.-GENERAL CHARACTERISTICS OF
M O N E T A R Y SYSTEMS.
18. Some common unit; of value in terms of which transactions
can be expressed is necessary, if only as a satisfactory measure for
comparing the value of one thing with that of another. W i t h the
growth of contractual obligations, involving the conception of
deferred payments, a time element was imported into transactions
which rendered it even more essential to have a common unit of
value as the basis on which to fix the amount of payments to be
made at a postponed date. W h e n a community, in order to meet
this requirement, selects a particular commodity such as gold to
serve as its common denominator of value, or, in other words, as
its money, that commodity is used not only for the actual settle
ment of debts but is also naturally adopted as the unit for the
measurement of those debts. It becomes what is termed the money
of account, e . g . , the pound, the dollar, the franc. But the person
entitled to a future payment fixed in terms of the money of account
m a y find, if there is instability in the purchasing power of money
due to fluctuations of prices, that the value of his contractual right
has substantially changed when he comes to receive payment.
T h e importance of stability in the value of money, that is, in its
purchasing power, thus becomes at once apparent if transactions
are to be entered into with any degree of confidence.
19. It is important to realise the wide range of contractual
obligations which are now affected by fluctuations in the value of
money. The policy of modern States has greatly added to their
number by the institution of social services which all involve future
payments on a predetermined scale. Old Age Pensions, Insurance
Allowances and other forms of assistance are all fixed by the
Legislature in terms of money which, when it comes to be paid,
may represent something quite different in value from what it
represented w h e n it was originally prescribed. The growth both
of joint stock enterprise and of Government debts has also in the
course of the past century enormously increased the number of
fixed future money payments. Rights and interests in fact all tend
to become more and more divorced from the underlying substratum
of real things and are not merely expressed in terms of money but
are actually constituted by the right to receive money payments.
It is thus obvious that changes in the value of money may give
rise to important changes in the distribution of the national income.
W e return in Chapter X to. some of the difficulties thus occasioned.
20. The nature of the changes which the monetary system itself
has been undergoing cannot be better illustrated than by the altera
tion in the emphasis placed by economic science upon the two
functions which money is traditionally regarded as fulfilling—the

function of acting as a medium of exchange and the function of
acting as a standard of value, or, as it used to be put, as a common
denominator of value. Victorian economic theory emphasised the
first, modern theory emphasises the second, of these functions.
This is significant of more than a mere change of academic fashion.
Whereas in the nineteenth century, the symbols (pound sterling,
dollar, etc.), which expressed values corresponded to coins actually
in circulation, this is not often the case in the modern world.
To an ever-increasing extent, paper representatives of the monetary
unit constitute the hand-to-hand currency in circulation. The
symbolic character of the monetary unit has emerged into the
foreground while its relation to some actual physical material has
receded.
21. Moreover, in the course of the past and the present century,
the importance of hand-to-hand currency has been steadily
diminishing. Although its absolute amount grew with the trade
and population of the world, its relative importance as the means
of settling debts of all kinds at the same time declined. For inter
national payments, even from a very early period, metallic money
was little used, and credit instruments in the shape of bills of
exchange were largely employed in its place. Before the develop
ment of modern banking institutions, indeed, internal remittances
were largely effected by means of bills, whilst in the course of the
eighteenth and nineteenth centuries the bank note and Government
paper money became increasingly important. B u t , contempo
raneously with the development of paper money as a circulating
medium, there also developed methods of economising cash either
by means of " giro " transactions in the books of banks established
for this very purpose at great commercial centres such as Amster
darn and Hamburg, or by the use of written transferable orders
on bankers, i.e., cheques drawn against " running cash," the
English equivalent of the Continental " giro " system. I n the
modern world payments are effected by cheques or similar means
to a far greater extent than by cash, though the extent to which
substitutes for cash are employed varies in different countries.
Thus the mass of purchasing power in a modern community is still
further removed from the physical objects with which it is linked
through the monetary unit.
22. The devices mentioned above are very important in that
they have given great elasticity to the volume of purchasing' power.
W h e n the reserves of purchasing power of each individual were
held separately in the shape of current coin, what amounted in
the aggregate to a large amount of money was necessarily with
held from active use. Under modern banking conditions, such
reserves are entrusted to the banks, and it is the' function of the
banker to employ in granting loans the amounts which experience
teaches him are not likely to be demanded immediately by their

owners. If no additional in-payments were made by customers
d.nd there were no withdrawals in cash, the volume of deposits
of a single banker would fluctuate only with the volume of the
loans he himself made, and the limit of his loans would therefore
be fixed by the size of the cash reserve he deemed it necessary
to keep. W h e n the lending powers of the banking system as
a whole are being considered, however, allowance has to be made
for the circumstance that individual banks lose cash, not only to
their customers in consequence of demands over the counter for
wage and other payments usually made in that form, but to one
another, if the cheques drawn on them by their customers in
favour of customers of other banks are in excess of the cheques
drawn on other banks in favour of their customers. The cash
reserves of the banks take the form largely of deposits at the
Central Bank, and if the different banks make a point of main
taining a constant ratio between their deposits and their cash
reserves (whatever that ratio may be; then the additional lending
capacity of a single bank, due to a greater proportion of the aggre
gate cash reserves passing to it in consequence of favourable clear
ing balances, will be offset by the smaller lending capacity of all
those banks which have been losing cash to it through the clearing.
If, however, the aggregate of cash reserves is increased, or if all
the banks together decide to reduce the proportion of their cash
reserves simultaneously, increased lending will thereby be made
possible; though the additional loans thereby justified will only
assume their ultimate form gradually. An increase in the deposits
of a single bank, accompanied by an increase in its cash reserve
due to gold imports or to an increase in the volume of bankers'
cash through credit operations of the Central Bank designed to
have this effect, will, in the first instance, lead, through adverse
clearing house balances, to part of the additional reserve passing
into the hands of other banks. A s they in turn expand their loans,
again part of the additional reserves which they have previously
gained will pass over to other banks, until, in the end, the increased
reserves are spread over the system as a whole, supporting a
larger volume of loans and deposits. Again, a single bank which
voluntarily lowers the proportion of its reserve to its deposits will
impart an upward movement to the volume of credit by not restrict
ing credit as it loses cash through the operations of the clearing.
The volume of bankers' loans is elastic, and so therefore is the
mass of purchasing power, but there is a time lag involved before
the factors which lead to an expansion exercise their full influence.
23. The banking system thus forms the vital Jink between the
two aspects of the complex structure with which we have to deal.
For it relates the problems of the price level with the problems
of finance, since the price level is undoubtedly influenced by the

mass of purchasing power which the banking system creates and
controls, and. by the structure of credit which it builds upon the
basis of available supplies of gold. Thus, questions relating to
the volume of purchasing power and questions relating to the
distribution of purchasing power find a common focus in the
banking system.
24. If the money income of the community were constant in
amount, stability of individual prices would be assured only if
all goods and services were being produced in forms exactly corre
sponding to the way in which the owners of income were dispos
ing of this income. Even the stability of average prices would
imply equilibrium between consumers' goods and the instrumental
goods necessary for their production. But in addition to these
factors affecting the stability of prices, the money-income of the
community is itself a variable quantity. If Governments pursue an
inflationary policy, i.e., meet expenditure not out of revenue or
loans, but by the issue of paper m o n e y ; or if there is an increased
output of gold from t h e - m i n e s , adding to the incomes of gold
producers and to the lending powers of the banking system ; or
if, finally, the banks pursue an easier credit policy and lend more
freely to the business community, forces are set in motion increas
ing profits and wages, and therefore the possibility of additional
spending arises. The effects upon the price level are complicated
by the fact that the distribution of money-incomes may be altered
and the rapidity with which they are spent. Thus, apart from an
absolute rise in the price level, relative prices may be distorted and
a new direction given to the mechanism of production. In short,
an expansion of credit and of currency, however arising, has a
complex effect upon the price level.
25. The characteristic modern feature of great banks of deposit,
investing their funds largely in short-dated commercial loans is
historically recent. Before joint stock banking arose the field was
already occupied (i) by the private banker, dealing in international
bills of exchange, handling bullion and foreign exchange trans
actions, and issuing Government and other loans to the public,
the predecessor of the modern '' merchant banking '' firms;
(ii) by institutions created with special powers and privileges
gi-anted in return for loans to Government, the prototypes of our
modern Central B a n k s ; (iii) by the old country banks mostly
possessing the right of note issue ; and (iv) in certain countries by
special banks intended to facilitate mercantile transactions in an age
of great currency disorganisation, the " giro " banks of the great
commercial cities. It was not until the middle of the last century
that joint stock organisations for deposit banking, discounting, or
the handling of securities began to come into existence.

26. But underneath the diversity of functions assigned to the
various classes of financial institutions, there may be discerned
certain general features which may be summarised as follows :—
(ij Every advanced financial organisation possesses a market
in which funds available only for very short periods are lent
out. This is designated the call-loan market. The immediate
effect of an increase in the supply of credit is usually an in
creased flow of funds to this market, whether, as in New
York, it is primarily associated with the Stock Exchange, or
whether, as in London, it is primarily associated with the
market in bills of exchange, i.e., the discount market.
(ii) Every organised system possesses a market in which
the supply of and the demand for short-period loans is
balanced. To bring short-period lending into relation with
short-period demands for accommodation is the primary func
t ion of commercial banks.
(iii) Every organised system includes a market for the
adjustment of the supply of and the demand for new long
period capital.
This is the capital market in the ordinary
sense of the term, which prepares and offers new securities to
those seeking opportunities for investment.
(iv) In addition, and as an inevitable accompaniment of the
capital market, there must be an organisation capable of
transferring ownership rights in already existing securities.
This organisation is the Stock Exchange.
(v) There are usually special organisations dealing with the
supply of savings of a special character, or linking up the
flow of savings with the demand for savings for special pur
poses. Into this category fall the insurance companies, the
savings banks, agricultural mortgage banks and other analogous
institutions.
27. If the multifarious character of these functions, and of the
agencies which perform them, is borne in mind the question of
co-ordination naturally arises.
H o w is it possible to attain
equilibrium between forces of so diverse a chai-acter? In the first
instance, of course, equilibrium is attained, as in every market,
through the medium of rate or price ; if the whole system is in
equilibrium, then there will be a definite relationship between the
rates of interest or the price of loans in every one of these markets,
and between these rates and the expected return on long-period
capital. Moreover, since the financial structure of every country
influences, and is influenced by, the financial structure of other
countries, the whole system of money markets will be in a posi
tion of mutually determined equilibrium. Since under an inter
national gold standard international prices tend to a common level;
since, further, price movements are influenced by events in the
money markets, and the money market is influenced by price

movements, a self-determining equilibrium of all the factors,
national and international, is attainable, given a sufficiently,long
period of time, and the absence of disturbing causes.
Thus
variations in the rate of interest charged appear to be the appro
priate instrument to bring about harmony.
28. Considerations such as these lay at the back of the long
drawn controversies between the supporters and opponents of what
used to be called " Free Trade in Banking " in the middle of the
nineteenth century. B y that time, however, it had already become
clear that there resided in the financial structure a tendency not only
to harmony but also to disharmony. The necessity for some agency,
capable of acting as a brake upon the system, was gradually
recognised.
The institution called upon to keep the financial
structure upon an even keel is the Central Bank : in this country
the Bank of England. Historically the principles of central bank
ing were established empirically long before they received
theoretical formulation. That there is a distinction between the
code of behaviour appropriate to a commercial bank and that appro
priate to a Central Bank was recognised as early as 1797, was a
bone of contention between practical authorities for nearly three
quarters of a century thereafter, and was finally established with
unanswerable brilliance and cogency by Walter Bagehot in 1873.
W e mention this long struggle to show how recent, even in the
ease of Great Britain, is the full realisation of all that is involved
in the theory of central banking.
Functions
of a Central
Bank.
29. Since freedom of issue of paper money may easily, under
the stimulus of the desire to make profit, lead each issuer to expand
until the total amount in circulation is inconsistent with the
retention of a sufficient reserve of gold, it is clear that the Central
Bank should possess a monopoly of note issue, and this is indeed
the almost universal practice of the modern world. But this does
not of itself secure to the Central Bank control over the volume of
credit, the modern substitute for hand-to-hand currency. This
came about in our country through the following causes. It is to
the interest of every commercial banker that, in the short run, his
reserves should be as small as possible consistently with safety.
Tt is equally to the advantage of each banker that there should
be one institution carrying a large reserve available for the use of
all in moments of emergency, provided that this institution is
willing to utilise its reserve for the common safety when the
emergency does arise. Hence the one-reserve system, the founda
tion of all central banking practice, arose in this country to meet
a practical need and found its organ in the Bank of England. The
immense importance of this system has had to be recognised, in
newer areas in which commercial banks preceded the institution
o h central banking, by the system of compulsory reserve-deposits

at the Central Bank. Once the commercial banks of a country hold
their,reserves in the shape of deposits at the Central Bank, the
possibility of control by the Central Bunk arises. For an expansion
of credit by the Central Bank has the effect of increasing the
reserve-deposits of the commercial banks at the Central Bank, and
a restriction of credit by the Central Bank decreases these reserve
deposits. In the first case the commercial banks can expand, in
the second they are sooner or later forced to contract, their own
loans. These results follow whether or not the expansion or con
traction of credit is effected by the Central Bank through opera
tions in the money market, or through operations in connection
with the commercial banks themselves, i.e., whether the Central
Bank acts by means of " open market operations " or by means
of " re-discounting " for the commercial banks.
80. The Central Bank should, therefore, possess four rights : the
right of note issue, the right to hold the reserves of the commercial
banks, the right to buy and sell securities, and the right to dis
count. In return, it must so manage its operations as to be able
at all times to meet the demands which may be made upon it,
that is, it must be able to safeguard its cash reserve.
In practice the tasks which have been imposed upon the Central
Bank make it imperative that it should hold the account of the
Government, for the financial operations of Government are con
ducted on a scale so great as seriously to derange the money market
unless special measures are taken to counteract the inconveniences
which result from the inflow of revenue or the temporary easiness
which results from interest and dividend payments. This task
ought to devolve upon the Central Bank in virtue of its general
function as guardian of the money market, and does in fact devolve
upon it when it carries the Government account.
31. It follows that the functions of a Central Bank and the
obligations resting upon it are of a very special character, calling
for skill, experience and judgment of a kind different from those
which must be possessed by commercial bankers. N o banker can
neglect the rules of prudence and of safety, but the object of a
commercial banker is to make a profit. The situation of the Central
Bank is such that it must often undertake operations which are not
only not profitable, but result in losses. Its aim must be the safety
of the financial system and the economic welfare of the country.
32. These differences of standpoint and function are reflected not
only in the powers, but also in the constitution, of the Central
Bank. The frame-work of its scheme of government, the general
powers conferred upon it, as well as the standards to which, in the
exercise of its powers, it is expected to work, are usually embodied
in legislation, which in addition to setting a time limit to the
privileges conferred upon the Bank, normally subjects the institu
tion to some special limitation upon the disposition of its profits,

either by directing that they shall be used in specified ways, or by
limiting the total amount which may be distributed, or by
combining directions such as these with appropriation of profits in
pan by the State.
33. In the sphere of Central Bank legislation two tendencies may
be observed. The first concerns the degree of elaboration of the
constitutional code by which the Bank is to be governed. There
are what may be called the British and the Continental traditions
in these matters : the first leaving the Bank much more free to
develop its constitution in accordance with changing circumstance,
and limiting the degree of State interference to a minimum : the
second regulating machinery in detail, emphasising the subordina
tion of the Bank to the organs of the State, and admitting some,
in certain cases much, State participation in the affairs of the Bank
itself. Such detailed regulation is explicable in many cases on the
ground that the Bank has been set up in an environment generally
favourable to State paternalism or under circumstances, such as a
disorganisation of the currency, which made detailed regulation
appear advisable.
Nevertheless, rational consideration of the
problem will show that a Central Bank which is able to adjust it
self to new necessities and exigencies without requiring an amend
ment of its constitution or powers o n every occasion when innova
tion is considered desirable possesses the inherent advantages which
an elastic structure has over a rigid one.
34. The other tendency to which allusion must be made refers
to the reserve requirements of modern Central Banks. I n the
earlier bank constitutions, in so far as a statutory cash reserve w a s
provided for, it was against the volume of the note issue that the
reserve was to be held. The magnitude of the reserve was either
to be the same as the outstanding volume of "notes (subject to a
certain minimum of notes which need not be covered) or was to be a
certain minimum percentage of the notes outstanding, whilst the
reserve itself w as to be composed of gold bar or gold coin actually
in vault. The deposits of the Central Bank were not subject t o
regulation. Contrasting the present with the former situation, w e
note some significant differences : (i) whilst the tendency to insist
upon a minimum ratio (generally 35 per cent, or 40 per cent.) still
exists, there is a tendency to assimilate deposits to notes for reserve
purposes, (ii) the reserve need no longer consist exclusively of gold
bar or gold coin in vault, but may consist, to a greater or less
extent, also of gold bars or coins ear-marked and held at some
other Central Bank and of foreign bills of exchange or bank
deposits, payable in gold or held i n some country upon a gold
standard, (iii) where notes and deposits are statutorily convertible
upon demand, the Central Bank is n o longer obliged to meet these
demands in gold coin, but in gold bars or foreign exchange, and in
minimum amounts sufficiently large to prevent a frivolous use being
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made of the power of conversion. The effect of these measures may
be shortly summed up. I n so far as notes and deposits have both
to be protected by a statutory reserve, the net amount of reserve
to be kept increases. In so far as substitutes for gold, instead of
gold itself, can be kept in reserve, the net demand for gold for
reserve purposes can diminish if Central Banks in practice make
full use of the opportunities of the reserve regulations. Finally,
experience has shown that, where a Central Bank is required to
maintain its reserves at a certain minimum percentage figure of its
outstanding liabilities, the maintenance of such a minimum ratio
offers no adequate barrier to a rapid growth of its liabilities in
periods of expansion, whilst, at the same time, if it is found
necessary subsequently to contract credit, the degree of contraction
required, in order to comply with the law, is greater than would
have been the case if no fixed relation between cash reserve and
liabilities had existed. These provisions have therefore an im
portant relation to the question of the economy of gold which we
discuss elsewhere in our Report.

CHAPTER III.-THE INTERNATIONAL GOLD STANDARD.
35. T o restore gold to its old position as an international
standard of value was the avowed aim of currency policy for a
period of six or seven years after the cessation of hostilities. This
aim was endorsed by two International Conferences, that of
Brussels (1920) and Genoa (1922). Since the restoration of the gold
standard the main preoccupation of currency authorities has been
with the manner in which it has worked and the extent to which,
under the conditions actually experienced, it has been responsible
for the present degree of international disequilibrium.
36. B y an international gold standard is to be understood not
identity of the currency arrangements of all the countries corn
prising the gold standard group but the possession by all of them
of one attribute in common, namely that the monetary unit (i.e.
pound sterling, dollar, franc, mark and so on) should possess a
gold value prescribed by law, or, rather, a gold value within the
limits of the buying and selling price of gold of the local Central
Bank. In almost all countries gold coin has now been withdrawn
from circulation and its place taken by paper representatives of the
gold. The gold price of the paper representatives of gold is deter
mined by the limits at which the Central Banks will give gold for
paper, or paper for gold. Thus in Great Britain an ounce of
standard gold, containing eleven parts of gold to one part of alloy,
is legally equivalent to £ 3 17s. 10-J-d. This is the price at which the

Bank of England must sell gold in exchange for its own notes : the
minimum price at which it must give its own notes in exchange for
gold is £3 17s. 9d.
37. The legal determination by each of a group of countries of
the gold equivalent of the monetary unit, though an essential, is
not the only condition of an effective international gold standard.
Something more is necessary; namely, the right freely to import
gold and to tender it in unlimited quantities to the Central B a n k ;
and the converse right, freely and in unlimited quantities, to draw
gold from the Central Bank and to export the gold so obtained.
During and immediately after the War there were countries which,
though nominally, were not actually, on the gold standard because
the rights in question, did "not exist.
Thus in Great Britain,
although the holder of Bank of England or of Currency notes was
legally entitled to obtain gold in exchange for notes, h e was, under
war conditions, unable in practice to export gold and was later by
statute prohibited from exporting it except under licence. Again,
in Sweden, gold importers were not free to tender gold in unlimited
quantities to the Central Bank : the Swedish krona therefore
possessed a value superior to the weight of gold which it nominally
represented.
3S. The right to demand gold in exchange for local purchasing
power, or local purchasing power in exchange for gold, is not,
however, the only guarantee of the effective working of the gold
standard. It is sufficient if the local currency is exchangeable for
another currency which is itself convertible into gold. It is possible
indeed to classify currency systems based upon the gold standard
by the extent to which the relationship between the local monetary
unit and gold is proximate or remote. First there are the systems
in which the monetary unit is itself a gold coin; then come currency
systems in which conversion takes the form of the exchange by the
Central IBank of gold bars into local currency or vice versa ; more
remote still is the connection when the conversion right takes the
form of an exchange of local purchasing power into foreign currency
which is itself convertible into gold bars or gold coin. Nor is it
absolutely necessary that the right to convert should be conferred
by statute; it suffices if the currency authority never refuses to give
gold or the equivalent at a fixed rate for the local currency, and
vice versa.
Primary

Objective

of the Gold

Standard.

-39. The primary object of the international gold standard is to
maintain a parity of the foreign exchanges within narrow l i m i t s ;
this has the effect of securing a certain measure of correspondence
in the levels of prices ruling all over the gold standard area.
Incidentally it provides an objective test of the correspondence of
local currency policy with that of the rest of the world, whilst
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under it the currency mechanism itself provides the resources by
which, i n the event of temporary disequilibrium in the relation of
one currency to another, equilibrium can be restored. But although
so long as an international gold standard exists, the currency autho
rity of any gold standard country has always a simple test of the
effect of its policy constantly before it, the disequilibrium between
the local currency in relation to the rest of the world leading
to a loss of gold may be due to deep-seated causes which, if
not corrected by measures involving a definite change in values
in the country in question, would result in a permanent drain
of gold, or alternatively it may be clue to a merely temporary
deficiency in the balance of payments, not in itself due to deep
seated currency derangements.
A sudden check to exports
due to the failure of a crop in an exporting country, or
a sudden weakening of markets in an importing country, or
pressure on the foreign exchange market due to a demand
for remittance in consequence of a rush of new long-term
issues in the capital market, or the withdrawal of short-term
balances from a money market in consequence of political unrest in
the borrowing or lending country, or indeed, in any part of the
world, are instances in point. What is necessary is the possession
of some one exportable commodity, the value of which will not fall,
i.e., for which the short-period price is not subject to change.
Gold is such a commodity; so also is the exchange represented by
a draft on a bank of the creditor country.
Gold and foreign
exchange reserves are easily mobilisable assets which are available
at moments of emergency, when perhaps nothing else is available.
Thus, under the international gold standard, the currency system
itself provides the resources by means of which equilibrium can
be restored, so long as the causes by which disequilibrium has
been brought about are only temporary in character, and so long
as the international gold standard is itself maintained.
40. T h e fact that a state of temporary disequilibrium can be
adjusted by flows of gold or foreign exchange does not remove from
the currency authority the necessity of caution and of interpreting
the situation in the light of its fundamental duty of safeguarding
the international standard. W h a t appears at first sight to be a
case of purely temporary disequilibrium may prove to be a symptom
of a more deep-seated lack of adjustment.
Whilst gold exports
need not be followed by more drastic remedial measures if the dis
equilibrium is temporary, they are always a warning both to the
money market and to the Central Bank itself that further action
may later be necessary. Thus, whenever gold is lost, the Central
Bank is provided with an " automatic " signal of the emergence
of conditions which may make positive action necessary.
The
ultimate aim—the restoration of the international value of the
currency—is clear, but the action to be taken, and the precise
moment at which it should be taken, remain in the sphere of

discretion and judgment, in a word with " management ". That
the sphere of " management " in this sense is wide and responsible
is beyond doubt. For if the wrong action is taken, the state of
disequilibrium which the monetary authority designs to correct may
be accentuated or perpetuated. If, in a state of temporary dis
equilibrium, the monetary authority takes action resulting in a
change in the level of values here, a new state of disequilibrium
may be unnecessarily created.
The sense in which the gold
standard can be said to be automatic is thus very limited; it is
automatic only as an indicator of the need for action and of the
end to be achieved.
Secondary Objectives of the Gold
Standard.
41. It may be considered a secondary object of the international
gold standard to preserve a reasonable stability of international
prices.
The mere existence of an effective international gold
standard does not, however, guarantee stability of prices as a whole
either over space or over time. I n the nineteenth century, indeed,
price movements in different gold standard countries showed a
marked tendency to move together, but the absolute level of prices
showed a considerable degree of long-period instability. And in the
post-war period the sympathetic movement of prices over space is
subject to a much greater degree of interference than was the case
before the War, whilst the trend of prices over time has shown
a very marked degree of instability. These circumstances call for
investigation.
42. If jirices
t
kept in approximate equality over space,
two sets of conditions, which must be present simultaneously, are
necessary. In the first place, countries which are losing gold must
be prepared to act on a policy which will have the effect of lowering
prices, and countries which are receiving gold must be prepared
to act on a policy which will have the effect of raising prices. I n
the second place, the economic structure (as distinct from the cur-,
rency structure) must be sufficiently organic and sufficiently elastic
to allow these policies to attain their objective. The first condition
concerns central banking policy : the second limiting condition is
not a question of monetary policy, but of the actual economic con
ditions in which such policy has to work. I n practice, it may
easily happen that where the first condition is present, the second
is absent, and vice versa.
a r e
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43. The nineteenth century philosophy of the gold standard was
based o n . t h e assumptions that (a) an increase or decrease of gold
in the vaults of Central Banks would imply respectively a " cheap "
or a " dear " money policy, and (b) that a " cheap " or a " dear "
money policy would affect the entire price structure and the level of
money-incomes in the country concerned. B u t , in the modern post
war world, neither of these assumptions is invariably valid. The

growth of the practice of Central Banks, by which gold inflows or
outflows are offset by the withdrawal or creation of bank credit
—the movement of gold not being allowed to produce any effect
on monetary conditions—involves not the absence of policy,
but a policy inconsistent with the rapid adjustment of relative
money-incomes and prices. Thus, if at a time when gold flows
freely to the United States the Federal Reserve System offsets gold
imports by sales of securities, thereby preventing credit expansion,
the level of American money-incomes and prices will not rise.
If, at the same time, the levels of European money-incomes and
prices are already higher than international equilibrium justifies, the
whole burden of re-adjustment will be thrust exclusively on Europe.
Again, if the level of British costs is out of line with international
conditions, but gold exports are offset by the creation of fresh
credit by the Bank of England, the maladjustment will continue.
Both the failure of American incomes and prices to rise, and the
failure of British incomes and prices to fall, may be deliberately
intended, but in that case a policy of stabilising local values has
been, implicitly or explicitly, substituted for a policy of maintain
ing a level of values consistent with international equilibrium.
44. Moreover, the effect of the policy of a Central Bank is un
certain when the general economic structure is itself rigid, and
more particularly so when the object of that policy is to reduce the
price level and the income structure. Pressure can be brought to
bear upon the users of credit by a restriction of credit or the raising
of bank rate, but that pressure cannot be directly brought to bear
upon the costs of production. If the economic structure is rigid,
then the effect may be to depress wholesale prices but to leave other
prices unchanged, and the process of restoring incomes and prices
to an equilibrium level through gold flows and associated bank policy
may be interrupted or long delayed or even completely obstructed.
45. The degree to which the price level remains stable, over a
period of time is again profoundly influenced by policy. If gold
were the only form of currency, if there were no alternative uses
for gold, and if no stocks of gold were held by Central Banks,
the price level would be directly affected by the habits of the com
munity on the one hand and the output of gold on the other.
Actually, in the modern world, gold plays in the main only an
indirect role in the determination of the price level, because the
circulating media consist overwhelmingly of paper money and bank
deposits; it is this volume of purchasing power which directly
affects the price level and not the amount of gold which may be
held in reserve. Gold itself affects the price level mainly through
the decisions of the holders of gold reserves as to the amount of
purchasing power which they will allow to be outstanding against
a given holding of gold. Central Banks and currency authorities as
a whole can increase their total reserves only to the extent of the
new gold supplies available each year for currency purposes. An

acute competition for gold in order to increase reserve ratios tends
to a reduction of the aggregate amount of purchasing power against
which the gold is held, and to a fall in prices additional to the fall
which would in any case have taken place if, in a period of falling
supplies of gold, a rigid relationship between gold supplies and
additional supplies of purchasing power had been maintained, i.e.,
if reserve ratios had been left unchanged. I n a period of expanding
trade production and population, a decreased gold supply, unless
accompanied by a similar movement of reserve ratios, lowers prices.
If, in addition, certain countries take steps to obtain gold solely for
the purpose of increasing the ratio of their gold to their liabilities,
the price level must fall still more. It falls more because the
countries successful in the struggle do not allow their additional
supplies of gold to affect their prices, and because the countries
which are threatened by a loss of gold take steps to resist the loss
which have the effect of lowering their prices.
Conditions necessary for the working of the Gold
Standard.
46. The international gold standard is intended to subserve the
general ideal of stability—as regards the relations between curren
cies, and price relationships over space and time—but it does not,
The
in and of itself, guarantee that this ideal will be realised.
international gold standard can, under appropriate conditions, enable
both exchange stability and a considerable degree of price stability
to be attained simultaneously, over a wide area, but, the mere fact
that the standard is gold, and that it is international, will not
under all conceivable conditions and varieties of policy, automatically
bring about these results. In other words, there are " rules of the
game," which, if not observed, will make the standard work with
undesirable, rather than beneficial, consequences.
47. It is difficult to define in precise terms what is implied by the
rules of the g a m e . "
The management of an international
standard is an art and not a science, and no one would suggest'
that it is possible to draw up a formal code of action, admitting
of no exceptions and qualifications, adherence to which is obligatory
on peril of wrecking the whole structure. Much must necessarily
be left to time and circumstance. Central Banks, in whose hands
the working of the international gold standard has been vested,
no doubt largely recognise that in many respects the purely traditional
and empirical rules by which their conduct was guided in pre-war
days are no longer adequate as guides of action in present day con
ditions, and we consider that the following principles would be
generally accepted : —
(i) The international gold standard system involves a common
agreement as to the ends for which it exists.
(ii) I t should be an object of policy to secure that the inter
national gold standard should bring with it stability of prices
as well as that it should guarantee stability of exchange.

)
(iii) Action by individual Central Banks which, by reper
cussions on the policy of the others, imperils the stability of
the price level should, as far as possible, be avoided.
48. The direct influence of Central Banks upon the price level
is exerted through an alteration of the volume of purchasing power
brought about by changes in bank rate or by variations in the
volume of assets held by them. But there is also an indirect
influence exerted by Central Banks to which considerable import
ance must be attributed. Changes in the level, of bank rate affect tho
price, and therefore the yield, of investment securities. I n periods
of low bank rate the price of fixed-interest-beariug securities tends
to rise, and their yield to fall. The supply of such securities is
therefore gradually encouraged because the cost of borrowing is
lower whilst at the same time the demand for them is increased
once confidence has retui-ned in any degree. Long-terms funds are
thereby placed at the disposal of Governments and entrepreneurs
and the process of real capital formation is stimulated, with the
-result that a rise of general prices is engendered. It may even be
held that the indirect effect of easier conditions in the money market
is more important as an intermediate link in the chain of events
which leads from acute depression to the gradual restoration of
confidence than (he direct effect of attempting an expansion of
the volume of purchasing power. For a Central Bank has no
assurance that the net amount of purchasing power in existence will
in fact be increased by the steps which it may take to that end.
Its own operations in the market, through purchases of securities,
may for instance lead to a repayment to it of loans previously made
by way of discounts ; the net amount of purchasing power would
then perhaps remain unchanged.
The investment market, and
particularly the international investment market, thus occupies a
place of great importance among the agencies determining price
changes.

CHAPTER IV.-THE M O N E T A R Y SYSTEM OF GREAT
BRITAIN.
49. I n Chapter I I we indicated that the Central Bank of the
country must possess four rights :—
(a) the right of note issue;
(b) the right to hold the reserves of the commercial banks;
(c) the right to buy and sell securities; and
(d) the right to discount.
I n giving a brief description of the monetary system of this
country, it is mainly on those rights, and the machinery through
which they are exercised, that we shall concentrate.

1 . T H E BANK OF ENGLAND.

50. The Bank of England is almost unique as a Central Bank in
that it is a private institution practically independent of any form
of legal control save in regard to its powers of issuing bank notes
and granting loans to the State. I t s foundation in 1694 arose out
of the difficulties of the Government of the day in securing subscrip
tions to State loans. Its primary purpose was to raise and lend
money to the State and in consideration of this service it received
under its Charter and various Acts of Parliament, certain privileges
of issuing bank notes. The corporation commenced /with an
assured life of twelve years after which the Government had the
right to annul its Charter on giving one year's notice. Subsequent
extensions of this period coincided generally with the grant of
additional loans to the State. Finally by the Bank Act of 1844 the
privileges of the Bank were continued subject to termination by
twelve months' notice and subject to the repayment of the debt
amounting to £11,015,100 due to the Bank by the State.
51. Apart from statutory provisions regulating the issue of notes,
the grant of loans to the State and the publication of a weekly
account, Sir Ernest Harvey informed us that " the Bank of
England is practically free to do whatever it likes with one excep
lion . . . .
There in only one real prohibition that is imposed
upon the Bank, and that is in the Tonnage Act, of 1694, which
says that in order not to oppress H i s Majesty's subjects the Bank
is to be debarred for all time from using any of its funds in dealing
in merchandise or wares of any description." (Q. 62). " The re
strictions, so far as there are restrictions, under which the Bank
works in its operations are restrictions which the Bank has imposed
upon itself and which, of course, it has the power to alter." (Q. 7 1 ) .
The Note

Issue.

52. For many years subsequent to 1694, the Bank of England
remained the sole banking institution in England and Wales with
more than six partners possessing the legal right to issue notes.
The Bank gradually acquired an effective (though not a legal)
monopoly of the note issue in London, and through its relations
with Government, a privileged position in conducting deposit
banking. Not until 1826 was legislation passed permitting the
formation of other banks of issue with more than six partners, but
this relaxation was subject to the restriction that such banks should
not be established, or issue notes, within a distance of 65 miles from
London. I n 1833 the notes of the Bank of England were given the
status of legal tender : by the same Act it was declared that com
panies, although consisting of more than six persons, might carry
on the business of banking in London and the surrounding area, but

such companies were debarred from issuing notes payable on de
mand. Finally the Bank Act of 1844 for the first time brought
the note-issuing powers of all banks under complete legal control.
5 3 . Under the Act of 1844 it was provided that the issue of notes
by the Bank of England should be kept wholly distinct from the
banking business of the Bank. The amount of notes allowed to be
issued was fixed at .£14 millions to be covered by securities (i.e.,
the fiduciary issue), and such further amount as might be covered
by gold coin, gold bullion, or, to a limited extent, silver bullion.
At the same time the powers of note issue of the country banks
were restricted to those banks already possessing the right of issue,
and the volume of notes which they might issue w as limited to the
average amount actually in circulation over a stated period of twelve
weeks. Further, it was provided that the right of issue possessed
by those banks should lapse in certain contingencies, such as amal
gamation with a non-issuing joint stock bank or an increase in the
number of partners above six. Upon such a lapse the Bank of
England was entitled to increase its fiduciary issue by two-thirds of
the amount of the lapsed issue. By 1921 the whole of the private
issues had in fact lapsed with the result that the fiduciary issue of
the Bank of England was eventually (in 1923) raised to
£19,750,000.
;

54. I n connection with the separation of the note issue business
from the banking business, the Act of 1841 directed that there
should be transferred, appropriated and set apart to the Issue De
partment securities to the value of £ 1 4 millions (of which the debt
due by the State to the B a n k was to be deemed a part) and so much
of the gold coin and gold and silver bullion then held by the Bank
as was not required by the Banking Department. The Issue De
partment was required to deliver to the Banking Department such
an amount of Bank of England notes as, together with bank notes
then in circulation, was equal to the aggregate amount of securi
ties, coin and bullion transferred, and the whole of the note issue
was deemed to be issued on the credit of the securities, coin and
bullion so appropriated and set apart to the Issue Department.
Apart from the minor provisions regarding the lapsing of private
issues, the Bank had thus no power to increase the volume of notes
in any way but by the acquisition of further gold. In emergencies,
when the demand for cash exceeded the Bank's powers of payment,
the course which was adopted was for the Prime Minister and the
Chancellor of the Exchequer to communicate with the Bank prom
ising to lay proposals before Parliament for authorising an excess
note issue should the Bank find it necessary to go beyond the statu
tory limits of issue.
55. The currency in circulation and in bank reserves thus con
sisted, except for the fiduciary issue of the Bank of England and
the issues of the private and country joint stock banks in England,
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together with those "of certain Scottish and Irish banks of issue
(which were not legal tender), entirely of gold And subsidiary
coin or of notes backed by gold.
Thus legal tender currency
could only be increased by the acquisition of additional gold. In
the early stages after 1844 the use for the settlement of trans
actions of means of payment other than legal tender currency
was relatively limited, but the rapid growth of the joint stock
banking system led to the development of the cheque drawn against
sums deposited i n , or loans granted by, a joint stock bank. The
mechanism under which those banks made credit available to
customers and the limitations on the volume Created will be
described later; it is sufficient here to indicate that the use of the
cheque introduced into the monetary system the possibility of
greatly expanding the amount of the country's purchasing media,
legal tender currency being required in the main only for the pay
ment of wages and retail transactions, for pocket money, and for
such part of the joint stock banks' cash reserves as they hold in
their own custody.
1

56. During the War the Currency and Bank N o t e s Act of 1914
authorised the issue of Bank of England notes in excess of the
limits fixed by law to such extent as might be temporarily autho
rised by the Treasury and subject to ainy conditions attached to
that authority. But the important change in practice was that
during the War and for ten years afterwards currency notes for
£ 1 and 10s. were issued by the Treasury, the amount and manner
of the issues being entirely within the discretion of that depart
ment. .
57. It is unnecessary to trace here the processes by which during
the War both the deposits in the joint stock banks and the currency
note issue were greatly expanded; these matters are dealt with
in the Beport of the Cunliffe Committee which enquired into Cur
rency and Foreign E x c h a n g e s after the War (Cd. 9182 of 1918). So
far as concerns the note issue that Committee considered it to be
imperative that the issue of fiduciary notes should, as soon as
practicable, be once more limited by law, and the currency notes
and Bank of England notes amalgamated into a single Bank of
England issue. They favoured the principle of a fixed fiduciary
issue embodied in the Act of 1844, subject to the continuance of the
provisions of the Act of 1914, under which the Bank of England
could, with the consent of the Treasury, temporarily issue notes in
excess of the statutory limit.
:

58. As regards the amount of the fiduciary issue the Cunliffe
Committee recommended that, as a temporary expedient, pending
final arrangements, the actual maximum fiduciary circulation in any
year should become the legal maximum'for the following year.
The Committee considered that without further experience it would
be dangerous to lay down a precise figure'for the fiduciary issue and
V)\22
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recommended a review of the position when the foreign exchanges
had been working normally for a period of at least a year on the
basis of a minimum gold reserve of £ 1 5 0 millions. These re
commendations were accepted generally by successive Governments,
and following the report of the Committee on the Currency and
Bank of England Note Issues, 1925, there was enacted the Cur
rency and Bank N o t e s Act, 1928, whereby the note issues were
amalgamated as one issue under the control of the Bank of England.
B y this Act the new fiduciary issue was fixed at £260 millions,
this figure being approximately the amount Of the actual maximum
fiduciary issue of B a n k of England and Treasury notes for 1927,
subject to a small deduction in respect of the circulation in the
Irish Free State which was being replaced by a Free State issue
of notes.
59. While the Act of 1928 maintained the principle of the fixed
fiduciary issue of the 1844 Act, it at the same time gave power to
the Treasury, on the application of the Bank of England, to assent
to an increase or reduction of the amount of the fiduciary issue,
subject, in the case of an increase, to the conditions that any such
authority (i) should run for a period not exceeding 6 months and
(ii) might be renewed or varied on the representation of the Bank
but not so as to remain in force (with or without variation) for
more than two years without the sanction of Parliament.
Any
authority for an increase of the fiduciary issue was directed to be
laid before Parliament.
60. The eight Scottish joint stock banks still possess powers of
note issue. T h e y may issue notes pound for pound against legal
tender cover held at two approved offices or held by the Bank of
England on their account, and in addition each bank has a fiduciary
issue of fixed amount. T h e total authorised fiduciary circulation
for the Scottish banks is £2,676,350 while, the average
circulation is usually somewhat over £20,000,000.
A similar
position exists in regard to certain banks in
Northern
Ireland for which the fiduciary circulation was fixed by the Bankers
(Northern Ireland) Act, 1928, at £1,634,000 (subject to a period for
the reduction of the previously existing fiduciary issues to that
level). W e were informed by Sir Ernest Harvey that at the time
of his evidence (November, 1929) the average amount of Bank of
England notes set aside as cover to the note issues of banks in
Scotland and Northern Ireland was about £24,500,000 (Q. 132).
61. Apart from these small issues, the Bank of England is at
the present time the sole note issuing authority of the country,
subject to the legal requirement that notes in excess of £260
millions require to be covered pound for pound by gold. Against
the fiduciary issue the B a n k is required to hold securities to an
amount sufficient in value to cover it. These securities may in
-clude silver coin to an amount not exceeding £5-o- millions; apart

from this, they are interest-bearing securities. From the income
yielded- by the securities held against the fiduciary issue there have
to be met the expenses of printing, issuing and cancelling notes
and the general expenses of m a n a g e m e n t ; the amount of the net
profit, ascertained in such manner as may be agreed between the
B a n t and the Treasury, is payable to the Treasury as public
revenue. In practice this allows for the appreciation or depreciation
of the values of the securities held. The nature of the securities
held by the Issue Department is left to the decision of the Bank of
England.
62. The Act of 1928, although it greatly enlarged the amount of
the Bank of England's fiduciary issue, and imported a measure of
elasticity into the issue through the power conferred on the Treasury
to authorise a temporary increase in the fiduciary issue, confirmed
as a normal arrangement the essential provision of the Act of 1844
by which variations in the amount of the note issue depend upon
the stock of gold held by the Bank, the amount being increased or
decreased as gold flows in or flows out. Practically all the gold
held by the Bank is concentrated in the Issue Department and
notes are issued up to the full amount of the assets of that depart
ment. Notes so issued but not actually in circulation are held in
the Banking Department of the Bank and the amount of those
notes together with the coin is the measure of the cash held
against the liabilities of that department to the public.
The

Banking

Department.

63. The Issue Department is thus concerned solely with the issue
of bank notes up to the legal m a x i m u m . The Banking Depart
ment on the other hand, is a bank of deposit, the position of which
can be best understood by a brief reference to the nature of the
liabilities and assets of the department. Its liabilities comprise
the Proprietors' Capital of £ 1 4 , 5 5 3 , 0 0 0 ; the B e s t (or undistri
buted profits), which is not normally allowed to fall below a figure of
£3,000,000; and the liabilities of the Bank to its clients which
are shown under the heads of Public Deposits, Other Deposits
(subdivided into Bankers' Deposits and Other Accounts), and a
small amount of seven day and other bills.
64. The Public Deposits include all balances of the British
Government held at the head office and branches of the Bank, in
cluding the Exchequer Account, the Paymaster General's account
from which supplies are issued to the spending departments and
many accounts in connection with the National D e b t , the collection
of taxation and Government funds of various types.
65. The Bankers' Deposits relate exclusively to British banks
whose main business is conducted in this country. The balances
of other banks, such as British banks operating in the main in the
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Dominions (including the Bank of Ireland) and in foreign countries
fall into the " Other Accounts." The latter head also includes
balances maintained by foreign Central Banks, Colonial Banks,
merchant hanks and financial houses, Indian and Colonial Govern
ments, and the dividend accounts of stocks managed by the Bank
other than the direct obligations of the British Government.
66. Against these liabilities the Bank holds assets consisting of—
(i) " Government Securities " under which fall only direct
obligations of the British Government, including Treasury
Bills acquired o n the initiative of the Bank and not presented
to it for discount, and any temporary Ways and Means
Advances made to the Exchequer.
(ii) " Other Securities " divided under two heads, viz. :—
(a)
Discounts and Advances," which comprises bills
of exchange and Treasury bills brought to the Bank for
discount, and advances made by the Bank to the bill
market and to private clients, and
(b) " Securities," which may include stocks guaranteed
by the British Government, Indian, Colonial or foreign
securities, miscellaneous securities, and commercial bills
purchased by the Bank on its own initiative.
(iii) Bank notes issued by the Issue Department but not in
circulation. The notes in circulation include not only notes
actually in the hands of the public but also notes in the tills
and reserves of other banks, and notes set aside as cover for
the note issues of banks in Scotland and Northern Ireland to
the extent to which those issues exceed limits prescribed by
Parliament. The average amount of Bank of England notes
: so set aside is normally about .£23,000,000 to .-£24,000,000.
(v) Gold and Silver Coin which consists almost entirely of
silver coin.
i
The ratio which the Bank of England notes held in the Banking
Department, together with coin, bears to the total of Public and
Other Deposits and post bills is generally known as " the Propor
tion ".
67. The reserve of notes in the Banking Department is in effect
the measure of the maximum amount of gold which the Bank could
part with in the absence of a change in the volume of notes in
circulation, unless the powers of extending the fiduciary issue are
used. I n practice, of course, it could not be allowed to sink to
zero. If for any reason there is a drain of gold from the country
the Bank must therefore take steps to correct the situation which
has given rise to that drain before its gold stock is too seriously
affected. As regards the stock of gold which the Bank might desire
at any time to hold. Sir Ernest Harvey said in evidence before us :—
" I think it is fair to say that the Bank of England do not carry
any fixed figure in their mind as at all times an adequate figure of

gold. It must be obvious that the sufficiency of the gold held
must depend upon the changing circumstances of the moment—
what is the period of the year?—is it a period of the year when we
may be subject to considerable withdrawals from abroad?—what
are the liabilities which we know to lie ahead of us?—what, so
far as we can measure, are the claims upon us by foreign countries
which they might enforce at any moment? W e have never con
sidered, I think, that the Cunliffe Committee, in mentioning
£150,000,000, did more than consider a figure which in normal
circumstances and having regard to the fact that gold in t h e
pockets of the people had been replaced by notes would be a fair
average figure, may I say.
It is obvious that at one moment
£150,000,000 might be sufficient, whereas at another moment it
might be insufficient.
W e are not wedded to the figure of
£150,000,000 in the least. I think there is good evidence of that
in the fact that we have allowed the figure to be brought down.
There is, however, one fact which must always be borne in mind.
Whatever the figure named as the minimum below which we
should not fall, the lower you put it the less our power of resistance
in case of any crisis. The lower, therefore, you allow the figure
to fall the more necessary it may be at times to take rather drastic
measures for the curtailment of credit—for the maintenance of a
comparatively high, or at any rate effective, rate. But we are not
wedded to any
figure.
W e judge the figure according to the
circumstances of the moment, and in our judgment so far as we
were able to estimate the circumstances of the time we considered
that it was not unreasonable to allow that figure of £150,000,000
to be reduced to the figure at which it now stands." (Q. 152).
68. If, however, circumstances arise such as to call for positive
action by the Bank to prevent a drain of gold, or to encourage the
importation of gold, the means which the Bank has at its disposal
is an alteration in the level of the bank rate—-the minimum rate
of discount at which the Bank will discount certain types of bills
for the discount market-—in combination, if necessary, with open
market operations, i.e., the purchase or sale of securities by the
Banking Department, or it may be only with an alteration in the
types of securities so held without alteration in their total amount.
69. As regards the circumstances in which one of these methods
might Be employed in preference to the others, Sir Ernest Harvey
stated : " I find it rather difficult to attach in general any order
of importance to those methods. As regards the first . . . the mere
movement of the rate, the exact effect cannot be determined
beforehand—at least it is very difficult to do so with any certainty.
You know that if you put up the B a t e one per cent, you will
produce a certain effect upon rates. But the extent of. the effect
and whether it will hold or not depends upon a great many other
circumstances. The relative importance of the different methods
is entirely dependent upon the circumstances existing at the

moment. . . . The mechanism of tightening up rates by a.market
operation of some kind would be the natural method to use, if, in
our view, the existing Bank Rate which, if effective, would be high
enough, had for some reason or other become ineffective."
(Q. 7519). As regards the use of the two types of market opera
tion, " I think our first operation would normally be to reduce the
volume of credit by the sale of bills." (Q. 7520). " Unless we
had clear evidence that there was a margin of credit which could:
only find employment in the short loan market, we should not
necessarily effect any reduction in the volume of credit. If we
do reduce the volume of credit in order to make the rate effective,
it is only because we are satisfied that the reason for the weakness
of the market rate is an excess of money which cannot find employ
ment elsewhere than in the short market." (Q. 7521).
70. W e discuss in Chapter X I t h e consequences which follow
from B a n k policy as exercised through the bank rate and open
market transactions; here w e are concerned only with the
mechanism. An alteration in the level of bank rate may, as we
have already indicated, be made for the purpose of correcting an
outflow of gold due to a temporary disequilibrium in the balance
of international payments. I n such a case it may produce the
desired result by its effect on international movements of short
term capital without any marked effect upon the internal position
of this country. Or it may be designed to correct deep-rooted
disparities in the price level in this country as compared with other
countries, in which case it may have to be continued until the
altered price for the use of money restrains or expands demand as
the case may be. The mechanism by which this effect is trans
mitted is that by custom the clearing banks vary certain rates of
interest, charged or allowed, by reference to the level of bank
rate. While these normal rates are subject to many exceptions in
practice, the general position (with occasional deviations) is that :—
(a) the rate of interest allowed by the clearing banks o n
London deposits repayable at short notice is 2 per cent, below
bank rate;
(b) the rate of interest charged on loans and overdrafts is
J per cent, to 1 per cent, above bank rate, with an agreed
m i n i m u m of commonly 4 to 5 per cent. ;
(c) the rate of interest charged by the clearing banks o n call
money to the discount market is somewhat above the rate paid
o n London deposits.
Thus an increase of bank rate brings with it an increase in the
rates both for short money and for bank loans. It works both o n
the international position by attracting funds to this country or pre
venting funds from moving outwards, and on the internal posi
tion by discouraging borrowing from the commercial banks and so
tending to a reduction of their deposits.

1
71. But the Bank- also holds at command the power directly
"to increase or decrease the amount of purchasing media in the
country by open market operations. If the Bank purchases securi
ties in the market the transaction is settled by crediting the draw
ing account of the broker or other party through whom they are
purchased. This eventually leads to an increase in the balances
of the joint stock banks at the Bank of England. The Bank's
holdings of securities will of course have been increased by the
same operation.
The deposits of the joint stock banks at the
Bank are the equivalent of cash and the banks thus find themselves,
with more than their usual proportion, of cash to deposits and are
in a position to grant further loans to their customers or otherwise
to create additional.credit. Since the banks as a whole maintain
a cash proportion to deposits of from 10 per cent, to 11 per cent,
they are in fact able to increase their deposits by some 10 t i m e s
the cash created by the Bank of England. B y the opposite pro
cess a sale of. securities by the Bank of England or the calling in
of a loan will reduce the cash of the joint stock banks and entail
a reduction of their deposits. The Bank of England is thus i n a
position Xprovided that it has knowledge of the variations in the
note holdings of the joint stock banks) to exercise almost complete
control over the.amount of bankers' cash in the country, and'thus,
given the conventions which govern the transactions of the joint
stock banks, over the total volume of deposits within such limits
as are set by the existence of the international gold standard.
The bankers' cash may, of course, be reinforced by gold imports
without action on the part of the Bank of England but it is within
the power of the Bank to take steps to offset any expansion in
deposits which might thus arise.
72. There are normally no direct borrowing or lending trans
actions between the Bank' of England and the joint stock banks.
The connection is established through the discount market,.which
we consider later. That market employs funds lent to it by the joint
stock banks (as well as other institutions, British and foreign)
at call or short notice. If a joint stock bank or other lender finds
its cash position is.below normal, it withdraws call money from
the discount market. That market, if it cannot supply itself with
necessary funds from other banks or other sources, brings bills to.
the Bank of England for discount or borrows from the Banlf,..o.n
the security of bills or Government securities, thus agaip-ificreas
ing the cash basis.
"'.
2. T H E JOINT STOCK BANKS.

73. The joint stock banks, or deposit banks, are the banks with
which the public in general deal. They carry out many familiar
services for their customers but we are concerned mainly with their
functions as recipients of deposits and as lenders to trade and in
dustry, the financial market and other borrowers, and the mechan
.
ism which governs generally their operations.
:
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74. It is not unnatural to think of the deposits of a bank as
being created by the public through the deposit of cash represent
ing either savings or amounts which are not for the time being
required to meet expenditure. But the bulk of the.deposits arise
out of the action of the banks themselves, for by granting loans,
allowing money to be drawn on an overdraft or purchasing securi
ties a bank creates; a credit in its books, which is the equivalent of
a deposit. A simple illustration, in which it will be convenient
to assume that all banking is concentrated in one bank, will make
this clear. Let us suppose that a customer has paid into the bank
£1,000 in cash and that it is judged from experience that only the
equivalent of 10 per cent, of the bank deposit need be held actually
in cash to meet the demands of customers; then the £1,000 cash
received will obviously support deposits amounting to £10,000.
Suppose that the bank then grants a loan of £ 9 0 0 ; it will open a
credit of £ 9 0 0 for its customer, and when the customer draws a
cheque for £900 upon the credit so opened that cheque will, on
our hypothesis, be paid into the account of another of the bank's
customers. The bank now holds both the original deposit of £1,000
and the £ 9 0 0 paid in by the second customer. Deposits have thus
increased to £1,900 and the bank holds against its liability to
pay out this sum (a) the original £1,000 of cash deposited and (b)
the obligation of a customer to repay the loan of £900. The same
result follows if the bank, instead of lending £ 9 0 0 to a customer,
purchases an investment of that amount. The cheque which it
draws upon itself in payment for the investment is paid into
the seller:!s bank account and creates a deposit of that amount in
his name. The bank, in this latter case, holds against its total
liability for £1,900 (a) the original £ 1 , 0 0 0 of cash and (b) the in
vestment which it has purchased. The bank can carry on the process
of lending, or purchasing investments, until such time as the
credits created, or investments purchased, represent nine times the
amount of the original deposit of £1,000 in cash.
75. The process is much the same when we remove the assump
tion that there is only one bank. The credit granted by one bank
may reach the accounts of customers in another bank. There is
thus established a claim by the second bank upon the first for cash,
and the ability of the second bank to grant loans is improved
in so far as that of the first bank is reduced. Over the banking
system as a whole therefore, loans and investments made by the
banks increase their deposits.
There is, however, a limitation
On this process. A bank which is actively creating deposits in this
way will naturally find that a considerable part of the cheques
drawn against them will be in favour of other banks. It will thus
lose part of its cash reserve to those banks and must proceed to
limit its loan operations if its normal cash ratio is to be maintained.
I n practice, therefore, no one bank can afford to pursue a policy

of creating deposits by making loans or investments which is much
out of line with the policies of other banks.
76. The cash which the banks hold is partly in the form of bank
notes and coin maintained in tills and reserves to meet current
demands by customers and for exigencies, and partly in the form
of a deposit with the Bank of England—the bank of t h e bankers.
The latter credit affords first the means of settling day to day
balances between banks and secondly the means of obtaining any
further supplies of notes or coin that they m a y need for current
use. A further cash item is represented by balances with other
banks and cheques on other banks in course of collection. These
claims on other banks, which are settled within a day or two,
usually amount to about
per cent, of the deposits, varying of
course with the amount of business done by the bank.
:

77. For the ten London clearing banks, the division between the
cash in hand and the balance at the Bank of England was as
follows for the years 1919 to 1930. The figures are the annual
averages of the monthly figures supplied to us by the banks :
Proportion to Current and
Deposit Accounts*
(average for year.)

£ mills.
- — -

1919
19-20
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930

...

...

Cash
Cash in
Hand
Hand..

Balance
at Bank of
England.

Cash in
Hand.

112-4
105-8
110-7
107-5
103-8
103-8
103-7
103-1
105-1
104-5
104-4
103-6

103-9
83-7
96- 1
92-9
87-3
88-3
86-2
86-1
85-3
83-6
82-9
84-5

7-4
6-2
6-3
6-3
6-4
6-4
6-5
6-4
6-3
6-1
6-0
5-9

Balance
at Bank.
6-9
4-9
5-5
5-4
5-4
5-5
- 5-4
5-4
5-1
4-9
4-8 "
4-9

Total
Cash.
14-3
11-1
11-8
11-7
11-8
11-9
11-9
11-8
11-4
11-0
10-8
10-8

-

* These percentages differ somewhat from those shown by the .published
monthly utatements of the Clearing Banks for the reasons stated in the
notes to Appendix I.

78. The figures included in the monthly statements are the
average of the aggregates of the figures of each bank o n . i t s weekly
" m a k e - u p " day. There are in-fact four different days of the
week on which the banks compile their weekly balance. - Thus if
one bank improves its cash position on the make-up day at the
expense of the cash position of the remaining banks, it follows that

the monthly,statement would not. reflect the true daily cash position
of the banks as a whole. Since the end of 1928 the Bank of
England has shown separately in its weekly account the actual
Bankers Balances as on Wednesday of each week and a com
parison of the two returns throws considerable light upon the true
cash position.
, 79. The Bank of England figure covers a wider group of banks
than the ten clearing banks whose figures are shown above. Never
theless, if we exclude the. larger balances maintained at the end
of each half year, it shows that for 1929 the Bankers' Balances
averaged on each Wednesday about £ 6 2 millions and for 1930
about £ 6 3 millions. If we. take the clearing, banks' figures (ex
cluding the half yearly figures) the average balance at the Bank
of England works out at about £77 millions for 1929 and £78
millions for 1930. It is evident, therefore, that the clearing banks
do not maintain from day to day so high a proportion of cash as
is shown by the monthly statements, and although we have not
available all the data required to make an exact calculation, it
seems probable that the balance maintained by those banks (ex
cluding the half yearly periods) is appreciably below £60 millions
or less than 3J per cent, of deposits. It is probable therefore that
the total cash reserve kept (apart from balances with other banks
and i t e m s ' i n transit), is over all about 9£ per cent, against the
published figure of nearly 11 per cent.
80. Behind the actual cash reserves the banks maintain a volume
of assets which are readily realisable in case of need to meet with
drawals. In order of liquidity these are :—money at call and short
notice lent to the bill market and to a small extent the Stock
Exchange, usually about 7 per cent, or 8 per cent, of deposits;
bills of exchange and Treasury bills, usually about 13 per cent,
to 15 per cent, of deposits; and investments consisting mainly of
a mixture of short-dated and long-dated bonds and stocks (largely
British Government securities), usually about 16 per cent, of
deposits. The remaining large item on the assets side consists
of the debts of the customers of the banks in respect of the loans
and advances granted to them by the banks, the normal percent
age of which varies for different banks between 50 and 55 per
cent, of deposits.
81. The following table of the percentages which the various
assets (other than cash) bore to deposits in the years since 1919
shows how closely these percentages have been adhered to by. the
banks as a whole; though it may be that minor accounting changes
conceal or account, for small variations. As between individual
banks, there are,-however, fairly substantial variations in the pro
portions in which their assets are divided. The percentages are
calculated from the ainnual averages Of the monthly figures given
in Appendix I.

170
Proportions

-

to Current and Deposit

Money at
Money at
Short Notice.
Call.
1-5
1-4
1-6
1-7
1-5
1-5
1-5
1-6
1-5
1-7
1-7
1-9

1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930

7-2
4-4
4-2
4-8
5-2
4-9
5-7
5-9
6-9
7-3
6-9
6-2

Accounts.

Bills.

Investments.

Advances.

17-6
15-1
20-4
18-8
16-5
14-3
13-6
13-0
12-7
13-2
12-7
14-7

23-3
21-4
19-9
24-6
23-4
22-6
19-1
17-7
16-4
16-1
15-8
16-2

38-4
48-4
45-1
41-7
45-2
47-9
51-3
53-3
54-2
54-0
55-5
53-6

W e add a further table showing the total deposits of the ten
clearing banks in each year since 1919 and the division of this total
into current accounts payable on demand and deposit accounts
payable after date or notice, together with the proportions of each
to total deposits.

--1919
1920
1921
1922
1923 ...
1924
1925
1926...
.1927
1928
1929
1930

Total
Deposits.

£ mill.
1510-7
1719-7
1753-6
1707-4
1614-1
1615-7 1602-7
1608-9
1658-6
1708-9
1738-0
1740-8

Current
Accounts.

Deposit
Accounts.

£ mill.
1015-9
1097-6
1024-7
998-3
965-6
950-0
922-5
921-4
932-1
953-7
940-1
920-8

£ mill.
494-8
622-1
728-9
709-1
648-5
665-7
680-2
687-5
726-5
755-2
797-9
820-0

Proportion
of Current
Accounts to
total.

Proportion
of Deposit
Accounts to
total.

67-2
63-8
58-4
58-5
59-8
58-8
57-6
57-3
56-2
55-8
54-1
52-9

32-8
36-2
41-6
41-5
40-2
41-2
42-4.
42-7
43-8
44-2
45-9
47-1.

82. On the general question of the proportions in which the
banks normally divide their assets we may quote from the evidence
given by Mr. Hyde :—
" W e must bear in mind that our deposits "are in a very iion
:siderab!e part payable on demand, and even those deposits that
are fixed for a period may be payable oh demand by arrangement
with the depositor " (Q. 866). This puts' the banker under an
which-*is'Very
-obligation to keep available an amount of c a s h
:

1

:

much more than sufficient to meet any demand that may be made
upon us " (Q. 867). " After we have" allowed for the £40,000,000
of cash that we keep in absolutely ready form to meet withdrawals
we have then to consider how we shall spread the rest of our assets,
bearing in mind two principles. First, that we must keep still a
large proportion of our assets very liquid so that if there are with
drawals from our.cash owing to the shrinkage in our deposits, we
can replenish the cash and still maintain very large liquid
resources " (Q. 869). " Then the second point is that we have to
earn a profit. You can quite well understand that our expenses
are heavy . . . therefore we have to see that w e use the
remainder of our assets as well as we can in making profits. For
that reason we distribute our assets over a variety of different forms
of employment so as to secure two objects, first of all, liquidity,
and, secondly, profits " (Q. 870).
83. With regard to the particular increase which has taken place
in the percentage of advances, Mr. H y d e said that while some
part of the addition over the normal ratio of the Midland Bank
represented their desire to accommodate customers, " p a r t of it
represents the fact that at some time in the past our deposits were
on a higher plane and we let out part of them to trade and we
cannot now, without putting trade to considerable difficulty and
inconvenience, get it back from trade immediately. It has got to
be a slow process " (Q. 906).
Mr. Goodenough attributed the
increase largely to the inability of industries which had obtained
credit to repay their liabilities (Q. 624).
84. Despite the small variations, the figures we have quoted
show a remarkable adherence to the conventional distribution of
assets over a period of years, and this feature has to be kept in
mind in considering the position of the commercial banks as the
distributive agents for credit throughout the commercial, industrial
and financial world.
Given the maintenance of a certain cash
base the banks will always in time expand their deposits to a
figure of some nine or ten times that base, but it does not neces
sarily follow that they can distribute their assets immediately in
the proportions at which they normally aim. I n certain circum
stances it may be, indeed, that the efforts of the bankers to employ
their cash remuneratively will set in motion forces which will
themselves bring about a reduction of their deposits. The general
process may be summed up briefly as follows. '-'
85. A bank has each day to take a view of its general cash
position. Loans and advances are constantly being granted and
repaid, bills mature every day and investments are being repaid
at intervals. If the result of these day to day changes is to show
an increase in the cash balance relative to deposits, the bank
has to find means of employing its surplus resources at a profit.

Its aim ultimately is to distribute its.assets in the normal pro
portions, but it cannot, for example, at once expand advances to
its customers, since it is dependent upon the volume and quality
of applications made by would-be borrowers. In the first place,
therefore, the bank finds an outlet for its surplus cash,, either by
lending money to the market or by buying bills or investments.
The choice will be dependent largely upon the view taken by the
bank as to the liquidity of its position, the nature of the demands
which it anticipates in the early future, and the relative profit
ableness of each type of transaction. The natural outlet in the
first instance is, however, the grant of additional loans to the
bill market. That market has then an increased volume of funds
seeking remunerative employment while nothing has affected the
supply of bills for discount. Competition for bills may force the
rate of discount down, and though some bills may be attracted
to London for discount from other markets, the weakening of the
rate may be such as to lead to the possibility of an outflow of gold
and thus entail restrictive measures by the Bank of England. I t
is possible, therefore, that in certain circumstances the cash base
may have to be contracted before the banks have had the oppor
tunity of employing their resources in loans to industrial or other
borrowers.
86. If, however, such conditions do not arise and the cash base
remains unaffected, the general policy of the commercial banks will
be to restore the normal distribution of their assets. As and when
the demand for advances increases they will be ready to withdraw
accommodation from the money market. H o w far this readiness
may affect the actual demand for advances is a matter upon which
the views of our witnesses appear to differ. I n one case we have'
been told that the demands for advances for industrial purposes
are continually in excess of the ability of the bank to lend; in
most cases the evidence we have received is to the effect that the
banks have not been compelled, by reason of their cash position,
to reject any application for air industrial loan which they regarded
as a desirable loan to grant.
87. I n general, however, it is clear that the ability of the com
mercial banks to grant loans to their customers ultimately depends,
under existing joint stock banking practice, upon the provision of the
necessary cash base by the Bank of England. If the commercial
banks have made loans up to that percentage of their deposits which
they have adopted as a working basis, either they must cease togrant,
new loans except to the extent that existing loans are reduced, or
the cash base must be expanded by the Bank of England. T h e
determination of what is an adequate supply of credit rests ulti
mately therefore with the Central Bank. As to t h e factors upon
which the Bank frames its judgment we quote from Sir Ernest
Harvey's evidence : ' - " It is to the joint stock banks that w e h a v e

to look for guidance as to the needs of industry for an increased
volume of credit or for signs that the volume of credit is in excess
of requirements. . . . T h e barometer to which we look is the
volume of money that is seeking investment in the short market,
presumably for the reason that, except in so far as additional short
assets may be necessary for the restoration of bankers' proportions,
the funds in question cannot find employment elsewhere than
in the short market . . . .
W e have to look to the volume of
the private deposits considered in conjunction with conditions in the
money market, and we have to measure on that basis the adequacy
of the volume of credit—always, of course, having regard to the
external position, the state of our reserve, the position and trend of
the exchanges " (Q. 8848).
3. T H E ACCEPTING HOUSES AND THE DISCOUNT MARKET.

88. I n the British monetary system, these organisations play an
important part. In contrast with most other countries, the func
tion of accepting and discounting bills of exchange is very largely
performed in this country by highly specialised firms and companies
instead of by the commercial banks, although the latter do a not
unimportant share of the business. It is unnecessary to enter into
a detailed account of the work of these organisations since we
are concerned particularly with the manner in which one of them,
namely the discount market, as an intermediary between the Bank
of England and the commercial banks, acts as the principal user
of the short-term funds of the latter.
89. International trade is largely financed by bills of exchange
drawn on banks or banking houses. The process may be briefly
described by an example. A British importer wishing to import
goods from a foreign country will go, say, to his accepting house
and ask them to open a confirmed credit in favour of the foreign
exporter through some bank in the exporters country.
The
exporter, on exporting the goods and obtaining the ship's
bill of lading, will attach the latter together with an in
voice, insurance policy and any other relevant documents
to a draft for the sum due to him drawn on the London accepting
house and ask the local bank to discount the bill so that he may
receive his money at once. B e l y i n g on the confirmed letter of
credit and the first-class standing of the accepting house the bank
will be ready to do this. It will then send the draft and the docu
ments to its London agent with orders to present it to the accepting
house for its acceptance. T h e draft being accepted, the agent can
either hold it for collection till maturity, or discount it at once in
the discount market and recoup his principal abroad. The exporter
therefore receives his money at o n c e ; the importer secures credit
for a period; the discounter cf the bill abroad obtains an instru
nient freely negotiable, and.the accepting house receives an accept
ahce- commission for the use of its name on the bill, either retaining

-fche documents until the bill is repaid or, as is often done, parting
with them at once to the importer. T h e risk run by the aceept
ing house is therefore the insolvency of the importer.
90. The details of the transaction will vary with the
particular case.
The accepting house may stipulate that
the importer must give security, either in the form of
the relative documents (such as bills of lading, &c.) or
some other form, or it will often give a blank credit to a client
who is well-known and financially strong. The importer must place
the accepting house in funds in time to meet the payment of the
bill on its due date. The accepting house does not, therefore,
actually provide cash in respect of its acceptances, though it must
always be ready to " take up " its acceptances whether or not
funds have been received to cover them. Its function is to guar
antee due payment of the bill and in this way to make it one
which will be readily discounted by banks or by the discount
market. For this guarantee it makes a charge which in general
varies from one to two per cent, per annum according to the credit
of the customer and the character of the. risk.
91. W e have given as an example the case of imports into this
country. B u t the same system of acceptance may apply to exports
from this country or to imports and exports between any two
foreign countries.
The variations in the type of transactions
financed by sterling acceptances are indeed exceedingly numerous.
It is very common t o o - a l m o s t a rule, i n fact, where a joint stock
bank accepts—for the facilities given to be granted by the London
acceptor not directly to the foreign client but through the channel
and under the guarantee of a foreign bank. A German bank- for
instance is given by an English bank or accepting house a certain
limit of credit which it is free to use for the re-imbursement busi
ness of its clients.
These clients then finance themselves by
drawing sterling bills on London.
92. The world-wide standing of the London accepting houses,
in combination with the discounting facilities available and the
maintenance of a free gold market, has led to the use of t h e
sterling bill for international transactions in all parts of the world
and not only for transactions in which this country is concerned
either as importer or exporter. While the mere acceptance of ai
bill does not involve the immediate financing of trade in cash,
bills always tend to be discounted in the market in which they
are accepted. If there were n o counterbalancing factor the cxist
ence of the accepting business would mean that the resources of
London were being applied to the financing of a large part of t h e
world's trade. I n fact, however, the accepting houses and t h e
joint stock banks hold substantial deposits of foreign money. Sir
-Robert Kindersley in evidence before.ns said of. Ins own firm : 
" My foreign deposits which I lend to the, discount market, ai

invest in Treasury bills, or use otherwise are equal to the bills
drawn upon me, and therefore I get a commission and London is
not asked to produce any money for it because the foreign deposits
which 1 have are sufficient to finance the bills " (Q. 1 .L57). He
thought also that a very large proportion of those deposits would not
be made were it hot for the acceptance business (Q. 1158). In
his view also this position was likely to be typical of all accepting
houses (Q...1232). On a similar point Mr. H y d e , giving evidence
for the Midland B a n k , said : — " T h e total of the deposits that we
have from foreign banks, the total money that is placed in London,
that can be used in London, is more than twice the total of all
our advances and all our acceptances to foreign banks put together.
So on balance we get a considerable sum that is being used in
advances to home trade—home customers " (Q. 953). These ex
tracts explain one source of the funds which reach the Discount
Market.
93. Since this evidence was given we have received from the
clearing and certain other banks and from the accepting houses
figures showing their total acceptances on foreign account and the
amount of foreign money deposited with them or held by them in
sterling bills on foreign account. These figures, while not com
plete, throw considerable light on the position.
They will be
found in detail in Appendix I (with some notes on their corn
position) but we reproduce the main items here :
I.—Deposits
arid Sterling Bills held in London on foreign
account.
£ mills.
30th
June,
1927.

3l8t 30th
D e c , June,
1927. 1928.

31st 30th
D e c , June,
1928. 1929.

31st 30th
D e c , June,
1929. 1930.

31 at
31st
D e c , March
1930. 1931.

Held through Bank of England, Clearing Banks, and Scottish Banks.
123 2 116-8 132-0 139 4 126 4 118 3 171 4
Deposits
Sterling Bills 129 0 161-6 158-5 195 3 190 0 200 2 147 8

164 6 146-2
144 7 136-8

Held through Accepting Houses, etc.
Deposits
Sterling Bills

76-1
9-4

89-3
13-1

96-4 104-3
16-9
9-1

86-4
14-5

79-2
19-4

86-5
8-6

82-1
8-0

81-0
7-4

Advances to Discount Market by certain foreign banks, etc.
-

Advances
Advance s ...
.. .
Aggregate
Aggregat e of
Deposits,
Bills
Bills,, e t c ...
.. .

35-1

35-7

376-0 4 1 9 2 443-3 502-9 453-8 451 -1 456-6 434-5

407-1

38-3

38-4

:

47-3

47-0

36-5

34-0

42-3

11.—Sterling
30th
June,
1927.

Bills

accepted

31st 30th
31st
Dec, June, D e c ,
1927. 1928. 1928.

on foreign

account.

30th
31st -30th - ^ l s t 31st
June, D e c , June, D e c , March
1929. 1929. 1930. 1930. 1931.

By Clearing
B a n k s and
S cot tis h
Banks

31-4

By Accepting
Houses, e t c .

91-5 108-0 126-9 149-2 150-9 135-7 132-1

Total ...

31-7

38-5

5.1-3

51-6

40-0

.43-2

35-7

32-3

125-3 120-6

... 122-9 139-7 165-4 200-5 202-5 175-7 175-3 161-0

152-9

94. The Discount market in London consists of three public
companies, with capital and reserves amounting to about
£6,215,000, four private companies with a capital of £1,625,000,
17 private firms and 8 running brokers (-who act as intermediaries
only) with a capital of roughly £8,000,000. For the most part this
capital is invested in securities which are used as a guarantee for
loans granted by the banks and others. For the bulk of its re
sources actually employed in discounting bills, the market relies
mainly upon direct borrowing from the clearing and other banks,
and from accepting houses and other financial institutions, but
partly upon deposits made by the public, for which generally
interest is paid at J to i per cent, above the rates paid on deposits
by the banks.
95. The loans and advances made by the joint stock banks to
the market constitute their second line of liquid assets. For money
at call or short notice the banks normally charge a rate of interest
somewhat above that paid on bank deposits, but in addition they
lend overnight at a lower rate any surplus money which they have
in hand as a result of day to day changes in their balance sheet.
The discount market is in the first instance therefore largely de
pendent for its resources upon the volume of the funds which the
clearing and other banks and accepting houses have available for
use in this way. Should the market be short of money—by the
calling in of loans by the banks or by an increase in the volume
of bills for discount—it is able to apply to the Bank of England
for accommodation.
On this aspect we may quote from the
evidence of Sir Ernest Harvey :—" At the Bank, our regulations
as regards the bills we accept, though they are. not governed by
any statutes or anything of that kind, are, in fact quite definite,
and have been taken more or less as a model by most foreign
Central Banks. They are, that the bills should bear at least two
good British n a m e s , one of which must be the acceptor. The dis
count market k n o w s t h a t . Of course, the bills may represent, let us
say, a sale of cotton by the United States to Great B r i t a i n ; they

may represent movement of produce from ithe East to Great
Britain; they may also represent movement of produce between
t w o foreign countries which is financed by credit obtained from a
British house, and where they accept the bill, although the bill
relates to a movement of goods abroad, it is a British acceptor.
T h e market knows that it can always get its accommodation at a
price. Of course, I do not mean to say that a n y member of the
discount market c a n come in and get accommodation to an un
limited extent. T h e relations between the Bank and the discount
market are exceedingly intimate.
Seeing the sort of obligation
that the Bank accepts towards the discount market, we claim the
right to be kept fully informed regarding their position, if need
b e , to see their balance sheets, and the right—of course in the
strictest confidence—to the very fullest information (Q. 365). . . The
rate paid by discount houses to banks for short money, call money,
of course, has nothing to do with us at the Bank ; that is a matter
for the banks themselves. . . .
I t is generally understood that
they charge a m i n i m u m of about one per cent, below bank rate
CQ. 370). . . . There is a lot of other money that is lent on call.
W h a t the proportions are it is difficult to say. I have often asked
people and I should estimate—I may be quite wrong—that the
bankers' call money is probably about 50 or 60 per cent, of the
call money in the market. The other call money is call money in
t h e hands of private lenders and if they cannot get such a rate as
t h e bankers will expect to get . . . they will cut the rate at
once . . .
and that is the call money which may act as a depress
ing factor on discount rates. B u t , of course, that is a factor over
which w e really have no control. . . . The rate at which the dis
count house can generally sell its bills to the Bank is what is known
a s bank rate.- .' . . Advances to the discount market are usually
made for periods of a week and at a rate of one-half per cent, over
t h e bank rate. I say usually. There is' no rule that absolutely
governs it, but that is the usual practice " (Q. 371).

96. From this brief review of the mechanism of our monetary
s y s t e m w e may now see the machine as a whole. T h e Bank of
E n g l a n d , as the Central Bank, is in complete control of the creation
o f the cash base of the country, subject to such limitations as result
from the statutory restrictions upon the issue of legal tender money
and the obligation to meet demands for the export of gold. As
regards the former, however, the provisions of the Act of 1928
permit of the expansion of the note issue by' an increase of the
fiduciary portion.
97. B y its control over the cash base the Bank of England
I s in a position t o regulate the volume of bank deposits, so long

as the joint stock banks adhere to their normal practices in regard
to the distribution of their assets, or indeed to offset any change
which might be made in those practices. The volume of deposits,
in turn, is the approximate measure of the amounts which the
commercial banks are prepared to employ in various ways and more
particularly, from the point of view of our inquiry, the amount
which they are ready to lend t o trade and industry if the demand
for accommodation is forthcoming. Money so lent and actively em
ployed in production is disbursed in wages and other payments and
becomes the incomes of those who will purchase commodities. I t
is through this relationship that the creation of credit affects t h e
level of prices.
98. The link between the Bank and the commercial banks is
established through the discount market which is the first outlet
of any surplus funds held by the banks and from .which funds
are withdrawn when the banks find it necessary to replenish their
reserves. If the withdrawal causes a shortage of funds i n t h e
market, the market borrows in one form or another from the B a n k
of England and the accommodation given by the Bank provides
the means of replenishing the cash resources of the commercial
banks.

C H A P T E R

V . - T H E SPECIAL P R O B L E M S
G R E A T
BRITAIN.

O F

99. At the time of our appointment the outstanding feature of the
trade and industry of this country was that they were not merely
depressed, but that they were depressed in relation to the state of
the rest of the world.
The world-wide depression has since
obscured the special characteristics'of the British situation, but it
is nevertheless an essential part of our task to review the economic
condition of this country as it stood during the earlier period.
100. I n the first place we must recall the chief characteristics
of our economy. W e are a small island, crowded with a popula
tion of 46,000,000, of whom about 80 per cent, live in towns or
urban districts. W e have under existing conditions to import
60 per cent, of our food, and, in fact, in 1930 imported altogether
articles of the value of £ 9 5 8 millions (excluding re-exports) or
£ 2 0 17s. Od. per head, a figure high in comparison with most
countries.
W e are enabled to pay for these imports partly
because we are a great industrial and exporting country,
but—since our commodity exports - alone would be insuffi
cient—very largely because, as a great commercial, financial,
shipping and entrepot nation, we draw an income of some
£ 1 9 5 millions from the rest of the world in banking, insurance
and other commissions, and in shipping freights, and because,
by the investment of our past savings abroad, we have built up
large foreign assets, from which we draw each year in interest
W e are thus the antithesis of what
about £ 2 7 0 millions. *
the economists term a " closed system."
W e are dependent
on very large imports to maintain our standard of living and
on very large exports to maintain employment; but to pay
for those imports we have become largely dependent on our
interest from our foreign investments, and on our profits as inter
national bankers, merchants and so forth.
Since 1913 our net
imports have increased from £659 millions to £958 millions in 1930,
though, as prices have risen and the territory covered has changed,
the volume of imports into Great Britain and Northern Ireland
increased by 18 per cent, only ; our domestic exports, while increas
ing in value from £525 millions in 1913 to £571 millions in 1930
owing to higher prices, have in volume decreased by about 32 per
cent, if changes in the quality of goods are left out of account.
W h i l e the increase in imports of food and raw materials has helped
to maintain our standard of living, the decrease in exports and the
increase in imports of manufactured goods have caused much of our
unemployment.
101. Before the War w e managed to combine, with a standard of
living higher than that of almost, any other country in the world,
* These figures relate to the year 1929. For 1930 the income from com
missions, shipping, etc. is estimated at £160 millions and the income from
overseas investments at £235 millions. The figures do not include sinking fund
repayments estimated to be of the order of £ 3 0 millions per annum.
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a flourishing and growing export trade. Although our costs were
higher than in most other countries, we were still able to compete,
though under a growing pressure from our rivals. W e owed this
favourable position to the advantage of being the first in the field,
of having long had an established position, and of the world evinc
ing a keen demand for our special products. Moreover, we were
assisted greatly by the vast sums we lent abroad which were used
by the borrowers largely in making purchases in this country.
102. Since the W a r the situation has greatly changed. W e have
had of recent years a large and continuous amount of unemploy
ment, heavy direct taxation and a diminishing volume of exports.
On the other hand, the standard of living of the employed in
certain industries has not only been maintained but considerably
raised.
103. This change in our situation took place before the world
recession in trade. It cannot, therefore, be attributed to causes
affecting the world as a whole, although that is not to say that the
causes may not to some extent have been external to this country.
The outstanding fact is that u p to 1929 we suffered from trade
depression in many of our great industries, accompanied by a more
or less steady figure of 1,000,000 unemployed, at a time w h e n
other countries were enjoying a considerable degree of prosperity.
It is not, of course, to be inferred that this mass of unemployment
represented continuous unemployment week after week of the same
persons. The fluctuations in the composition of the total are large;
in 1930, for instance, out of 12 million workpeople insured, nearly
8 millions drew no unemployment benefit at all; and of the
remaining 4 millions, the benefit drawn by about 2 millions in n o
single case exceeded 100 days i n all.
104. The fluctuations in t h e percentage of unemployment in
recent years are shown by the following figures (which relate to
Great Britain only) compiled by the Ministry of Labour :—
Total number of
insured persons
Mean of
monthly
aged 16 to 64.
percentages
of
(1st July) (000).
unemployed.
1922
...
...
10,855
14.1
1923
10,903
11.6
1924
11,061
10.2
1925
11,271
11.0
1926
...
11,422
12.3*
1927
11,526
9.6
1928
11,629
10.7
1929
...
11,834
10.3
1930
...
12,138
15.9.
* Affected by general mining stoppnge; the figure excludes,
persons disqualified for benefit by reason of trade disputes.

however,

105. The percentages of unemployment in the principal industries
in Great Britain and Northern Ireland for the years 1924 to 1930
published i n Statistical Tables relating to British and Foreign Trade
(Cmd. 3737) throw up clearly the heavy and continuous unemploy
ment in certain of the basic industries, despite, in some cases, a
"large reduction in the insured population engaged in those industries,
I n general engineering, steel-smelting and iron and steel rolling
mills, and ship-building—the industries which h a d . b e e n greatly
expanded during the War—the insured population, if represented by
100 in 1923, had fallen by July, 1930, to 9 2 . 3 , 88.7 and 78.6 respec
tively.
Yet, even so, throughout the period unemployment
remained much above the average. Coal prospered up to 1924 by
the damage to the French and Belgian mines and subsequently by
the occupation of the Ruhr. B u t for the six years 1925 to 1930
this industry, representing about one-tenth of the insured popula
tion, has been responsible for about one-sixth of the total unem
ployment despite a contraction in the insured population in the
industry of about 128,000. I n later years, cotton (in which the
Insured population has remained almost constant) and to some
extent wool, began to affect the position seriously. Among other
industries which show a high average of unemployment are docks,
shipping, public works contracting, and building, but in the latter
two at any rate the cause is probably mainly the intermittence of
employment and short-term fluctuations, accompanied by a sub
atantial expansion in the insured population^
On the other hand the severity of unemployment has not been
very marked in the distributive services, despite an expansion of
some 43 per cent, in their insured population since 1923; nor in
electrical engineering, printing, or banking and! finance.
106. These statistics tend to show that the real unemployment
problem i n this country is that of continuous depression in
;some areas and in some industries, which are in fact those in
which the economic development of this country has been mainly
exhibited i n the past. Over a large part of the insured popula
tion, certainly more than two-thirds, and probably three-quarters,
employment between 1921 and 1930, with the exception of the
interruption caused by the coal dispute in 1926, has either been
entirely regular, or subject to such slight intermittence that it can
be regarded as regular by pre-war standards.!
107. An examination cf the position from another angle, that of
employment, fortifies this conclusion. Estimates of the number
of insured workpeople aged 16 to 64 in employment in Great
Britain show the following result.!
* S PC TCvidenoo before the Hoval Commission on Unemployment Insurants
pp. 117-S. '
'
t Ibid, p. 119.
t Ibid, p. 11C.
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Estimated
number of insured persons in Employment
Britain
(excluding persons sick or directly involved
disputes).

-

192k

1925

1927

1926

in
in

Great
trade

1928

1929

19 SO

10,010
10,050
9,970
9,990

10,030
10,270
10,300
10,230

10,020
9,870
9,690
9,480

(Thousands)
1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

9,360
9,620
9,530
9,550

9,560
9,610
9,510
9,710

9.800
8,890
8,460
9,050

9,840
10,080
10,060
10,030

Thus, although there were 900,000 more unemployed at J u l y ,
1930, than at March, 1924, there were actually over 300,000 more
insured workpeople employed in the third quarter of 1930 than i n
the first quarter of 1924, and the position throughout 1929 w a s
from this aspect markedly better than 1924. Nevertheless, e v e n
in that year, the increase in employment did not keep pace with
the increase in the numbers of the insured population.
108. It must, of course, be recognised that the complicated rules
which determine what is an unemployed person on the live register
of unemployed, and the variations in qualifications for benefit which
have from time to time affected the numbers on the register, make
it impossible to draw detailed conclusions from this brief sketch
of the unemployment position.
B u t , from the aspect of our
inquiry, it is important to establish the fact that the mass of u n e m 
ployment has been, and is, mainly concentrated i n the heavy
industries, and latterly in certain of the textile trades, all of which
figure largely in our export business.
109. The broad inference is that, as Professor Clay put it in evi
dence before us, the post-war unemployment problem in this
country up to 1929 included an element amounting to perhaps 7 per
cent, of the insured population which was new and not attributable
to the causes which explained pre-war unemployment. This mas3
of unemployment is attributable directly or indirectly to the W a r
and the disturbance in economic conditions it created by, first, t h e
excessive expansion of the metal, engineering and explosives indus
tries in relation to any probable peace-time demand ; second, the
interruption of our export trade, dislocating the foreign exchanges
and stimulating competitive industries abroad, to the permanent
injury of our export industries; and third, the discontinuance,
up to the close of the post-war boom period, of the normal' and
necessary adjustments of industry to the continuous technical, com
mercial and competitive changes that would have gone on if thero
'
.had been no war.
' !

110. It is not, of course, to be denied that substantial headway
has been made towards the readjustment necessary to meet the
changed situation in several directions. Indeed, as the figures of
insured workers show, contraction in the coal industry and in several
others'has already gone far, and war-expanded industries have been
relieved of a large part of the excess labour they had absorbed.
Essentially, however, throughout the whole period there has been
a large problem of labour adjustment to peace-time conditions
which in the main was independent of monetary conditions and
in itself insoluble by monetary means.
111. I n addition to this problem of internal adaptation of war-dis
teiided industries to peace-time conditions, certain general changes
in world economic conditions, to which we need only refer briefly,
have borne heavily upon this country.
Pre-war Britain was
essentially adapted to supply the world in particular with coal,
textile goods and other manufactured articles. But since the War
she has had ito face the development of the cotton industry in
the East; the substitution in a substantial degree of oil and hydro
electric power for coal; the generally less favourable terms on
which the agricultural countries of the world have been able to
sell their products, affecting not only the demand for our manu
factures but also bringing a reduction in domestic agricultural
prices; the disorganisation of trade with China and India and
many other countries resulting from political and other forms of
disturbance, and to a large extent from the fall in the value of
silver; the currency disorders in various European countries
followed at a later date in some cases by stabilisation of the
currencies on a basis which gave a substantial temporary stimulus
to their export trades; the growth of tariffs and alterations in tariff
policies; and a great development of nationalism.
112. It is beyond question that such a concentration of disturb
ances, of widely varying type, must impose a great strain on any
economic system. They fall obviously with peculiar severity upon a
country such as ours of which the economic structure has for many
generations been especially developed to support a large volume of
international trade, and to conduct, "with substantial profit to itself,
a major proportion of the world's financial business. Unemploy
ment is inevitably created in some industries. Even in favourable
circumstances it can only be absorbed in the more prosperous or
in new industries over a period of time during which produc
tion is dislocated, and it will only be so absorbed if, in fact, those
industries themselves offer to the business man an expectation of
profit from his enterprise.
.
;

113. Unfortunately, the conditions in this country have not been
favourable either to the maintenance of the output of the basic
industries at what might/reasonably have been expected t o be its
post-war level or to the development, of the less-exposed or new

industries. From a period commencing some time after the W a r ,
the currency policy of the country "was directed to the reduction
of the inflated price level of the War and immediate post-war
period preparatory to the return to gold. This necessarily involved
a reduction of money costs of production.
It is probable that
equilibrium had not been achieved even prior to the return to gold,
and there was, moreover, a marked difference between the
behaviour of costs in the so-called sheltered and unsheltered indus
tries. But the return to gold in 1925 itself required the reduction
of sterling prices and, consequently, of money costs of production
to an extent which is variously estimated. At any rate, the aetual
situation which was disclosed in the years following the return to
gold marks that step as the beginning of a new series of difncul
fcies for our trade and industry.
Whatever the disequilibrium
between costs and prices which still existed in 1924, it was seriously
accentuated by the adjustment of sterling prices to gold prices.
If gold prices had continued ito rise, as they had been rising ju3t
previously, those difficulties would have largely vanished; as it was
gold prices fell and the hopes then entertained in that respect
were disappointed.
114. It is naturally very difficult to assess our disadvantages in
costs of production, and the situation can only be tested by examina
tion from more than one aspect. If it be looked at from the posi
tion of wages, which constitute so large a part of the costs of most
manufactured products, the Ministry of Labour statistics show that
over the whole period 1924 to 1929 money wage rates have re
inained practically unchanged at 170 to 175 per cent, of the pre-war
level. In the period 1st January, 1925, to 1st January, 1930, the
cost of living index fell from 180 to 166, or 8 per cent., while whole
sale prices fell from 100 in 1924 to 82 in 1929, a fall of 18 per cent.
Real wages, as measured by the cost of living index, rose by 8J per
cent.
115. Measured over the period 1924 to April, 1931, the' fall in
the cost of living index has been 18 per cent., that in the wholesale
index 38 per cent., and the rise in real wage rates about 20 per
cent. The rates of wages do not, of course, take account of over
time, short time or unemployment; in addition; the wage-earners
have throughout this period had the benefit of the increased social
services and shortened hours. For those in employment Professor
Bowley's index of earnings shows a fall of about 1 per cent, from
December, 1924, to December, 1929, in comparison with a fall
in the cost of living index of 8 per cent, in that period.
11G. These figures are, however, averages, which conceal a wide
diversity in the relative positions of workers in different industries
and occupations. Although the average weekly rate of wages is

still some 70 per cent, above the 1914 level, the increase in many
industries exposed to foreign competition is much below the aver
age, and in some cases is substantially below the increase in the
cost of living index. On the other side, this fall is, of course,
balanced by a relative improvement in the wage rates of indus
tries and occupations not directly exposed to foreign competition.,
117. It would be misleading to infer from so brief a statement
as we have given that the relative positions of wage-earners are
to be judged by a comparison of rates at two points of time.
Account must necessarily be taken of the state of adjustment of
wages in different industries at the datum line. But such refine
ments are unnecessary for our purpose, which is merely that of
forming a judgment on broad lines of the factors which' may have'
impeded industrial recovery., W i t h the absolute level of wages
and with the question whether the standard of living which can be
maintained on'a given rate is a desirable or undesirable standard,
w e have nothing to do. B u t the very existence of the unemploy
riient problem demonstrates that there is a disparity between prices'
"and costs of production, which has the result of diminishing or
eliminating profits and damping down all incentive to the expan
sion of output.
118. If Great Britain were a closed system, having no trading
relations.with the outside world, both diagnosis and remedy would
be less difficult. For, provided that the disparity was not due to
money wages and other costs rising faster than physical efficiency,
it would presumably be the result of a failure of the purchasing
power, paid out by entrepreneurs t o meet their costs of produc
tion, to return to. them in its entirety in the shape of the: selling
proceeds of their output. T h e right policy in these circumstances
would therefore be for the banking system to stimulate investment
by reducing the cost of borrowing, increasing the supply of pur
chasing power and discouraging the hoarding of balances.
119. But for a country which adheres to an international gold
standard and i n the economic life of which foreign trade plays a
large part, a disequilibrium associated with unemployment may
arise in any of three ways :—(i) it may be due to a domestic
situation of the kind just described in which entrepreneurs as.a
whole are failing to receive back as sale proceeds the equivalent
of what they have paid out as costs of production, (ii) it may be due
t o a situation of a similar character, but existing in the world as
a whole, or (iii) it may be d u e t o domestic costs having risen
relatively to those of foreign competitors. Moreover, even if the
trouble had arisen mainly under the first head, some of the remedies
which would be appropriate in a closed system may be injudicious
or impracticable, because of their tendency to cause excessive
foreign lending, short or long.

120. The unemployment which existed at the time of our appoint
ment was probably due, in the main, to t h e first and third factors.
While we have been sitting, it is evident that the second factor has
supervened in an aggravated degree, so that the present situation
is highly complex. The remedy of the first factor still remains to
some extent within our own control, but the difficulties and dangers
of applying a remedy are much increased in an adverse international
environment.
To remedy the second factor,
international
co-operation is necessary.
121. On the question of the relative costs of production here and
abroad we require to examine the position in some detail. An
adverse change in our effective costs of production compared with
those, elsewhere might be due to any of the following causes :—
(i) Our technical efficiency of production might be declining, or
increasing less rapidly, than that of our foreign competitors. It is
extremely difficult to obtain a satisfactory statistical test of this.
Doubtless our technical efficiency is not what it mijjht be—but
that is usually s o ; nor is a falling short of the highest a peculiarly
British characteristic. It is true also that several of Great Britain's
most important traditional industries are n o t amongst those which
have been showing, of late years, the most rapid technical pro
gress, and that we may have been somewhat slow, partly for reasons
arising out of the War, in applying ourselves on an adequate scale
to some of the newer industries.
On the whole, however, we incline to the view that the short
comings of this country in technical efficiency as distinct from
organisation may not have been so great or have played so large
a part in producing our present difficulties as is sometimes supposed.
This view is based on an examination of the relevant statistics
relating to the year 1929 ; we take this year rather than 1930,
partly because detailed statistics for 1930 are not yet available,
but chiefly because for purposes of comparison with foreign
countries the figures for 1930 are much confused by the effects of
the world depression, an influence which has to be excluded for
the purposes of the statistical test which w e are trying to make.
In 1929 our exports of manufactured goods, though declining,
were still greater than those of any other country i n the world.
At the same time our real wages, whilst comparing unfavourably
with those in the United States (which country, however, is unable
to compete with us in world markets in our principal staple
exports such as coal or textiles and many iron and steel products)
were much higher than those paid by any of our chief European

competitors, as shown in the following table (for January, 1930)
based on hourly time-rates of wages :—Great Britain
100
Holland ...
87
Germany ...
77
France
58
: Italy
. . . . . ...
... ,
...
43
If we could retain so substantial an export trade in spite of so
great a disparity of wage-rates, it would seem unlikely that our
technical efficiency can have been much inferior to that of our
competitors.
The figures for the increase in output per head per hour given
in Appendix V I confirm this conclusion. Those figures suggest
that hourly output per head in 1929 may have been quite 10 per
cent, greater than in 1924 and 33 per cent, greater than in 1907.
T o itake particular industries, the output per worker increased
between 1924 and 1929 by 27 per cent, in the case of coal, 20 per
cent, in iron and steel, and 15 per cent, in engineering and ship
building, though the extreme depression in the volume of sales
caused a decline in textiles. Indeed, it could scarcely have been
possible for British employers to have paid in 1929 real wages
ten per cent, higher than in 1924 for hours 10 per cent, less than
before the War, if they had not been making great technical
progress, or if they had been falling seriously behind their com
petitors in technical efficiency.
122.—(ii) Access to our established markets may be made much
more difficult by reason of increases of tariffs in those markets,
or analogous measures, and our relative costs may require to be
reduced if w e are to be in the same position as before relative to
competitors working under the protection of the tariffs. It is well
known that this factor has played an important part, particularly
in the case of textiles. Striking evidence of the increase of tariff
rates will be found in Section I V of Statistical Tables relating to
British and Foreign Trade and Industry (1924-1930) (Gmd. 3737;.
123.—(iii) An adverse change in our position may take place
owing to a change in the relative values of the national moneys
in which t h e costs of production are paid without a corresponding
change in the amounts of these costs expressed in terms of the
national moneys.
It is here that we find the major part of the explanation of the
adverse change in our costs of production compared with those
elsewhere. The process of raising the gold-value of sterling, which
culminated in the return to the gold standard at the pre-war
parity, necessarily involved an increase in our costs of production
in terms of gold unless these costs were being reduced pari passu
in terms of sterling, which has not been the case.

Furthermore, the difficulties which this brought on our manu
facturers were seriously aggravated by the fact that shortly after
wards several of our most serious competitors, in particular France,
Belgium and Germany, suffered changes in the gold-value of their
national moneys of precisely the opposite kind. That is to say,
the rates at which they stabilised their currencies in terms of
gold had the effect of decreasing their gold-costs of production,
except in so far as these costs expressed in the national currency
were tending to rise, which was only partially the case. It is
difficult, or impossible, to obtain an exact statistical measurement
of the competitive handicap which the relative over-valuation of
sterling and under-valuation of certain other countries have imposed
on our exporting manufacturers. But it is certainly substantial.
124. W e must, therefore, attribute the difficulties of those of our
industries which are either substantially dependent on exports or
which are exposed to the competition of foreign imports largely to
the fact that sterling costs did not prove adjustable to the change
in the value of sterling necessary as a consequence of the return
to gold at the pre-war parity ; and still more so to the heavy fall in
world prices which has since occurred.
125. This lack of adjustment has not, however, been a pheno
menon working uniformly in all types of industry. The industries
which have to sell their products at world prices in the face of
foreign competition have in fact made substantial reductions in cost
of production ; indeed wage rates are low in comparison with other
occupations.
But the export industries require the services of
transport and other occupations in which wage rates have been
substantially improved as compared with the pre-war level and must
therefore carry in their costs of production some part of the
increase in the more sheltered industries. I n these circumstances
the export industries are driven, if they are to be successful in
competition, to force their o w n costs yet lower in so far as the
position is not met by increased efficiency in the transport and other
occupations above mentioned. At the same time the cost of living
is in part held high in relation to wholesale prices by the very fact
that costs in the home services have been maintained, and the
burden on the wage-earner in the export industries is thus
intensified.

CHAPTER

V I . - T H E DISEQUILIBRIUM
D E M A N D AND SUPPLY.

BETWEEN

120. The difficulties of this country which we have surveyed in the
preceding Chapter have been added to by the course of events
in the world at large. The period since 1925 has been at the.same
time one of rapid economic, development and adjustment and one of
great instability. Not only the monetary policies of other nations

but also the changes in the volume and the nature of production
have had their reactions on this country. Pressure has come from
many directions and in many forms. The total situation is coru
plex, and we think it desirable, therefore, to review at some length
such of the factors in it as are relevant to our conclusions on the
monetary aspects of the problems presented.
127. If we survey the world as a whole, a distinction needs for
some purposes to be drawn between Europe and other Continents.
For though the disorganisation of currencies and the one-sided
development of production in response to war demands extended
beyond Europe, the weight of destruction, disorganisation and
social and economic disintegration operated with special intensity
in that Continent. Broadly speaking whilst the rest of the world
progressed, in some areas wdth great intensity, throughout the
whole of the period under survey—until the equilibrium of pro
duction was everywhere shattered by the international crisis
through which we are still passing—in Europe, before absolute
progress could be registered, a period of- recovery had to take
place.
The first phase of recovery was completed by 1925.
L'p
t o that time, it was not suggested that currency reform and
economic reconstruction stood in any sort of opposition to one
another. Industrial recovery depended upon the restoration of
order in the sphere of currency, for the instability of the currency
was not only depriving the countries affected of the assistance of
foreign capital, but was undermining the whole foundation of the
social and economic structure.
128. T h e years which have elapsed since 1925, when Great
Britain's return to the gold standard definitely ended the period
of currency experimentation which had begun in 1914, fall into
two sharply divergent phases; the first sub-period ending with the
year 1 9 2 8 ; the second commencing with the accentuated Wall
Street boom of the spring and summer of 1929. I n the first sub
period the circumstances and the technique employed in working
the gold standard itself were on balance favourable to economic
progress and to the re-establishment of the prestige of the standard.
It is true that in Great Britain the return to gold was followed
by industrial disputes in 1926, and, in consequence, by a marked
decline i n production for the time being. B u t the coal dispute and
general stoppage, which might have been expected to produce
serious difficulties in maintaining the international parity of the
pound sterling, did not in fact lead to any such result, in conse
quence, no doubt, of the " flight from the franc " which preceded
the de facto stabilisation of that currency at the end of the year
1926. I n other respects the European situation during those years
was improving. The Dawes Plan had put the Separations ques
tion upon a reasonable basis in 1924, and the Dawes L o a n had
enabled the Beichsbank to accumulate the necessary funds for the
rehabilitation of the German currency. The recession of German

business in 1926 was successfully overcome. The work of financial
reconstruction undertaken by the League of Nations in Austria,
Hungary, Greece and Bulgaria, the stabilisation of the franc, the
lira and the belga, together with the settlement of the Reparations
question and the more friendly political relations between France
and Germany, created an atmosphere favourable to investment
and economic enterprise.
I n the sphere of central banking also,,
conditions were propitious.
Friendly understanding existed
between the Central Banks of the United States, Germany and
this country. It appeared not impossible then that these banks
might, in conjunction with the Bank of France, inaugurate a new
era of successful and intimate co-operation. Prices were indeed
falling in the earlier part of this period, but not at such a rate as
serioiisly to impair equilibrium at a time when rationalisation w a s
beginning markedly to affect costs.
The Production of Raw Materials and
Foodstuffs.
129. Inadequate and unsatisfactory as the statistical material m a y
be, there can be no question that the tendency towards an in
creasing return from human effort and a growing command over
the resources of nature persists and has persisted in recent years;.
Thus it appears from the data collected by the Economic Section of
the League of Nations* that, in comparison with the position in
1913, the world's population had by 1925 increased by-some 5 per
cent., whilst the general index of production had risen by 18 per
cent. Excluding cereals and other foodstuffs, the index of produc
tion had risen by no less than 25 per cent. In other words, the
command over the sources of well-being—in so far as these are
measured by the growth in the volume of materials available for
working up into more finished forms—had increased, even by 1925,
much faster than the population.
130. If comparisons are made, not between 1913 and 1925, but
between 1913 and 1928, much the same impression is received, with
t h e significant difference that by 1928 the position of Europe re
latively to the rest of the world had greatly improved.
Between
1913 and .1928, the population of the world increased by 10 per cent.,
the production of foodstuffs and raw materials together by 25 per
cent. Foodstuffs taken alone had increased by 16 per cent., raw
materials by no less than 40 per cent. Moreover, to quote from t h e
League of Nations Memorandum, " The apparently very rapid and
substantial progress achieved by Europe in the period given repre
sented, until 1925, a recovery of lost ground. I n that year, the
European index on the base of 1913 stood at 103. The indices of
all the other Continental groups were very substantially higher. . . .
* The following figures (unless otherwise stated) are obtained from the
Preliminary Memorandum on Production
and Trade and the
Memorandum
on Production and Trade 192S to 1928J29, issued by the Economic and F i n a n 
cial Section of the League of Nations.

In 1923 . . . all the indices except that for Europe, .which stood
at 85, were well above the pre war level. The rising figures for
these Continents, therefore, during the whole period 1923 to 1928
represent rather normal progress than recovery. . . .
In Europe
the rate of growth since 1923 ha,s averaged some 5.8 per cent, per
annum, while in the rest of the world it was only 2.4 per cent.
According to the preliminary information available, this differentiation in the rate of progress continued during 1929.
If the
U . S . S . R . were excluded from Europe, the differences would be
still greater. "* .
. . - r
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The Growth of International
Trade.
131. From the standpoint of international trade, the growth has
not been quite so marked, whether as regards Europe or the world
as a whole. If 1913 be taken as base, the quantum of international
trade increased up to 1928 by some 24 per cent. ; more rapidly,
that is to say, than the growth in the volume of foodstuffs produc
tion; less rapidly, on the other hand, than the growth in the
production of raw materials. Nevertheless, the rate of growth
was more rapid than the growth of world population—24 per cent,
against 10 per cent.
As regards Europe alone, the population
growth (including Russia) of eight per cent, contrasts with a rate
of growth in the quantum of international trade of some seven per
cent. The divergence in the movement of the index of production
of materials and foodstuffs and of the quantum of foreign trade is
natural. For with the growth of population in the raw material
and foodstuffs producing countries, a larger proportion of the local
produce is necessarily consumed locally ; international trade does
not consist merely in a transfer of foodstuffs and raw materials,
but of an exchange of these goods for manufactured articles, and
the terms of interchange have altered to the disadvantage of the
raw material producing areas; lastly, international trade is greatly I
affected by the volume of capital issues, the quantum of which I
depends upon circumstances having little direct connection with
the conditions affecting production. Taken all in all, however,
the statistics so far adduced prove that the general conditions have
been favourable to a growth of material welfare throughout the
world.
The Growth of Production
generally.
132. This favourable impression is strengthened if the indices of
production which are now available for various countries are drawn
into the picture. Production as a whole—still more production as
represented by official indices which do not pretend to cover the
entire a r e a - i s subject to the vicissitudes of cyclical and other
influences and is therefore liable to unequal growth from year to
year. A recent foreign survey of the ground shows the position
as follows :—
Memorandum on Production, etc., 1923 to 1928-9, pp. 16-17.
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Countries."
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Monthly Average Engl and Germany U.S.A. France Sweden Austria Poland
1925
1926
1927
1928
1929

96 2
94 3
100 0
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77-6
98-4
98-3
100-0
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100-3
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110-3
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93-3

87-5
89-3
79-7

84-8
80-0
82-3

...

1930 1st Quarter
,, 2nd
,, 3rd

The general impression given b y the statistics is one of fairly
continuous improvement up to 1929, followed by sharp declines
in 1930. The same impression is derived from an inspection of
the figures given in a recent British official publication! :—

Base Period.

1924
1925
1926
1927
1928
1929
1 9 3 0 - 1 s t Quarter
2nd
,,
3rd

ILK.

Canada.

1924=100 1919-24=
100

U.S.A.

Germany.

France.

1923-25=
100

1928=100

1913=100

107
106
112

116
125
146
156
173
193

95
104
108
106
111
118

69
83
79
100
100
102

108
107
124
109
127
139

111
103
100

173
175
158

105
103
92

94
91
82

144
144
139

100

The Effects of Increased Production
in relation to
Demand.
133. It is not difficult to find an explanation of the forces which
made for increased production during this period. I n consequence
of the situation during the W a r , w h e n demand w a s great and
labour scarce, the standardisation of industrial methods and the
introduction of labour-saving machinery necessarily received a
great impetus. At the same time, the advantages to be gained by
an integration of works and the building up of horizontal and
vertical combinations in industry were very substantial. - These
forces did not cease to operate after the War was over. I n some

* Drutschlands Wirtschoftliehe Lage an tier Jahrestcende VJSOfSl,

published by tho ReichskrcditgesclUchaft, Berlin, p. 3.
t Influenced by labour troubles.

X 1 ables relating to ltrituh and Foreign Trade and Industry.

p. 375.

10133

C

[Cmd. 3737],

countries, as in the United States, the growth of new needs and
wants made it easier in the industries supplying those wants to
organise production upon an ever vaster scale, and thus to obtain
t h e well-recognised economies of large-scale production. In other
countries, such as Germany, the pressure of heavy international
debt payments, and the consciousness that the productive machine
had been allowed to fall behind, combined to stimulate a process
of reorganisation. What prosperity and the demand for still greater
well-being achieved in the one case was enforced in the other by
t h e pressure of want and scarcity. T h u s the many-sided movement
known as rationalisation has exerted a steady influence, making
towards a reduction of costs, i n all industrial countries, though the
impetus thereto differs from case t o case.
134. Had the technical changes in question been confined to
manufacturing industry, a situation similar to one which has before
occurred in the world's history might have repeated itself.
Industry might have been reducing its costs, whilst the cost per
unit of agricultural output might have been rising, thus altering
the terms of exchange in favour of the agricultural countries. The
actual,development has been very different.
For agriculture also
has become subject to the influence of the technical advances of
recent years, with the result that the absolute volume of agri
cultural production has greatly expanded, without a corresponding
rise in the cost of production. On the contrary, recent mechanical
inventions have created a problem of surplus labour in the agri
cultural regions of the world, at a time w h e n technical changes
were tending to reduce the chances of employment in industry,
and when simultaneously the substitution of artificial products (for
example, of artificial silk for cotton) was narrowing the market
for,, at least, some agricultural products.
135. Technical changes and the partial substitution of artificial
for natural products, combined with a relative decline in the growth
of population, thus created a situation of some danger even before
the depression of 1929-30 occurred.
The danger presented was
that of the relative over-production of certain kinds of foodstuffs
and raw materials and of a consequent fall in the prices of those
products below the general level of prices.
Moreover, if the
general price level is falling the situation of producers of articles
in over-supply is much aggravated. Industry tends to be depressed
generally, and the demand falls away much more rapidly, relatively
to the supply forthcoming, than it would in times of stable or
rising prices.
136. I t is beyond doubt that the rapid increase of production of,
e.g., wheat, rubber, coffee was a factor making for instability of
economic condition'; in the countries largely dependent for
their prosperity upon these products, even before the general
dislocation Of the price level occurred. I n - s u c h a state-of., over

production of particular commodities the natural remedy is &
restriction of the supply.
The process by which the weaker
producer i s eliminated is necessarily one accompanied by much
hardship and—especially if the article is largely produced by small
cultivators or small u n i t s - i t takes considerable time to produce its
effects. Attempts to rationalise, not only the costs of production
but the conditions of supply, whether by attempting to control the
output, or the quantity' allowed to come upon the market, i n the
effort to achieve a fair measure of price stability and a guarantee
both of profit and permanent employment to the producing unit,
are therefore perfectly understandable and cannot be condemned
out of hand. I n fact, a variety of stabilisation schemes have been
adopted in recent years and have been applied, either in particidar
areas or over the whole of the world, to rubber, sugar, zinc, coffee,
nitrate, copper, iron and steel, tin, wheat, cotton. The majority
of these schemes designed to secure orderly conditions of pro
duction, marketing and price have in practice failed to achieve
their object. It is beyond our province to investigate the causes
of failure. W e are concerned rather with the results, and from
that aspect it is clear that such schemes, when they do come to
grief, are themselves a further cause of price instability. Especially
is this the case where the temporary success of the scheme evokes
a further addition to the supply or where a substantial part of the
current output has been held off from the market.
For, as the
Federal Farm Board of the TJ.S.A. remark in their First Report—
" the accumulation of a substantial volume, the most of which
necessarily must be in the visible supply, has a somewhat depress
ing effect upon prices. Announcement that such accumulation will
not be sold is not sufficient to reassure buyers unless the quantity
thus held renders difficult the purchase of supplies adequate to the
demand.
E v e n then the demand is curtailed or limited to
immediate requirements, and forward buying in anticipation of
future needs is lessened."
137. The position of the raw material producing countries has thus
been an extraordinarily difficult one. High' prices during and im
mediately after the W a r stimulated production, and by increasing
the national income and financial strength of the producing countriea
made it easy t o obtain capital l o a n s ; and this situation encour
aged the consumption of additional imports and a postponement of
the pressure on the national economy of' the interest payments on
capital loans. T h e very increase in production helped to bring about
lower prices, and these lower prices led to tho adoption of various
schemes to prevent prices from depreciating further. The partial or
complete failure of t h e s e s c h e m e s forced prices still lower, and dis^
couraged capital imports, thus increasing the pressure towards a
forced sale of exports to meet external payments of interest and for
other purposes.

Changes

in the Rate of Growth

of

Demand.

138. If, in certain cases, the most conspicuous feature in.the situa
tion threatening a rupture of the economic equilibrium of supply and
demand has been an over-stimulus to supply from changing con
ditions of technology and price, in others rupture has been pro
duced by a definite falling off in the rate of growth of demand.
I n these latter cases,, it has not been a positive increase in the
volume produced so much as the existence of a permanent excess
capacity to produce, relatively to the changing demand situation,
which has caused depression and dislocation. A distinction should
be drawn, in other words, between such a case as artificial silk,
where temporary depression has been due to a great increase in
world-demand leading to an even greater increase in world-supply,
and the case, e.g., of coal, which has had to meet the competition
of oil and water-power with the result that the coal industry has
been depressed throughout the world. The coal industry and the
cotton industry—to some extent the woollen industry also—are in
deed the leading examples of industries in this class; for, although
the older centres of the cotton industry have found their situation
aggravated by an increase i n manufacturing capacity in newer
centres, it is clear, to quote from the Memorandum on Production
issued by the League of Nations, that the " generality of the
depression through which the cotton industry is passing can be
judged by the figures showing the number of weeks of forty-eight
hours during which the total number of spindles from which returns
were received were stopped." These figures, which relate to the
half-years ending January 31 for the years 1926 to 1929 show a con
siderable degree of depression even before the onset of the crisis in
1929.* O r , a s the same authority elsewhere points out, " D u r i n g the
last three years the amount of cotton consumed has been practically
stationary. But this is due to the fact that during this period the
takings of the Russian mills have steadily increased, and there
has been a similar increase in the use of cotton in some of the minor
producing countries . . If these two users (i.e. Russian and'minor
producing countries) of cotton be ignored, it will be found that the
consumption in the year ending July 31st, 1929, was lower in all
the Continental groups (excepting South America, where the
change was slight) than it was in the commercial year 1926-27."!
The Effects of Tariffs, &c.
130. A further influence affecting the equilibrium of supply and
demand throughout the post-war period has been the increase in tho
growth of reetrictivo policies in the shape of Tariffs and Sub
fiidies, Import and Export Prohibitions, the exploitation of tho
administrative features of the tariff for protective purposes, and the
* Soo Table X X I I
f Ibid, p. 54.

in Memorandum on Production, 19SS—VJ2S-V. p. 56

retention of the national market for local manufacturers by th$
exclusion of foreign firms from public works contracts.
More
over, the number of separate Customs areas has increased in con
sequence of the break-up of the old European Empires.
One of
the effects of these commercial policies consists in the tendency
t o increase surplus capacity. T h e break-up of Europe resulted in
the old industrial organisation of countries like Austria-Hungary
being parcelled out among the Succession States. If the spinning
section of the cotton trade was mainly located in one State, and
the weaving in another, efforts were directed in each, through the
instrumentality of the State, to setting up a new weaving and
spinning section respectively. The net effect was to increase the
total world capacity beyond the point at which the total equip
ment could find employment. N o doubt to some extent the com
mercial policies which permitted these developments merely antici
pated the. inevitable.. The growing rationalisation of agriculture
brings with it, for instance, the necessity of finding alternative
methods of employment for the displaced agricultural population.
But the attempt to solve the transfer problem so created by the un
co-ordinated tariff activities of a large number of independent
authorities may very well accentuate the transitional difficulties in
volved, b y action which increases the duplication of productive
eapaeity and the consequent wastage of capital.

CHAPTER VII.-GOLD A N D ITS DISTRIBUTION.
140. The questions relating to the production and distribution
of gold have recently been under consideration by a Delegation
of the Financial Committee of the League of Nations which has
already issued two interim reports.* I n these circumstances we
think it unnecessary to review these questions in the detail which
might otherwise have been required.
141. W i t h the departure of the majority of countries from the
gold standard during the W a r , the distribution of the world'8.
monetary stock of gold naturally underwent a vast change.
In
particular during the earlier years of the W a r gold flowed largely
to the United States in exchange for the goods required by Europe.
A t a later date gold flowed to that country when instability of
the currency i n various European countries caused a flight of
capital.' Thus when the international gold standard w a s restored
the European countries held only £ 7 4 1 millions, or 35 per cent,
cut of the then existing aggregate gold stock of £2,102 millions,
* First Interim Report, C. 375. M. 161, 1930, I I ; Second Interim Report,
-C. 75. M. 31., 1931, I I .
... .. .

in comparison with the £ 1 , 1 3 8 millions (or 63 per cent.) held in
1913 out of a total stock of £ 1 , 8 0 3 millions. On the other hand
the North American holdings had risen from £429 millions in
1913 to £ 9 5 0 millions in 1925, or from 24 per cent, to 45 per
cent, of the total stock.
142. The general return to the gold standard created an intensi
fied demand for gold, especially in European countries, for the
reconstitution of Central Bank reserves as and when currencies
were stabilised. For some time the demand did not become acute
owing to the adoption in several cases of the gold exchange
standard, but following the stabilisation of the franc, a large de
mand for gold arose from France. During the period 1925 to
1928 European gold stocks increased by about £165 millions or
some £ 1 8 millions more than the total addition to world stocks
in that period. At the same time the gold holdings of South
America increased substantially, the loss falling in the main on
North America. Since then the main feature has been the flow
of gold from the debtor countries to the creditor countries, and,
in particular, France and the United States, accompanied by even
more severe reductions in the foreign assets of the debtor countries.
Thus, the American gold stock rose from £880 millions to £944
millions between December, 1929, and December, 1 9 3 0 ; the
French gold stock rose from £336 millions to £ 4 3 1 millions during
the same period. A continued growth in the aggregate gold stock
h a s in fact b e e n accompanied by a growing concentration i n a few
countries. I t has been estimated that the world's monetary stock
of gold rose during 1930 from £ 2 , 3 0 1 millions to £2,407 millions.*
Of these amounts eight countries (Germany, Great Britain, France,
Italy, Spairi, United States., Argentina, and Japan), held 80 per
cent, and 82 per cent, at the two periods. Of the amount con
trolled b y those eight countries, the United States, France and
Great Britain controlled 74 per cent, and 78 per cent, at the
beginning and end of the period.
%

143. These changes both in the amount of the gold stock and
in its distribution have given rise to much discussion. On the
first point it is argued that the stock of monetary gold is being
added to at a slower rate than that at which the physical output
of the world's industry and trade is increasing and that this goes
some way to explain the fall in prices which has already taken
place and in any case threatens a fall in the future. On tho
second point, it is argued that whether or not there is an absolute
shortage of gold, the distribution of gold has itself been such as
to bring about a fall in the world price level.
* Selected Documents on tho Dist ibution of Gold submitted to the Gold
Delegation. C. 102. M. 38, 1931, 11A.
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The Output of and Demand for Gold.
144. So far as the absolute output of new gold is concerned,
the views of expert witnesses, both before our Committee and the
Gold Delegation of the Financial Committee of the L e a g u e of
Nations, leave little room for doubt. T h e long-run tendency is
for gold production to fall, though the rapidity of the decline in
yearly output is differently assessed by different experts. Prospect
ing and mining for gold has now become a highly scientific and
capitalised industry and as the world is more and more thoroughly
surveyed the chances of discovering another field to take the place
of the Transvaal, which now supplies about half the total world
output, steadily diminish. Moreover, as Mr. Kitchin, whose o w n
estimates are somewhat higher than the official estimates pre
sented to the Geneva C o m m i t t e e , stated in evidence before u s ,
" If there is any important new discovery, it will (unless alluvial
is concerned) reach appreciable figures only after many years'
work. While it would not be reasonable to dismiss the possibility
of considerable additions from new sources—-the analogy of the
history of gold itself and of other metals forbids that—it i s not
prudent to attempt to speculate on what is unknown and unassess
able." (Statement, paragraph 18.)
4

145. Apart from new sources of supply, the possibility of a
fuller exploitation of known supplies is afforded by future improve
ments in metallurgy and by the fact that a fall in mining cost—
due to falling prices as distinct from additions to technical know
ledge—leads to a more thorough utilisation of the gold-bearing
ores. But, apart from the fact that an improvement i n gold pro
duction through falling prices is analogous to curing one disease
by inoculating a worse one, not very much reliance, w e are given
to understand, should be placed upon further improvements as an
element in solving the problem. It must be concluded, therefore,
that, so far as can be foreseen, the gold output of the world is
likely to diminish. Mr. Kitchin, in fact, estimates that within a
decade, the world's annual output of gold will have fallen from
£83 millions to £ 7 6 millions. (Statement, paragraph 19.) A sub
stantial part of this output is absorbed by industrial consumption
and by hoarding in the East. Over the periods 1890-1914 and
1915-1929 it is estimated by Mr. Kitchin that about 42 per cent,
of new production was required for these purposes. The Gold
Delegation concluded on the available evidence that the non
monetary demand might amount to £37-41 millions a year.
146. There is n o precise means of estimating the actual future
needs of gold for monetary purposes. W e reproduce in Appen
dix I I I an estimate of the monetary demand'for the y e a r s 1930
1940 made by the Gold Delegation on alternative assumptions as
* Tho diifervnee is not inappreciable, being-of the order of six per cent, in
the total production for 1939 to 1044.
10122
C *

to (a) the proportion of gold reserves to notes and sight liabilities
maintained by Central Banks and (b) the annual rate of growth
of world productivity. Apart from changes in existing currency
regulations and practice, t h e Delegation concluded that the incre
m e o t of new gold for monetary purposes would by 1934 fall short
of the requirements of the price level assumed by the argument.
T h e estimates of the Delegation took as their starting point the
volume of the notes and sight deposits of Central B a n k s for the
year 1928. Since that date there has of course taken place a heavy
fall in world prices which, if it were to prove permanent, would
be accompanied n o doubt by a substantial reduction in the aggre
gate volume of notes and deposits. But this, as we have indicated,
would represent an acceptance of the position rather than a remedy
for it.
147. Whilst the available figures serve as a warning that, unless
definite steps are taken to avoid the danger, a fall of prices due to
insufficiency of gold will undoubtedly occur in the future, they by
no means prove that the gold problem is o n e so closely linked with
the physical facts of gold production as to make the outlook in
any way a hopeless one. On the contrary it seems probable that,
given good will and understanding on the part of the world's mone
tary authorities, the dangers threatening the price level can be
postponed for a period of time sufficiently long t o deprive the
problem of practical importance.
148. I n the first place, the maintenance of a stable price level
is not bound up with an inevitable annual increment in
the volume of the various forms of purchasing power held
by the p u b l i c - c o i n , notes and deposits in commercial banks.
Changes in habits may alter substantially the amount of pur
chasing power which the public desiie to hold in various forms
and, as the world situation improves and confidence is restored, the
holding of purchasing power in cash or liquid deposits m a y decline
i n importance. Thus even if a constant relation must be main
tained between the growth of Central Banks' liabilities and the
desire of the public to hold liquid resources, a rate of growth
of the former less than that usually assumed as necessary will
suffice. In the second place, the relation between total Central
Bank liabilities and gold supplies is influenced by the form which
those liabilities take. For in so far as the legislation governing
Central B a n k s ' reserve ratios requires a smaller (or no) reserve to be
kept against dejxjsit liabilities, a growth i n these liabilities relative
t o total liabilities will diminish the pressure upon the available
gold supplies. I n the third place, it is not necessary that the
volume of note issues should continue to be regulated, as it is
now, by reference to the amount of gold held in reserve. If, as

we recommend in Part I I of our Report, the principle is adopted
that gold reserves should be held, not primarily against note issues,
but to meet temporary deficiencies in the balance of international
payments, there need be no obstacle to the creation of a much in
creased volume of purchasing power without any increase in the
supply of monetary gold.
149. Some of the directions in which remedial measures might
be found to avoid a future shortage in the supply of gold were
indicated by the Gold Delegation as follows :—
(a) the concentration of all monetary gold in the reserves
of Central B a n k s ;
(b) the economising of these reserves by the reduction of
the current legal minimum reserve ratios, full recognition
being given to the varying requirements of different countries
in accordance with their economic circumstances;
(c) a common understanding between Central Banks as to
the reduction, as occasion demanded and circumstances per
mitted, of the proportion of total gold cover held in practice
(i.e., the excess of cover over the legal minimum ratio).
150. These measures would all be helpful. W e would only add
to them the desirability of recognising the point which we have
emphasised at the end of paragraph 148, namely, that there is no
reason why the volume of purchasing power need be related in the
rigid way which has characterised banking legislation hitherto with
the volume of gold held in reserve.
The

Distribution

of

Gold.

151. The present distribution of gold is very generally held t o
be unsatisfactory : a maldistribution to which is to be attributed
a large measure of responsibility for the heavy fall in prices i n
recent years. I t is necessary, however, to look beyond the statis
tical facts of the existing distribution and consider the causes
which have brought that distribution about.
152. The fact that a substantial gold reserve is held by a Central
Bank serves no doubt to create confidence in the credit structure
of the countiy concerned. But now that, with small exceptions,
gold coin has been withdrawn from circulation, an internal demand
for gold cannot arise. The sole practical use of a gold reserve i s
to serve as a medium of meeting a deficit on the balance of inter
national payments, until steps are taken to bring it again t o
equilibrium.
153. In the period since the return to gold the balance of inter
national payments between gold standard countries has been
affected by many circumstances of an abnormal character.
The
monetary policies adopted, the course of international trade, the
erection of barriers against the free flow of commodities, and
political instability have all played a part in contributing to the

movement of gold upon an unusual scale. Thus there has arisen
in many countries a great stress on gold reserves. That pressure
inevitably takes the form of a contraction of credit to prevent the
undue depletion of gold reserves, with t h e result, if the strain is
continued, of a diminution in business and investment activity
and a fall in prices. It is to the instability of post-war inter
national finance and especially to the irregularity of t h e flow of
credit between debtor and creditor countries that the present dis
tribution of gold and the pressure which the process of re-distribu
tion has exerted on credit policies must be largely attributed..
Amongst the causes of that instability the following are the most
outstanding :—
(a) The burden of the War debts : the principal debtor,,
Germany, has until recently not been able to discharge her
obligations by means of the delivery of goods but has been,
forced to adjust her situation by short and long borrowings
from abroad.
(b) The entry of the United States into the group of the
chief creditor countries has caused a dispersion of initiative
and responsibility in the leadership of international finance.
(c). Many of the loans incurred since the War have been for
non-productive purposes, having been of a political character or
to balance budgets or to support the exchanges, or to build up
currency reserves. Thus there have been many influences at
work on the market rate of interest and on the movement of
obligations in the international market which have had no close
relation to the actual yield of n e w capital enterprise.
(d) T h e perils of the war and post-war period and the un
fortunale currency experiences of many countries have led to a
greatly increased preference for liquid assets as compared with
long-term securities. Especially there has been a tendency on
the part of many countries to pile up liquid claims in the lead
ing financial centres, instead of embarking on foreign fixed in
vestment or funded obligations. France, the third largest
creditor country in the world, appears to have employed
virtually the whole of her international surplus during the last
three or four years in the purchase of gold and short-term
liquid claims ; whilst the attitude towards long-term foreign
securities of the investors of the United States, which is now
the second largest creditor country next after ourselves, has
fluctuated violently. The effect on prices internationally of an
increased preference for employing resources in the purchase of
liquid claims, including gold, is the same as is that of hoarding
in a primitive community. It is to this increased, and undue,
preference for the employment of resources in a liquid form,
rather than to the shortage of new supplies of gold, that the

fall of prices is t o be attributed ; though of course it is the case
that a suddenly increased rate of supply of n e w gold, if it could
have occurred just at the right moment, would have increased
the supply of liquid assets and would, therefore, have served
.. to diminish the degree of tension set up and hence the fall of
prices.
(e) Movements of gold have ceased of late to have what used
to be considered their " normal " effect on the domestic credit
policy of certain countries, notably France and the U n i t e d
States. In recent years it has been impossible to rely on action
being taken by both the country losing gold and the country'
gaining gold ito preserve international equilibrium, the one
meeting the other half w a y , as we explain i n paragraph 185.
154. W e conclude that the important factor for consideration in
the problem of the so-called maldistribution of gold lies in the
removal or mitigation of the underlying causes which have led to
the present concentration and we return to this aspect of the matter
in our recommendations.
Indeed, -even a large increase in the
current supplies of new gold would not do much good so long as the
causes persist which have led to the present maldistribution of gold.
For the additional supplies would soon find their way to the same
destinations.

CHAPTER VIII.-THE SEQUENCE OF EVENTS SINCE 1925.
155. W h e n in 1925 Great Britain took t h e decisive step of
restoring the gold standard, the French, Belgian and Italian
currencies were not yet stabilised; in Germany the stability of the
n e w currency had only been maintained by a drastic rationing of
credit by the Central Bank in 1 9 2 4 ; the future of Indian exchange
was not yet determined ; and the Federal Reserve System had only
recently developed in a deliberate manner its system of open
market operations as an instrument of great flexibility in the
control of credit conditions. The full implications of the technical
changes taking place in industry were not b y any means clear;
and, although in this country the volume of unemployment
was already . giving rise to grave concern, a general feeling was
abroad that with the restoration of the gold standard and the settle
ment of Hie Reparations question the era of extreme instability had
definitely passed away.
156. Outranging all these factors in ultimate importance, how
ever, though influencing them and being in turn influenced by t h e m ,

was the development of the economic situation in the United States.
F o r a century the United States had been borrowing heavily from
Europe. America had freed herself from indebtedness to Europe
during the W a r ; and thereafter it appeared that the tide had
definitely turned and that the United States, having undergone
the transition 'from a largely agricultural t o a predominantly manu
facturing country was about to repeat the history of Great Britain
and to emerge as an exporter of capital upon a vast scale. For
some years after the end of the W a r , indeed, the growth of
American capital exports was the indispensable means of recovery
of economic conditions in the rest of the world. Issues of long
period securities in the United States reached their maximum in
the four years 1925-1928, during which period the net amount
offered on long period account aggregated $4,789 millions, or nearly
£ 1 , 0 0 0 millions—an amount twice as large as the volume of long
period capital issues ( £ 4 8 2 millions) floated in London during the
same period. At the same time, American concerns were also
investing largely in foreign enterprises. Whilst the net amount
advanced on long-term account by the United States was in reality
somewhat less than these figures would seem to indicate, there
can be no doubt either that American foreign investments assumed
large proportions in these years or that they had striking effects
upon the areas—Central and South America and Central Europe—
where the investments were chiefly made.
157. T o this movement many factors contributed—the desire of
the great industries to safeguard their foreign markets ; the senti
mental attachment of American citizens of Central European origin
to their original countries and the desire to aid them ; the high rates
of bond interest offered; the belief that the world was now once
more politically and economically stable; the desire to assume a
dominating role in Latin America; at times also (especially in 1927)
a temporarily depressed condition of American business ; a rate of
per capita savings so large as to outstrip the possibilities of profit
able investment at home in periods of business quiescence. But
at a crucial moment one other factor intervened to accentuate the
process. That factor was the policy of the Federal Reserve System
i n the second half of 1927.
158. Broadly speaking, the United States continued throughout
the post-war period to gain gold, until by.the middle of May, 1927,
the gold stock of the U . S . A . reached its maximum figure of
$4,700 millions. It had been the avowed polic3 of the Federal
Reserve Authorities to regard this gold stock as a trust fund, and
therefore to prevent such an expansion of credit in the United
States as would necessitate the permanent retention of the whole
stock as a permanent reserve. The policy of gold sterilisation was
the objective expression of this point of view. I n 1927 the moment
seemed to have arrived w h e n the exigencies of the local credit
situation coincided with the necessities of the outside world. I n
r

the autumn of 1927 the Reserve System encouraged low money
'rates in the N e w York market and thereby stimulated a boom in
international securities. Gold flowed out, and by June, 1928, the
United States had lost $600 millions of gold, the gold - stock on
23rd June, 1928, being $4,099 millions against $4,700 . millions
on 16th May, 1927.* The -effect of these various i n c i d e n t s c a n
be thus summed up. Easy credit conditions had more than restored
the pre-war^ ratios between gold and the short-term liabilities .pf
European Central B a n k s t and had, in conjunction with other
circumstances, generated a period of world prosperity which, inter
alia, enabled Great Britain to recover to some extent from the
direct effects of the return to the gold standard and.the industrial
troubles which had followed upon it.
;

:

159. But the credit situation in the United States was now t o
change, and to change disastrously in its reactions upon the rest of
the world. I n the first place, cheap money in the United States
strengthened the tendency, already present in spite of a relative
ebb of business in 1927, to a rise in the price of common stocks.
From 1925 to 1928 building and other construction in the United
States was on an unprecedented scale, reaching the colossal aggre
gate of $38,000,000,000t for the four years together (or about
£160,000,000 a month), which w a s about double the value of the
construction in the four years 1919 to 1922. The putting into
circulation of this enormous volume of purchasing pow-er, which
was not directly associated with any corresponding increase in
the production of immediately consumable goods, caused a huge
growth of business profits, which culminated, in 1928 and
1929. At the same time the market value of securities increased
in an e v e n greater proportion than profits, the process of the
appreciation of securities being greatly assisted, apart altogether
from the influence exerted by cheap money and business prosperity,
by the belief that a " new era " had dawned in the United States
due to mass production and rising money wages. T h e difficulty
of determining what was a reasonable basis for capitalising the yield
of securities made it possible for securities to sell at 30 to 40
years' purchase, or even more, without upsetting public opinion,
and they did, in fact, sell at such values. W i t h such glittering
chances of stock appreciation before their eyes, it is not surprising
that it began to be more and more difficult to float, international
loans in N e w York or to sell bonds to American investors, nor that
the prices of already existing bond issues should decline. T o the
* See Federal Reserve Bulletin, January, 1930—p. 2.
t Mr. Loveday's figures show that the ratio of Gold Reserves to notes and
sight liabilities of Central Banks and demand deposits of commercial banks
amounted (in Europe) to 14.0%, 13.2% and 15.2% respectively in 1913,-1927
and 1928. Memorandum on p. 103 of First Interim Report of tho Gold Dele
gation of the Financial Committee of the League of Nations.
X Cf. " P l a n n i n g and Control of Public Works" compiled by the National
Bureau of Economic Rrsonrch in New York.

bullish bond market of 1924-27 had succeeded the bullish stock
market of 1928-29.
160. From the very beginning of the more spectacular stage of
the boom the Federal Reserve Authorities watched the situation
with misgiving. B y three successive stages in 1928, the N e w York
Reserve rate was raised from 3J- per cent, to which figure it
had been reduced in August, 1927, to 5 per cent, in July, 1928, and,
at the same time, in an effort to get control of the market, securities
held by the Reserve System were sold upon a large scale, whilst the
volume of open market acceptances had fallen to a bare minimum
of $75 millions by July, 1929. These measures proved sufficient
to prevent the demand for Reserve Bank credit from expanding by
more than the amount required to offset gold movements but could
not cope with other elements in the situation. As the Annual
Report of the Federal Reserve Board for 1929 remarks, " The
problem was to find suitable means by which the growing volume
of security credit could be brought under orderly restraint without
occasioning avoidable pressure on commercial credit and business.
W i t h the system portfolio of Government securities practically
exhausted by the sales made in the first half of the year 1928, the
main reliance in a further firming of money conditions must have
been further marking up of Federal reserve discount rates, unless
some other expedient could be brought to bear in the situation."
161. The Beserve Board being unwilling to permit the Reserve
Banks to raise the discount rate still further, the Reserve System
tried to check the rising flood of speculation by moral suasion and by
bringing pressure to bear upon the N e w York member banks,
hoping thereby to cut off the supply of call-loan money to the Stock
Exchange at the source. But though the supply of call-money
from the N e w York B a n k s was successfully cut off, the total volume
of call-money continued to rise. The effect was to raise the level
of call rates to a figure which made investment in - such funds
highly attractive, and there was thus drawn into the vortex of
American speculation a mass of short-money, not only from non
banking agencies in the United States, but from European countries
as well, though as regards European funds t h e bulk came from
deposits previously made in the United States. America exerted a
double pull on the European monetary and financial situation.
Capital was placed in American securities and contributed to their
rise ; the rise in price stimulated further speculation and demanded
further amounts of call-money; the call rate rose and this, together
with rises in other associated rates attracted further European
money to the United States. B u t , mere important, the lise of
call-rates to highly attractive levels impeded investment by all those
who thought the situation essentially unstable. B y investing in
call-money they kept their position liquid, and" at the same
time earned upon their funds at least as much as, if not more than,
they would have obtained upon foreign investments, without any

risk at all. A further deterrent to foreign investment had thus
arisen. The increase in the gold Stock of the United States
indicated the pressure On European a n d ' other money markets.
Between June 23rd, 1928, and January 11th, 1929, the gold stock
rose by 7 millions of dollars; between that date "and October
25th, 1929, i t increased by a'further 282 millions. A general rise
in European bank rates followed the gold' drain to the United
States, and was accompanied by a general stiffening up of open
market rates in the European money markets. Finally at the
beginning of August, 1929, the N e w York bank rate was itself
raised to six per cent. B y that time the peak of production had
already passed, and the business conditions which provided the
justification for the boom were definitely at an end.
162. The effort to stop the boom in the United States, and the
European attempt to resist the redistribution of gold, which
followed upon the flow of funds to the United States, led every
where to a policy of dear m o n e y , almost at the moment when
economic conditions were becoming ripe for a policy of cheaper
money. For the index of industrial production ceased to expand
in the United States after June, 1929, when the Reserve Board's
index reached a maximum (1923-25 -f 100) of 126 (seasonal varia
tions being eliminated).
Moreover, by the middle of 1929 the
construction boom in the United States had passed its peak.
5

163. Upon the influence of Boom conditions and monetary policy
in the United States on the working of the gold standard were
superimposed the effects of French monetary policy. The stabili
sation of the franc, though it had taken place at a rate much above
the lowest to which the franc had fallen, had nevertheless left the
French price level considerably below that of the outside world.
Further, the period of stabilisation involved in France, as it had
previously done in the. case of Austria and Germany, a readjust
ment of the per capita holding of currency so as to bring the
amount into line with normal needs. Thus, a stabilisation boom
combined with an increased per capita demand foi currency t o
swell the aggregate demand for francs which could only be supplied
by the Bank of France. This shortage of currency was accen
tuated by the abnormally high figures of the French Treasury
balances. The note circulation did in fact rise considerably. I n
1927 the average yearly circulation had been 53.5 milliards. I n
the next three years the circulation rose (half-yearly averages) as
follows : - 5 9 , 6 1 . 2 , 63.1, 65.9, 70.4, and 73.8 milliards, the amount
in the autumn of 1930 being affected by the discredit attaching to
certain banking institutions, which led to a marked hoarding of
currency. The importance of these developments from the stand
point of the international gold standard was that they involved
an enormous inflow of gold into France.

164. T h e s e flows were rendered necessary primarily by the. pro
visions of the law by which the Bank of France is governed. Pre
ceding and during the period of de facto stabilisation a special Act
had permitted the B a n k of France to buy foreign exchange and to
issue notes against such purchases. (Law of 7th August, 1926.)
So long as the influx of French balances and the sale to the Bank
of foreign assets could be carried out through a transfer of foreign
exchange, no positive pressure was brought to bear on foreign
money markets, though they continued to run the risk that gold
might ultimately be taken. But the transition from de facto to
de jure stabilisation was accomplished by m e a n s of a law (June,
1928) which did not incorporate any provision for making per
manent the right to issue notes against foreign assets; on the con
trary, the law of August, 1926, was repealed, and the resulting
legal position of the B a n k of France in regard to the purchase of
foreign exchange has remained obscure. Moreover, the new law
did not give the Bank power to buy even French Government
securities i n the open market, and thus to satisfy the demand for
currency by purchases giving banks and holders of securities addi
tional deposits at the Bank which they could take out in notes
if they desired. T h e B a n k of France was thus practically deprived
of t w o important instruments of modern central banking technique
— t h e right to issue currency not only against gold, but also against
the equivalent of gold, and the right to increase the volume of
credit and currency by operations in securities initiated by itself.
These changes in the French situation coincided with that change
in the American situation—the end of the period of cheap money
in the United States—to which we have already referred.
Currency was drawn in the first instance from the commercial
banks leading to a reduction of their cash balances. In so far
as the banks possessed assets, i . e . , bills of exchange, which the
B a n k of France was prepared t o rediscount, and to the extent that
they were prepared to part with these bills, a replenishment of
cash balances became possible. I n so far as bills were not avail
able, or, alternatively, to the extent that the banks did not desire
to part with them, this method of meeting the situation failed.
It was possible to satisfy the demand in another way, however.
The banks could sell their foreign balances for francs, thus appre
ciating francs and bringing a flow of gold to France.
The
existence of these balances was due either to the original flight
from the franc or to their replenishment owing to the failure to
invest in the purchase of foreign securities the credit balance
accruing to France on the current balance of indebtedness. Very
great quantities of gold did, in fact, flow i n . The net changes
of the significant items are as follows :—*
* These figures are taken from a paper on French Monetary Policy read by
Mr. R. G. Hawtrey before the Manchester Statistical Society in January, 1931.

Changes

between

June 25th, '. 128, and December
(Millions

Discounts and Advances
Gold
Foreign
Exchange

-1-6,467
4-24,643
- 382
-f 30,728

26th,

1930.

'/ francs.^)
Notes
Private Deposits
Public Deposits

,..
...

4-17,664
t- 5,954
4-5,611
4-29,229

165. For a time, between J a n e and December, 1928, the B a n k
allowed its foreign exchange holdings to increase to a total of 32,641
millions of francs. Thereupon up to May, 1929, exchange holdings
fell by 6,132 millions and gold holdings increased by 4,485 millions
and these changes must be presumed to reflect the deliberate
intention of the Bank. But thereafter the Bank maintained a
" passive " attitude—its holdings of foreign exchange hardly
varied, but it allowed gold to reach it freely. Bank rate was indeed
lowered to 3J per cent, in February, 1928, and to 3 per cent, in
the same month a year later. But this was a situation which a
lower bank rate could do little to correct. Before the Wall Street
crash something could have been done to stimulate foreign invest
ment and thus to turn the tide of gold away from France. B u t the
universal depression thereafter was not a propitious moment at
which to begin, and of the 25 milliards of gold acquired in these
thirty months, over 14J milliards were acquired
between
September, 1929, and December, 1930, i.e. during the period of
depression.
166. T h e burden of these gold movements was thrown upon two
markets, London and N e w York, the position of which, of course,
differed very much. Whilst in the calendar year 1929 gold exports
from Great Britain to France amounted to £ 3 3 millions and in
1930 to £ 5 5 . 2 millions, the exports to France from the U . S . A .
amounted during the same period to £ 2 8 millions—or less than
one-half of those from this country. The period of heavy gold
exports to France from America had taken place earlier; from May,
1927, to June, 1928, France had taken some £47 millions.
Nor
was the gold drain to France the only significant flow of gold from
Great Britain—Germany took £ 1 8 . 4 millions in 1929 and £ 1 6 . 2
millions i n 1930, whilst a heavy export of £ 7 . 9 millions took place
to the United States in 1929. The pressure on the London money
market is indicated by the average yearly stock of gold coin and
bullion held by the Bank of England. T h i s rose from £ 1 4 8 . 6
millions i n 1926 to £ 1 5 0 . 1 millions in 1927, rose again to £ 1 6 2 . 6
millions in 1928, to fall sharply to £146.9 millions in 1929. And
though i n 1930 the average rose again to £155.1 millions, t h e
explanation is only partly satisfactory since the gold inflow in that
year was fed by " d i s t r e s s s h i p m e n t s " from Spain, Argentina,

Brazil and Australia which reflected the economic malaise of thesa
areas. The pressure o n the Bank is marked by the fact that,
whilst in 1928 and 1929 of t h e bullion sold in the London market
about one half was bought by the Bank, i n 1930, of an amount
of £ 4 3 . 9 1 millions sold, the Bank w a s able to buy only £1.41
millions.
167. T h e important issue from the standpoint of the working of
the gold standard in this country is the reaction of Bank of England
policy to the events we have outlined. Bank rate had been reduced
to 4J per cent, in April, 1927, and remained unchanged till
February, 1929, when it was raised to 5-^ per cent., the average
gold stock having fallen from a maximum of £ 1 7 3 millions for the
month of September, 1928, to £150.2 millions in February, 1929.
Bank rate was not again raised until September 26th, 1929, when
it went up another one per cent., the Bank having lost gold steadily
after July, so that the average monthly figure for the gold stock
stood at only £ 1 3 0 . 9 millions in October. If the figures of the
Banking Department are studied for the two critical years under
review, it will be found that the range of variation of the Bankers'
Deposits was less than the variation in the Reserve. While there
was some reduction in the volume of Bankers' Deposits, part of
the fluctuations in the Reserve was offset by movements in the
Securities, and this applies to an even greater extent to the
quarterly movement than it does to the fluctuations over the two
years taken in their entirety :—
Bankers'

( £ mills.)

1928 1st Quarter ...
2nd
3rd
4th
1929 1st
2nd
3rd
4th

60-9
62-9
68-6
64-5
64-0
62-1
63-9
61-5

-

Deposits.
Increase (-(-)
or
Decrease (—)
(£ mills.)

-4-0
-1-5-7
-4-1
-0-5
-1-9
+ 1-8
-2-4
-5-4

Reserve of Notes and Coin
in Banking
Department.

( £ mills.)

41-2
47-5
59-1
46-6
54-3
58-7
35-4
32-8

-

Increase (4-)
or
Decrease (—)
( £ mills.)

-t-6-3
+ 11-6
-12-5
4-7-7
4-4-4
O O ., o
- &u
o
-2-6
-8-4

168. In the critical third quarter of 1929, whilst the Beserve of
the Banking Department fell by over £ 2 3 millions, the Bankers'
Deposits actually increased by nearly £ 2 millions. The gold move
ments were thus not allowed to affect the basis of credit at that

1
time, though over the period as a whole t h e . l o s s of gold was.
allowed to reduce the credit basis to some extent.
Stated
positively, Bank policy in so far as ft made use of the weapons of
open market policy and of bank rate consisted, it would appear, in
preventing the full rigour of the international gold movements
from affecting the volume of credit except in so far as it might be
directly influenced by rising bank rates : and the rise in bank rates
to a really deterrent level was long postponed.
169. But it must not be overlooked that, throughout t h e whole
period since the return to the gold standard, the economic structure
of this country has been exposecT t o quite exceptional strain, and
that business opinion has been in consequence exceptionally sensi
tive to movements in bank rate, w i t h the result that a level of bank
rate not in itself highly deterrent to enterprise so far as its influence
upon the profitableness of business is concerned may nevertheless
have had psychological repercussions out of all proportion to the
absolute magnitude in the movements of the rate. Moreover,
in estimating the net influence of B a n k of England policy i n recent
years, and especially before the American collapse in the autumn
of 1929, allowance has to be made for the circumstance that t h e
Bank has at times brought its influence to bear in a manner, which,
as in the instances of unofficial embargoes on the flotation of
new capital issues, is incapable of measurement in quantitative
terms, but which, nevertheless, has exercised, at particular
moments, a considerable influence upon the movements of business.
170. Since 1925, Bank of England policy has had to adjust itself
to four major episodes : the return to gold itself, the inauguration
of a cheap money policy in the United States in 1927, the stock
market boom, and the French gold drain in 1928-29. The view
has been expressed that on occasion throughout these years, the
Bank, by pursuing a less restrictive or more expansionist policy
might have induced a similar policy elsewhere. But in the early
days of the return to the gold standard a Central Bank inheriting a
certain body of experience, and faced in any case with relatively
difficult and novel problems would naturally hesitate before
inaugurating a policy the success of which was doubtful and
the failure of which would be attended with grave results. In fact,
the Bank attempted at tliis early stage, so far as possible, to stabilise
the volume of credit which it placed at the disposal of the banking
system, whilst keeping the level of rates sufficiently above those in
other centres to ensure the retention of foreign balances here.
171. During the period of cheap money in the United States,,
which lasted from August, 1927, to February, 1928, the Bank main
tained its rate unchanged at 4-J- per c e n t . , whilst its gold stock
and Reserve in the Banking Department increased, accompanied'
by a decline in the Securities, deposits remaining substantially
unchanged. I n view of the fact that American monetary p o l i c y

.was intended, inter alia, to relieve the European situation, it
remains an open question whether the Bank might not, at that
time, have pursued a somewhat more venturesome policy without
running any overwhelming risks. I n any case, by the end of 1928
the B a n k had again lost a substantial p^rt of the gold it had
acquired in the second and third quarters of the year.
172. During 1929 the Central B a n k s of the world were faced by
a combination of circumstances of a most abnormal character. In
so far as that situation, reviewed in the light of history, induced
drains of gold either of a temporary character (the American boom)
or of a kind not amenable to the usual instrument of banking
policy "(the French inflow), "requiring therefore a policy of
acquiescence rather than of active opposition, it can be said that
Bank of England policy was of the kind appropriate to the problems
presented by the unfolding phenomena of the time.
173. If the events of the last five years are passed in review with
t h e object of determining what lessons are to be drawn from them
, t o serve as guides to future action and policy, it is necessary to
. distinguish between the incidents which are capable of recurrence,
and those which may fairly be deemed to be of a purely passing
. and evanescent character, however disturbing they may have been
. at the moment of their actual occurrence. The world is not likely
to have again to experience the simultaneous pressure on the
monetary machine of an American stock exchange boom of such
exceptional dimensions and a drain of gold for restocking purposes
. of quite extraordinary magnitude.
This unique conjunction of
events which gave to the years 1928-9 their peculiar impress is
not likely to recur. After all allowances for these unusual or novel
manifestations of the world order have been made, it is clear,
nevertheless, that the working of the international gold standard
requires, in the modern world, a realisation that the forces making
for disequilibrium are very powerful and that any mechanical appli
cation of the purely empirical rules derived from pre-war experience
could easily lead to very grave and unsuspected results.
174. A m o n g the causes which may make for disequilibrium two
stand out most prominently. I n the first place, the working of
the gold standard may from time to time be seriously affected by
the recurrence of boom conditions in American economic and finan
cial conditions. In the second place, the gold standard is liable
t o . b e affected by the breakdown, after a period of expansion, of
the process of international investment. The immense growth of
the financial and economic power of the United States has altered
the scale, if not the terms, of the problem of American-European
economic relations, and thrown upon the European Central Banks
— i n the absence of any definite guarantee that the Federal Reserve
B a n k s will be permitted by public opinion to co-operate at all
times whole-heartedly with other Central Banks—a task of great
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difficulty, which can only be solved by common understanding
and action, The vast technical changes now manifesting them
selves in the sphere of agricultural production are only o n e among
& number of features which give to the flow of international funds
a new social and political significance. The working of the gold
standard must be adjusted to these striking changes in world con
ditions, and the task of adjustment must be entrusted to the Central
Banks.

CHAPTER

IX.-THE

COURSE OF
INVESTMENT.

INTERNATIONAL

I . — T H E P R O C E S S OF I N T E R N A T I O N A L

INVESTMENT.

175. The substantial variations in the volume of international in
vestment in recent years and especially the abrupt reduction in t h e
last two years, have contributed largely to the troubles which have
overtaken both the raw material producing areas of the world, such
as Australia and Latin America, and (to a smaller extent) those
Central and East European countries which, i n consequence of
the war and of the post-war inflation, have become impoverished
and unable to provide for themselves the capital of which they
stand in need.
176. The supply of capital to overseas areas is for'some countries,
an indispensable element in their development and, i n so far a s
it is itself subject to irregularity, imports irregularity also into their
economic life. For it is largely through capital movements that
these overseas areas are linked up with the ebb and flow of economic
activity in other, and particularly the capital exporting, countries
of the world. The processes by which these fluctuations are trans
mitted are briefly : —
(a) The borrowing countries use a part of the capital bor
rowed for the purchase of constructional goods from the in
dustrial countries, and the purchasing power thus circulated
in the industries producing- those goods provides at least some
part of the market for the raw materials of the borrowing
countries.
(6) I n part the capital borrowed is used in the employment
of labour in constructing railways or other plant, and is thus
T h e borrowing
expended in the borrowing country itself.
country has acquired, through the loans granted to it, purchas
ing power in the lending country which it wants to employ
locally. There is thus a demand for remittances from the
lending country to the borrowing countiy and the exchange
moves in favour of the borrowing country, which in these
circumstances can either allow credit to expand at once or

import gold to form a basis for expansion. I n either case the
local demand increases and imports are stimulated. The in
crease in employment in the borrowing country caused by the
expenditure of the loan moneys provides the means of absorb
i n g these additional imports.
(c) Moreover, the adjustment of interest payments on capital
previously borrowed frequently requires that there should be
a steady stream of loan-moneys flowing towards these areas,
so that t h e sums borrowed can be used to prevent a weaken
i n g of the exchange rate if, for any reason, it is impossible
to. meet interest payments by means of an export of local
produce. Ultimately it is to be expected that interest on loans
should be met out of t h e increased production made possible
by the loans. If the increased production takes t h e form of
exportable raw materials, the drafts drawn against the exports
furnish the means of meeting the interest p a y m e n t s ; if the
increased production is in the form of general development
(roads, etc.) the interest should be provided by taxation, which
would reduce local spending power and thus diminish
imports which would otherwise have been consumed locally.
B u t this process of transfer works with great friction because
of the fluctuating character of all raw material production
and t h e lack of diversity in the production of raw material
countries.
A bad harvest, or series of bad harvests, plays
havoc w i t h the mechanism. I n the absence of fresh capital
loans, the flotation of which depends i n the main upon world
credit conditions, the gold or foreign exchange reserves of the
local banking system m u s t be used. If these sink to a point
which engenders lack of confidence in the stability of the local
currency, or if a fear that they will be exhausted causes a
flight from the local currency, there may be no alternative
except a departure for the time being from the gold standard.
177. The recent history of the South American Republics well
illustrates the practical aspects of the matter. During the years 1921
to 1929 the United States and this country, respectively, made loans
to South America approximating $1,200,000,000 and £50,000,000.
Take, for example, the small Republic of Colombia which received
over those years $170,000,000. There was a great boom. Com
petitive railway building and other public works sent u p wages
by leaps and bounds ; imports vastly increased; food was imported
where before it had been produced locally. W h e n the golden
stream ceased there was a collapse. Imports ceased and Colombia
thus added its small quota t o depression in t h e industrial countries.
Prices fell precipitously and Colombia is only n o w recovering
gradually from its previous excess.
178. T h i s example can be multiplied in Brazil, Peru, Chile and
even perhaps the Argentine, and certainly in Australia. The United

States made loans to South "America on an undesirable scale; Great.
Britain with equally good intentions had already shown the w a y
in the case of Australia.
179. The economic position of Germany again has been much i n 
fluenced by the ebb and flow in the tide of international invest
ment. Germany's working capital, much reduced by the war, w a s
enormously diminished by the subsequent vast inflation. H e r
needs in this direction, her Reparations burden, and the necessity
to build up a gold reserve, all compelled her to borrow very largely.
In addition to large amounts of long-dated capital taken up by
States, municipalities and industries, estimated in the Final Report
of the Agent-General for Reparation P a y m e n t s to amount to £ 3 3 5
million for the period 1925 to the end of April, 1930, German
banks and other borrowers have taken up a very great amount of
short-dated capital.
I n the period following the stabilisa
tion of the mark, and especially during the boom in the
American bond market, the imports of capital into Germany
resulted i n checking exports, in raising the standards of
expenditure by the public authorities, and in encouraging a
generally higher standard of life among the population. T h e
dangers of over-borrowing were regarded so seriously by the autho
rities of the Reichsbank as to lead to an official control of capital
loans raised abroad for purposes not regarded as increasing German
productivity, and short-period loans, in particular, were regarded
with disfavour. Nevertheless, the net movement of capital in
wards was on such a scale as to affect profoundly the rhythm of
German economic life; and the partial cessation of t h e flow, as
well as the uncertainty whether capital could be borrowed or not,
which has been the result of events in America and elsewhere since
1929, has had the result of profoundly modifying the economic, and
through it, the political situation in Germany. It has become
steadily clearer that Germany's heavy debtor position has placed
her at the mercy of her creditors; if she cannot continue t o
borrow she must, by any reduction in costs necessary, increase her
exports and reduce her imports, thus affecting the equilibrium of
other countries trading with her and her customers.
180. It is unfortunate that, in practice, a cessation of loanB to
raw material producing countries generally coincides with a period
of lower prices for their products, and, conversely, large capital
imports accompany higher raw material prices. This tendency is
the natural outcome of the preferences of investors, w h o are much
more likely to lend to a country when it is prosperous and enjoying
prices for its crops which are high relatively to the general level
of prices. Thus the alternations of prosperity and depression are
likely to be particularly severe in those countries, for the national

income is in the one case inflated both by large sales at high
prices and by the effects of the expenditure of loan proceeds, and in
the other case deflated by the absence of loan expenditure and by
small sales at low prices. Nor do borrowing countries—at any
rate the raw material producing areas—possess means which
might help to stabilise their balance of payments in time of bad
harvests. For they do not, as a rule, "draw large payments for
services—such as shipping, insurance and merchant transactions—
but on the contrary have to pay for such transactions carried out
on their behalf. Generally also their foreign investments are
small.
1 8 1 I n certain cases, moreover, particularly in the case of
Germany, the cessation of foreign lending has been accompanied by
an increase in the export of capital, short or long, by her own
nationals, the combined effect of these t w o movements being, of
course, greatly to accentuate the difficulties of the local situation.
The causes of this double pressure are clear : a lack of confidence in
the economic and political outlook of the area concerned deters
foreign investment and encourages a flight from the local money
market. I n so far as the direct effect of a cessation of capital
imports and of an increase of capital exports is to increase the
strain on the foreign exchanges, the two movements work in the
same direction and accentuate one another.
182. Statistics relating to the movements of international capital
supplies are notoriously difficult to interpret. The volume of new
capital issues (issues for conversion or redemption being excluded)
throw no light upon the movements of private investments and
may be in part or in whole offset by the movements inwards of
short-term or long-term funds for investment purposes. Never
theless, the figures for public notations on the one hand, and the
figure for the excess of credit over debit items in the balance of
indebtedness, i.e., the net balance on income transactions, throw
some light upon the fluctuations in the capital flow, although they
may not be an accurate guide to the volume of capital investment.*
The tendency of the British and the American figures is not t o
compensate each other, but to reinforce one another; rising
together (so far as issues are concerned) sharply between 1925 and
1928, and falling in 1929. Thus, between 1928 and 1929, the net
capital movements outwards from the United States fell by 561
million dollars, or £115 millions, while the total overseas issues on
the London market declined from £ 1 4 3 millions to £ 9 4 millions,
a total decline of £ 1 6 4 millions, a figure not far short of one-half
of the absolute amount of N e w York and London combined in
the year 1928.
* See Appendix IV.

" II.—INTERNATIONAL INVESTMENT AND INTERNATIONAL DISEQUILIBRIUM.
183. Apart from new loans and purchases of securities in other
countries, a creditor nation's claims on the rest of the world show,
each year, a net surplus. A debtor country on the other hand, which
requires and borrows money from other countries for capital de
velopment, possesses current claims on the rest of the world which
are normally less than its liabilities. If, for the time being, it
cannot borrow, it must try to meet the deficiency, so far as it can,
by the export of gold. It is roughly true, therefore, that, if creditor
nations do not lend their surplus, that surplus, so long as all
parties remain on the gold standard, can only be employed in
increasing the gold reserves of the creditor and diminishing the
gold reserves of the debtor nations, with the ultimate result of the
former finally having all the gold and the latter none.
184. Since no country, not even a young and developing one, can
borrow incessantly and largely without incurring an external debt
greater than it can stand, debtor countries which wish to be able
to maintain their surplus gold holdings must not depart . too
far from a balance between debts to and claims on the rest
of the world on income account, while creditor countries must,
unless they are ready to upset the economic conditions, first of
the debtor countries and then of themselves, be prepared to lend
back their surplus instead of taking it in gold. I n other words,
all must perform their part towards maintaining a reasonable
equilibrium.
185. Formerly, it was assumed that the efflux and influx of gold
itself produced a new equilibrium by altering the level of prices in
the lending and receiving countries respectively and thus modifying,
through an alteration in exports and imports and through the short
money market, the debtor position of the first and the creditor
position of the second. Gold standard countries were indeed sup
posed to meet each other half way, each altering its conditions
sufficiently to produce the desired equilibrium. This result might
be soon reached in normal and quiet times between highly developed
countries, able rapidly to adjust their short-money position and
their balance of payments, and willing to let the increase or decrease
of gold if need be freely modify their economic conditions. But in
actual fact to-day the position of debtor countries is apt to de
teriorate rather than improve as a result of their having to export
gold. For it is usually beyond their power to adjust their balance
of payments so rapidly and completely as to permit a complete
cessation of borrowing; yet, in so far as they export gold, their
credit as borrowers suffers. T h u s , having lost their gold and not
being able to borrow, they are forced off the gold standard. And
creditor countries, on the other hand, when they have accumulated
more than their fair share of gold, far beyond their legal require

merits, fearing to provoke an inflation by letting the new gold pro
duce a rise in prices, try, in effect, to make themselves insensitive
t o further imports. T h u s , w h e n equilibrium is profoundly upset
between creditor and debtor nations, the whole world suffers. The
adjustments to be made are greater than can be accomplished by
a movement of short-money funds or by a small alteration in prices.
T h e debtor countries suffer a serious deflationary crisis and some
of t h e m , probably failing to meet their problems by drastic
measures, may be forced off the gold standard; the creditor coun
tries will be affected both by the depression in the debtor coun
tries and by the influx of large quantities of gold. Here is, perhaps,
t h e major part of the immediate explanation of the collapse of
international prices which we describe in the next Chapter.

CHAPTER X.-THE FALL OF INTERNATIONAL PRICES
A N D ITS CONSEQUENCES.
186. T h e general effect of the world depression upon the price
level of commodities at wholesale cannot be more strikingly^summed
u p than by saying that during the course of t h e year 19BD, the
Board of Trade index number (base 1924 = 100) fell by 17 per
cent. ; that the Economist index number fell between February,
1930, and February, 1931, from 84.2 to 66.5 (base 1927 = 100) or by
over 2 1 per c e n t . ; that some commodities suffered a fall of price
within the year of between 40 and 50 per cent, and that, by
February, 1031, all the main groups of commodities, with
-one exception, as measured by the Economist (index (number
(1913 = 100), were below their pre-war price, as the following
table shows :—
(Average
Date.

Average 1924
1928
1929
1930
E n d Feb.: 1930 ...
J a n . : 1931 ...
,, Feb.: 1931 ...

1913=100)

Cereals
and
Meat.

Other
Foods.

Textiles.

Minerals.

Miscellaneous.

Complete
Index.

159-9
145-0
135-6
113-4
119-5
94 - 3
92-9

169-9
149-4
136-S
122-5J
132-2
110-S
108-4

210-6
161-7
141-9
99-1
115-1
7-5-S
78-0

145 -2
111 9
116 2
101 6
110 1
91 5
93 0

131-5
119-3
112-7
101-5
108-4
90-4
90-5

159.3
135-1
127-2
106-8
115-9
91-3
91-0

W i t h i n the period February, 1930 - F e b r u a r y , 1 9 3 1 , the group
Cereals and Meat fell by 22 per cent., the group Other Foods by
18 per c e n t . , Textiles, by as much as 32 per c e n t . , Minerals by
1 5 per cent,, and Miscellaneous by 16.V per cent.

1 8 7 . W h e n wholesale price movements are compared with move
ments in the cost of living index and with index numbers of
average weekly wages, it is at once apparent that the fall in the
former has been much greater than the fall in the other series : 
( B a s e 192!, -

100 in all cases).

Wholesale Prices
(Board of Trade).

1924 lBt Quarter...
2nd
,,
...
3rd
,,
...
4th
,,
...
1928 1st
,,
...
2nd
,,
...
3rd
,,
...
4th
,,
...
1929 1st
,,
...
2nd
3rd
4th
,,
...
1930 1st
,,
...
2nd
,,
...
3rd
,,
4th
,,
...
1931 1st
,,
...

All
articles.

' Total
non-food.

99- 9
98- 5
99- 3
102- 3
84 6
86 1
83 8
83 1
83 6
82 2
82 1
80 7
76 9
73 4
70 7
67 0
64 0

100- 5
100 3
99 1
100 1
81 1
81 4
80 5
79 9
80 5
79 7
79 3
78 1
74 8
71 5
68 -1
64 -5
62 -2

Cos
Costt of
Livingg
Livin
Index
Inde x
(M/L).
(M/L) .

W

Industria l
Inde
Indexx No.
No . Industrial
Productio n
of Average
Averag e Production
(Boar
(Board
d of
Weeklyy
Weekl
Trade).
Trade) .
Wages
Wages..

l 11

n
97

99
103
94
94
94
96
93
92
94
95
92
88
89
89
85

fJ

100
100
100-2
100-0
99-7 .
99-5
99-5
99-5
99-3
99-0
98-8
98-3
98-3
98-3
98-0

100
109
109 - S
103-6
100-2
108-4
110-6
112-0
110-7
114-0
111-0
103-1
99-5
99-0
95-4

188. The fall in the wholesale price index number is, of course,
in no way a phenomenon confined to this country. Indeed, since
the articles comprised within the scope of a wholesale index number
are largely internationally-traded commodities, the rate of fall of
their prices must be much the same in all countries, allowance being
made for differences of qualities and tariffs and the movements
of freight rates. W e publish in Appendix V a set of wholesale
index numbers for various countries from which it will be seen
that between January and December, 1930, the price fall in Japan
has been 2 0 per cent. ; in Canada 19 per c e n t . ; in the Netherlands
18 per c e n t . ; in the United States and Italy 16 per cent. ; in
France approximately 14 per cent, ; and in Germany 11 per cent.
189. The same feature of a much sharper fall in the wholesale
level of prices than in the level of the cost of living, which i s charac
teristic of the position in Great Britain, is to be noted in other
,
,,
Cost of Living Index , , ,
.
, .
countries. Thus the ratio
stood at 126 m
Wholesale Index
January, 1930, and at 142 in December; in Germany, for the
same months, at 115 and 120; in France (1st Quarter 1930, com
pared with last Quarter) at 101 and 120. Thus, all over the world
m

i h e wholesale price index has been falling abruptly and the cost
-of living has nowhere, completely adjusted itself to the fall in the
level of wholesale prices.
Consequences

of the Fall in

Prices.

190. The. consequences which.follow from a fall in prices of the
severe dimensions recently experienced are complex and react
w i t h unequal incidence upon different types of income. They may
-be briefly summarised as follows :—
(i) All incomes fixed i n terms of money, such as interest
on t h e National Debt, debentures and other fixed-interest
securities, remain unaltered. Thus incomes derived from those
sources are able to purchase an increased proportion of the
national output at the lower price level now prevailing. On
the other hand, such incomes will, of course, lose this advan
tage if the fall of prices proves to be temporary, and mean
while the rate of interest on all new lending should fall.
T

(ii) Many other incomes, which are not contractual in the
same way as is interest o n the National Debt, are fixed by
custom or by statute. In the latter category fall, for instance,
many classes of pensions and unemployment relief.
Unless
and until measures are taken by Parliament to alter these
charges, the recipients benefit in the same way as do. holders
of contractual incomes.
(hi) T h e proportion of the national output which can be
purchased by. these classes of recipients being increased, the
amount left for distribution between the remaining sections of
the community is reduced, with the result that so long as
salaries and wages, are unchanged the final residue available
for profits is inadequate.
(iv) The attempt to effect an adjustment sets in train a
series of consequences making for acute trade depression and
unemployment.
(v) I n the sphere of international debts also a large fall of
prices greatly increases the real burden falling upon, the debtor
nations.
191. I t is apparent from this summary that a severe fall in prices
upsets the entire balance of every kind of money settlement. It
works to the advantage of those whose incomes are protected
by contract or otherwise a n d - t o the disadvantage, either in tho
form of reduced incomes or of unemployment, of those who receive
£he residue of the national income. I t brings with it the problem
of reducing costs. For the entrepreneur, faced with a fall in the

1
price of his commodity and the money receipts he derives there
from, must seek to reduce his money costs of production whether
in the form of wages or otherwise.
192. Thus when prices fall the first person upon w h o m the impact
falls is the business m a n (unless the fall is due to an increase in
efficiency). Nothing occurs automatically to change his costs of
production save in a minority of cases where wages are regulated
by changes in the cost of living or by sliding scales based on selling
prices, and even here, whatever reduction takes place necessarily
lags behind the fall of prices in articles of international trade. The
result is, in the first instance, a narrowing of the margin between
prices and costs, that is to say, a diminution of profit. The burden
of reducing costs is thrown o n business men to effect as best they
can.
193. Some part of their costs, e.g., rates and taxes and interest
charges, it is not in their power to diminish. As regards the rest,
their first effort, naturally, is to increase efficiency.
B u t an
important increase m a y not be possible unless they have been
failing to do their best previously.
Moreover, it will not help
them competitively unless t h e y can increase their o w n efficiency
faster than their rivals are increasing theirs. Next they will, no
doubt, cut out various items of expense which were never justifiable
on strictly business principles, but were due to kind-heartedness,
old custom, and for the sake of the amenities of life. If this i s
not enough, there are various further measures which they c a n
take gradually in greater or less degree. They will cut out some
of their marginal and least profitable lines of business, which are
not essential to the maintenance of their connections and their
organisation—which will already have the effect of somewhat
reducing employment.
T h e y will resist rises of salaries and
wages, which otherwise they would have been inclined to grant.
They will endeavour to adjust the conditions of labour so as to make
it cost less without earnings being reduced. And finally they may
be compelled to join issue with their men to seek a general
reduction of wages.
194. But the pace at which these things will happen will tend
to vary widely from industry to industry. Where fixed overhead
costs are a small proportion of total costs, the employer will b e
brought much sooner to the point where he has to choose between
closing down or seeking to lower wages. Moreover, such cases will
largely coincide with the cases where labour costs are a large pro
portion of the whole, so that there is little room for reducing total
costs except by reducing labour costs. On the other hand, there
are also many industries where fixed overhead costs are large, so
that it will be worth the e m p l o y e e s while to accept much less
-than a normal contribution towards interest, replacement, etc.,
before financial considerations will impel him t o close down. Such
a situation will preclude expansion or even the replacement of old

plant as it wears out, so that it may spell a slow, long drawn-out
xuin for the industry without the trouble being brought to a head
by a sudden crisis. B e t w e e n the extremes there are industries
and firms at every intermediate position.
195. This procedure for adjusting incomes to upward changes in
the value of money works well enough if the changes are gradual
and if they are moderate relatively to the rate of technical progress.
For the pressure put upon the business world by the declining
margin between prices and costs will be limited in its effect to
putting a brake for the time being on the rate of expansion and
on the upward movement of incomes corresponding to the increased
efficiency due to technical progress. It may even be beneficial by
enforcing those necessary minor economies which get forgotten in
a period of wide margins between prices and costs, and by
regulating the relative rates of progress as between different
industries. Moreover, the higgling of the labour market between
employers and trade unions may be healthy and of a tendency
to produce a proper equilibrium between the advantages offered by
different industries, without threatening serious loss or serious
hardship to anyone.
196. But if the change in the value of money is large and rapid
the result is chaotic. E x t r e m e hardship and injustice will prevail,
and great loss to t h e income and wealth and productive power of
the whole community. For the individual members of the com
munity can be ranged in a long line, according to the degree in
which their incomes are susceptible to pressure, beginning with
those whose incomes are protected by contract, such as the
recipients of interest on the national debt, through workers in
sheltered industries protected by powerful unions, to workers in
unsheltered industries, where labour is a large part of the cost,
as in the case of coal. The process of bringing about a reduction
of incomes will be protracted and unequal in its incidence, and
years may pass before the injustices as between different sets of
individuals will have worked themselves out.
197. Thus, although a severe fall in prices, if permanent, in itself
necessitates a reduction of costs if business is to continue on a
profitable basis, the process of effecting adjustment involves great
friction. That it has not been made in this country we show
elsewhere.
The result is that business, being unprofitable, is
depressed, output is reduced and unemployment results.
Wo
think that the recent increase in unemployment in every part of
the world, accompanied by a decline in production, can in the main
be attributed to the fall in the level of prices, unaccompanied by
a proportionate reduction of money costs, however brought about.
The Relation of Falling Prices to
Investment.
198: In the modern world, where a willingness t o assume risk is
a n essential element of economic life, the process'of investment is

seriously affected by the reduction of profits due to a disparity
between prices and costs of production. An inevitable accompani
ment of sharply falling profits is a decline in the yield of ordinary
share capital, and therefore a fall in its market price, as has
indeed taken place. Under these conditions it becomes increas
ingly difficult to finance new enterprise by the issue of ordinary
shares. And yet in a period of falling prices it may i n many cases
be imprudent to finance enterprise by means of fixed interest
bearing securities, for the further prices fall, the more onerous
the capital taken up on fixed terms of interest becomes. It has
for two generations been a subject for discussion and dispute
among economists as to whether periods of rising or periods of
falling prices are more fruitful of technological improvement. The
truth would appear to be that whilst periods of falling prices
afford the greater inducement t o cut costs, they do not necessarily
afford the greater opportunity to do so, if the capital necessary can
only be obtained on terms which will increase the aggregate risks
which the entrepreneur must run.
199. The deterrent effect upon the process of introducing improve
ments due to the uncertainties of the future may, it can be argued,
be offset by the greater margin of saving available from recipients
of fixed incomes and by the fact that they are obliged, because of
the rise in the value of fixed-interest securities, which commonly
occurs in periods of falling prices, to accept a lower yield in the
shape of interest. It is through these falling yields, indeed, that
the burden resting upon the entrepreneur may be reduced, though
very gradually. And with an increased willingness on the part
of the public to invest their money in long-dated securities, these
results will be obtained and may be an indispensable part of the
process of recovery. B u t , so long as the economic outlook is
very uncertain, and the public are disinclined to venture their
savings, the additional savings possible to certain classes when
prices fall (even if the aggregate for all classes were the same,
which is more than doubtful) m a y merely be hoarded for t h e
time being. If the public choose to hold their savings in liquid
form, this may hinder the process of re-equipping industry or
lowering the yield of securities; and, in so far as this is the case,
the process of industrial and economic recovery is held up. The
reluctance to venture savings is, in fact, a marked feature of the
present depression and as potent a cause prolonging and deepening
it ns is the reluctance of the entrepreneur, depressed by his heavy
losses, to seek new loans for new construction or the extension of
his enterprise.
The Effects

upon

Public

Finance.

200. I n the direction of public finance also, a large fall in prices
produces serious reactions affecting the equilibrium of the National
Budget by its operation both on the revenue and o n the expenditure

of t h e State. W e need only summarise briefly the directions in
svhich pressure is felt :
(i) The revenue of the State tends to be affected unfavour
ably in all its branches. Business depression reduces the
volume of profits (including dividends distributed) liable to
Income Tax and Surtax; the valuation of estates liable to
E s t a t e D u t i e s ; the volume of transactions liable to Stamp
duties; the yield of Customs and Excise duties by reason not
only of a reduction in the volume of goods consumed but of a
fall in values. Consequently, in so far as the State must meet
charges fixed in terms of money, it must meet t h e situation
by an increase in the level, or an extension of the field, of
taxation.
(ii) At the same time, the circumstances of the time tend to
swell expenditure in certain directions with a view to relieving
the unemployment situation or providing for the unemployed.
(iii) A high proportion of State expenditure is contractual
in the form of debt interest and can only be reduced by con
versions, either voluntary or on maturity, in favourable cir
cumstances. A further large block of expenditure is fixed in
terms of money by Acts of Parliament (e.g. Pension Allow
ances of many kinds, contributions to Health and Unemploy
m e n t Funds and other Social Services) and is not readily
alterable when changes take place in the value of money.
201. Examined from the point of view of the total tax burden,
the position is that nominal Imperial taxation fell between 1920/1
and 1929/30 from £22 per head to £ 1 4 . 8 while the burden of local
taxation remained unchanged at £ 3 . 9 per head. Thus total taxa
tion fell from £ 2 5 . 9 to £ 1 8 . 7 per head. But the change in prices
in that period has meant that the commodity value has risen from
about £ 1 8 to £ 2 0 (expressed in 1924 values on the basis of the cost
of living index); a reduction .of nearly one-third in the nominal
value of the taxation imposed has yet left an increase in the real
tax burden.
202. Whilst it is difficult to form an estimate of the contractual
elements involved in the Budget in the shape of pensions and social
services, there seems to be little doubt that, including debt interest,
some 60 per cent, to 70 per cent, of the total ordinary expenditure
(excluding self-balancing items) is of this nature. Thus with a
falling price level, while revenue falls, a very large proportion of
expenditure is more or less fixed in terms of money. There arc
some favourable influences to be set on the other side, such as
the lower cost of the Floating Debt and the possibility of large
scale conversion operations. Nevertheless, it would appear as if a
most important consideration for those in charge of the public
revenue to bear in mind, so long as the future course of prices is
uncertain, is the avoidance of any form of obligation involving
a large addition to the contractual obligations of the S t a t e

203. The budgetary problems referred to in the foregoing para
graphs are not, of course, peculiar to this country. The fact that
the fall of prices is a world-wide phenomenon has meant a general
increase in the burden of indebtedness. B u t the problem is par
ticularly acute in this country in that the recent fall of prices was
not preceded, as was the case in many other countries, by a period
of intense inflation followed by devaluation of the currency and,
consequently, the destruction t o a greater or smaller extent of the
original debt burden. Belief from the weight of internal indebted
ness was obtained in this way over a large part of ContinentalEurope ; most markedly in Germany, Austria and Hungary, but to
a great extent also in France, Belgium and Italy. On the other
hand it must not be overlooked that Great Britain is still on
balance a great creditor nation on long-term- account, so that the
fall in the price level has increased the commodity value of the
whole of her external assets in the shape of sterling i n v e s t m e n t s ,
whilst for Germany, as a debtor both on long-term and short-term
account, the price fall has resulted in a serious addition to the
burden of external indebtedness, both Government and industrial.
And what is true of Germany is also true of those overseas
countries which stand in the relation of debtors to this country.
Indeed, as these areas produce commodities which have felt the
price decline most heavily, their economic situation has deteriorated
the more seriously; since their national income is more closely
dependent on t h e sale of a relatively restricted number of com
modities.
Areas like Brazil, Argentina, Malaya and Australia,
dependent upon sales of coffee, wheat and maize, tin and rubber,
wool and hides and wheat, have felt the shock of falling prices
the most. The result has been that their budgetary position has
become very difficult; their exchange position no less so.
The
efforts to maintain faith with their creditors have imperilled the
stability of their Governments, and this in its turn, has made
it more difficult for them to raise fresh loans in the international
capital market—loans which are vital to their further economic
development and the realisation of their political stability.
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204. In many respects it is the social rather than the directly
economic consequences of falling prices which are most serious.
For price changes raise delicate issues of equity between different
classes of the community, the resolution of which presents grave
difficulties. The payments received by the faotors of production ulti
mately constitute income, and income is received by men and
women with standards of social justice, with ideas of settled expec
tation and with a natural reluctance to make the necessary sacrifices.
The tensions so set up are paralleled by the tension between creditor
and debtor nations.
Thus violent price changes (for what we
have said applies mutatis mutandis to rising as well as to falling
prices) initiate social as well as economic disturbances which leave
no part of the national or international order unaffected. But w e
1 0 1 2 2
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feel that the significance of what has been taking place in recent
months is not always fully grasped. A study of history would, we
believe, confirm the opinion that it is in the changes in the level
of prices, and in t h e consequential alteration in the position of
debtors and creditors, entrepreneurs and workers, peasants and the
tax gatherer, that the main secret of social trouble is to be found.
Looked at from this point of view the events of the last decade are
of the most extraordinary kind. A very violent depreciation of
money was sufficient in the immediate post-war period to destroy
over a large part of the continent of Europe all rational economic
calculation and all orderly social and economic development. This
violent movement was followed in turn by a period of relative
stability in which material well-being progressed markedly. This
phase has now been followed by a violent down-turn of prices the
effects of which upon political and social stability have already been
very great. The problems thus raised transcend in importance any
others of our.time and generation and w e have regarded it as our
main task to expound their significance and to bring forward
suggestions for their solution.

CHAPTER X L - T H E INFLUENCE OF M O N E T A R Y
POLICY O N THE PRICE LEVEL.
1.

M O N E T A R Y

A N D

N O N - M O N E T A B i Y

F A C T O R S .

'205. Many of our witnesses can be divided into two groups
according t o the way in which they answer the question whether
the fall of prices is primarily due to monetary causes. But this
difference of opinion may have appeared greater than it really
is owing to a confusion as to just what is meant by the question.
206. Those who assent that the fall of prices is primarily due
to monetary causes may mean by this that the fall is due to a
failure of the monetary machine throughout the world to adjust
itself t o general economic perturbations.
Those who deny the
same proposition may mean that the changes and disturbances
which are "ultimately responsible for the fall of prices are non
monetary i n ' origin and character. B u t there is nothing neces
sarily inconsistent between these two statements, and both of
them may be true. Or it may be that those who emphasise
monetary causes do so because they believe that the monetary
machine could have adjusted itself to the non-monetary changes
and so have avoided the fall of prices, if this machine had been
operated with greater knowledge and wisdom, whilst those who
emphasise non-monetary causes may do so because they believe
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that it has not been within the power of the monetary machine
to offset the effect of non-monetary changes on prices, so that
the fall of prices could only have been avoided, if at all, by bring
ing to bear on the non-monetary factors. Here there is indeed
a difference of opinion, but it is one, probably, of degree and of
practical judgment as to what is or is not feasible.
207. Obviously the general price level must be governed by
the volume of purchasing power directed to the buying of current
output relative to the volume of this output. Moreover the be
haviour of the world's banking and monetary systems as a whole
must have a considerable influence o n the volume of such pur
chasing power. To this extent, at least, the general price level
is rightly described as a monetary phenomenon; and the contro
versy turns on the degree to which hi practice a monetary system
can exert its influence to remove difficulties d u e ' t o changes i n
the rate at which such purchasing power circulates or in the uses
to which it is put.
208. On the other hand, it seems t o us equally clear that the
economic difficulties of the post-war decade are primarily due,
not to any wanton misbehaviour on the part of the monetary
factors themselves, but to unusually large and rapid changes on
the part of what are rightly described as non-monetary pheno
mena, these non-monetaiy factors again themselves producing
monetary changes. In particular, war and post-war non-monetary
causes led to the great and unwanted flow of gold to the United
States from which such vital consequences have ensued. For
example, in the foregoing summary of events we have attributed
great importance (i) to the unusual instability in the demand for
capital resulting from the losses and interruptions consequent
on the War, (ii) to the changes in the established relationships
between debtor and creditor countries consequent on the War debts,
(iii) to the rapidity of technical changes in manufacture and agri
culture, (iv) to the shifting character of demand resulting i n a
want of balance between the demand and supply of services as
against manufactured products, of n e w types of manufacture as
against old, and of manufacture as a whole as against agriculture,
(vi to the rigidity of wage-rates, (vi) to the growth of tariffs,
(vii) to the embarrassments of Budgets, and (viii) to violent changes
in speculative activity in N e w York and elsewhere.
209. Our view is, therefore, that the price level is the outcome
of interaction between monetary and non-monetary factors, and
that the recent world-wide fall of prices is best described as a
monetary phenomenon which has occurred as the result of the
monetary system failing to solve successfully a problem of un
precedented difficulty and complexity set it by a conjunction of
highly intractable non-monetary phenomena. Whether the inter
10122
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national monetary system could have solved its problem is a
matter on which we should hesitate to express a dogmatic opinion.
It is probable that the difficulty of our national problem was much
increased by the relative over-valuation of the pound sterling and
under-valuation of many other currencies. B u t the satisfactory
handling of the international problem, even if it was theoretically
practicable, might have required a degree of know'ledge, expe
rience and prescience which no one in fact possessed or could have
been expected to possess.
210. I t will be sufficient for our purpose, i n putting forward
our recommendations in Part I I of this Report, to hold that it
should be our object to increase the power to exercise deliberate
control over the price level; that there is nothing inherently im
practicable in this ; that with the gradual growth of knowledge and
experience, and particularly with the further development of suit
able machinery for regular international co-operation, the possi
bilities of such deliberate control should steadily increase; and that
we should forward these ends to the best of our powers by being
ready to attempt the task and to gain experience by practice.
2. T H E TASK OF THE MONETARY SYSTEM.
211. T h e task of the monetary system, as w e see it, is, there
fore, to balance, so far as it can, by changes in the quantity and
terms of credit, the effect on the price level of certain fluctuating
factors, w h i c h , whether w e prefer to call them or their underlying
causes monetary or non-monetary, are largely outside the direct
control of the monetary system. T h e fluctuating factors in ques
tion are, principally, the three following :—
(i) The proportion of bank credit which is employed for
financial purposes as distinct from the purposes of new current
output;
(ii) The degree of preference felt by investors for the em
ployment of their funds in more liquid or in less liquid forms;
(iii) The readiness of enterprise to embark on expansion
of o n e kind or another, given the financial terms on which
the necessary resources can be raised.
T h e greater the amount of bank credit which is being used for
financial purposes, the greater the desire of investors to keep
their funds liquid and t h e greater the reluctance of enterprise to
move forward on given terms, correspondingly greater—generally
speaking—will have to be the volume of bank credit and the easier
the terms o n which the banking system is ready to lend, in order
t o keep the price level from -falling; and vice versa w h e n it is a
case of preventing a rise.

212. I t is n o doubt less difficult to check a boom than to stimu
late activity during a slump; but the checking of a boom may
well prevent the subsequent depression from being as deep as it
would have been if the boom had been allowed t o proceed un
checked. In certain extreme states of speculative excitement or of
depression and general want of confidence, it may indeed be well
nigh impossible for the banking system to exercise sufficient
restraint or to provide sufficient stimulus. But such states of
excessive excitement or depression are generally reached as a
result of the excitement or the depression having been allowed
to feed on itself; and it does not follow that the banking system
could not have prevented the aberration if it had acted soon
enough and drastically enough. The fact that a motor car is not
well-adapted for getting itself out of a ditch once it has fallen
in does not pr ove that it is beyond the powers of good driving
to keep it in the middle of t h e road.
-

213. W e pass, therefore, to a brief consideration of the means
at the disposal of the banking system for performing its task. I t
would take us much too far into a difficult and intricate subject
if we were to attempt a full analysis of the causes operating on
the price level. But some account of the way in which we con
ceive of the monetary system as exerting its influence is a necessary
introduction to the recommendations which follow in Part I I .
3. T H E FUNCTIONS OF BANK RATE.
214. The methods by which a modern Central Bank controls
the volume and terms of credit in its domestic monetary system
consist, in the main, (i) in what are now known as " open market
operations," that is to say the purchase or sale of assets in the
market on the initiative of the Central Bank itself, and (ii) in
varying the terms on which it will purchase assets on the initiative
of the seller, which is conveniently summed up a s " bank rate
policy." The effects of the two methods are different in detail
and in the rapidity of their influence on the various elements in
the market rather than in essence. It will be sufficient for the
purposes of this section if we discuss the general consequences of
the tightening or relaxation of the volume and terms of credit, a s
the result of deliberate policy on the part of the Central Bank,
under the general designation of " bank rate policy."
215. " Dear money " (and mutatis mutandis " cheap money ")
produces a long chain of consequences, some of which result quickly
and some only in the long run. The most important are, in the
order of their normal time of occurrence, the following :—
(i) Dear money tends to diminish the net amount which a
country lends abroad or to increase the amount which it
borrows. Both short-term lending and long-term lending are
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affected, though it is the former which feels a change soonest
and most sensitively. T h u s there is an immediate favourable
effect on the country's balance of international payments and
hence on its foreign exchanges and its gold reserves. This
assumes that the change in bank rate is a change relatively
to rates elsewhere and is not merely keeping pace with changes
elsewhere.
(ii) Dear money tends to curtail enterprise at home and the
volume of purchasing power which is put into circulation.
Some part of the purchasing power which is thus curtailed
would have been spent on imports or on home-produced goods
which are n o w released for export. T h u s dear money has a
favourable effect on a country's " visible " balance of trade;
which, again, has a favourable effect on the country's balance
of international payments and hence on its foreign exchanges
and on its gold reserves.
(iii) The curtailment of enterprise at home has the secondary
effect (by its influence on demand relative to supply) of
making it impossible for producers w h o are still continuing
operations to sell their output at as high a price as before.
Owing to the various difficulties in the way of closing down,
especially if the trouble is expected to be of short duration,
and since even a reduced price will generally show some margin
over prime cost, soms producers will-—for a time at least—
accept a lower price for their products. This, again, will
help the country's " visible " balance of trade.
(iv) The fall of prices considered under (iii) is a fall of
prices which is not accompanied by a corresponding fall of
costs and is, therefore, at the expense of the producer. If such
a fall continues for any length of time it necessarily puts a
pressure on producers to reduce costs, including wages if
necessary.
W h e n costs as well as prices have fallen, the
help to the country's " visible " balance of trade resulting
from the fall of prices will be on a more durable and reliable
basis.
216. N o w it is not t o be assumed o n every occasion on which
bank rate is raised that the whole of this train of consequences
is desired or intended, or will in fact ensue. It depends on how
deep-seated is the cause of the disequilibrium in the country's
balance of international payments. B u t it is the peculiar property
of bank rate policy that it exercises a pressure in the right direction
whether the problem is merely one of momentary short-period
adjustment or whether it is of a more fundamental character.
217. Thus t h e Bank of England has felt in the past, as we have
been told in evidence, that it will be pursuing the safest course
if it keeps its eye primarily on the movements of t h e foreign
exchanges as the indicator of the balance of international payments,

and then effects its changes in bank rate mainly in response t o
such movements. For whether it be a passing trouble or whether
it be an occasion for a more fundamental readjustment, this will
be the right remedy.
218. There can be no doubt, in our judgment, that " bank rate
policy " is an absolute necessity for the sound management of a
monetary system, and that it is a most delicate and beautiful
instrument for the purpose. Nevertheless there are certain limita
tions to its usefulness, unless it is supplemented in certain w a y s .
In particular :—
(i) The business world has found it difficult hitherto t o interpret
the meaning of a change of bank rate in any particular instance.
They may be uncertain whether it merely represents an effort to
correct a temporary maladjustment in the international short-loan
position or whether it is the beginning of a contraction which will
produce a curtailment of enterprise and business losses until the
necessary adjustments have been effected. Thus a change of n o
great significance which is likely to be merely temporary or seasonal
may cause undue alarm and may have a seriously unfavourable
psychological reaction on business confidence.
T h e only remedy
for this is to be found, we suggest, in a diffusion of knowledge as t o
the relevant facts and a readiness on t h e part of the Bank of
England to inform the money market, and the joint stock banks,
whenever it can, as t o its-views of the situation. If the public w a s
enabled to distinguish changes in bank rate intended merely t o
equalise supplies of short-term funds between different international
markets from changes made necessary by excessive costs or exces
sive activity at home and intended to cause a contraction of
domestic credit, some unnecessary disturbances to confidence might
be avoided, and in course of time industry would learn to be more
philosophical about changes made for non-industrial reasons. W e
make certain proposals concerning this in Part I I of our Report.
219.—(ii) A policy which waits upon movements of gold m a y
be too tardy. For these movements are often the last event in
a situation which has been developing for a considerable time. If
we had a more complete knowledge, both scientific and statistical,
of what is going on in our economic system, it might be possible
to act sooner with great advantage, to correct aberrations before
they have gone too far and thus keep business and enterprise o n
a more level keel. It would be better (if it is possible) to develop
greater powers of diagnosis and not to depend so much on a com
paratively late-appearing symptom. Such a policy would require
definitely to be less automatic and would thus undoubtedly place
greater responsibility on the banking authorities.
220.—(iii) Bank rate policy, guided and governed by the tendency
of gold to move, is a means of maintaining the stability of the
exchanges rather than the stability of business. It is a means of
10122
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keeping us in step with the rest of the world; of keeping us, not at
at a steady pace, but at the same pace as others. Indeed so far from
preserving a stability of prices, profits and employment, the main
tenance of stable exchanges has the effect of transmitting to our
credit system any serious disturbances, of a cyclical character or
otherwise, which may be affecting the rest of the world.
All this, of course, is inherent in belonging to an international
standard and is not the fault of bank rate policy which will merely
be carrying out successfully the duty laid upon it. Nevertheless
these considerations serve to emphasise the importance of two
matters to which w e shall refer in Part I I of our Report, namely,
the expediency of international co-operation with a view to keeping
a steady pace for the international system as a whole, and the
desirability of protecting our own national system so far as we can
from being unduly sensitive to international perturbations of a
temporary character.
2-21.—(iv) Bank rate policy is quite a proper instrument, not only
for the correction of temporary disequilibrium in the international
loan market, but also for regulating the pace of expansion and
enterprise at home and for putting pressure on costs to accommodate
themselves to changes in our relative situation or in the inter
national price level. B u t it is only adequate by itself for such
purposes within certain limits. W h e n substantial changes in the
level of our industrial costs are necessary to correspond to sub
stantial changes in the value of money, changes in bank rate alone
cannot hope to achieve all that is necessary. I n such a case, how
ever necessary it may be that bank rate policy should be employed
to maintain the international value of our currency, some other
supplementai-y means must be found to restore equilibrium. For
consider how bank rate policy works out in such a case.
Its
efficacy depends in the first instance on reducing the profits of
business men. W h e n in the effort to minimise this result, output
and employment are contracted, it depends on decreasing the
amount of business profits and increasing unemployment up to what
ever figure is necessary to cause business men either to decrease their
costs by additional economies or to insist on, and their workers to
accept, a reduction of wages. B u t public opinion does not easily
acquiesce in such a process. And the reduction, if and when effected,
will fall unequally and unfairly on those sections of the community
w h o are least protected by contract, least able to defend themselves,
and often least able to afford the sacrifice.
Moreover, those who are in charge of our monetary system will
—naturally and excusably—be reluctant to carry through so ruth
less a policy to its proper conclusion, with the result that we may
continue for a long period in a depressed condition with severe losses
and severe unemployment and yet with not enough of both to
compel by force majeure the necessary readjustment of income?.

Moreover once such a condition of depression has become firmly
established a policy of dear money will no longer be necessary to
ensure its continuance; for it will contain within itself the seeds
of its own perpetuation.
4 . T H E SUPPLY OF CREDIT TO BUSINESS AND ENTERPRISE.
222. We have seen that, apart from its immediate influence on
the international short-loan market, bank rate policy—and the same
i s true of " open market " policy—operates, as a method of currency
management, by its effect on the terms and the quantity of credit
which the banking system as a whole is in a position to afford to
business and enterprise. For in making an adequately high bill
rate effective in the market, the Bank of England varies the amount
of its assets, and hence of its deposits, to the necessary extent,
which, in turn, has the effect of changing on a much larger scale
the quantity of credit made available by the joint stock banks, since,
when the banks' deposits at the B a n k of England are increased by
a given amount, these banks feel themselves free to increase their
own assets by nine or ten times this amount.
223. It has been explained to us in evidence that w h e n the action
of the Bank of England impels the joint stock banks to increase or
decrease the volume of their assets (and hence of their deposits),
the first effect of the change is likely to fall on the banks' more
liquid assets, namely, their bills and their loans t o the money
market, andi next on their investments; whilst, if they are forced to
curtail their advances, they will first of all cut down advances of a
financial or personal character and will be most reluctant to refuse
advances to their customers for normal business purposes.
2 2 4 . Thus the effect of credit expansion or contraction on the
amount of business advances will be mainly indirect. The expan
sion or contraction of the amount of credit made available by the
banking system in other directions will, through a variety of
channels, affect the ease of embarking on new investment proposi
tions. This, in turn, will affect the volume and profitableness of
business, and hence react in due course on the amount of accom
modation required by industry from the banking system. Finally
the diminished (or increased) profitableness of business will
diminish (or increase) the desire to-embark on n e w investment
propositions. Thus what started as an alteration in the supply of
credit ends up in the guise of an alteration in the demand for
credit.
2 2 5 . It is for this reason that controversy is apt to arise as to
the connection between business depression (or the opposite) and
the policy of the banking system in decreasing (or increasing) the
volume of credit. For example, it has been put to u s , on the one

hand, that the maintenance of the basis of bank credit, and there
fore its volume, at the actual figures of recent years instead of at
some higher figure, however inevitable it may have been, has had
an important influence in depressing British business and in causing
unemployment.
On the other hand, there has been a decided
preponderance of evidence from banking quarters to the effect that
sound borrowers for purposes of a kind which it is suitable to finance
by means of bank loans have seldom or never been refused adequate
accommodation b y their bankers. Broadly speaking, the evidence
which we have received from business quarters has also supported
this view. But these two views are, for the reasons just given, not
necessarily inconsistent with one another.
For it is a usual
characteristic of a process of restriction to reduce business profits
below normal, just as it is a usual characteristic of an inflationary
process to swell them above normal; and the reduction of profit
naturally diminishes the eagerness of the business world to expand
the scale of production or to seek bank advances on a larger scale.
Indeed, anyone would expect that a restriction of credit, once it was
well under way, would greatly diminish the pressure on the banks
for. new advances for the purposes of business expansion.
Thus
it would be a mistake to conclude from the absence of such pressure
that a restriction of credit has, therefore, had no adverse influence
on the volume of output and employment.
226. Since, t h e n , it is a rare event for the banks—except, quite
properly, at the height of an inflationary boom—to restrict the
accommodation required by their business customers for liquid
employment in their o w n businesses, the banks regarding this
as having the first claim on their resources, it follows that the
effect of a restriction of credit on business activity operates, as
we have said above, in a different way. W e think it would be
generally accepted, as a brief summary of the case, that a restric
tion of the volume of credit has to be associated with a higher
market rate of interest than would rule if the volume of credit
were greater, that an enhanced rate of interest operates in a
variety of ways as a deterrent to new capital enterprise and the
volume of current business, that the reduction of new enterprise
has an all-round adverse effect on the level of profits, that the
reduction of profits has an adverse repercussion on the volume of
output, and so o n .
227. This train of events is partly brought about in a direct
and obvious w a y ; but partly also in a more obscure manner
through its effect on the prices of long-term securities and on the
ease and comfort of the new-issue market. T w o examples will
illustrate the character of what occurs. If, at a time when the
public is showing an increased relative preference for liquid assets,
the banking system—which is the main creator of liquid assets—
does not increase the available volume of such assets in the shape
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of bank deposits, it is inevitable that the price of non-liquid
assets should fall; for the increased desire to hold liquid assets
must either be satisfied by an increased supply of such assets or
lie Id in check by the loss which has to be incurred in exchanging
non-liquid assets for liquid assets. In the second place, the banks
are themselves large holders of investments, as distinct from bills
and advances; and for t h e banks to keep the supply of advances
for productive business equal to the demand for them does not
serve to dispel the adverse effects of credit restriction, if it has
to be done at the expense of the banks' investments.
228. We may now consider in the light of the above, the actual
figures of the leading banks of England and Scotland for the
six years from the beginning of 1924 to the end of 1929 (see
Appendix I). During these years the banks did indeed increase
I lie volume of their commercial bills and advances by the very
large amount of £222,000,000.
But £205,000,000 of this w a s
found by the sale of investments and Treasury bills and the net
increase in the banks' earning assets was only £70,000,000. More
over this was occurring at a time when the public was showing an
increased disposition to hold money on deposit account, fixed
deposits increasing during the same period by £132,000,000.
Except in so far as this increase in fixed deposits was offset by
an increase in the assets of the banks, the tendency (by reducing
tho velocity of circulation) was in the same direction as that of a
contraction of credit.
229. Or we may look at it i n another way. According to the
best evidence we can obtain, industrial output per head increased
over the period covered by the above figures (1924-1929) by 10 per
cent., whilst the numbers seeking employment in the insured in
dustries increased by 7 per cent. Thus the potential output of t h e
country may have increased by somewhere between 15 and 20 per
cent. If at such a time it is found that the active deposits are
substantially unchanged or slightly reduced, it is evident that
deflationary forces have been at work though they have taken the
form primarily, not of a reduction in the basis of credit, but in a
lower velocity of circulation for bank deposits as a whole, due
to a larger proportion of them having been held on fixed deposit
account. Further, the effect of such forces on enterprise and
employment is bound to be adverse so long as they l a s t ; an expec
tation with which the actual facts of the period from 1924 to
1929 are fully consistent.
230. W e do not mean to imply by the above that it was within
the power of the Bank of England to allow a larger basis of
credit than it actually allowed. For it is arguable that, during
the greater part of the period, the duty laid on the Bank by

Parliament to maintain the gold value of sterling at the figure
to which it was restored in 1925 was incompatible with appreciably
easier credit conditions than actually existed.
5. T H E INFLUENCE OF THE BANKING SYSTEM ON INVESTMENT.
231. There can be no doubt as to the power of the banking
system (subject to international limitations which we deal with
below) to increase or decrease the volume of bank money. But
what is not so certain is its power to control the volume of bank
money which is actively employed. W h e n it is a case of contract
ing the volume of bank money, the question is how drastic the
contraction must be to produce an effect, rather than whether
the banking system can achieve its purpose if it is sufficiently
determined.
For whilst a buoyant and optimistic market for
investment and enterprise may contrive for a time to carry on the
same volume of business with a diminished supply of credit, there
are definite limitations to the possibilities of this. W h e n , however,
it is a case of expanding the volume of bank money with a view
to stimulating active investment, the view is often expressed thai
the powers of the banking system may be altogether inadequate,
since the additional bank money created may simply lie idle as an
addition to liquid funds.
232. I n discussing the power of the banking system to overcome
this difficulty, w e need to distinguish sharply between a more or
less normal situation, and one of acute business depression at or
near the bottom of a severe slump. I n normal conditions we see
no reason to doubt the capacity of the banking system to influence
the volume of active investment by increasing the volume and
reducing the cost of bank credit. For in ordinary circumstances
t h e new-issue market is responsive to the ease of bank credit, and
the additional real investment which ensues on a brisker new
issue market serves to increase profits generally and hence to
stimulate enterprise in various directions. The effect of cheap
and abundant credit on the willingness and ability of dealers and
others to carry increased stocks, and hence to increase their orders
to the manufacturer, is also important. Indeed it is more usual
to emphasise t h e extreme ease of stimulating enterprise and in
vestment in these w a y s , and hence the danger of inadvertent or
excessive action, rather than the difficulty of providing by banking
means a sufficient stimulus to produce a noticeable effect; and
this view is obviously the right one.
233. Thus w e consider that in any ordinary times the power of
the banking system (subject of course as before to international
limitations) to increase or diminish the active employment of
money in enterprise and investment is indisputable; and it is
equally indisputable that an increased activity of money in these

ways will tend to raise prices and that a decreased activity will
tend to diminish them.
234. I n the midst of an acute slump, however, a more difficult
problem is presented. W h e n conditions of extreme uncertainty
and depression have developed, a mere change in the cost of short
term credit will not be sufficient by itself to attract borrowers for
purposes of new enterprise w h o on other grounds are reluctant.
Moreover, a limit is easily reached below which it is not practicable
to reduce the cost of credit any further. An appreciable part of
the charges made for loans by t h e joint stock banks represents, not
pure interest, but their actual expenses i n carrying on their
business. Thus even if pure short-term interest, for transactions
into which no element enters but pure interest, falls so low as to
1 per cent, per annum, the minimum rate which must be charged
to the bulk of borrowers will nevertheless remain at an appreciably
higher level than this. I n fact the cost of short-term loans to most,
borrowers falls with the greatest difficulty below 4 per cent. Besides:
this fact, the extra inducement to borrowers of such a rate, com
pared with (say) 5 to 6 per cent., will not be very appreciable so
long as prices are falling and profits small and precarious.
235. Some authorities have concluded from this that in such
circumstances the monetary authority is largely impotent (although
it does not follow that earlier action by the monetary authority
might not have been efficacious) and cannot expect to promote a
revival of confidence and of trade until its efforts are supplemented
by some adventitious event bringing a stimulus from some other
quarter.
236. As to the correctness or otherwise of this view, it is par
ticularly difficult for us to dogmatise as there has not hitherto been
any adequate opportunity for putting the opposite view t o the test
of experience. But we ourselves are inclined to the view that the
monetary authority is not so powerless as is sometimes supposed
and that the danger, if any, is rather in t h e direction of letting
loose too strong a force, which it might be difficult to control later.
237. The preceding argument has dwelt, it will be noticed, on
the cost of credit rather than on its quantity. W h a t would be
the result of the monetary authority largely increasing the quantity
of bank credit in the circumstances supposed, whilst leaving the
rate charged for loans to find its o w n level? For it will always
be possible for the monetary authority to effect this by the purchase
m the market of e.g., Government securities. It would seem safe
to conclude that the price of Government securities would rise as a
result both of the direct action of the Central Bank and also of
the action of the rest of the banking system in endeavouring to
find a use for the idle funds which the Central Bank would be thus
placing at its disposal. A rise in the price of these securities must
in due course be reflected to some extent in the price of other

securities of a less prime class. Conversion operations would be
facilitated. And gradually the rise of price beginning with securities
of the highest class will spread over wide classes of securities in
cluding most of those where the special risks of the slump are
relatively unimportant. Moreover it may not need very drastic
action on the part of the Central Bank to produce this result.
For as soon as the course of prices for high-class securities has a
markedly upward trend, it is likely that many persons w h o have
hitherto preferred to keep their funds liquid will alter their pre
ference in favour of securities.
238. S o far, however, nothing will have happened except a
rise in the market price of certain classes of fixed-interest securi
ties. This in itself will not directly affect the prices of commodities
or the volume of output and employment.
But it will have
affected by this time the cost of long-term borrowing by first-class
borrowers; and there are, as a rule, various types of fixed invest
ment such as house building and the expansion of public utility
undertakings which are fairly sensitive to changes i n the long
term rate of interest.
There are many schemes, for example,
which are not worth while at 5 per cent., but become profitable,
o n the best estimates which can be made, if long-term funds are
obtainable at 4 per cent. Or again, a fall from 6 per cent, to
4ij per cent, in the rate of interest on loans against houses is
nearly as good as a fall of 25 per cent, in the cost of production,
when it comes to calculating the minimum level of rent which
will prove profitable; and there is reason to think that the demand
for house-room is elastic.
W h e n , therefore, this point has been reached, the effect of
abundant credit on the long-term market will be to bring about
an increase of actual new enterprise. T h e repercussions of this
on business confidence and on the actual level of profits may then
be expected to break the vicious circle.
239. It is not argued that this chain of events can be completed
quickly. It m a y occupy a considerable time. The contention
is that an increase in the basis of credit is a step which can be
taken by the Central Bank in the supposed circumstances without
any risk of untoward consequences—for at the worst the effect
will be nugatory—whilst there is fair reason to expect that it may
do something to set in train the course of events outlined above.
Some of us take the view that, provided the policy was adopted by
Central Banks generally, the most hopeful form of attack on the
existing depression would be along these lines. The same method is
one which could be, and ought to be, employed with great effect in
the opposite ch cumstances, namely, in face of an incipient infia
tion. I n such a case Central Banks should sell the securities which
they had accumulated during the depression. Indeed they would
have to be careful not to allow too large a basis of credit to
-

persist when once the vicious circle had been broken. The method
pioposed would in fact have the additional advantage that it
would put the Central Banks in a stronger position for curbing the
next tendency towards inflation, because ithey would have a larger
volume of securities for open market operations.
6. INTERNATIONAL LIMITATIONS.
240. W e have entirely neglected in the preceding section the
limitations which are actually set to a policy o n . the lines con
sidered by the duty of adhering to an international standard. I t is
evident that a Central Bank which belongs to an international
system cannot afford to maintain credit conditions which are out
of relation to those which obtain in the rest of the system. For
otherwise the additional liquid funds made available in the domestic
market will endeavour to find an outlet in foreign money markets
where better terms are obtainable by lenders, with a resulting loss
of gold.
241. I t is necessary, therefore, in any policy, whether of expan
sion or contraction, which is adopted by a particular Central Bank
that due attention should be paid to the relation of this policy
to the policies which are being pursued by the other Central Banks.
It is a condition of adherence to an international standard that a
Central Bank must not get much out of step with the average
movement of other Central B a n k s , under penalty of provoking
large movements of gold. It is for this reason that w e shall lay
so much emphasis in what follows on the importance of inter
national co-operation.

Part II.—Conclusions and Recommendations.

CHAPTER I . - T H E MAIN OBJECTIVES OF THE
MONETARY SYSTEM.
I.-THE

GOLD

STANDARD.

1. T H E RECENT WORKING OF THE GOLD STANDARD.
2 4 2 . Unfortunately, the anticipations of those who were respon
sible for our return to the gold standard in 1 9 2 5 have to a large
extent not been fulfilled.
Whether these anticipations were
justified at the time, and what other course was practically possible,
are questions on which w e do not all agree, but which it would be
unfruitful now to discuss. The six years since that act of policy
have, for the reasons stated below, proved to be of a very abnormal
character and the sacrifices which a return to gold at the old parity
involved have not been compensated by the advantages of inter
national price stability which were anticipated.
2 4 3 . The accomplished fact of the restoration of our currency to
the pre-war gold parity and its maintenance there for a period of
six years creates, however, an entirely new situation; and it by no
means follows, even if the view be held, as it is by some of us,
that a mistake was made in 1 9 2 5 , that the consequences can be
repaired by a reversal of policy in 1 9 3 1 .
2 4 4 . Apart from the more general considerations relating to the
gold standard which w e discuss below, there have been two sets of
difficulties in the w a y of its working to advantage in recent years,
one of which w e m a y expect, and the other of which we may hope,
to be temporary.
2 4 5 . The first set of difficulties has been caused by the fact that
the various gold-parities established b y the countries returning to
the gold standard did not bear by any means t h e same relation in
each case to the existing levels of incomes and costs in terms of the
national currency.
For example, Great Britain established a
gold-parity which meant thai her existing level of sterling incomes
and costs was relatively too high in terms of gold, so that, failing
a downward adjustment, those of her industries which are subject
to foreign competition were ' put at" an artificial disadvantage.
France and Belgium, on the other hand, somewhat later estab
lished a gold parity which, pending an upward adjustment of their
wages and other costs in terms of francs, gave an artificial advant
age to their export industries. Other countries provide examples of
an intermediate character. Thus the distribution of foreign trade,
which would correspond to the relative efficiencies of different
countries for different purposes, has been seriously disturbed from
the equilibrium position corresponding to the normal relations
between their costs in terms of gold. This, however, has been a
consequence of the manner in which the post-war world groped
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its way back to gold, rather than of the permanent characteristics
of the gold standard itself when once the equilibrium of relative
costs has been re-established, though, even after six years, this i s
not yet the case.
246. The second set of difficulties has resulted from the inter
national lending power of the creditor countries being re-distributed,
favourably to two countries, Prance and the United States, which
have used this power only spasmodically, and adversely to the
country, Great Britain, which was formerly the leader in this field
and has the most highly developed organisation for the purpose.
This re-distribution of lending power has been largely due to the
character of the final settlement of the W a r debts in which this
country has acquiesced. For although Great Britain suffered during
the War a diminution of her foreign assets of some hundreds
of millions, she has agreed to a post-war settlement by which
she has resigned her own net creditor claims, with the result, that on
a balance of transactions, virtually the whole of the large annual
sums clue from Germany accrues to the credit of France and of the
United States. This has naturally had the effect of greatly increas
ing the surplus of these two countries, both absolutely and relatively
to the surplus of Great Britain. The diminution in Great Britain's
international surplus, due to her war sacrifices remaining uncom
pensated by post-war advantages, has, however, been further
aggravated recently by the adverse effect on her visible balance of
trade of the first set of difficulties just mentioned, namely, the
differing relationships between gold and domestic money-costs on
which different countries returned to the gold standard.
247. This re-distribution of lending power need not, however, in
itself have interfered with the working of the gold standard. The
difficulties have arisen through the partial failure of the two re
cipients, during the last two or three years, to employ the receipts
in the way in which Great Britain had always employed hers,
namely, either in the purchase of additional imports or in making
additional foreign loans on long-term. On the contrary, they have
required payment of a large part of their annual surplus either in
actual gold or in short-term liquid claims. T h i s is a contingency
which the normal working of the international gold standard, does
not contemplate and for which it does not provide.
248. But this set of difficulties, too, one may hope, though with
less confidence, to be a temporary phenomenon. Should it not prove
so, we can scarcely expect the international gold standard to survive
in its present form. If for any reason, however plausible from its
own point of view, a creditor country, after making all the pur
chases it desires, is unwilling to lend its remaining surplus to the
rest of the world, there can be no solution except the ultimate

destruction of the export trade of the country in question through
a relative reduction in the gold-costs of other countries. If there
were no international standard, but each country had its own
domestic currency subject to fluctuating exchanges, this solution
would come about at once. For in ithis event the exchanges of
France and the United States, for example, would by now have
risen to so high a level relatively to the rest of the world that
their exporters would have been driven out of business, so that
their uulent surplus would have disappeared. According to the
classical theory of the gold standard, the same result should ensue,
though more slowly and painfully, as a result of movements of gold
inflating costs in those countries and deflating costs elsewhere.
B u t in the modern world, where, on the one hand, inflows of gold
are liable to be sterilised and prevented from causing an expansion
of credit, whilst on the other hand the deflation of credit set up
elsewhere is prevented by social causes from transmitting its full
effect to money-wages and other costs, it may be that the whole
machine will crack before the reaction back to equilibrium has
been brought about.
249. Unfortunately upon these two sets of abnormal difficulties
there has supervened, starting in the United States, a business
slump of a more normal type though of quite unusual dimensions,
further aggravated, in the opinion of some, by being associated
with the necessity for a transition from the high rates of interest
appropriate to the War and post-war period back towards the lower
rates which were typical before the War.
250. Naturally the total result leads some people to question the
desirability of adhering to an international standard.
2. T H E QUESTION OF AN INTERNATIONAL STANDARD.
251. This brings us to the question whether adherence to an
international standard m a y involve the payment of too heavy a price
in the shape of domestic instability. Many countries, both to-day
and at former times, have found that such continued adherence
involves a strain greater than they can bear.
B u t these are
generally debtor countries, the trade of which is concentrated on
a narrow range of primary products subject to violent disturbances
of prices. If we leave aside t h e position to-day, experience does
not show that a creditor country with diversified trade is liable to
suffer undue domestic strain merely as the result of adherence to
an international standard. W e are of opinion, therefore, that we
should not be influenced merely by the exigencies of the moment,
if there is reason to believe that there may be important counter
vailing advantages on a longer view.
If we need emergency
measures to relieve the immediate strain, we should seek them in
some other direction.

252. In the particular case of Great Britain we believe that there
are such advantages. One of our most valuable sources of income,
indeed one of our most important export industries, is the practice
of international banking and associated services. Along with our
shipping and our staple export industries this has been for a long
period past one of our main sources of wealth. It is by no means
clear that the possible advantages to our export activities from the
fact that a fluctuating exchange would automatically offset the
rigidity of money-incomes would balance the unquestionable loss
to the first n a m e d ; and we might be a poorer country on balance.
It is not necessary, in order to reach this conclusion, to exaggerate
the benefits which accrue to us from our international financial
business. They are not so enormous as to outweigh all other con
siderations. For example, it is not likely that they have gone even
a fraction of the way towards compensating the losses of wealth
through unemployment in recent years. It is not our case that
industry should be sacrificed to finance. It is, rather, that the
benefits to industry from a fluctuating exchange would be in
adequate to compensate the losses in other directions. For whilst
a fluctuating exchange would have undoubted advantages in certain
conditions, it would often be merely substituting one form of
instability for another. It would not be possible for a country
so intricately concerned with the outside world as Great Britain
is to escape so simply from the repercussions of instability
elsewhere.
253. There is, moreover, a further reason which cannot easily be
weighed merely in the balance of our own direct economic
advantage and which weighs more heavily with us than any other.
There is, perhaps, no more important object within the field of
human technique than that the world as a whole should achieve a
sound and scientific monetary system.
But there can be
little or no hope of progress at any early date for the
monetary system of the world as a whole, except as the result of
a process of evolution starting from the historic gold standard.
If, therefore, this country were to cut adrift from the international
system with the object of setting up a local standard with a sole
regard to our domestic situation, we should be abandoning the
larger p r o b l e m - t h e solution of which is certainly necessary to a
satisfactory solution of the purely domestic problem—just at the
moment, maybe, when, if w e were able to look a little further
forward, the beginnings of general progress would be becoming
visible.
254. W e conclude, therefore, that we shall best serve the purpose
for which we were set up, and have the greatest hope of securing a
sufficient general agreement to lead to action, if we base our
recommendations on the assumption, which we hold justified, that
the next phase of monetary policy must consist of a wholehearted

attempt to make the existing international standard work more
satisfactorily. It is possible—though we believe that hard expe
rience will teach them otherwise—that some countries may be
unable or may fail to work an international standard in a satis
factory way. But this is not yet proved, and it would be unwise
for us, who have so much to gain by it, to give up the attempt
to secure a sound international currency.
3. DEVALUATION.
255. I t has been represented to us that, without in any way
departing from the principle or the practice of adherence to an inter
national standard, it is desirable for us in the national interest to do
now what might have been accomplished with much less difficulty
in 1925, namely, to revise the gold-parity of sterling. Such a step
is urged on the ground that, if we diminished the gold equivalent
of the £ sterling by 10 per cent, thereby reducing our gold-costs
automatically by the same percentage, this would restore to our
export industries and to the industries which compete with im
ported goods what they lost by the return to gold at a figure which
was inappropriate to the then existing facts, and that it would also
have t h e great advantage of affecting all sterling costs equally,
whether or not they were protected by contract.
256. W e have no hesitation in rejecting this course. It is no
doubt true that an essential attribute of a sovereign state is a power
at any time to alter the value of its currency for any reasons deemed
to be in the national interest, and that legally, therefore, there is
nothing to prevent the British Government and Parliament from
taking such a step. The same may be said of a measure writing
down all debts, including those owing by the State itself, by a
prescribed percentage—an expedient which would in fact over a con
siderable field have precisely the same effect. But, w hile all things
may be lawful, all things are not expedient, and in our opinion the
devaluation by any Government of a currency standing at its par
value suddenly and without notice (as must be the case to prevent
foreign creditors removing their property) is emphatically one of
those things which are not expedient. International trade, com
merce and finance are based on confidence. One of the foundation
stones o n which that confidence reposes is the general belief that all
countries will, seek to maintain so far as lies in their power the
value of their national currency as it has been fixed by law, and
will only give legal recognition to its depreciation when that
depreciation has already come about de facto.
It has frequently
been the case—we have numerous examples of recent years—that
either through the misfortunes of war, or mistakes of policy, or
T
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the collapse of prices, currencies have fallen so far below par that
their restoration would involve either great social injustices or
national efforts and sacrifices for which no adequate compensation
can be expected.
The view may be held that our o w n
case in 1925 was of this character.
T h e British currency had
been depreciated for some years. It was obvious to the whole world
that it was an open question whether its restoration to par was in
the national interest and there is no doubt in our minds as to
our absolute freedom at that time to fix it, if it suited us, at a lower
par value corresponding to the then existing exchange. But it
would be to adopt an entirely new principle, and one which would
undoubtedly be an immense shock to the international financial
world, if the Government of the greatest creditor nation were
deliberately and by an act of positive policy to announce one morn
ing that it had reduced by law the value of its currency from the
par at which it w a s standing to some lower value.
257. Moreover, considering the matter from another point of
view, in the environment of the present world slump the relief to
be obtained from a 10 per cent, devaluation might prove to be dis
appointing.
It is not certain that, with world demand at its
present low ebb, such a measure would serve by itself to restore
our export trades to their former position or to effect a radical
cure of unemployment. On the contrary, in the atmosphere of
crisis and distress which would inevitably surround such an extreme
and sensational measure as the devaluation of sterling, we might
well find that the state of affairs immediately ensuing o n such an
event would be worse than that which had preceded it.
4. T H E PROSPECTS OF THE GOLD STANDARD.
258. The course of events in the last two years has had ithe effect
of forcing a number of countries off the gold standard. B u t these
are all debtor countries; and if matters continue as at present,
it will be the debtor countries of the world, and not a creditor
country such as Great Britain, which will be the first to find the
strain unbearable. We consider that the leading creditor countries
of the world should consult together t o prevent matters from
continuing as at present; and we deal at length with international
co-operation in the next chapter. In order that Great Britain
may speak with authority in such discussions, it is essential that
her financial strength should be beyond criticism. This largely
depends in the near future on an increase of her surplus available
for new foreign lending.
259. In this connection it may be worth while to summarise the
result of certain information which w e have collected. Tor it is of

a reassuring character and goes some way to answer certain
criticisms which have been made, or doubts which have been enter
tained, regarding one aspect of the financial position of this
country.
I n view of the large volume of foreign issues
which have been floated in recent years in London and of the
common belief that, in addition, British investors have made large
purchases in the United States, partly of foreign bonds initially
issued in N e w York and partly of American securities, whilst at
the same time our surplus for new foreign lending has been
diminished, it has been surmised that Great Britain must have been
financing some part of her new foreign investment on long-term by
means of an increase, and perhaps a dangerous increase, in her
short-term liabilities to foreign centres.
W e have accordingly
made it our business to collect for the first time as full a summary
a s possible both of foreign liquid resources in London and of British
acceptances on foreign account.
W e take this opportunity of
thanking the Bank of England, which has done the detailed work
o n our behalf, and the numerous financial institutions which have
willingly co-operated in supplying the information, since they have
enabled us to fill what was perhaps the greatest gap in our previous
knowledge of the financial commitments of this country.
We
cannot claim that our figures are complete and they could doubtless
be improved with further experience; but we believe that they may
cover, in quantity, nearly the wdiole field. The most important
item about which we have no information is the total of sterling
bills held in their o w n custody by foreign banks, and it may be
that this item is a more fluctuating one than the items for which
w e have obtained figures. W e were prepared to find that these
totals might give some support to the fears expressed above, but
in fact they are reassuring.
260. The figures are given in full in Appendix I (with some
notes upon the items included therein) and may be summarised
as follows :—

End of Year.

Deposits and S t e r ling Bills held in
London on foreign
account.*

1927
1928
1929
1930
1931 (March)

419,000,000
503,000,000
451,000,000
435,000,000
407,000,000

£

Sterling Billi
accepted on
foreign account.

£

140,000,000
201,000,000
176,000,000
161,000,000
153,000,000

N e t Liability
of London

£

279,000,000
302,000,000
275,000,000
274,000,000
254,000,000

* Exclusive of sterling bills held by foreign banks in their own custody.
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261. W e have not obtained figures prior to 1927. W e think it
probable that in the period between the return to the gold standard
in 1925 and the end of 1927 London's net liability was increasing
substantially, since the French balances abroad were mainly built
up during that period. B u t these figures show that in the last
three years so far from there having been a large increase in
London's short-term liabilities, there has been a small decrease
in their amount, so far as we have been able to ascertain i t . t
The preliminary figures which we have obtained for the first
quarter of the present year indicate that this tendency has been
continued.
262. We have not obtained figures of British balances abroad,
i.e., of British short-term claims on foreign centres (which may
be quite considerable in amount), or of various other items which
would be required for a complete picture. It would be desirable
to obtain these, as we recommend later in Chapter V.
263. It seems probable, therefore, that in spite of the reduction
of our surplus, the whole of our net purchases of foreign securities
have been paid for out of our currently accruing surplus on income
account. It is possible, we think, that this surplus may be some
what larger than the usual estimate.
264. As regards the immediate situation, it is also interesting to
note that the trade returns, unsatisfactory though they are, bear
t It is interesting to compare these figures with the comparable iteniB for
the United States. (The American returns also include other figures reducing
their total net liability, which we have not yet been able to collect for Great
Britain.)

End of Year.

Deposits and Bills
held in U.S.A. on
foreign account.

1927
1928
1929
1930

637,000,000
595,000,000
632,000,000
573,000,000

£

Dollar Bills
accepted on
foreign account.

£

83,000,000
104,000,000
171,000.000
168,000,000

Net Liability
.of New York

£

554,000,000
491,000,000
461,000,000
405,000,000

The figures of dollar acceptances aro taken from tho Annual Reports of
the United States Department of Commerces on tho Balance of International
Payments of tho United States and the New York Federal Reserve Bank
Monthly Review. The figures issued by the American Acceptance Council
aro somewhat higher.

out the conclusion that the worst strain of a situation such as the
present falls on the raw material countries.
During the first
quarter of this year t h e quantity of our exports fell off by more
than 30 per cent., whereas the reduction in the quantity of our
imports was only 6 per cent. Nevertheless, as a result of the catas
trophic fall of raw material prices, the visible balance of trade has
been actually less adverse to us than in recent years, the net
position in terms of money moving £ 5 millions in our favour, so
that less of our surplus under other heads (i.e., from foreign in
terest, shipping, etc.), is being required to-day to finance our
imports than in 1930 or in 1929.
265. The same point can be strikingly illustrated by what has
happened in the case of the single commodity wheat. At the price
prevailing in December, 1930, the annual cost of our wheat imports
would be about £ 3 0 millions less than it was in 1929, and £ 6 0
millions less than in 1925. It is obvious what a large contribution
this single item represents to the national cost of supporting the
present volume of unemployment. It is a great misfortune both
for us and for the raw material countries that we should have a great
volume of unemployment through their inability to purchase from
u s as a result of the fall in the price of their produce. But merely
from the point of view of our balance of trade it is not to be over
looked that the latter fact not only balances the former but may
even outweigh it. W e conclude that the underlying financial facts
are more favourable than had been supposed, and that Great
Britain's position as a creditor country remains immensely strong.
I I — T H E INTERNATIONAL PRICE L E V E L .
1. T H E IMMEDIATE NECESSITY TO EAISE PRICES ABOVE THEIR
PRESENT LEVER.
266. W e mean by the international price level in this context the
composite price at wholesale of the principal foodstuffs and raw
materials entering into international trade as measured by the
best-known wholesale index numbers. W e do not consider that
a high degree of precision in the definition of this is necessary or
practicable.
267. W e are emphatically of the opinion that, even if a further
fall of wholesale prices be avoided, their stabilisation at approxi
mately the present level
be a serious disaster for all countries
of the work! alike; and that the avoidance of such an event should
be a prime object of international statesmanship.
268. The losses which are now being incurred by nearly all
categories of producers of average efficiency in nearly all countries

of the world are an overwhelming proof that the fall of commodity
prices has gone far beyond the substantial reduction which might
be justified in the case of many important commodities by the
increases in productive efficiency which have been achieved in
recent years. Consequently, even the continuance of the present
price level—quite apart from a further fall—must prolong business
losses and the unemployment which the attempt to avoid these
losses necessarily brings with it, until a substantial downward
readjustment of money-costs has been somehow brought about.
This would mean a reduction of money-incomes except to the extent
that efficiency can be increased yet further. But it is obvious that
the reduction of money-incomes must encounter resistance. Bach
individual, whatever may be the ultimate effects upon his standard
of life, resents the lowering of his salary or his wages by economic
pressure, and cannot readily believe that this can be necessary
at a time when the technique of production is making revolutionary
strides forward. Governments and Central Banks will, justly or
unjustly, be blamed for the misfortune. Social unrest will tend
to make moderate and rational remedies more difficult the longer
they are delayed.
269. The classes w h o have suffered by the fall are the share
holding class in general, the entrepreneurs and those thrown out
of employment; they have suffered partly by a direct reduction
in the national income, partly by the transfer of wealth from them
to the rentier and the employed. If, o n the other hand, an adjust
ment is brought about by a rise in prices, purchasing power will be
transferred from the rentier and from those earning salaries and
wages to the shareholder and entrepreneur in the shape of larger
profits ; though if, as a result of the adjustments, the national output
is increased, the salaried and wage-earning class as a whole may
easily gain more in increased employment than they lose i n the
purchasing power of their money earnings.
The" fact that an
adjustment of all non-contractual incomes to the new level
does not affect the rentier is of particular importance in
Great Britain at the present time on account of the vast increase
of national indebtedness contracted in terms of money as com
pared with Great Britain herself before the W a r and with most
of her neighbours to-day who have by a depreciation of their
currencies written down their war debts to a modest figure.
270. The increase in the burden of internal War debts ensuing
on a rise in the value of gold money will present a most difficult
problem if incomes generally become adjusted to the new lower
level. But in addition to this, there is the intractable problem of
international indebtedness.
The internal obligations arising

out of the War contain to-day no provisions, such as were intro
duced into the Dawes Plan, for changes in the value of gold.
Moreover, the fall in the prices of raw products is facing the debtor
nations of the world, which are dependent on the sale of such
products, with tasks of exceeding difficulty.
Superficially the
creditor countries may appear to obtain a corresponding advan
tage. But this may prove delusive. International credit is a
fragile plant.
T h e effect of the pressure of the present price
level on the credit of debtor countries may, if it is long con
tinued, prove so serious that their ability to contract new loans
will be dangerously impaired.
The vicious circle will then be
complete. Creditor countries will find that the security of the loans
which they have already made is evaporating. And the whole
system of international loans, on which the trade and prosperity
of the world and the development of its natural resources so largely
depend, will be seriously affected.
271. Thus, a failure by the Central Banks of the world to
attempt to redress the fall of prices, in our judgment,
would endanger the principles on which modern economic society
is founded, namely, the dependence of the productive process on
the expectation of normal profit to individual concerns, and the
sanctity of contract. For to allow prices to fall, whilst social forces
maintain wage-costs, obliterates profit; and the attempt to reduce
non-contractual incomes, without the power to abate contractual
incomes immediately, jeopardises, both nationally and inter
nationally, the sanctity of contract.
272. At the present time, the objective of raising the inter
national price level would probably command widespread, though
not universal, approval. W h e n , however, it begins to rise again, a
more widespread difference of opinion will soon emerge as to how
far the recovery should be allowed to go. Beyond saying that a
large rise towards the price level of 192S is greatly to be desired,
it is difficult for us at the present date to be very precise, because
the exact answer will depend on the course of events in the mean
time. To the extent that efficiency-earnings may have fallen in
terms of money during the continuance of the slump, the first of
our reasons, namely, the difficulty of effecting a change in the
level of incomes will have spent its force. But the force of the
second reason, namely, of the burden of indebtedness, will not
have been weakened to an equal degree. Moreover, a point may
come when the encouragement of a further rise, though desirable
in itself, may be difficult or impossible without running the risk
of setting loose uncontrollable forces which will generate an un
desired inflation carrying the price level much beyond the equili
brium point, with the prospect of an injurious reaction, equally

uncontrollable, at a subsequent stage. Thus the decision i n detail
will have to be left to the exercise of practical judgment at a later
date.
273. Nevertheless, we think it much more likely that attempts
may be made to stop the revival prematurely than to allow it to
proceed too far. W e believe that this would be a great mistake.
It is often argued, and it may well be true, that the power of the
banking system to hold a business expansion in check is greater
than its power to revive business when depression has set in. If,
however, we are over-prompt to check every expansion, yet hesi
tant in the face of every depression, t h e net result will be a steady
lowering of the price level with all the attendant evils of such
a prospect. As soon as business begins to lift its head again,
we may be sure that austere voices will be raised declaring that
there is an incipient inflation of credit present which must be
scotched, w h e n , in fact, the existing deflation of prices will not
yet have been redressed. After so severe a depression as the present
one, when we have to travel such a long way to reach the most
expedient position of equilibrium, it will be most important, in
our judgment, to be slow to accept such advice.
2. T H E LONG-PERIOD STABILITY OF THE PRICE LEVEL.
274. Yet whether or not the ultimate price level will be as high
as we might have wished having regard to all the social expedi
encies involved, a point will eventually come when, taking the
world as a whole, international prices will have been restored to a
level which is appropriate to the then existing levels of salaries and
wages and to the burden of monetary indebtedness. W h e n this
point has been x-eached, monetary policy directed towards raising
the price level further must, of course, cease, and there must be
substituted for it a policy which has as its objective the stability of
the international price level.
275. Thus our objective should be, so far as it lies within the
power of this country to influence the international price level, first
of all to raise prices a long way above the present level and then
to maintain them at the level thus reached with as much stability
as can be managed.
276. W e recommend that this objective be accepted as the
guiding aim of the monetary policy of this country. The accept
ance of such an objective will' represent in itself a great and notable
cha nge. For before the War scarcely anyone considered that the
price level could or ought to be the care and preoccupation, far
less a main objective of policy, on the part of the Bank of England
or any other Central Bank.

I I I . - I N T E R N A T I O N A L CURRENCY MANAGEMENT.
277. W e have concluded that a restoration of the international
price level should be a prime object of international statesmanship.
H o w far such a restoration of the; international price level is in fact
feasible is, however, a further question. W e believe that the out
come is likely to depend in part on a complex conjunction of
economic factors in the world at large of a kind which is not
directly controllable at the centre. Nor can w e give a confident
answer to doubters in advance of an actual attempt to solve what
is a practical problem. W e can do no more than aim at this
objective to the best of our powers and persevere with practical
efforts along the lines to be suggested below, or in any other way
which may commend itself.
278. At the same time w e see no great reason to doubt the
feasibility of attaining the objective of a higher price level in due
course, provided t h a t ' t h e Central Banks of the leading creditor
countries will work together with this end in view. No one would
doubt the ability of a closed monetary system to bring about a rise
of prices; in fact it is only too easy. Thus the chief ground of
hesitation is the difficulty of securing adequate co-operation among
Central Banks, rather than any obstacle inherent in the nature
of the problem. The subsequent maintenance of stability may
prove more difficult but experience alone will supply a confident
answer.
279. W e have already investigated in the previous section the
ways in which the banking system can expect to influence the price
level. The question of the practical steps in the right direction
which it is worth while to attempt at the present time w e discuss
in the next ensuing chapter.
IV.—DOMESTIC CURRENCY MANAGEMENT.
280.—(i) The monetary system of this country must be a
Managed System.—It is not advisable, or indeed practicable, to
regard our monetary system as an automatic system, grinding out
the right result by the operation of natural forces aided by a few
maxims of general application and some well-worn rules of thumb.
The major objectives of a sound monetary policy—for example, the
maintenance of the parity of the foreign exchanges without un
necessary disturbance to domestic business, the avoidance of the
Credit Cycle, and the stability of the price level—cannot be attained
except by the constant exercise of knowledge, judgment and
authority, by individuals placed in a position of unchallengeable
independence with great resources and every technical device at
their disposition.
281.—(ii) The managing authority should be the Bank of Eng
land.—It is not necessary in this country, as it w a s in the United
States before the W a r , to create a new organ for the centralised

control of the monetary system. For we have in the B a n k of E n g 
land an excellent instrument for the purpose; independent of
political influences, yet functioning solely in the public interest;
with long traditions and experience and clothed with vast prestige,
yet not distrustful (as w e have learnt in evidence) of evolutionary
change or hesitant of new responsibilities; entrenched in the
centre of the struggle for profit and with access to the arcana
of the market, yet itself aloof and untinged by the motives of
private gain.
We put forward later in Chapter I I I certain recommendations
which affect the Bank of England. But these recommendations
are directed to the strengthening of the Bank and to the augmenting
of the forces at its disposal for the attainment of its proper
objectives.
Nor do we consider that any of our recommendations are incon
sistent with the general direction of change which the Bank of
England has already laid down for itself, as compared with i t s
methods and organisation in the decades before the War.
We
have received evidence of the Bank's willingness t o adapt itself
to the new conditions and problems with which it has found itself
presented. It would not be a true picture to portray new and
lively elements of contemporary thought and enterprise springing
up elsewhere in the City but held down by the weight of t h e
conservatism of the B a n k of England.
282.—(hi) T h e endeavour of domestic management should be to
promote the stability of output and of employment at a high level,
by influencing the regular flow of savings into investment at h o m e
and abroad so far as is compatible with the international situation.—
The problem as- to how this influence is best exercised is essen
tially a practical one. So far as short-term loans are concerned,
the banks both are and ought to be the main source of supply;
and it should lie, therefore, within the powers of the banking
system to regulate their rate of flow without undue difficulty. B u t
the main source of supply of funds for long-term investment must
be, normally and properly, outside the banking s y s t e m ; so that
the influence of the banking system on the volume of such invest
ment must be mainly indirect.
Nevertheless, since fluctuations in the activity of long-term
investment are just as likely to upset the even flow of savings into
useful employment as fluctuations in the demand for short-term
loans, it may be that the monetary authority will do well to con
cern itself more deliberately with this aspect of the market than
i t has done in the past.
In any case, the London machinery for the issue of long-term
loans should be of such a character that the facilities for home
borrowers are at least as well organised as those for foreign
borrowers, so that the stream of savings is distributed appropriately

between home and foreign loans. It follows that the technique
of that part of our financial system which is concerned with our
function of international banking should be so adjusted as to lead
it to interfere as little as possible with the maintenance of an appro
priate supply of credit to meet the requirements of domestic trade
and industry. W e return to this matter in Chapter TV.

283. This completes our outline of the main objectives of our
monetary system. If we have raised expectations that we shall be
able to propose in our detailed recommendations a sure and certain
means of attaining these objectives, we fear that such expectations
will be disappointed.
284. There is nothing, we believe, intrinsically out of reach in
any of these objectives ; but this does not mean that they are easy
or immediately practicable of achievement. I n the first place, the
most important of them depend on international agreement and
collective action and cannot be reached by a single country, which
belongs to an international system, acting alone. I n the second
place, they cannot be attained by Act of Parliament, but must
result from the exercise of a skilled discretion of a somewhat novel
character for the full use of which the necessary experience does
not yet exist. For this reason we have reduced to the least
possible the legislative changes which we propose. W e have aimed,
rather, at suggesting a framework within which the necessary
discretion can be most successfully exercised. Indeed, we attach,
in a sense, more importance to the deliberate and explicit adoption
of the main objectives of the system as we have laid them down,
than to our subsequent suggestions in matters of technical detail.
For many of the latter do not very greatly modify or enlarge powers
which already exist.

CHAPTER I I . - P R O P O S A L S RELATING TO INTERNATIONAL MONETARY POLICY.
285. In our statement of objectives we have recommended :—
(i) That this country should continue to adhere to the inter
national gold standard at the existing parity;
(ii) That we should use our influence to lower the inter
national value of gold in terms of wholesale commodities; and
(iii) That, after prices have been raised sufficiently, we
should aim at maintaining a stability of prices at the higher
level thus reached.
It is evident that the second and third objectives require inter
national collaboration for their attainment, since any influence

which this country can exert on international prices must be, at
the best, limited. W e deal in the first part of this chapter mainly
with proposals for attaining the third objective, which is of a
permanent character, and in the second part with the second
objective, which is concerned with the immediate situation to-day.
I . - P R O P O S A L S OP A P E R M A N E N T C H A R A C T E R .
1.

MAIN OBJECTIVE OF CENTRAL BANKS TO MAINTAIN STABILITY.

286. The main objective of Central Banks acting in co-operation
in the management "of the international gold standard should be to
maintain the stability of international prices both over long periods
and over short periods—i.e., they should both keep the average
steady over a period of years and avoid fluctuations round this
average from year to year.
Or alternatively—if this alter
native were to receive superior support—they should prevent
juices from falling to a greater extent than is justified by
the increase in the efficiency of production.
Stability over
long periods is largely a question of the adequacy of the quantity
of gold available for their reserves taken in conjunction with the
proportionate volume of credit created on this basis; stability
over short periods, or in other words the mitigation so far as
possible of the Credit Cycle, is, w e believe, largely a question of
co-operative monetary management.
But while these objectives can be simply and shortly stated
the difficulties in completely achieving them are great and manifold.
2.

USE OF CENTRAL BANK RESERVES.

287. The first difficulty, but in our view not the greatest, is the
question of the adequacy or inadequacy of the future supplies of
gold to serve as a basis for the world's currency and credit systems.
It is important, no doubt, not to overlook the possibility of a problem
arising at some future time as the result of an excessive supply
of gold and of an unwillingness on the part of Central Banks to
offset an increase in their gold stocks to the degree which would
be necessary to avoid a large upward movement of prices. But
in order not to burden our argument with what would be in present
circumstances a purely hypothetical discussion, w e shall generally
assume in what follows that the problem is one of preventing
the inadequacy of the gold reserves of the Central Banks as a whole
from unduly limiting their power to increase the volume of credit.
288. Without co-operative steps to put the Central Banks of the
world in a position to counteract in case of need a possible short
age in the supply of gold, such a shortage might indeed prove a
serious obstacle to future prosperity. But our belief is that such
counteracting steps present little difficulty, if public opinion can
be educated to regard the use of gold reserves in a reasonable

light. A fundamental step in the right direction was taken, in
our view, when as a result of the War the actual use of gold
coins in circulation was abandoned and the obligation was imposed
on many Central Banks to convert their notes, no longer into
gold coin, but into either gold bullion or foreign gold exchange
at their option. Thus we may expect not only that all gold
available for currency purposes will be employed henceforward
in the reserves of a Central Bank as a basis for currency but
that the Central Bank will be freed from the danger of an internal
drain. Its primary duty indeed remains to maintain the value
of its notes at par with gold, but it fulfils it, not by its obligation
to change them into gold coin, but by freely shipping gold bullion
or selling foreign gold balances to maintain the par value of its
exchange. The sole use of a gold reserve to-day is, therefore,
to enable a country to meet deficits in its international balance
of payments, until the appropriate measures can be taken to
bring it again to equilibrium. This being the case, it is para
doxical that, in the numerous cases where countries have since
the War re-established or established for the first time the gold
or gold exchange standard, the consequent legislation has almost
always expressed the total reserves of gold or foreign gold exchange
as a definite percentage of the Central Bank's notes outstanding
(plus in several cases its sight liabilities).
Such a basis has no
meaning except in so far as the resulting size of the reserve repre
sents^by a coincidence the maximum probable export strain on
the particular country in question in respect of a temporary dis
equilibrium in its balance of payments. It is quite clear, if we
take for instance the United States and France, that this is not
so in their cases and that their holdings of gold now far exceed
any conceivable export strain to which they might be exposed.
Moreover, the proportional gold reserve system forces an excep
tionally drastic restriction of credit as soon as the reserve approaches
the legal minimum and therefore impels Central Banks to keep
their reserves well above the legal limit. For this reason alone,
therefore, greater freedom for the Central Banks in the use of their
reserves is very desirable.
289.
general
of the
Second
will be

Under this heading, we strongly agree, therefore, with the
purport of the recommendations of the Gold Delegation
Financial Committee of the L e a g u e of Nations in their
Interim Beport. W e hope that the following principles
adopted by Central Banks generally : —
(i) All gold standard countries should agree that they will
not allow gold to pass into active circulation, whether in
the form of coins or of gold certificates;
(ii) Central Banks should give collective consideration from
time to time to the question whether it would be in the general
interest that t h e legal requirements in force in different
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I countries as to gold reserves should be relaxed or tightened;
1 1 up, and should undertake to use their influence with their
f Governments to secure changes along the lines indicated, so
far as is compatible with their domestic situations. At the
I present time it is probably desirable that the legal require
ments as to the gold reserves of Central Banks should be
I relaxed;
(hi) Central B a n k s should be permitted by the laws of their
respective countries to reckon balances with the Central B a n k s
of other gold standard countries, or with the Bank for InterI national Settlements, as the equivalent of gold for all
j the purposes of the law. This would be a merely optional
1 and permissive provision and would not force the discretion of
any Central B a n k ;
(iv) There is also a further principle of central banking
of a somewhat different character which must be observed if
Central Banks are to be in complete control of the situation,
namely, that Central Banks must not be unduly limited in
their power to expand their deposits otherwise than against
a corresponding increase in their holdings of gold or the
equivalent of gold. Such undue limitation may result if
the class of assets which the Central Bank is entitled to
hold is too narrowly prescribed by law. Similarly, it should
lie within the power of a Central B a n k to restrict the volume
of its deposits otherwise than by decreasing its holdings of
gold.
290. With these provisions it should, we think, be within the
power of the Central Banks collectively for some time to come, if
not indefinitely, to ensure that the available quantity of monetary
gold would not operate as a limitation on the use of a wise dis
cretion as to the volume of currency and bank credit to be created
by the gold standard countries as a whole. Whether the gold factor
would or would not operate in fact as a drag on the price level
must, of course, depend on the way in which individual Central
Banks were working the system, whether they were accumulating
gold reserves greatly in excess of legal requirements, and on how
far they were availing themselves of the power to hold part of
their reserves as foreign balances. B u t this would be equally
true whatever-—within wide limits—might be the current supplies
of gold. W e hold, therefore, that the current and prospective
supplies of new gold from the mines need not necessarily prevent
the international gold standard from functioning successfully.
291. On the other hand, we think it very important that the
above recommendations should be carried into effect. For other
wise, we fear—although, as we have explained, we do not regard
the limited quantity of the supply of new gold as the main explana
tion of the present depression—that many Central Banks, being
10)22
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anxious concerning the adequacy of their gold reserves, will be
in constant danger of nipping off a revival of confidence, of causing
a premature reaction in activity, and of ultimately dragging down
prices or keeping them down below the level which we have in
dicated as desirable. Without these changes, as well as others to be
mentioned below, the international gold standard will be capable of
functioning to the disadvantage of the world as a whole and will
lack that element of durability which is in itself an important
requisite of a currency system.
3.

POST-WAR CHANGES IN GOLD STANDARD.

292. But even if gold itself were eliminated as a cause of in
stability through being in scarce or excessive supply, and if Central
Banks were to be given greater freedom than now in the use of their
reserves, are w e justified in supposing that comparative stability
of international prices can be achieved by a wise and concerted
policy on the part of the Central B a n k s ? It has to be remembered
that it is the essence of an international standard that it causes
all countries adhering to it to become, so to speak, a single
magnetic field ". Disturbances in one country are almost neces
sarily transmitted to the others, the severity of the disturbance
being in proportion to the economic weight and strength of the
country in which it originates, Therefore all gold standard coum
tries, and particularly all important ones, are vitally interested in
each other's stability. Particularly if any country in a dominating
position pursues a course which may appear to suit its interests,
but is inconsistent with the maintenance of stability in the rest
of the world, much damage is done certainly to the latter and
probably in t h e end to the former also.
293. Serious instability of price movements and interest rates is,
moreover, a great obstacle to the smooth flow of capital from the
-creditor to the debtor countries, more being lent at times of great
investment activity than the latter can properly use produc
tively, and in the subsequent reaction the flow being completely
stopped. It is not always the lending countries, however, who
are at fault. I t is by no means unusual for borrowing countries
to borrow unwisely—in too great amounts and unproductively.
Borrowing brings about an inflation of demand, rising prices,
profits and all the usual appearances of prosperity. T h i s leads
the harrowing country to borrow more and the lending country
to be willing to lend, until the real excessive burden on the former
is revealed either by an internal reaction or by a cessation or
diminution of lending, both leading to reversal of the former
prosperity.
294. So great in the past ten years have been the reactions of dis
turbances in one country on conditions in another that, if we were
to take this period as a fair criterion, it would be necessary to

conclude that the power of the Central Banks by their joint and
several efforts to secure stability carried a very little way.
The
Federal Reserve System of the United States has endeavoured t c
keep that country on an even keel since the War and yet, even if we'
ignore the violent movements of the immediate post-war period,
it has been unable to prevent one of the greatest oscillations of
boom and collapse in history. Again the Bank of England has
aimed for some years to bring about an equilibrium between this
country's conditions and world conditions, but, while prices have
fallen, costs have remained rigid and the desired equilibrium has
not been attained. The Bank of France, restricted by legal enact
ments, was unable to prevent its vaults being filled with many
millions of gold which it did not want.
295. Nevertheless the violent movements of the post-war period
are no doubt exceptional and, while we cannot hope that they are
yet at an end, we may reasonably look for a gradual improvement.
As we have pointed out in paragraphs 245-6, the re-entry of a
number of countries into the gold standard, some under t h e influence
of deflation and others under the influence of inflation, produced
anomalies which are not likely to appear in anything like so acute
a form under the normal operation of the gold standard. If these
anticipations are well founded, it may be asked whether the aim
of Central Bank policy should not be to return to the more auto
matic working of the gold standard of pre-war days, w h e n , as it is
supposed, the Central Bank's discount rate was raised more or
less as a matter of course when gold went out and lowered w h e n
gold came in. In fact, however, the automatic operation of the
gold standard even then was more or less limited to the sphere
of the Bank of England and was satisfactory in its results only
because London was then by far the most powerful financial centre
in the world, had " sight " claims on the rest of the world much
greater than those of the world on her, and could thus by the
operation of her bank rate almost immediately adjust her reserve
position. Other countries had, therefore, in the main to adjust
their conditions to hers.
But post-war conditions are widely
different. In the first place, N e w York has risen to be a n exceed
ingly powerful monetary centre with as strong a pull on the gold
resources of the world as London. I n the second place, the liquid
resources held by foreigners at both monetary centres are enor
mously greater than they were before the W a r (the aggregate
amounts in London and N e w York alone are about ,-£1,000,000,000),
partly as a result of the French inflation and stabilisation, partly
owing to widespread lack of confidence, and partly owing to the
development of the gold exchange standard.
Not only is the
liability thus imposed on these centres great, but movements of
gold may take place on a considerable scale which are due, not to
any fundamental disequilibrium of prices or other deep-seated
conditions, but merely to temporary causes for which a change

i n bank rate may not be a suitable remedy. T h e gold exchange
standard itself, whatever its merits in economising gold, has added
considerably to the complexity of the gold standard system. In
the third place, both the Federal Reserve Bank of N e w York and
the Bank of England have developed very considerably the " open
market " system which has been found in certain respects extremely
effective. It is in itself, however, the antithesis of an automatic
system. Thus, we believe, all Central Banks are faced with the
necessity of a greater " management." of their currency systems,
involving inevitably greater responsibilities and also a more urgent
need of co-operation.
4. OBSTACLES FACING CENTRAL BANKS.
296. In this task of management, the Central Banks are faced
with three main classes of difficulties :—
(i) Non-monetary causes of instability;
(ii) Possible divergences between the interests of their own
country and those of the world outside;
(iii) Inadequate control over the monetary machine and its
working.
297.—(i) W e have already referred in this Report to many non
monetary causes of disturbance, such as political troubles, war
debts, seasonal variations, over-production in some direction or
other, changes in tariffs, the collapse of the silver exchange, large
changes in fashion and in demand, embarrassments caused by
budget deficits or over-borrowing by Governments, rigidity of in
ternal economic conditions, and lack of confidence resulting from
all these ; such causes for instance as many of those with which the
Commonwealth Bank of Australia or the Banco do Brasil has been
faced. These are all conditions which must hamper and may
nullify any effective control by a Central Bank.
298.—(ii) Probably the most important difficulty is the apparent,
and sometimes the real, divergence between the immediate domestic
interests of a particular country and those of the world as a whole.
Whilst we should not deny the possibility of a real temporary
divergence, we think that this would be the exception, not the
rule, and that such apparent divergences of interest would generally
prove to be illusory or avoidable if fully understood.
Take, for example, the position of France in 1930. I t might
have been supposed that France, largely free at that time from
unemployment or other symptoms of industrial crisis, might have
had interests divergent from most of the rest of the world, which
was in the throes of an acute phase of the slump.
It may
indeed have been the case that an expansion of credit, such as
was probably desirable elsewhere, was undesirable in France.

Nevertheless it was clearly in France's interest not to attract
gold from abroad in excess of what the B a n k of Prance really
wanted. For the influx of gold was calculated to produce three
sets of consequences detrimental to French interests : —
(a) It was likely to cause an unwanted expansion of credit
within France;
(b) It was likely to injure the French export trade by
lowering foreign prices relatively to French prices and con
tracting the volume of demand;
(c) I t was likely to have a seriously disturbing effect on
the stability of the existing settlements of war debts.
It follows, as M. Moret, the Governor of the Bank of France,
has pointed out in his review of the year 1930, that there w a s no
way to harmonise the interests of France and those of the rest of the
world except by an increase in French foreign investment at
long-term, corresponding to the increase in France's foreign
favourable balance in excess of her desire for imports whether
in the form of commodities or of gold. M. Moret declared that
the solution could only be found by encouraging foreign loans
by Prance at long-term, that this would be a good policy for
Prance, and that the troubles in 1930 were due to reforms with
this object in view having failed for a variety of reasons t o be
very effective. W e think that this is the right explanation, so
that there was n o real divergence in this case between national
and international interests.
More generally, when a situation occurs—as it well may—
where the circumstances of a particular country make it desirable
that there should be some temporary contraction of domestic
credit at a time when there is no such necessity in the world at
large, it is by no means inevitable that a disharmony of interest
should arise. For in such a case the last thing desired by the
country contracting credit is to attract short-term funds from
abroad or to put pressure on the gold reserves of the rest of the
world. An influx of gold, quite apart from any embarrassment
it may cause to other Central Banks, would merely hamper and
nullify the efforts of the Bank receiving the g old to control
inflationary tendencies at home. Moreover, the influx of short
term foreign balances under the influence of a temporary attrac
tion is, and should always be regarded as, the equivalent of a
negative
gold reserve and consequently as a potential source of
future weakness. If this is recognised, there exists, w e suggest,
a way to avoid mutual embarrassment, namely, that the Central
Bank which is contracting credit should offset the international
effect of this by increasing its own foreign short-term assets.
There would probably be a limit to the scale on which it would
care to do t h i s ; but a moderate operation on these lines might be
sufficient in normal circumstances, provided that steps had been
-
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taken in good time. This assumes that the Central Bank in ques
tion would be in the possession of a sufficient volume of assets
disposable in the domestic market to be able to reduce tho aggregate
volume of credit to a degree adequate to its purpose and ait the
same time to replace a part of its existing assets by foreign balances
or bills. But in any case the possibility of its being able to
control its domestic situation must depend on its possession of
adequate " ammunition " for the contraction of credit on the
requisite scale.
In the more normal case where a Central Bank is contracting
domestic credit in order to bring its local conditions into line with
international conditions and so avoid a prospective loss of gold, the
particular difficulty with which we have been trying to deal would
not, of course, arise.
299. — (iii) But, even if there need be h o real divergence of in
terest, a Central Bank may not possess over its o w n monetary
system a control adequate to prevent a wide departure from
stability. As we have already explained (para. 71), the control of
the Bank of England over the amount of bank money in London
within the limitations of an international standard is remarkably
complete. But this is not equally the case elsewhere. The control
of the Federal Reserve authorities over the creation of bank money
in the United States, or its equivalent in the shape of direct loans to
the call-market, is not as automatic, with the result that tho
Federal Reserve system has great inflationary and also great
deflationary possibilities. Nor has either the Bank of France or
the Reichsbank a control equal t o that of the Bank of England.
Moreover, even if a Central Bank can control the amount of
bank money and credit, it cannot easily control their uses or deter
mine the purposes to which they shall be put. For the use to which
bank credit is put the Central Bank must rely very largely on the
commercial banks and other financial institutions. Furthermore,
if expansion or contraction of credit leading to rising or falling
prices has once gathered momentum, the capacity of a Central
Bank to check it, certainly to check the contraction, becomes much
more difficult, and the same volume of credit in a period of great
activity has an effect on the price level quite different from that
which it has during a period of depression.
300. Added to all these problems is the question as to the degree
of stability which should be aimed at. W e have said that the ulti
mate aim should be stability of the international price level, mean
ing by this the composite price at wholesale of the principal food
stuffs and raw materials entering into international trade as
measured by the best-known wholesale index numbers. Difficult
problems will no doubt arise as to whether any particular fall in
prices is due to a greater ease or efficiency of production and
different views may be taken as to whether such changes should be

counteracted by monetary influences. The general price level, for
instance, might fall because of a heavy fall in the price of one com
modity, e.g\, wheat or cotton.
Are Central Banks to attempt to
counteract this influence by a general rise in other prices? W e do
not think it necessary to give a dogmatic answer to such questions.
What can emphatically be said is, that instability of prices is a
serious evil, that monetary influences on prices are more controllable
than any other, and that the Central Banks should therefore so
control such monetary influences as to favour stability rather than
instability.
5. CENTRAL BANK CONTROL OVER, THE VOLUME AND TERMS OF
BANK CREDIT.
301. The method by which the Central Banks must attempt t o
achieve their aim of maintaining stability of the international price
level over long and short periods is through their control of the
volume and terms of bank credit. It is when we approach the
questions relating to the control of credit, the causes of the Credit
or Trade Cycle, and the alternations of prosperity and depression,
that we reach some of the most fundamental and difficult problems
in economic theory and practice, on which there still exists among
experts very considerable difference of opinion. W i t h these w e
do not intend to deal at length. B u t this should not be taken
to mean that we do not regard them as of the greatest importance.
When practical bankers and business m e n can explain clearly the
causes of the Trade Cycle, why prosperity is followed by depres
sion, and depression by prosperity, and can find practical means
to avoid the economic waste caused thereby, and when they can
adjust more satisfactorily the powers of the modern world to con
sume and absorb wealth with its powers to produce wealth, they
will have more justification than they now have in ignoring and
treating as of little or no consequence economic research
into these very difficult but vitally important problems. The prac
tical man is satisfied to make profits when the sun shines, and to
bear his losses w h e n the bad times come, regarding these alterna
tions more or less as laws of nature, when very often they are due to
the working of the monetary machine and are to some extent at
any rate under human control. B u t , if they are even partly under
human control, it is of the utmost importance for the betterment
of humanity and the stability of society that such methods of con
trol as may exist should be worked out and put into practice, even
if, as is and will remain true, there exist no simple scientific rules
by the mere application of which such control can foe exercised.
The management of currency and credit is essentially an art and
not a science.
302. In this connection we quote Governor Strong's evidence be
fore the Stabilisation Committee of Congress in 1926 :—" There is
no magic formula that can be introduced into the Federal Reserve
10122
.E 4

Act to control prices . . . .
I have discussed these matters
with many economists and students of prices and purposely have
always carried the discussion through the same course. W e have
agreed on the record of the past in the Federal Reserve system
pretty generally, as to what has been done and the effect of what
has been done. W e have generally agreed as to the conditions at
the present moment. . . . But, when I ask them, ' N o w , w e have
got to decide something to-day; you are in the position of running
in the Federal Reserve system; what are you going to do to-day
that will have an influence on the future? ' the answer is always
the same. ' W e l l , you are the practical fellows who are running
t h i s ; you have got to decide that.' And that is the difficulty.
Our examination of the past produces the most accurate know
ledge of past action and re-action, but when it comes to a decision
as to what we are going to do for the future, then just human
judgment has got to govern. There is no mathematical formula
for the administration of the Federal Reserve system or the regu
lation of prices."
303. The function of a Central Bank should be to regulate the
volume and price of bank credit, i.e., " short " credit, so as to
maintain output and employment at the maximum compatible with
adherence to the international gold standard and with maintenance
of the stability of the international price level. Credit is essentially
unstable. Credit conditions which tend to generate a rise in prices,
lead, if uncontrolled, to still higher prices, and, when the re-action
commences, falling prices produce in themselves a further fall.
The Credit Cycle in fact on which so much economic research has
been expended seems to be the effect of monetary conditions upon
human psychology. If we take the depth of a depression, we find
easy money, idle balances, but no confidence, and, therefore,
reduced investment and reduced output.
I n time, shortage of
stocks, or a fall in the rate of interest, or some other cause, will
bring increased demand for goods of some kind or another; after
a period of such increased demand prices will rise; output and
investment will increase, and consequently purchasing pow er; the
improvement will spread from one industry to another, restoring
confidence ; with the increase in profits the readiness to embark
on capital outlay will increase. Meanwhile the growth in employ
ment and wages will have increased purchasing power still further
and may in time bring actual rises in wages. As the process con
tinues, capital issues become greater and greater until, finally, the
new investments in buildings and fixed plant are no longer able
to yield the rate of interest or profit upon which their optimistic
promoters had been reckoning.
At the same time, just when
enterprise is beginning to yield less, the over-extension of banking
credit will cause an increase in interest rates, and the pressure on
the banking system for short-term advances will bring about a
certain restriction of credit. Moreover, unless an equivalent rise
T

in prices is taking place elsewhere, the country's balance of pay
ments may be affected, gold may be exported and pressure on the
Central Bank's reserves lead to further restrictions.
304. W e have attempted this very inadequate account in order to
show that the problem of a Central Bank must be, not only to
watch the short-money market, the gold movements and the pres
snre on the exchange and conditions abroad, but also the internal
price level, the unemployment figures and the capital market.
Control of credit conditions is always easier before a boom has
commenced in earnest. W h e n that has once happened, to prevent
its development to a stage ultimately leading to a reaction, and
to prevent the reaction running its full course, are both difficult.
Yet a Central Bank, if it attempts to curb an upward movement,
may and will be criticised for cutting short the country's nascent
prosperity. Even when the recent American boom had grown to
very great proportions, there w a s strenuous and widespread oppo
sition in every quarter, even the most authoritative, to any attempt
seriously to control it. To the difficulties of the control by a
Central Bank of its own market must be added the additional
difficulty of securing concerted action by several. E v e n if it were
conceded that such concerted action would generally be effective
if it were taken soon enough, it may be argued that it is not in
fact practicable to detect and interpret the obscure premonitory
signs of the financial weather soon enough or accurately enough,
or with a high enough -degree of probability, to procure concerted
action amongst a number of independent authorities, each of which
is likely to have its own ideas based on its local information and
to maintain them with tenacity. Here again only time can show.
There is no need to minimise the difficulty of the high enterprise
which we should like to see the Central Banks of the world put in
hand.
305. It is possible, indeed, to prescribe the objective of Central
Bank policy. It is possible to suggest ways of increasing the means
at the disposal of the Central Banks. B u t the use made of their
discretionary power to vary the value of currency and credit, and
the terms on which the latter is granted, must depend on expe
rience and the daily exercise of prescience and a wide discretion.
Any great measure of success, indeed, will only be reached as a
result of a long process of experiment and evolution. A t present,
any deliberate effort at stability, however crude in its methods and
partial in its success, would be a great improvement. I t is suffi
cient for the time, therefore, to indicate the direction and objective
of progress.
6. CONCLUSIONS.
306. W e now venture to state our conclusions in summary form
as follows :—
(i) The aim of the Central Banks should be to maintain
the stability of international prices both over long periods and

over short periods; i.e., they should both keep the average
steady over a period of years and avoid fluctuations round this
average from year to year.
(ii) The method of achieving this object should be so to
regulate the volume and terms of bank credit as to maintain
as much stability as possible in the rate of new investment
and new enterprise generally, both at home and abroad. By
these means alternate excesses of enthusiasm and depression
might be avoided and the demand for the new output of the
instruments of production and other forms of capital in the
world at large kept in better equilibrium with the proportion
of income which is currently available for such p u r p o s e s 
neither in excess nor i n defect.
(iii) W i t h this end in view the Central Banks should confer
together at frequent intervals to decide whether the general
tendency of their individual policies should be towards a relaxa
tion or a tightening of the conditions of credit; and their
bank rates and other instruments of credit control should then
be adjusted accordingly, without prejudice to their policies
relative to one another remaining at the free discretion of
each separate institution. Nor should they be afraid of small
and frequent changes. For otherwise action may be unduly
deferred. Such small and frequent changes would also have
the advantage of accustoming the public not to attach undue
importance to every necessary adjustment. T h e Central Banks
must be prepared to keep in constant touch with conditions,
to make small changes in response to small indications, and
to reverse the tendency with any noticeable change in the
underlying facts.
(iv) This form of joint policy should be consistent with a
full measure of autonomy for each national institution. In
particular, each Central Bank should remain free to attract
gold to itself whenever it deliberately desired to do so, without
incurring blame or exciting complaint from the other Central
B a n k s ; to raise its o w n bank rate relatively to that of the
others, even though this were contrary to an agreed general
policy of reducing rates, if it deemed this to be necessary for
the protection of its o w n gold position; and also to raise its
o w n bank rate for the sake of checking inflationary tendencies
at home, even if the tendencies abroad were of a contrary
character.
(v) B u t each Central Bank should -undertake to do its best
to avoid the importation of unwanted and unnecessary gold
merely as a result of leaving natural forces to work themselves 1
out unchecked. It should be the duty of each Bank to avoid I
an unbalanced international position which was the result of I
accidental circumstances or the unintended repercussion abroad I

of its domestic policy. I n particular, if the effect abroad of
a curtailment of credit, intended merely to counteract a
-domestic inflationary tendency, was unintentionally to attract
gold, there is a presumption that this effect should be offset
by the Central Bank in question being prepared to increase
its own balances elsewhere.
(vi) In particular, Central Banks should consider the rate
of long-term investment as well as short-term investment as
falling within their purview, and should (take whatever steps
may lie within their power, and are suited to their local cir
cumstances, to counteract any tendency which their o w n
nationals may show either to keep their investible resources
excessively liquid or to undertake excessive long-term commit
ments.
307. Doubtless experience and the natural course of evolution
may suggest many modifications in, and additions to, this rough
outline. But we have thought that it might serve to crystallise
opinion and. give aid towards a more coherent scheme of Central
Bank collaboration than has existed hitherto, if we were to venture
to go further than mere generalities as to the desirability of such
collaboration.
I I . - P R O P O S A L S TO M E E T T H E P R E S E N T E M E R G E N C Y .
308. The previous section is mainly directed to more or less
permanent methods for preserving economic and financial equili
brium internationally. W e must now consider what special steps
can be taken to escape from the existing position of acute dis
equilibriurn.
309. Chapter I X provides an introduction to this section of our
recommendations. W e have there explained the difficulties which
necessarily arise if the creditor nations as a whole are unwilling to
lend to the debtor nations as a whole the surplus due from the latter
to the former, after the former have taken all that they are disposed
to take in the shape of goods. W e think that the first measure
towards the restoration of the international price level must neces
sarily be taken on the initiative of the creditor countries, and that
it must consist partly in a greater willingness to buy and partly
in a greater willingness to lend. The former will result from a
revival of enterprise and investment within the creditor countries
themselves; and the latter will permit an increase of purchasing
power and a recovery of consumption, to the accompaniment of a
revival of capital expansion, in the debtor countries.
310. Failing this the creditor countries will soon have sucked in
all the gold available in the hands of the debtor countries and this
may entail a series of defaults, preceded, in the effort to avoid such
a dishonour, by a severe curtailment of credit and purchasing power
attended by a low or falling price level.

311. H o w little margin there is left for a continuation of what has
been happening during the last two years may he illustrated by the
following table. The creditor countries comprise Great Britain,
the United States, France, Belgium, Holland, Switzerland and
Sweden.
The debtor countries comprise the rest of the world
except Spain and Russia which are included in neither class.
Gold in Central

Banks

and

Treasuries.*

January 1st, 1929. January 1st, 1930. January 1st, 1931.

£

millions.

%

£

millions.

%

£

millions.

%

Creditor countries...

1,277

65

1,391

69-5

1,564

74-5

Debtor countries ...

680

35

610

30-5

531

25-5

* In this table the gold stocks held by Central Banks and Treasuries in
1929 and 1930 have been increased by £ 2 3 millions and £ 1 9 millions respect
ively in order to make the figures comparable, as during 1929 and 1930 gold
was transferred from private banks in Australia to a total of about £23
millions.

312. Thus in two years the creditor countries have increased their
proportion of the monetary gold in the world from two-thirds to
three-quarters. The debtor countries probably require amongst
them new loans from the creditor countries to an aggregate of not
less than £400,000,000 per annum in normal circumstances, unless
the creditor countries increase their imports relatively to their
exports as compared with what they were before the commence
ment of the world depression. It appears, therefore, that the
total gold stocks of the debtor countries would cover this sum for
little more than a year. Moreover, much of the gold is held by
those of the debtor countries which are least hard-pressed, and
probably at least two-thirds of it is immobilised under the laws
regulating their gold reserves. It is unlikely, therefore, that the
debtor countries can continue much longer to square their inter
national position by parting with gold at the rate of £ 7 0 , 0 0 0 , 0 0 0
a year, as they have been forced to do in the last two years.
313. The efforts of the debtor countries to meet their debts by
contracting their imports and expanding their exports may even
have the effect of worsening their position through its adverse effect
on the prices of their exports. These figures emphasise the impos
sibility of the debtor countries as a whole meeting their obligations
otherwise than out of new loans or by selling more goods at better
prices. For the creditor countries to fail in taking steps to relieve
this stringency would be exceedingly^ short-sighted having regard
to their own creditor position.

314. It is, however, an important aggravation of the difficulties of
solving this problem that it is not possible even for a creditor
country to go far in the direction of increasing either its o w n
buying or its o w n lending unless the other creditor countries are
moving more or less in step. For if it does, the claims thus created
against it will be used by the rest of the world not to buy more
goods but to meet the demands of the other creditor countries.
For this reason some measure of co-operation and consultation
amongst the creditor countries is highly desirable. This means, in
the main, a concerted policy between the Central Banks and issuing
institutions of Great Britain, France and the United States,
315. The prospects of such a policy appear to be becoming much
more favourable whilst we are preparing this Report.
France, in
particular, is making preparations for several important issues
which are likely to be helpful to the general situation. It may be
useful, however, that we should suggest briefly certain general prin
ciples of action.
The most difficult task is likely to be to find
borrowers of sufficient standing to give confidence to investors.
We deal with this matter, therefore, rather more fully at the end
of this chapter.
(i) The desirability of foreign loans being made by the leading
creditor countries on a greater scale than in the past two years
should be generally accepted.
(ii) It follows that the Central B a n k s and Treasuries of thesf
countries should do everything that lies in their power, compatibly
with the requirements of their own gold position, (a) to remove
any legislative or administrative hindrances in the way of opening
their financial markets to the reception of foreign loans, and (b) to
permit a volume of domestic credit which will encourage the market
to take full advantage of any foreign issues which they may think
attractive.
(iii) It is not essential that the loans should be made to the
weaker debtor countries. It is often better that such countries
should be helped by improving the market for their exports than
by enabling them to add to what may be already an excessive
burden of indebtedness. A loan to any borrower who intends
to employ it for increased real investment will, by raising the
aggregate of buying power in the world, tend to raise both the
prices of commodities and the volume wh;ch can be sold and thus
to improve the trade balances of other countries. Indeed, a loan
to a solvent borrower to finance n e w productive enterprise is a
more radical remedy than a loan to a distress borrower to meet
the demands of urgent creditors in respect of past transactions;
for it will do much more to make the wheels of the world's
commerce go round again.
(iv) It follows that it is not even essential that new loans should
be foreign loans, provided that they are for the creation of n e w

capital assets (though the quantitative effect on the outside world
of a loan of a given amount will not be so great if it is for domestic
use). For construction programmes within creditor countries will
tend to increase the imports of such countries relatively to then
exports, and this will relieve the pressure on the debtor countries.
If a creditor country is disinclined to lend its savings to a debtor
country, then let it employ these savings at home. I t is only to do
neither, but to accumulate, or endeavour to accumulate, the surplus
savings in gold, which serves to embarrass the debtor countries as a
whole. W e repeat that it is the simultaneous reluctance of creditor
countries either to lend or to buy which is the cause of the crisis.
If, for example, the value of the current building and construction
in the United States to-day were as great as it was in 1928, the
effect of this on the demand for primary commodities and on their
prices would cause a large and immediate relaxation of pressure
throughout the world. Similarly, the recent decline of the build
ing and construction boom which had existed in France almost
ever since the end of the War has much aggravated the effects of
the reluctance of the French investor to lend abroad.
(v) I t is for these reasons that Central Banks should favour
a persistent and determined policy to maintain an abundance of
cheap credit in their domestic money markets, sufficient both to
satisfy the unusually large demands for liquid resources due to
nervousness in the financial world and also to support any new
productive enterprises coming forward. Very low rates of dis
count prevail, it is true, already, but have so far failed t o bring
about the transfer of money from short-term to long-term loans.
T h e main practical obstacle which w e see in the way of a resump
tion of long-term investment is the shortage of acceptable and will
ing borrowers for the purpose of new enterprise, due to the general
unprofitableness of industry. The task is, therefore, a double
o n e ; partly to attract borrowers of unquestioned standing by a
low rate of interest on long-term loans, partly to increase the
supply of attractive loans. W i t h the first end in view, Central
Banks might use their influence to promote confidence in the
duration of low short-term rates and to persuade the member banks
of their system to reduce the rate of interest allowed on deposits,
so as to discourage the public from withholding their resources
from the investment market.
316. The greatest difficulty, however, which we foresee is the
fulfilment of the second task, namely, to remedy the shortage of
definitely sound borrowers for the purpose of new enterprise. The
vicious circle is complete. The decline of new enterprise has
reacted adversely on profits and prices, and the low level of profits
and prices stands in the way of new enterprise. It is for this
reason that some of us think that in the domestic field it may
be necessary to invoke governmental enterprise to break the vicious
circle. In the international field measures of an analogous kind

would have to take a somewhat different form. I n this case also
the vicious circle is complete. The unwillingness to lend, coupled
with the frequently unwise use of borrowed funds, has destroyed
the credit of borrowers, which reinforces the unwillingness to lend.
In many cases, no single creditor is ready to take the risk which
is absolutely required in the interest of creditors as a whole. I t
may be, therefore, that some form of guaranteed credit is required.
317. W e believe that certain tentative enquiries have been made
by those responsible with a view to discovering whether inter
national action in these matters would meet with general assent. I t
may be that so far it would have been premature to summon an
international conference. B u t as time passes by the readiness to
seek a way out through organised international co-operation is
likely to increase.
318. If, therefore, world public opinion was to become ripe, there
would be advantages in a general international discussion on what
might be described as " The Restoration of International Trade."
In this event schemes might be considered for loans guaranteed
by a joint fund to which borrowers would contribute a percentage
of the sum borrowed in return for the guarantee, any ultimate,
deficiency on the fund being met by the guarantors.
319. A Government guarantee scheme is only one alternative,,
perhaps the simplest, although attended with certain dangers which
we need not here elaborate. W e know that other proposals with the
same end in view have been under discussion by the financial
authorities of the large creditor countries, such, for instance, as the
creation of a private International Corporation with a large capital,
partly paid, subscribed by all the big financial institutions in the
centres concerned who are interested in foreign loans. Any scheme
which meets the end we have in view has our sympathy.

CHAPTER III.-PROPOSALS RELATING T O
M O N E T A R Y POLICY.

DOMESTIC

1. T H E NOTE ISSUE.
320. The function of the Bank of England which has been
historically the chief concern of the legislature is the note issue.
Amending Acts have been passed from time to time, but no change
in principle has yet been made in the Act of 1 8 4 4 . The separation
between the Issue Department and the Banking Department o f
the Bank of England and the peculiar form of the B a n k ' s statutory
return date from that Act. The Currency and Bank Notes Act.
of 1 9 2 8 re-settled the amount of the fiduciary issue and introduced
new provisions of elasticity for varying the amount of the fiduciary
issue subject to certain conditions; but the principle of the fiduciary

issue was unaltered and its amount was merely adjusted to the
existing position arising out of the amalgamation of the Treasury
note issue with the Bank's note issue, and was not re-settled on the
basis of a fundamental reconsideration of what might be appropriate
in the new circumstances.
321. W e think that the time has now come for a thorough re
view and reconsideration of the whole matter. W e deal first with
the principle of the fiduciary issue and secondly with the less ini
portant matter of the separation of the Departments, which, is
mainly a matter of form.
The Principle

of the Fiduciary

Issue.

322. The present system of a fixed fiduciary issue (cf. para. 53
et seq.) arose at a time when a large part of the business of the
country was conducted by means of gold coins and bank notes, the
system of payment by cheque being still imperfectly developed and
gold coins and bank notes circulating alongside o n e another. There
had been certain notorious occasions when the Bank of England
had put an increased volume of bank notes into circulation, as a
result of freely discounting bills, regardless of whether these notes
were in substitution for gold or were a net addition to the monetary
circulation. The reformers of 1844 thought it desirable to set a
limit to the free discretion of the B a n k in this respect by enacting
that, beyond a fixed sum known as the fiduciary issue, the Bank
of England should be prohibited from issuing additional notes
except in substitution for gold coin by withdrawing an equal amount
of the latter from circulation into the B a n k ' s reserves.
Long
before 1914 the first stages of credit inflation had ceased to be
marked by an increased issue of notes, inflation or deflation being
initiated not by changes in the note circulation but by changes in
the amount of the B a n k ' s deposits. Nevertheless up to 1914, the
old system retained some remaining trace of significance, inasmuch
as gold and bank notes still circulated side by side in the country
and were legally interchangeable. But w i t h the exclusion of gold
coins from the domestic circulation and t h e confiraaation of this
exclusion by the Gold Standard Act of 1925, the old system has
lost almost entirely its original meaning.
323. I n present day conditions when the active circulation of
notes is mainly required for the purpose of meeting wage payments
and small transactions usually settled in cash, an expansion in the
active note issue is likely to be a result of active trade ensuing
with an appreciable interval after an expansion in the B a n k ' s
deposits. Thus it is the latter which is now the factor of dominating
importance, and the somewhat anomalous position arises that while
the Bank is not regulated by law in respect of its deposits it remains
iso regulated in respect of the note issue which was a hundred years

ago the initiating cause of inflation but to-day is the factor which
is the latest to be affected by the forces of expansion or contrac
tion.
324. Since, however, t h e tendency of m o d e r n m o n e t a r y m a n a g e 
meht is, rightly we t h i n k , to confer u p o n t h e Central B a n k in
creased powers of elasticity in m e e t i n g changing conditions, it
should not be counted against the present system t h a t it
leaves to t h e C e n t r a l B a n k t o o great a power of varying
the volume of deposits.
T h e criticism to which t h e p r e s e n t
system is open is r a t h e r that the principle of the
fixed
fiduciary
issue is w r o n g in t h a t it associates t h e a m o u n t
of the gold which t h e B a n k of E n g l a n d should hold immobilised
and unavailable for export with t h e a m o u n t of the active note
circulation. F o r m e r l y , w h e n t h e B a n k ' s gold was h e l d for two
purposes, partly t o meet a n e x t e r n a l drain and partly t o m e e t a n
internal chain, it m a y h a v e been reasonable to e a r m a r k a sub
stantial part of it for the latter purpose. B u t n o w t h a t t h e second
purpose has disappeared, and has in fact been abolished by law,
so that the gold reserve of t h e B a n k of E n g l a n d is held for n o
other purpose t h a n t o m e e t a foreign d r a i n , t h e effect of enforcing
the principle of t h e fiduciary issue is to forbid t h e B a n k of E n g l a n d
to use by far the g r e a t e r part of its gold for t h e only purpose for
which it is held or could be used. At present (April, 1931) t h e
Bank holds about £145 millions i n gold, at holiday seasons its
note circulation rises to about £ 3 8 0 millions and t h e fiduciary issue
is fixed at £ 2 6 0 millions. T h u s £ 1 2 0 millions of the gold held by
the B a n k (the difference between the m a x i m u m circulation and
the fiduciary issue) is immobilised and at certain times of t h e year
only £25 millions is actually available. On t h i s basis by far the
greater part of the gold holding is immobilised w h e n t h e note issue
is at its seasonal m a x i m u m , a n a m o u n t equivalent to about 30 per
cent, of the note issue at those periods.
325. W e cannot regard as satisfactory a system under which so
high a proportion of t h e gold stock is locked up in such a way a s not
to be available for export if the Central B a n k should so desire. T h e
Act of 1928 indeed recognised the need for elasticity by empower
ing the Treasury, on t h e application of t h e B a n k of E n g l a n d , to
enlarge the a m o u n t of t h e fiduciary issue for a limited period of
time. D u r i n g the passage of t h e Bill a s t a t e m e n t w a s m a d e on
behalf of the G o v e r n m e n t , with t h e concurrence of the B a n k ,
illustrative of the circumstances in which the authority would be
exercised. T h e m a i n points of t h e s t a t e m e n t are s h o w n i n t h e
following e x t r a c t s :—
8

" Clause 8 of t h e Bill makes a s t a t u t o r y provision intended to be
used, not- reluctantly and with hesitation in time of crisis, but when
ever the Governor of the B a n k feels t h a t the present limit on t h e fiduciary
limit is unduly restrictive, to be used, not in defiance of t h e law, b u t in
* H a n s a r d , 14th May, 1928, Cols. 744-746.

accordance with t h e s t a t u t o r y provisions intended for t h e purpose..
. . . . We are replacing an illegality by ,a legal power intended to
bo used, not in a crisis, but before t h e crisis arrives. I do not pretend
to be able t o forecast every contingency which may cause t h e Governor
of the Bank t o make the application, and which may make the Clian
cellor of t h e Exchequer of t h e day agree to an increase in t h e fiduciary
-Issue; but let me examine some of the possible eventualities
An emergency of the type of t h e crises of 1847, 1857 a n d 1866 may never
recur. J u s t as in 1847 and 1866 t h e knowledge t h a t t h e Jotter had
been issued t o t h e Bank prevented a r u n upon t h e Bank, so t h e pro
vision made in Clause 8 may itself prevent t h e panic from which these
crises arose.
" B u t a new kind of emergency has become possible. iNow t h a t the
foreign banks have adopted t h e practice of accumulating a large
reserve of sterling bills, i t is always possible t h a t , owing t o a change in
policy upon t h e p a r t of those banks, a large sum of gold m i g h t be with
drawn in a short time by t h e realisation of those balances. The. proba
bility is t h a t such a measure would be avoided by co-operation amongst
t h e central banks, as was indeed advised in the Genoa resolutions. But if
t h e withdrawal of gold w a s insisted upon, i t m i g h t become necessary
to extend the fiduciary issue, and t h a t would be a n occasion which
would justify t h e Governor of t h e B a n k in asking for t h a t expansion,
and t h e Treasury in g r a n t i n g i t .
" A t h i r d contingency is t h e possible competition for gold among the
central banks
Should t h e Bank of England find t h a t , owing to a
world demand for gold, credit would be unduly restricted, n o t as a
check on speculation, but t o t h e injury of legitimate requirements, then
t h e Bank can request t h e Treasury to extend t h e fiduciary issue and
so free gold in t h e hands of t h e Bank for further credit operations.
" Moreover, t h e principle of a fixed fiduciary issue itself necessitates
some provision being made for normal growth. I t was only by an
accidental combination of circumstances t h a t t h e A c t of 1844 did not
require an expansion of t h e fiduciary issue from time to time
" T h e provision in the Bill for increase in t h e fiduciary issue is not
intended therefore t o be a mere legislative s u b s t i t u t e for t h e crisis
letter. On t h e contrary, it is intended to be used n o t in a crisis but
before it and to prevent undue stringency arising from any of t h e causes
I have m e n t i o n e d . "
326. W e think, nevertheless, that as a normal m e a n s of pro
viding elasticity, in conjunction with a gold position such as that
disclosed in the foregoing paragraphs, the arrangement of the Act
of 1928 is open to substantial criticism. W i t h a relatively small free
balance of gold, circumstances might well arise that were yet far
from emergency conditions, in which it was desirable t o let gold
flow freely from the country without affecting credit conditions here.
It might even be desirable to increase the amount of gold avail
able for export well in advance of this being absolutely required.
Yet it seems to us that an approach by the B a n k of England to
the Treasury for permission t o increase the fiduciary issue would
be interpreted as a sign of weakness and be the occasion of nervous
ness at a time w h e n the opposite effect on sentiment w a s to be
desired. While w e see no objection t o the provisions of the Act
of 1928 as the means of meeting a real emergency, we think that
their use in relatively normal circumstances is likely to give rise

to great misunderstanding of the position and we believe that it
would be preferable that the Bank should have control over a much
larger proportion of the total gold stock without calling in aid
these provisions. If the object of the fixed fiduciary issue is to
tie up the Bank of England, well and good. This may be inad
visable but it is intelligible. But if its object is not to fetter the
Bank but merely to require it to make a public declaration of what
will be interpreted as weakness, at the most inadvisable moment
for creating such an impression, the disadvantages of liberty and
of regulation are, it seems to us, heaped on one another.
327. As regards the right principles for regulating gold reserves
in the changed circumstances of to-day, w e may, without entering
into a long argument, summarise our views very briefly as
follows : —
(i) If it is thought unnecessary to fetter the discretion of
the Bank of England in regard to the volume of its deposits,
which in a modern system is the significant and operative
factor, there can be no good reason for fettering very narrowly
its power to issue notes.
(ii) There are great advantages in a high degree of mobility
for the gold reserves of Central Banks. Eor the task of recon
ciling international exchange stability with domestic credit
stability will be made easier if the Central Bank is free on
occasion to allow wider fluctuations in the proportion of its
total assets which is made up of gold and comparable items.
It is also desirable that the public should become accustomed
not to attach undue importance to fluctuations which the Bank
has deliberately permitted.
(hi) I n present circumstances it is highly desirable that
throughout t h e world the disadvantages of the immobility of
gold, and of laws whereby a very high proportion of the
workTs total stock of gold is rendered sterile, should be modi
fied, and we should not maintain any legislation which con
flicts with this aim.
(iv) Nevertheless, it is not unreasonable to regard some part
of a comitry's gold reserve as not belonging to the Central
Bank's masse de manoeuvre for normal daily use, but as an
ultimate reserve, not to be brought into consideration in
ordinary cases, but kept as a last resort for use only on grave
national occasions and after special deliberation between the
Government and the Bank. Such a reservation can be justi
fied both by its effect o n confidence and in itself.
(v) The proper amount of this ultimate reserve cannot be
reached as a fixed proportion of the note circulation (which is
the usual principle abroad) or as the excess of the note circu
lation over a fixed figure (which is the principle of the British
fiduciary issue). For it depends on quite different factors from
those which determine the note issue.
A change, for

14-2
example, in the habits of the public in paying by note or by
cheque respectively cannot affect the appropriate amount of
the gold which we hold against emergencies.
(vi) Just as the amount of gold held by the Bank should
be settled independently of the volume of the note issue, so
any precautionary limits which it may be thought advisable
to set to the Bank's power of note issue should be settled
independently of the amount of gold which it is required to
hold. The best form of limitation on the discretion of the
Bank of England in regard to the volume of its note issue, is,
w e think, the system which prevailed in France for many
years before the War, namely, an absolute maximum subject
to modification from time to time by law or by Treasury
Minute.
328. W e consider, therefore, that the best means of regulating
the note issue and the gold reserves of the Bank of England would
be the following : —
(a) That Parliament should give the Bank of England power
to put into circulation notes to an amount exceeding by a
moderate figure what has been found by experience to be the
normal note circulation. Thus if w e take the seasonal maxi
mum of the present note circulation (exclusive of notes in the
Banking Department) at £380,000,000, the absolute maximum
beyond which the Bank of England must not go might
be set at £400,000,000, this figure being subject to modifica
tion by law from time to time. Provision should also be made
for additional temporary elasticity by permission of the
Treasury on application by the Bank of England similar to
the provision in the Act of 1928.
(6) That the Bank of England should by law not be per
mitted to allow its gold reserve to fall below (say) £75,000,000,
except temporarily by permission of the Treasury in accord
ance (again) with a procedure similar to that laid down in the
Act of 1928. In proposing this figure as a statutory minimum
we do not contemplate that the B a n k of England would
actually allow its gold to fall so low in any ordinary circum
stances.
The Bank of England would thus be given greater freedom for
the handling of all normal day to day problems, whilst it would
be required, as at present, to confer with the Treasury and obtain
its assent whenever highly exceptional circumstances might require
some further temporary measures of elasticity.
329. W e should add at once, to prevent misunderstanding, that
we are not in favour of a reduction in the Bank of England's
normal stock of gold. So far from this being the case, we recom
mend in para. 354 below that the B a n k ' s normal holdings of
gold or its equivalent in foreign exchange should, in view of the
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large liability of London as an international banking centre, be
larger than they have been in recent years. W h a t we envisage
therefore in the future is a B a n k of England with both increased
resources and greater freedom. It is necessary, however, to say
that freedom and willingness, if occasion requires, to export gold
in considerable amounts presupposes power also to draw it back
from abroad in case of need.
This again presupposes that this
country maintains a sound position in respect both to its Govern
ment finances and its balance of payments.
The Separation

of the

Departments.

330. W e now turn to the secondary question whether the exist
ing separation between the Issue Department and the Banking
Department of the Bank of England should be continued. This
peculiar provision arose out of long-dead controversies which we
need not revive; for the' reasons which originally led to the separa
tion of the departments have no interest or relevance to-day.
331. The only solid reason, apart from the advantages of con
tinuity and the dislike of changing ancient forms, has been of a
different character, namely, that the separation of the Issue Depart
ment has provided a convenient formula for dividing the profits Of
the Bank of England between the Treasury and the Bank itself.
This division might of course have been made in a different way and
is so made in other countries. B u t the British system is as follows.
Broadly speaking the profits of the note issue belong to the
Treasury and the remaining profits belong to the B a n k of E n g l a n d ;
and the segregation of certain assets in the Issue Department
allows of the profits of the note issue being calculated, after de
duction of certain expenses, by means of the actual net profit earned
by these segregated assets taking into account not only the interest
earned but also capital appreciation or depreciation.
This
peculiar arrangement has the effect, however, of making the share
of profits accruing to the Treasury depend, not (as might
perhaps have been expected) on the volume of notes in circulation
or on the earning assets of the Bank, but on the fixed amount of
the fiduciary issue. Thus the Treasury share of the profits does
not depend on the variable element in the note issue, but only on
the earnings of such assets, fixed in amount (at present
£260,000,000), as the Bank may choose to set against the fiduciary
issue. If, however, it is desirable to calculate the Treasury's
share of the profits in this w a y , it is not necessary to have the
paraphernalia of the Issue Department for the purpose. T h e same
formula could be used without a separation of the departments.
332.. But in fact, as w e have mentioned, the amount of the
fiduciary issue is not absolutely fixed. It can be altered by T-easury
Minute (as explained in para. 59), subject to certain limitations of
time, on the application of the Bank of England.
N o w if the

fiduciary issue is increased, this has the effect under the present
arrangement, other things being equal, of increasing the share of
profits which accrues t o the Treasury and of diminishing the share
which accrues to the Bank of England. This appears to us to
confuse in a highly disadvantageous way two matters which ought
to be kept separate.
333. Witnesses from the Treasury and from the Bank of England
have defended the existing system, on the ground that, if and
when the fiduciary issue were to be increased, other things would
not be equal. For they presume that this step would not be taken
unless the Bank was losing gold and was replacing this gold by
earning assets, in which case it is reasonable that the income from
these additional earning assets should be assigned to the Treasury.
They also told us that even if an increase in the fiduciary issue
were to affect adversely the Bank's share of profits, this would
have no influence on the Bank in reaching a decision whether or
not to apply for such an increase.
334. This seems to us to overlook two considerations. I n the first
place, if the existing system were retained, it would be a mistake
if the Bank were never to apply for an increase of the fiduciary
issue except when it had actually lost or was about to lose gold
to the full amount of the proposed increase. I n the second place,
even if the Bank had lost an amount of gold equal to the increase
in the fiduciary issue, it does not follow that it would have wholly
replaced this gold by earning assets; for the loss of gold ought
sometimes to be allowed to have its direct effect of curtailing
credit.
335. Thus the separation of the Departments has not, in our
opinion led to a satisfactory formula for fixing the Bank's payment
to the Treasury. A precautionary increase of the fiduciary issue by
no more than £25,000,000 might under the present system reduce
the B a n k ' s profits for the time being at the rate of £1,000,000 per
a n n u m ; and even though the Bank might be entirely indifferent
to a loss of this magnitude, it is not reasonable that a necessary
piece of public policy should have this arbitrary and perhaps
embarrassing consequence.
336. On more general grounds we see no advantage in the separa
tion of the departments. It is confusing and misleading to anyone
who is not an expert. I n particular the Bank's so-called " re
serve " and its so-called " proportion " have quite different mean
ings from those attaching to these terms elsewhere and lend them
selves to erroneous comparisons with other institutions and to an
under-rating of the real strength of the Bank of England. I t is in
conceivable that anyone settling the matter afresh to-day would
devise the present form of statutory return. Moreover, if our
recommendations made above for the future regulation of the note
issue and the gold reserves are adopted, the separation of the
departments must necessarily come to an end.

337. W e recommend, therefore, that the payment by the B a n k to
the Treasury should be fixed, as is in effect the case at present, by
setting aside the net earnings of certain securities, but that these
should not necessarily be of the value of £260,000,000. W e suggest
that the amount of securities so set aside should vary with the
average amount over yearly periods of the excess of the Bank's
notes and deposits over its stock of gold and of silver coin. This
would protect the Bank from the risk of large variations in its
profits arising out of fluctuations, due to considerations of public
policy, in the respective proportions of its gold and its earning
assets.
Without such a provision the Bank might find itself
seriously embarrassed on some future occasion if its stock of gold
were to rise to a high level without a corresponding expansion of
its notes and deposits.
338. W e recommend further that the form of the B a n k ' s statu
toiy weekly return should be amended by the amalgamation of the
statements relating to the two departments, so that the consolidated
Bank return (taking for illustration the actual amounts in round
figures for April 29, 1931) would appear as follows :—
Proprietors' Capital
Rest
Public Deposits
Bankers' Deposits ..
Other Deposits
Notes in Circulation

£

14,500.000
3,500,000
17,000,000
49,000,000
37,000,000
350,000,000

Government Securities
Discounts and Advances
Other Securities
...
Silver Coin
Gold

£471,000,000

274,000,000
7,000,000
39,000.000
4,000,000
147,000,000
£471,000,000

339. The above scheme, which recognises the independence of
the note issue and the gold reserve and gets away from the false
suggestion that the appropriate volume of the note circulation is
closely bound up with the amount of gold in the vaults of the Bank,
seems to us to be the best.
340. Not only is this the best system for this country. W e also
attach great importance to it as a first step towards dissociating in
the world at large the question of the right level of a country's
gold reserve from the question of regulating the note issue. If
the view could be generally- accepted that gold reserves to-day are
held solely to meet temporary deficiencies in the balance of inter
national payments, and if their amounts were determined by what
was reasonably necessary for this purpose, this would be the greatest
safeguard we can imagine against the risks of a future shortage in
the supplies of gold relative to the natural growth of the world's
money-income.
341. There is a further matter, though not
nificance, to which we think it desirable to call
that a substantial proportion of the " notes
not in fact in active circulation at all but are

of fundamental sig
attention. It seems
in circulation " are
held, many of them

year in and year out, in the safes of the joint stock banks, which
are in the habit of holding a much larger proportion of their cash
reserves in the form of actual bank notes, instead of as deposits
with the Bank of England, than is required by them as till-money.
342. This practice is doubtless due to historical causes.
The
large quantity of bank notes held by the joint stock banks is a
survival from other times, when notes played a much larger propor
tionate part in making payments, when the banks were much
smaller and less able, therefore, to average requirements over a wide
area, w h e n communications were slower, and when periodic runs
on country banks were still a lively memory. Since large quantities
of notes are now held continuously in the vaults of the head
offices, it is evident that they are no longer heeded for their
former purpose. But there has been no incentive to the banks to
change their habits, since neither Bank of England notes nor
Bank of England deposits earn interest, so that it is a matter of
indifference to the banks in which form their cash reserves are
held, provided that they have enough bank notes to provide till
money and enough B a n k of England deposits to provide for the
clearing.
343. The total quantity of bank notes thus held by the English
clearing banks has amounted recently to about £105,000,000 and
has been steady round about this figure. This represents about 6
per cent, of their deposits. W e understand that a smaller quantity
of bank notes would be fully enough to provide the banks with till
money. If the Bank of England were to increase the facilities for
obtaining notes at short notice, when required, by establishing
depots in various parts of the country, some 4 per cent, of their
deposits might be sufficient.
This would enable the clearing
banks to pay up to (say) £40,000,000 in bank notes into the
Bank of England, and to increase their deposits with the
B a n k of England to an equal extent, without any incon
venience to themselves.
W e may mention that the" Federal
Reserve System of the United States has recognised the desir
ability of the member banks keeping their legal reserves in the
shape of deposits with the Central Institution, and not in bank
notes, by providing that only the former reckon towards a member
bank's reserve requirements, till-money being for this purpose
excluded.
344. If the banks were to d o this, the effect would be to decrease
the active note circulation by a corresponding amount and to in
crease the bankers' deposits with the Bank of England by the same
figure.
Incidentally it would mean that the present artificially in
flated figures of note circulation would be reduced to an amount
which corresponded to the notes actually in circulation, so that the
B a n k return would present a ti-uer picture of the situation. At
present the possession of these surplus notes gives the banks a
certain influence over the state of the Bank of England's

return, which they may value—though it is not one which, in our
opinion, they ought to have. For it enables them to affect the
Bank of EnglancTs published " reserve " and " proportion "
within quite wide limits, according as they choose from time to
time to exchange deposits at the Bank of England for notes and
vice versa.
Changes of this kind are, at present, a most disturb
ing feature of the Bank's return; for it is impossible to know
whether changes in the notes taken out represent a real increase in
the circulation or merely a manoeuvre on the part of some joint
stock bank. This fact reinforces the desirability of the change of
principle which we recommend above, since after this change has
been made it will make no significant difference whether the clear
ing banks hold notes or Bank of England deposits. But for the
same reason it will make it a matter of indifference to the clearing
banks themselves how they hold their reserves and thus remove
any reason for reluctance which they might otherwise have felt in
falling in with our suggestion to pay in notes.
345. If this proposal were adopted, it should be for consideration
whether the maximum figure for the note issue should not be fixed
at some lower figure than £400,000,000. I t s adoption would also,
it is true, greatly mitigate the practical evils of continuing the
present fixed fiduciary s y s t e m ; indeed it might in effect give the
Bank of England more latitude than our o w n proposals. But it
would not meet the point of principle or achieve the important
object of separating explicitly the question of gold reserves from
the question of note issue. It would merely provide a means of
rendering the existing system of regulation a dead-letter, without
establishing any right principle in its place.
346. Finally, we think that it would point the right road to
further progress if some provision were made, in the event of other
Central Banks accepting a similar provision, for balances with the
Bank for International Settlements to he allowed, at the discretion
of the Bank of England, to reckon for all purposes of the law as the
equivalent of gold. This provision might be of the highest value
in the future course of the evolution of international banking and
would provide an important precedent in the development of
methods of international banking practice for the economy of gold.
In the event of the Bank for International Settlements failing" to
develop along the lines which would make it advisable for use t o
be made of this discretionary power, the Bank of England would,
of course, be free to make no use of it. I n any case this suggestion
is not directed to the immediate situation, but is, rather, a matter
for consideration in connection with long-distance monetary policy.
2.
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347. The outstanding characteristic of the London money and
investment markets has been the comparatively small amount of the
resources of the Central Institution in relation to the vast amount

of the international financial business transacted in the City. So
far from this being anything new, it carries on the traditional
pre-war system. This pre-war system depended on the extreme
liquidity of London's claims on the rest of the world. In 1913 the
sterling bill was the foundation of the system; a large part of the
outstanding volume of such bills represented acceptances on behalf
of foreign clients; and consequently any measures taken by the
Bank of England to curtail the volume of sterling bills resulted
within a few weeks in the maturing of claims by Eondon on the
rest of the world. The Bank of England chose, therefore, mainly
to depend on its power to contract the volume of acceptances by
its control of the money market, and w a s content, having this
power, to economise in the amount of its other liquid resources.
348. The Bank of England still has this power in an uncommon
degree and can still afford to place great dependence upon it. But
relatively to the growth of other factors, its efficacy is less than
it w a s . It is advisable, therefore, to review the position in the
light of the facts and figures of to-day.
349. W e pick out the following elements as deserving particular
notice :—
(i) The figures given in Appendix I show that the volume of
sterling acceptances on behalf of overseas clients has fluctuated
widely in the course of the last four y-ears, varying between a
m i n i m u m of £123,000,000 in J u n e , 1927, and a maximum of
£203,000,000 in June, 1929.* But these figures are dwarfed by
the Treasury Bills in the market, which is a n e w feature since the
W a r , the amount of these Bills, outside Government Departments
and the Issue Department of the Bank of England, fluctuating
during the same period between £472,000,000 and £525,000,000.
Moreover, since the War an acceptance market in N e w York has
been organised on a considerable scale. Dollar acceptances on
foreign account have fluctuated in the four years 1927-30 between
£107,000,000 and £200,000,000. t
(ii) It has been explained to us that there is some connection
between the volume of sterling acceptances for foreign clients
outstanding at any time and the volume of bills and deposits held
in L o n d o n on foreign account. Consequently, fluctuations in the
volume of sterling acceptances outstanding are partly offset by
corresponding fluctuations in the volume of bills and deposits
held in London on foreign account.
T h u s , the maximum
fluctuation in the excess of such bills and deposits over sterling
acceptances on foreign account is less than the maximum fluctua
tion in either of these elements taken separately, being no more
than £50,000,000 in the course of the four years for which we
have statistics.
* T a k i n g half-yearly dates.
t T a k i n g end of t h e year dates.

(iii) Before the W a r London's short-term position with the
rest of the world was probably well balanced. To-day her gross
liabilities for foreign short-term bills and deposits are largely in
excess of her claims in respect of her acceptances.
(Account
cannot be taken of our deposits abroad since figures are not avail
able.) This is mainly due (as is also the case in N e w York) to
the magnitude of the abnormal French deposits held in London
and to the growing practice on the part of Central Banks and
other banks abroad of holding a large portion of their liquid
resources in this way. This may be expressed by saying that
London is now practising international deposit banking, as distinct
from international acceptance business and the deposits associated
with this, on a larger scale than before the War.
(iv) There is a new feature, closely associated with (iii) above,
which is at the same time a convenience and a danger. Not only
is London conducting a larger business than formerly as a deposi
tory of international liquid funds, but so also—and on a still greater
scale—is N e w York. This means that there is a substantial quan
tity of such funds ready to move from one money market to another,
according to the attractions of the rate offered. I t follows that
changes in the short-term rate of interest in London relative to
New York are even more potent than before the W a r in regulating
the net position of our international balance sheet. Perhaps they
are too potent, for part of the relief comes in a different, and less
desirable, way than formerly. A rise i n discount rates in the
pre-war money market functioned mainly by calling in our claims
on the rest of the world through the contraction in the volume
of our acceptances. A rise in discount rates to-day is more liable
to function in part by increasing our liabilities to the rest of the
world through the attraction of short-term funds from abroad.
Thus, the ease with which we can for a time meet claims on us by
attracting precarious short-term deposits, while it is certainly a
great convenience, may also be a danger unless we avail ourselves of
it only with the greatest moderation and prudence.
(v) The volume of foreign long-term financing which is ready
to offer itself in London, provided that terms can be arranged, is
much greater than it used to be relatively to the annual surplus
which we have available for this purpose. This applies not only
to the new issue market, but also to the large volume of so-called
international " stock exchange securities which find a ready
market in, and move easily between, different international centres
of finance. I n particular, foreign government bonds and the like
which are issued in N e w York in the first instance are subsequently
almost as likely to find a home here as in the United States.
Moreover, our annual surplus for new long-term foreign invest
ment is not only smaller absolutely than it used to be, but is also
smaller relatively to our total annual savings and to the scale of
the market and is subject to sharp fluctuations, amounting to as

much as £100,000,000, according to the estimates of the Board of
Trade (see Appendix I V ) , between one year and the next.
350. All this m a y be summed up by saying that there is much
more risk than there used to be of our financing long-term invest
ment by means of attracting short-term foreign funds of a precarious
character, and thus gradually slipping into a less liquid position
than is desirable. This may result in our having to maintain
short-term rates over a long period at a level inappropriate to
domestic requirements in order to retain the precarious foreign
funds which we have inadvisedly employed in a non-liquid way.
351. Or we may put it thus. Before the War our liquid inter
national assets mainly consisted of the Bank of England's gold and
our sterling acceptances on foreign account. These were believed to
be, as a rule, at least equal to and sometimes substantially in excess
of our short-term international liabilities. To-day we have greatly
increased the latter as a result of the development of our functions
as a depository of international short-term funds, whilst the former
have not been increased correspondingly, with the result that our
liabilities may be as much as double our liquid assets, reckoning
these as made up of our acceptances and our surplus gold hitherto
available for export. Regarded in this way our total position is
much less liquid than formerly, whilst the use of our traditional
balancing factor, namely bank rate, may operate as much by in
creasing our short-term liabilities as by calling in our short-term
assets. To these latter should, of course, be added our deposits
abroad held at short notice, for which we have no figures, but
even so we believe the position to-day to be less liquid than before
the War.
352. Our conclusion is that the Bank of EnglancVs liquid assets
ought to be increased at the first opportunity to a substantially
higher figure and maintained thereafter at this higher figure as the
normal. At the same time we should be prepared to see without
concern very wide fluctuations in the aggregate of these assets. We
think that the instrument of bank rate should be used sparingly
when the objective is merely to balance moderate changes in the
short-term position by attracting foreign funds and not to affect the
domestic situation. B a n k rate is rightly used when the Bank of
England deliberately desires to contract credit either at home or
in the world at large. I t s use is of much more doubtful utility
when there is no desire on the part of the Bank to contract credit
either here or abroad, t h e main point of maintaining a high bank
rate being to attract foreign funds. The temporary contingencies
which the attraction of foreign funds is intended to meet would
often be better met in the opposite way, that is to say, by the Bank
relinquishing its o w n liquid assets rather than by borrowing liquid
assets from abroad. This course would not only be more prudent,
but it would be much more effective in circumstances in which,
apart from the exigencies of the short-term position, the wish of
the Bank would be to relax credit conditions in the world at large

r
rather than to contract them. For rising rates in London must
have a tendency to contract credit everywhere, whereas if London
were both in a position to release gold and other liquid assets and
willing to do so, it would have a precisely opposite tendency—which
is what will be desired in the circumstances assumed.
353. For these reasons w e consider that the pre-war system in this
country under which only relatively small fluctuations in the gold
reserve of the Bank of England were permitted, and bank rate was
operated with this end in view, needs to be supplemented to-day.
W e think that in the modern world, having regard to the scale
of international operations and the size of other money markets,
the Bank of England should feel itself free t o see, without anxiety,
very large fluctuations in its o w n liquid assets between their
minimum and their m a x i m u m .
T h e magnitude of London's
international operations to-day requires, that is to say, that
the normal level of the Bank of England's liquid international
assets should be materially higher than it now i s , that these liquid
assets should exist to be used at not infrequent intervals, and that
money markets at home and abroad should be made accustomed to
view these fluctuations as a sign of strength and as a part of the
Bank's regular machinery for the control of credit. W e consider
that at present the disparity between London's liquid resources
and those of other large international countries is too great and
should be diminished.
354. The recommendations which we have made above regarding
the fiduciary issue would have the effect of releasing for this purpose
a larger proportion of the gold already held than is available at
present. But this would not be enough by itself. It would enable
the Bank's stock of gold to fluctuate between extremes of (say)
£175,000,000 and £100,000,000. But for the Bank to raise its
stock of gold above the former figure might be undesirable unless
the present pressure on the supply of gold becomes relaxed or other
Central Banks become content with a smaller normal figure for
their own gold reserves. Thus it would seem advisable for the Bank
to supplement its gold reserves b)' liquid funds held abroad either in
other important financial centres or perhaps with the Bank for
International Settlements if that institution evolves in a manner
suitable to this purpose. W e suggest, therefore, that in addition
to gold reserves fluctuating between (say) £100,000,000 and
£175.000,000, the Bank might maintain other foreign liquid
resources fluctuating in amount up to £50,000,000. A part of these
foreign resources might belong to the securities allocated against
the note issue. But even so some increase in the total resources
of the Bank of England might be required. W e make a proposal
bearing on this in paragraph 370 below.
355. W e must emphasise, however, that there is one important
corollary to the freer use of its liquid resources by the Bank of
England based on normal holdings of an increased amount. The

Bank must not be tempted into meeting by exports of gold an
adverse position of a character for which bank rate and a con
traction of credit is the appropriate remedy. The exchanges may
prove adverse to us either on account of a trade or investment
expansion at home of an inflationary character or on account of the
movement of capital items resulting from the performance of our
functions as a centre of international finance. We recommend an
increase in the Bank's resources and a free use of these increased
resources in appropriate circumstances, because our business of
international banking on a great scale may prove incompatible with
the reasonable stability of domestic business and enterprise if we
cannot afford to- allow a movement of even ten per cent, in our liquid
international liabilities without taking steps most upsetting and
sometimes highly injurious to our domestic trade. B u t it must not
be inferred from this that w e are in favour of any hesitation in the
use of bank-rate and credit contraction when the immediate problem
of management is to check boom conditions or rising prices at
home and is not primarily concerned with movements of foreign
capital.
3.

T H E

D A Y - T O - D A Y

P O L I C Y

O F

T H E

B A N K

O F

E N G L A N D .

3 5 6 . The chief means at the disposal of the Bank of England for
the management of the monetary system are the following :—
( 1 ) The official bank rate.
(2) " Open-market " operations (or the deliberate refraining
from them) which, after taking account of the changes, if any,
in the Bank's gold reserves and in the Public Deposits, have
the effect of changing the aggregate amount of the Bank's
Private Deposits.
(3) " Open-market " operations which consist in changing
the form of the Bank's assets without changing their
quantity. This may take any of three forms :—
(i) The Bank may offset movements of gold by buying
or selling securities;
(ii) The Bank may sell short-dated securities (e.g.
Treasury Bills), and at the same time buy long-dated
securities (e.g. Consols);
(iii) The Bank may force the market to discount or
obtain advances on the official terms, with the object of
bringing market, rates into closer conformity with these,
by selling securities (which might be regarded as a variant
of (2) above).
(4) There are certain technical devices for directly influenc
ing the foreign exchanges, namely, sales or purchases of foreign
balances (i.e. so-called " gold exchange " methods), dealings
in forward exchange, and small variations in the Bank's buying
price for gold.
(5) The use of the Bank's personal influence over, or advice
to, prominent elements in the money market.

357. Of these (1) was the traditional instrument, upon which
chief emphasis was laid in all pre-war accounts of the B a n k ' s
methods. W e have explained in paragraph 352 above our reasons
for thinking that this instrument should be used sparingly for tem
porary adjustments of the international balance of payments and
should be mainly reserved for occasions when the Bank deliberately
wishes to contract or to expand credit either at home or in the world
at large. W e have also indicated in paragraph 221 the difficulties
which arise in employing the instrument of bank rate w h e n the
ultimate requirement is to secure a substantial reduction in the
general level of money-incomes. But between these extremes of
purely temporary adjustments at the one end and exceptional
long-period adjustments at the other, there are many contingencies
for dealing with which the instrument of bank rate as traditionally
employed by the Bank of England is excellently suited—in par
ticular the control of the Credit Cycle and the regulation of the
rate of slow, normal change in the level of money-incomes so as
to maintain conformity between money-incomes at h o m e and
abroad.
358. Since the War method (2) has been greatly developed and
perhaps plays the major part in the case of the smaller day-to-day
movements, as contrasted with larger changes. W e think that
the evolution of the Bank of England's methods in the direction
of a greater reliance on the habitual use of open-market operations
has been wisely conceived and should be developed further. There
are, however, t w o respects in which the Bank of England's position
for the effective, use of this method might be strengthened.
Hitherto the Bank has had no accurate information as to the
quantity of cash held by the clearing banks, whereas it is the
aggregate of these banks' cash and Bank of England deposits
which determines the amount of credit which they create; nor
has the Bank had accurate information as to the division of the
deposits of the clearing banks between current accounts and fixed
deposits, whereas a change in the volume of credit produces
different consequences according as it corresponds to an increase
in current accounts or in fixed deposits.
The volume of the
bankers' deposits with the Bank of England (taken in conjunction
with their holdings of bank notes which, as may foe seen from
Table I in Appendix I , have been remarkably steady) is t h e main
determinant of the volume of domestic credit, and the question of
the right amount of these deposits, from week to week as circum
stances change, should, we think, be a main pre-occupation of
the Bank of England.
As appears from Sir Ernest Harvey's
evidence, this is, in fact, one of the matters to which the Bank pays
attention. But judging from the average amount of these deposits
quarter by quarter in recent years (cf. the table in para. 167), we
are not clear whether enough allowance has always been made for
changing circumstances. On the other hand, the fluctuations of
the bankers' deposits at the Bank of England over shorter period"

may be, from the clearing banks' point of view, more frequent
and more unpredictable than they would be if the Bank were to
depend for its management of the market rate of discount day by
day less on restricting or expanding the banks' cash and more on
direct co-operation with the banks and on the substitution of one
kind of asset for another within the Bank of England's own
resources.
The Bank of England's difficult task of regulation
may, we hope, be made a little easier by the adoption of some of
our other proposals, in particular those for an increase of the
detailed information at the disposal of the Bank, for a more
precise understanding as to the cash reserves maintained by the
clearing banks, and for a closer collaboration between these banks
and the Bank of England.
359. Method (3) has doubtless been employed by the Bank from
time to time, especially in cases (i) and (iii).
B u t deliberate
exchanges between the Bank's holdings of long-dated and of
short-dated securities respectively, with the object of influencing
the margin between the market rate of interest on the two types
of securities, may not have played in the past as important a part
in regulating the rate of investment as they might. W e think that
the policy of bringing to bear such influence as the Bank may
possess for widening or narrowing the margin between long-term
and short-term rates of interest in different sets of circumstances,
with a view to encouraging fixed investment or liquidity as the
case may be, should be frequently considered and should some
times form the basis of action. Very often the Bank may be able
to bring to bear all the influence which it needs t o exercise on the
long-term rate of interest by operating on the short-term rate,
which has usually been considered its more direct concern. But
occasions may arise w h e n this will not be sufficient.
360. The methods which we have grouped together under (4)
have played no great part hitherto in the Bank's scheme of control.
W e have already proposed above (para. 354) that " gold-exchange "
methods might properly play a greater part to-day than formerly,
and have recommended that the Bank should increase its interest
in international liquid assets other than gold. W e have also had
before us proposals relating to the forward exchanges and to a
widening of the gold points with a view to increasing the power of
influencing the movement of foreign funds through changes in
the margin between the spot and forward rates of foreign exchange.
These are matters of detailed technique which the Bank of
England will no doubt be ready to consider; but they lie somewhat
beyond our own competence and we make no recommendation.
361. W e come finally to method (5), that is to say to the Bank's
personal influence over the other elements in the money market.
These elements fall into four groups : — (a) the Money Market
proper ; (b) the Issuing Houses and the Accepting Houses ; (c) the
great Clearing B a n k s .

362. The contact between the Bank of England and the money
market proper is adequately close and successful. The practice of
frequent meetings between representatives of the Bank and the
leading bill brokers by which the wishes and intentions of the
Bank are confidentially communicated to the latter needs no im
provement.
363. The contact between the Bank and the leading issuing
houses is also intimate. W e understand that important foreign
issues made by these houses are seldom underwritten in London
unless the Governor of the Bank of England has been first consulted
and that any opinion he may offer will carry great weight. The
weakness of this control arises in a different way. It is partly due
to the possibility, and often the probability, that foreign bond
issues may be made elsewhere and then or subsequently be to a
large extent re-offered in London.
364. Coming to the third group, the great clearing banks, we
think that there might with advantage be closer contact between
them and the B a n k of England.
Our suggestions on this head
follow in the next section.
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365. I n the United States the member banks of the Federal
Reserve System are required by law to maintain balances with their
Reserve Bank bearing a specified relation to their deposits. Their
till money is not allowed to reckon for this purpose. The pro
wrtion of reserves to deposits actually held depends on the divi
in of the member banks' deposits between demand deposits and
S10J
tii ne deposits. But in practice it has worked out in recent years
at a percentage between 7 and 9 of the deposits, in addition to
till money of about 2 per cent., making in practice about 9.5 per
cent, altogether.
:

366. I n Great Britain there are no legal requirements. But for
some time past, subject to one exceptional movement, the actual
practice of the ten London clearing banks has not changed. They
publish monthly figures of reserves in cash and at the Bank of
England which up to 1927 averaged 11.7 per cent, of their deposits
and now (owing to a change of practice on the part of the Midland
Bank which used to keep a higher reserve than the other banks)
average about 10.8 per cent. The interpretation of this figure is
subject, however, to the t w o observations following.
367. The banks have not distinguished in their published state
meants between their holdings of Bank of England (or Treasury)
tes and their deposits w i t h the Bank of England. They have,
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however, furnished us with separate figures for these two items,
which may be summarised as follows :—
(Annual averages

-1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930

of monthly figures omitting

Cash in baud
(£ 000).

110,733
105,567
111,216
108,744
104.604
103,714
104,448
103,786
106,067
105,011
105,067
103,880

Per Cent,
of
Deposits.

7-5
6-2
6-4
6-4
6-5
6-4
6-5
6-5
6-4
6-2
6-1
6-0

June and December.'"')
Balance with
Bank of
England
(£ 000).
86,915
74,855
90,741
88,395
83,333
83,640
81,209
80,715
78,746
77,877
76,934
78,362

Per Cent,
of
Deposits.

5-9
4-4

5-2
5-2
5-2
5-2

5-1
5-0
4-8
4-6
4-4
4-5

* These months are omitted because of the exceptional half-yearly window
dressing operations which are discussed later.

368. Thus of the total ratio of 10.5 per cent, here shown only
4.5 per cent, is held in the form of balances with ithe Bank of
England. As we have already indicated in paragraph 79 the latter
figure is, however, not quite what it appears to be. The monthly
figures published by the clearing banks are not true daily averages
but are averages of one selected day in each week of the month. It
seems that, in order to present a better appearance, most of the
banks concerned are at pains to manipulate their balances with the
Bank of England on the selected day of the week so that they
stand at a higher figure than usual. Moreover, each of the four
biggest institutions pursuing these practices selects a different day
of the week for the purpose, calling in loans from the money
market on its o w n selected day, but returning them next morning
in time for the next big bank to calk them for its making-up day.
Thus a certain part of the published reserves of the clearing banks
in the shape of deposits with the Bank of England is like a stage
army, the same liquid resources doing duty four times over in
the course of each week. At the end of each half-year the same
practice, euphemistically known as " window-dressing," is
followed on a grander scale.
On these occasions other banks
which only publish figures at these dates also make a brave show
in their balance-sheets with deposits at the Bank of England,
which they temporarily acquire for the purpose. The net result
is that the average Bank of E n g l a n d . balances of the clearing

banks are less than 3.5 per cent, of their deposits (perhaps not
more than 3 per cent.) and those of the banks of the country a s
a whole less than 3 per cent.
369. W e have made some attempt to estimate the magnitude of
this practice. A comparison of the balances with the Bank of E n g 
land as published by the clearing banks with the bankers' balances
(which include other accounts besides those of the clearing
banks) as published weekly by the Bank of England suggests that
the monthly " window-dressing " has the effect of increasing the
apparent cash reserves of the clearing banks by at least £20,000,000
over the true average figure. I n the case of the end-year window
dressing the aggregate deposits with the Bank of England offered
by the banks of the country as a temporary display on December
31st—the only figures with which most of them supply their share
holders and their customers—appear to be about .-£75,000,000 in
excess of the figure normally held.
370. W e are not aware that these practices serve any useful
purpose. W e think that they are not creditable to our banking
system; and we recommend that they should be given up at once.
Our recommendations on this and allied matters are as follows : —
(1) The monthly statements now published by the clearing banks
are the result of pressure put upon them 40 years ago by Mr.
Goschen, then Chancellor of the Exchequer.
Certain recom
mendations for changes w ere made subsequently by the Cunliffe
Committee, but only one bank (Lloyds Bank) has adopted them
in full. Their form is not now as useful as it could be and is
capable of certain improvements. We recommend that the banks
should be asked to publish their statements in future in the form
set out in Chapter V which substantially corresponds with the
form in which, at our request, they have kindly furnished us
with their figures for recent years.
(2) In these monthly statements the returns made of the cash
in hand and of the balances with the Bank of England should be
true daily averages.
(3) W e have shown above that the reserves now published by
the clearing banks are, omitting June and December, about 10.5 per
cent, of their deposits,.made up of 6 per cent, in Bank of England
notes and 4.5 per cent, in balances with the Bank of England.
W e recommend that the London clearing banks should aim at the
maintenance on the daily average of each three-monthly period of
an amount of cash in bank notes and balances with the Bank of
England of not less than 10 per cent, of their deposits.
T

(4) For banks other than the London clearing banks, we have
not available the statistical information necessary to make a definite
recommendation as to their cash balances.
Under present arrange
ments they often need to hold balances with their clearing agents,
but we do not know the terms upon which such balances are' held.
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W e think it possible that machinery could be devised under which
these balances would be held at the Bank of England and operated
upon by the clearing agents. The position of the Scottish banks
is, moreover, complicated by the arrangements in connection with
their note issues. W e think, however, that the banks other than
the clearing banks should aim at the maintenance on the daily
average of each three-monthly period of an amount of cash in
bank notes and balances with the Bank of England of a given
percentage of their deposits and we recommend that the appro
priate percentage should be arrived at in each case after consultation
with the Bank of England.
These proposals would probably involve some increase in the
amount of reserves held by the banks,' so that it would place on
them a small additional burden. It needs, therefore, to be justified
in the public interest. In a modern banking system, where member
banks are in a position to hold earning assets which can be quickly
turned into cash at the Central Institution, indirectly as in Great
Britain or directly as in most other countries, the amount of reserves
which they require strictly for their own safety and convenience
may be extremely small. Since their reserves earn no interest,
there will, therefore, be a tendency to whittle them down gradually
by one means or another to the lowest figure which will not disturb
public opinion. Moreover the main reason for expecting the banks
to keep reserves above the minimum needed for daily convenience is
no longer primarily the safety and solvency of the banks them
selves, as it was in former times, but the necessity for providing the
Central Institution with adequate resources wherewith to manage
the monetary system and safely furnish the member institutions
with precisely those conveniences, for rapidly liquidating earning
assets, upon which the latter depend when determining the
amount of their cash reserves. Thus the appropriate amount of the
reserves of the member banks cannot now be left to their own
individual self-interest but must be governed by the proper require
ments of the system as a whole.
In a country such as France, where bank notes still play a very
important part, the resources held by the Central B a n k against the
note issue may be fully adequate to its requirements and the ques
tion of the balances held w i t h the Central Bank by its member
banks may be a matter of comparatively small importance. But
in countries such as Great Britain and the United States, where
the great bulk of the business of the country has come to be
transacted by cheques, this is not the case. The substantial ques
tion before us is, therefore, the adequacy of the resources of the
Bank of England for all possible contingencies.
W e have already expressed the opinion that the resources of the
Bank of England ought to be augmented with a view to. increasing
both the amount of its own liquid reserves and the amount of its
earning assets available for various types of open-market operations.

Since 1913 there has grown up in the United States their great
Federal Reserve System with aggregate deposits more than three
times the banking deposits of this country. Against these deposits,
reserves approximating
per cent, must, in practice, be main
tained with the Federal Reserve B a n k s , which also have the
advantage of resources held against a substantial note issue. As a
result the average deposits held in 1930 by the member institutions
with the Central Institution in the United States and in Great
Britain respectively compare as follows :—
£
United States
488,000,000
Great Britain
65,000,000
This disparity is far greater than that of the magnitude of the
two banking systems or of their international responsibilities. W e
feel that it has only to be stated in order to carry the conviction
that our leading banks should be expected to contribute somewhat
more to the strength of the Central Institution. Some small pro
portion of the revenues of our banks could be spent in n o better
way than in thus strengthening our monetary system at its founda
tions.
For the quantities which were appropriate to pre-war
conditions are no longer in scale for a country which intends to
maintain its position as one of the chief financial centres of the
modern world.
(5) The adoption of these recommendations would provide some
increase in the resources of the Bank of England. But it would
not, we think, provide a sufficient increase in view of the considera
tions which we have urged above. W e suggest, therefore, that
the Bank of England should consider an appropriate increase in the
amount of its capital.
(6) W e think that there might sometimes be an advantage i n
allowing a slight elasticity on the initiative of the Bank of E n g l a n d
in the reserves recommended above for the joint stock banks.
That is to say, the power to relax or tighten up this figure might
be a useful addition to the Bank of England's means for effecting
a relaxation or contraction of credit. W e make the suggestion,
therefore, that as to a variation within certain narrow limits, the
banks should accept the advice of the Bank of England a s to the
average figure at which they should keep their reserve balances—
the Bank indicating to them from time to time the advisability
of a change (which probably should be quite small on any one
occasion). The advantage of this technique, as compared with open
market operations, would lie in the fact that the B a n k of E n g l a n d
is somewhat narrowly limited by custom in the classes of securities
which it can buy or sell, whereas the effect of an. alteration in the
reserve proportions of the joint stock banks could be spread over
the whole of the assets of those banks.
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Whatever ratio of reserves be fixed as suitable, it is in any event
most important that it should be rigidly adhered to by the banks.
For the power of the Bank of England to control the aggregate
volume of credit in the country by means of open-market operations
and other measures essentially depends o n the rigidity of this ratio.
(7) W e have carefully considered whether our recommenda
tions as to the cash reserves to be maintained by the
banks should be given statutory effect or whether they should
be left to the good-will of the banks concerned. W e think that
there are substantial advantages in the traditional procedure of this
country by which our banks are not subjected to any special
legislation. It would be preferable, therefore, that these recom
mendiations should be carried into substantial effect by agreement
between the Bank of England and the banks concerned. All the
matters in question are perfectly susceptible of settlement by agree
ment since those who would be the parties to such an agreement are
responsible and substantial concerns and few in number.
We
should hope, therefore, not to find any serious difficulty in the way
of such a solution.

371. There remains the question whether any improvement or
extension is possible in the present system of consultation and co
operation between the Bank of England and t h e large clearing
banks. The evidence which we have received has given us the
impression that these relations might with advantage be somewhat
closer than they now are. I t is a result of causes originating in
the now distant past that there is still a degree of aloofness and
remoteness in the daily relations between the Bank of England
and the clearing banks which does not exist, for example, between
the Bank of England and the merchant banks, the leading issuing
and accepting houses, and the bill-brokers.
372. This is a matter upon which it is, of course, impossible to"
make precise recommendations. B u t w e suggest for the considera
tion of those concerned that it might be extremely useful if there
were frequent and regular meetings between representatives
of the Bank of England and of the clearing banks, at which
opinions would be exchanged in a free and intimate manner, the
clearing banks taken into the confidence of the B a n k of England
to a greater degree than seems to b e the case at present, and their
co-operation invited with a view to making the policy of the Bank
of England fully effective.
373. Perhaps we may usefully give a few examples of the sort of
cases we have in mind where such co-operation might be useful.
The joint stock banks play a much greater direct part than formerly
in attracting foreign deposits to this country, since they accept such
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deposits at rates of interest which do not always bear the same
relation to the market rate of discount. It is well that there should
be a harmony between their policy in this regard and the wishes of
the Bank of England. Again, w e consider that the rates allowed
by the clearing banks on fixed deposits should not always be deter
mined as at present but sometimes with a view to influencing the
public to be more or less willing, as the varying circumstances
may require, to employ their savings in less liquid forms.
374. Above all, it is desirable that the clearing banks should be
made aware in the plainest possible manner whether the general
tendency of the policy of the B a n k of England at any time is
towards a relaxation or towards a contraction of the conditions of
domestic credit. At present a small expansion by the Bank of
England in the basis of credit m a y be employed by the clearing
banks in the bill market in a way which may weaken the foreign
exchanges, merely because of their uncertainty whether the small
expansion which they have observed represents definite intention
cr is merely an accidental reflection of other forces and will probably
be reversed soon afterwards.

CHAPTER IV.-PROPOSALS RELATING T O THE
CAPITAL M A R K E T FOR H O M E INVESTMENT.
375. Each great financial centre has its own characteristics. But
the City of London can still claim to be the most highly organised
international market for money in the world. Its freedom and
elasticity are without parallel. I t s accepting houses and its discount
market provide unequalled facilities for the financing of national
and international commerce; whilst the former, in their capacity as
issuing houses, play a large part in the placing of international issues
of a long-term character. Lastly the great British joint stock banks
have the pre-eminent merit that their financial strength and
liquidity! are beyond any question. It may be that w e are too far
removed in this country from the days of great banking failures
and panics, and the ruin following from t h e destruction of confi
dence, to esteem at its proper worth the enormous value of an
impregnable banking system.
376. It is noteworthy, however, that, speaking generally, the
exceptional merits of the City of London lie in the facilities given
by the short-term money market for the employment of home or
foreign funds; in the financing of trade and commerce, also both
home and foreign; and in the issue of foreign bonds, as
distinguished from the financing of British industry. The combined
facilities offered by the accepting houses and the discount market
have for very many years been made use of by bankers, merchants
and traders throughout the world; they have been equally available
1 0 1 2 2
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to, and have in fact been largely made use of b y British merchants
and traders. In so far as these facilities have not been even more
largely made use of by the latter, the reason must lie in the fact
that they have been able to find all the credit they wanted as
cheaply or even more cheaply from the joint stock banks themselves.
B u t the relations between the British financial world and British
industry, as distinct from British commerce, have never been so
close as between German finance and German industry or between
American finance and American industry.
377. For the peculiar characteristics of the London money market
we must look naturally to its history. England has always been a
great commercial and trading as well as a great industrial n a t i o n ;
commerce in fact preceded industry. It was in London that this
commerce centred and London was the great entrepot for trade
between the Continent and the rest of the world.
London's
financial organisation adapted itself to the needs of this world-wide
commerce and it was there that the great private merchant b a n k i n g
houses settled and flourished.
On the other hand, when British
industry began i t s great growth in the nineteenth century, there
was no particular reason why it should look to the London m a r k e t
for its financial requirements. Industry in those days was, so far
as each unit was concerned, on a comparatively small scale; its
basis was in the main a family basis, as the names of many of the
great English businesses still show; its capital was provided
privately and it was built up and extended out of profits; in so far
as it required banking facilities, it found them from the independ
ent banks, often family banks, which in general had their head
quarters in the provinces, and particularly in the Midlands and the
North, where the new industries flourished. Moreover, there had
existed for many years in this country a large class of investors
with means to invest, who exercised an independent judgment as
to what to invest in, and did not rely as in some countries entirely
on their bankers. Industry therefore, though making full use of
the ordinary banking facilities offered by the joint stock banks,
maintained its independence of any financial control.
378. In Europe, particularly in Germany, there has been a
different relationship between banks and industries, and bankers
have been forced to associate themselves more closely with indus
trial development. This is not because industrialists there were
more ready than in England to share the control of their businesses
with bankers or financiers, or that bankers would not, conditions
being otherwise, have willingly adopted the attitude of their Eng
lish confreres. I t arose rather out of the necessities of the situa
tion—from the scarcity of capital and of independent investors.
Industry started later in these countries than with us. In order
to compete with u s , it required more help than it could obtain from
its o w n private resources or from the public, whose power of in
vestment was small, and the banks were driven to assist industry
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to obtain permanent as well as short-dated capital. Accepting
these heavy responsibilities, they were obliged to keep in more
intimate touch with and maintain a more continuous watch over
the industries with which they had allied themselves than were
the English banks. The following quotations from the evidence
given to us by Dr. Goldschmidt.indicate in broad outline the Ger
man system :—
" It should never be forgotten that Germany owes the great
industrial development of the sixties, the nineties and the
first decade of this century in a large measure to what one may
well describe as this ' entrepreneur ' spirit in banking.
The relationship between a bank and an industrial or trading
company commences with the latter's foundation. Scarcely a
single important company in Germany has been founded with
out the collaboration of a bank. Whether it is a case of con
verting a private firm into a limited company, or of exploiting
a n e w invention by establishing a new enterprise, the assistance
of a bank is always invoked. The bank examines the situation
and, when necessary, obtains reports from experts in the
particular line. . . .
If the bank, after examination, decides
to found the company, it draws up the scheme of financing,
determines the amount and the type of capital to be issued,
and then, in some cases, itself takes a part of the shares into
its security portfolio with the idea of issuing them at a later
date. I n this way the founding bank becomes at the same
time the issuing bank, the latter functions beginning, however,
only with the introduction of the shares to the Stock Exchange
through the intermediary of the bank." (Statement
of Evi
dence, paras. 5-6.)
379. I n Erance o n the other hand, while investment capital
was greater than i n Germany, the individual investor was, speak
ing generally, a very small capitalist, unwilling to exercise an
independent judgment. H e therefore relied almost entirely on the
investments suggested to him by the big banks which made prac
tically all the industrial issues and thus assumed a measure of
responsibility for them towards the public.
The
connection
between banks and industry thus established, while less intimate
than in Germany, w a s much closer than in England. I n addition,
in Paris, certain powerful banks developed a great and influential
business, riot as ordinary joint stock banks of deposit like the E n g 
lish banks, but as " banques d'affaires " more closely interested
in industry and development of all kinds both at home and abroad.
380. I n the United States conditions were again entirely dif
ferent. But it was to the development of American industry in
the widest sense that the financial world of N e w York devoted
itself rather than t o international finance. The great industries
and the railroads were affiliated in general to particular banking

houses, and in the building up, and in particular in the merging,
of most of the great American corporations, some house or bank has
played a leading part, with the consequence that the relationship
between them has usually remained a close and continuous one.
It may be said that all industrial issues of well-known companies
are sponsored by some responsible issuing institution; the smaller
issues by smaller firms, the larger by large firms or large banks.
I n both cases it is common for a group of issuing institutions to
combine in making the issue. I n every case the names of the
issuing institutions appear prominently on the prospectus, so that
the public are left in no doubt as to who is sponsoring the issue
Taking this responsibility, the issuing institution naturally
attempts to keep in close and continuous touch with the company
after the issue. So far as the large banks i n N e w York, Chicago
and other centres are concerned, the issues in which they are
interested are made usually through subsidiary Securities Com
panies. Moreover, the American banks are closely concerned with
industry from another aspect. The banks lend either directly or
through brokers very large amounts of money to investors and
speculators against industrial securities of all kinds. The loans
of this kind made by Reporting Member Banks are sometimes at
least equal to the loans made direct by them to industry. For
this reason also the banks take a great interest in the stock
market and in the industrial securities quoted there.
381. Thus, under a different system, American banks, private
and public, perform for American industry substantially the func
tions that German banks perform for German industry. The con
nection is a looser one ; the number of banks competing is far
greater; the problem of finding the necessary capital no doubt
is much easier; and industry often needs banking assistance far
less. Yet at the same time the American banks engage their
issuing credit in the eyes of the public for the soundness of the
issues they support, and this very fact leads, as it must always
do, to a closer and more intimate association between banks and
industry than where n o such responsibility is assumed.
382*. But, while this cursory account i n d i c a t e s - w h a t indeed is
a truism—that differing historical conditions have led to different
developments in each country, it is necessary to consider much
more closely what, under modern conditions, is likely to be the
relationship between finance and industry most beneficial to the
community at large, before we can judge whether there are any
improvements which can be made in the case of this country.
383. Taking first t h e very broadest view over the modern world,
we believe that in any community which wishes to keep in the
van of progress the financial and industrial worlds should be
closely integrated through appropriate organisations.
Bankers,
or financial leaders, w h o are in touch with the leaders of finance

in other countries, who have a thorough knowledge of the economic
and financial conditions, not only of their own, but of other
countries, and who are in a position to watch and to judge of
the underlying changes taking place in those conditions, should
be able, if they are in confidential and continuous relationship with
industrialists, not only to supplement the information at the dis
posal of industrialists themselves but also to give aid of very great
value in all financial problems.
384. Industry is yearly becoming more internationalised, and
British industry, if it is not to be stranded in a back-water, will
find institutions closely in touch with international finance in
valuable in many ways as intermediaries. British companies in the
iron and steel, electrical, and other industries must meet in the
gate their great American and German competitors who are
generally financially powerful and closely supported by banking
and financial groups, with whom they have continuous relation
ships. British industry, without similar support, will undoubtedly
be at a disadvantage. But such effective support cannot be obtained
merely for a particular occasion. It can only be the result of
intimate co-operation over years during which the financial in
terests get an insight into the problems and requirements of the
industry in question and the industrial interests learn the value
of the support which financial interests can give. The future
development of British industry, particularly in the establishment
of enterprises abroad, is greatly dependent on co-operation of this
character, since a knowledge of foreign conditions, farsighted plan
ning and large supplies of capital will be, or may be, all required.
And in the realm of foreign investment it is primarily towards
British-owned enterprises abroad that we should wish to see our
energies and capital turned rather than merely towards subscribing
to foreign Government and municipal loans, which absorb our
available foreign balance while doing little for our industry and
commerce. So far as heavy industry is concerned, w e may find
ourselves cut more and more out of the world if our competitors,
advancing with combined and powerful industrial and financial
resources, develop abroad one " tied " enterprise after another,
or in the alternative purchase from us enterprises previously
" tied " to us.
385. I n the last few exceedingly difficult years it would have
been of high value if the leaders, for instance, of the steel or ship
building or other industries had been working in the closest co
operation with powerful financial and banking institutions in the
City with a view to their reconstitution on a profitable basis. The
tasks still confronting us require great financial as well as industrial
experience. It has been represented to us strongly in evidence
that a great deal remains to be done in more than one important
industry in overcoming sectional and individual opposition to
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desirable amalgamations and reconstructions designed t o eliminate
waste and cheapen costs. It was stated to us that very important
economies and much greater efficiency are possible if there are
concerted movements to that end.
We believe this to be the
case and we believe also that these results can often only be obtained
if there is some independent authority (such as a financial institu
tion) able to review an industry as a whole from outside, to suggest
plans of re-organisation, and to assist in the provision of finance.
But industrialists on their side must be willing to co-operate.
There are grounds for supposing that progress has been often very
slow from the fact that the industrialists interested have not been
ready themselves to take any wide view or recognise the enormous
changes now taking place in the world and in methods of produc
tion.
The greatest possible reduction of costs is particularly
essential in our basic industries and in industries which are in
competition with foreign countries since only by this means can
their future be secured. W e are not in a position to go into
detail in this matter, but we desire to express a strong opinion
that sectional interests should not be allowed to stand in the way
of re-organisations which are in the national interest.
386. I n a second direction we see advantages in a closer co
operation of industry and finance. It is all-important t o the com
munity that its savings should be invested in the most fruitful
and generally useful enterprises offering at home. Yet, in general,
the individual investor can hardly be supposed to have himself
knowledge of much value either as to the profitable character or
the security of what is offered to him. H o w easily he can be
misled in times of speculative fever by glittering—even tawdry—
appearances is proved by the experience of 1928, as the following
striking figures will show.
I n that year t h e total amount subscribed for capital issues
whether of
shares or debentures of 284 companies was
£117,000,000. At 31st May, 1931, the total market value of these
issues as far as ascertainable was £66,000,000 showing a" loss of
over £50,000,000 or about 47 per cent. I n fact the public's loss
has been greater since many of these shares were no doubt sold
by the promoters at a high premium. Still more striking perhaps,
70 of the above companies have already been wound up and the
capital of 36 others has no ascertainable value. The issues of these
106 companies during that year amounted to nearly £20,000,000.
387. That you cannot prevent a fool from his folly is no
reason why you should not give a prudent man guidance. We
believe that our financial machinery is definitely weak in that it
fails to give clear guidance to the investor when appeals are made
to him on behalf of home industry. W h e n he is investing abroad
he has the assistance of long-established issuing houses, whose
reputation is world-wide. W h e n subscriptions to a foreign issue
are invited b y means of a public prospectus, it is almost certain

that that issue will be vouched for by one of these issuing houses
whose name will be evidence that it has been thoroughly examined
and the interests of the investors protected as far as possible.
For the issuing house's issuing credit, which can easily be affected,
is involved, and it is very highly to its o w n interest to make sure
that the issue is sound. If, as must from time to time happen,
something goes wrong with the loan or the borrower the issuing
house regards it as its duty to do everything it can to put matters
straight, and, indeed, to watch continuously the actions of the
borrower to see that the security remains unimpaired.
These
duties are sometimes very onerous and involve a great deal of
labour and expense, as well as judgment, skill and experience.
388. Contrast this with nearly all home industrial issues. There
are, it is true, one or two first-class houses in the City which per
form for certain first-class companies the same functions as the
older issuing houses perform for foreign borrowers. I n addition
these latter are to a limited extent entering the domestic field,
though, for the reasons w e give later, their direct interest must
probably remain limited. Again, the advice of stockbrokers, when
asked for, may be a safeguard but it is scarcely sufficient to take
the place of the responsibility of a first-class issuing house. W i t h
these exceptions the public is usually not guided by any institu
tion whose name and reputation it knows. For in the main all
issues are made in the same way. Each of them has in the most
prominent position and in much the heaviest type on the pro
spectus the name of a joint stock bank—in the great majority of
cases one of the " Big Five "—as receiving subscriptions to the
issue. It is perfectly natural that an inexpert investor, seeing
the name of a well-known bank on the prospectus, should believe
that the bank in question vouches in some way for the issue. B u t
he is mistaken. N o n e of the B i g F i v e regard themselves, except
in very rare cases, as fathering the issue or in any way responsible
for it beyond seeing that the prospectus complies generally with
the law and that the issue is on the face of it respectable. N o n e
of them would wish the public to assume that they vouched for
the issue and the figures of profits and assets, etc., given in the
prospectus, in the same way as the issuing houses vouch for
their issues. They frequently know the company through having
had banking relations with it over a series of years. On the other
hand, they may know practically nothing of it. The real issuer
may be the company itself, if it is a strong and good one, or a
finance company or syndicate—few large, many small, some good,
some indifferent, some bad—and sometimes it is a company or a
syndicate got together for the sole purpose of making a particular
issue. The investor may not realise that the all-important point
is not the name of the bank receiving subscriptions but that of
the company or syndicate really responsible for the issue; the

more doubtful the issue the more likely it is that this name will
appear in very modest and retiring print. I n the case of big, first
class companies, the names of which are a sufficient guarantee in
themselves, and which probably issue their o w n securities, this
system is adequate. But in most other cases the public is left
without a guide, with the results which w e have indicated above.
It would in our opinion be an important reform that relations
between finance and industry should be so developed that issuing
institutions of first-class strength and repute should vouch to the
investor more normally and more fully for the intrinsic soundness
of the issues made and that the joint stock banks should not give
t h e appearance of sponsoring issues so long as in fact their real
responsibility is limited to receiving subscriptions.
I n this way
the investor would be encouraged to support well-vouched issues
and be put on his guard against others.
389. It is important, however, to recognise clearly that no finan
cial institution which assumed the responsibility of vouching for
industrial issues could do so on the basis of an isolated connection
formed with the industry solely for this purpose. Responsibility
of this kind can only be the outcome of a close and continuous
relationship with the industry concerned, different in kind from
t h e relationship now existing between the joint stock banks and
industry.
390. W h i l e from the investor's point of view there would be un
doubted advantages in a closer connection between British industry
and the City of London, w e think that the financial community
and industry would both benefit. W e believe it not unfair to say
that certainly in American and German banking circles, and
possibly in French also, there would be found many more men
with an intimate knowledge of the problems of industry than in
England. Certainly in all these countries it is easier to obtain
immediately from banking sources full and accurate information
on any particular industry and on any particular company in that
industry. A really big American bank for instance would have a
large department engaged in studying particular industries and the
companies engaged in it, in keeping in close touch with develop
ments and in being ready to provide any information required. If
those at the head of our financial world have a close knowledge of
industry, they will be far" more able to assist in meeting the
problems of the future than if finance and industry are in water
tight compartments. W e have indeed no sympathy with the idea
that the banks should in any way manage industry. W e endorse
D r . Goldschmidfs statement that " a banker must never forget
that he cannot and must not be an industrialist. H e can only play
his real part in assisting a company by concentrating on the tasks
and possibilities which present themselves from time to time in the
case of every industrial enterprise. It is and must be the rule

that the industrialists themselves should be responsible for the
business and general management of a company and that the banker
should be the adviser in matters of finance."
(Statement of
evidence; para. 14.)
391. Every industrial and commercial company has a double
financial
problem, namely, to provide itself with adequate
permanent capital and to obtain, as occasion warrants, temporary
or seasonal credits, either of a self-liquidating character or to be
repaid ultimately out of the issue of more permanent capital. It
may also have—and perhaps in increasing measure—a third
problem, namely, to provide itself with what are known as inter
mediate credits. Short-dated credits are endless in the variety of
their conditions, and to provide them is the principal function of
the banks. As such advances form the most lucrative part of their
assets the banks indeed are very willing to do so, so long as their
total lies within their customary percentages and within the limits
set by general credit policy. I n this direction British industry
certainly suffers under no handicap in comparison with its com
petitors.
The great English banks, undoubtedly among the
strongest financial institutions in the world, use and have used
their resources freely, sometimes too freely, in the provision of
advances to industry. I n general we are satisfied that, subject to
the conditions imposed by the necessity of accommodating our
selves to the outside world, our banking system is adequate and
satisfactory in the provision of the normal short credits to industry
and their distribution. It is appropriate to say here and in con
nection with short-term credit that all concerned would benefit by
a more extended use of commercial bills (i.e. bills given by a pur
chaser to a supplier) which have largely disappeared as part of the
mechanism of home business. T o those who find it necessary for
good reason to give extended credit, finance would be rendered
more easy if their " accounts receivable " were in the form of com
mercial or trade bills rather than in the form of mere debts.
392. There are two other questions; whether our
financial
organisation is as fitted as it might be to supply industry (i) with
intermediate credit and (ii) with long-dated capital.
393. Intermediate credit may be defined generally as credit
advanced for periods ranging from o n e or two up to five years.
It is necessary, we think, to divide into at least three main classes
the types of transactions for which intermediate credit is required,
namely : (i) hire purchase or instalment sales, (ii) advances against
deferred payment, (iii) long-term contracts.
Class (i) would cover the sale of various classes of goods of which
the legal ownership can be retained by the seller until payment is
completed, e.g., motor cars, motor lorries, pumps, electrical
machinery and appliances, agricultural implements, and so forth.
These classes comprise articles represented in general by small

units which can be claimed and removed by the seller if payment
is not ultimately completed.
Class (ii) would cover the sale of larger units such for instance
as ships, also coke-ovens or machinery which after erection is not
removable and the ownership of which, therefore, passes in fact
from the seller. The security therefore no longer resides in the
goods themselves and the seller must rely to a greater extent on
the soundness of the buyer and on such other security as he can
obtain.
Class (hi) would cover large contracts for railways, harbours,
roads, drainage, water-works and so forth.
394. In the case of all these classes, we believe that adequate
credit facilities for use internally in this country are available
and are being developed, but that in the case of Classes (i) and (ii)
not so much use is made of them as is possible and desirable.
Recent experience appears to show that, on proper lines and with
sound supervision, the risk of loss in the granting of such credits
is small, while on the other hand their value in stimulating home
consumption should be great. The use of electrical and mechanical
appliances by the great bulk of the population is capable of very
great extension and would, we believe, be greatly facilitated by
the more widespread application of instalment buying, the advant
ages of which much outweigh in our view any disadvantages
which are alleged against it. It i s , of course, essential that British
traders should be made fully aware of the facilities which exist
and that they in turn should be prepared to make use of them.
395. W e do not feel so sure, however, that credit facilities to
cover sales or contracts abroad are so adequate, particularly in
the case of Classes (i) and (ii). W i t h the immense growth in the
mechanisation of industry throughout the world, the demand for
longer credits for financing the production and sale of machinery
of all kinds appears to be growing . Tire purchaser abroad requires
very often t w o or three years before he can complete his payments,
and therefore contracts are likely to g o to those sellers w h o can
provide sufficiently long credit. Since we must look in the future
particularly t o exports in which skill and experience largely enter,
we believe that facilities for financing exports of machinery of all
kinds are of particular importance. At present, however, we do
not believe that t h e facilities available here in the case of foreign
trade are so complete as those provided in some other countries,
and we think that it would in fact often be necessary for British
traders to obtain either directly or indirectly such facilities from
foreign institutions. This is a situation which should be remedied
and Britisli institutions, similar to those which cover the ground
satisfactorily at h o m e , should be developed for the purpose of
assisting British industry and trade abroad. W e see no reason
why sufficiently strong institutions should not create a market for
their o w n short-term securities by means of which any sound
business negotiated might be financed.

396. As regards Class (iii), namely, long-term contracts abroad,
British contractors will normally be in competition with foreign
contractors. Such contracts are usually for account either of Gov
eraments or municipalities, and, as t h e work is often extended
over some years, loans to finance them are required only gradually,
and generally the authority for which the work is being carried
out pays as each section of it is completed. The risks of any bank
or financial institution taking up the business are first that the
Government or public authority will be unable to p a y ; secondly,
and more important perhaps, that disputes as to the carrying out
of contracts will arise ; and thirdly that, if the contractor were to
fail, the bank might be forced to make its o w n arrangements to
complete the work. I n the past the names of the great British
firms have been known in every part of the world. The first essen
tial to-day is that the new generation of contractors should have
adequate financial resources of their own. I n that case we believe
that the joint stock banks and other existing institutions should
be able to provide at any rate some of the credit facilities required.
It is true that longer credit facilities are needed in such cases than
it is customary for banks to give. B u t up to a certain small
proportion of their advances the banks would run n o undue risk
in financing sound contracts of this character. We suggest, how
ever, that the financing of such contracts should be more par
ticularly one of the functions of the class of institution t o which
we refer below. Boreign contractors undoubtedly obtain such
facilities more easily than British contractors and it would be a
misfortune if the latter were, on account of their inability to
obtain the financial assistance required, t o have to withdraw from
a field in which Great Britain has been so prominent in the past.
397. Coming back now to the more general question of the rela
tions between finance and industry, and in particular to the pro
vision of long-dated capital, we believe that there is substance in
the view that the British financial organisation concentrated in the
City of London might with advantage be more closely co-ordinated
with British industry, particularly large-scale industry, than is now
the case; and that in some respects the City is more highly
organised to provide capital to foreign countries than to British
industry. W e believe this to be due in part to the historical
organisation of British industry and to the fact that industry,
having grown up o n strongly individualistic lines, has been anxious
to steer clear of anything which might savour of banking control
or even interference, this attitude coinciding with the views which
prevail in this country as to the province of sound banking. Never
theless a further development of our financial organisation is pos
sible, which would be distinctly beneficial and need not be incon
sistent with these traditions.

398. W e are bound to point out, however, that unless British
industry can at any rate be reasonably assured of normal profits
no development such as w e suggest has any chance of success.
N o institution acting as an intermediary between industry and
investor can possibly succeed unless the securities which it in
duces the latter to buy prove to be sound and remunerative. Any
concern devoting itself to industrial financing faces peculiar diffi
culties, for it must have a considerable capital and yet it is without
a " bread and butter " business such as ordinary deposit banking
or acceptance business provides.
399. The functions which should be performed by such a con
cern may be summarised as follows :—Acting as financial advisers
to existing industrial c o m p a n i e s ; advising in particular as to the
provision of permanent capital, its amounts and types ; securing
the underwriting of and issuing the company's securities to the
public and, if necessary, assisting previously in arranging for the
provision of temporary finance in anticipation of an issue; assisting
in financing long contracts at home and abroad, or new develop
ments of an existing company, or founding companies for entirely
new enterprises; acting as intermediaries and financial advisers in
the case of mergers or in the case of negotiations with correspond
ing international groups; and generally being free to carry out all
types of financing business.
400. These are functions which are often difficult, which entail
considerable risks and which may involve the temporary locking-up
of large sums.
Such a concern must :—
(a) be provided with a substantial capital : where it is a
case of financing large contracts for periods up to five years,
it might be able to supplement its resources by the issue of
its o w n short-term notes;
(b) be able to rely on the co-operation of existing institu
tions with large monetary resources in the making of tem
porary advances : otherwise it might either be unable to carry
out its functions or its capital might have to be too big for
it to earn satisfactory dividends;
(c) build up a competent and expert staff; establish gradual
connections with industry ; and instil confidence in its issuing
ability and credit.
401. W e have considered whether these are functions which
the big joint stock banks might themselves carry out. They have
the great advantages (i) of representing such aggregations of
capital and deposit resources that their financial capacity would
be undoubted; (ii) of being, through their immense number of
branches and through the large sums they already lend on short
credit, in touch with industry in a way not possible for anyone

I else, But for various reasons we think it doubtful whether the
banks can with advantage depart from their traditional banking
1 sphere.
402. For other reasons the same conclusion seems necessary as
regards the great private banking houses. These houses, with very
I f
exceptions, undertake a large acceptance business involving
I them in a corresponding liability to the holders of their bills. It
has always been recognised that acceptance business necessitates
the maintenance of a high degree of liquidity and is not consistent
with serious liabilities in respect of industrial financing.
e w

403. While, however, we do not propose a change in the
character of present banking practice, we think that the co-opera
tion of the big banks is required both in taking an interest in the
share capital of such an institution and being ready to provide
such credit facilities as the institution may require pending a public
issue. The best course might be if the leading private institutions
j and the big banks were to co-operate in creating one or more such
I concerns. W e understand that the creation of the Bankers' Indus
j trial Development Company was due originally to the belief that
I help in these directions might be given to industry by the City,
I which was not being given. W e have been told, however, that
i the authorities of the Bank of England consider, as we do, that
I these are not proper permanent functions for a subsidiary of a
1 Central Bank.
It would seem desirable, therefore, that the
Bankers' Industrial Development Company should at a convenient
stage be definitely separated from the Bank of England, have an
I independent existence, and rely upon its profit-making capacity
j as a private institution. It is possible that it might form a nucleus
for that closer co-operation between finance and industry which
w e think is required.

I

There is no reason why the field should be limited to any
one institution. I n fact it is too wide for that to be desirable.
I n practice, any concern entering it might find that some special
isation over one or two particular industries was desirable. W e
must repeat, however, that the success of institutions directing
themselves to the interests of British industry must depend finally
on the profit-making capacity of that industry. They may help
by their co-operation towards that end, but industrial problems
must in the main be solved by industry itself.
404. It has been represented to us that great difficulty is expe
rienced by the smaller and medium-sized businesses in raising
t h e capital which they may from time to time require, even when
the security offered is perfectly sound.
To provide adequate
machinery for raising long-dated capital in amounts not sufficiently
large for a public issue, i.e., amounts ranging from small sums
up to say £200,000 or more, always presents difficulties.
The
expense of a public issue is too great in proportion to the capital

raised, and therefore it is difficult to interest the ordinary investor
by the usual method; the Investment Trust Companies do not
look with any great favour on small issues which would have no
free market and would require closely watching; nor can any
issuing house tie up its funds in long-dated capital issues of which
it cannot dispose. I n general, therefore, these smaller capital
issues are made through brokers or through some private channel
among investors in the locality where the business is situated.
This may often be the most satisfactory method. A s we do not
think that they could be handled as a general rule by a large con
cern of the character we have outlined above, the only other alter
native would be t o form a company to devote itself particularly
to these smaller industrial and commercial issues. I n addition to
its ordinary capital, such a company might issue preference share
capital or debentures secured o n the underlying debentures or
shares of the companies which it financed. The risks would in
this manner be spread, and the debentures of the financing com
pany should, moreover, have a free market. W e see no reason
why with proper management, and provided British industry in
general is profitable, such a concern should not succeed.
We
believe that it would be worth while for detailed inquiries to be
made into the methods by which other countries attempt to solve
this particular problem.

CHAPTER V . - P R O P O S A L S RELATING
INFORMATION AND STATISTICS.

TO

405. Exact quantitative knowledge concerning the chief elements
of the monetary and financial system is, we consider, of the utmost
importance, both to provide the necessary data on which to base
the management of the system and also for the purpose of making
gradually possible a more definitely scientific treatment of these
problems than the existing state of our knowledge of the facts
allows. There are, moreover, many matters of importance which
are now the subject of controversy, yet need not be so if they could
be put to a statistical test. W e should aim, therefore, at obtaining
a complete inventory of the economic life of the community under
its several aspects in such a form that we could cross-check the
accuracy of our information by being able to work up to t h e final
totals from more than one direction.
406. Except in the case of unemployment statistics which are
required for administrative purposes, this country (which w as the
pioneer in statistical surveys) has been falling seriously behind the
United States. W e think that a substantial annual sum could not
be better spent than on the strengthening of the statistical depart
m e n t s of the approjiriate Ministries, and that in course of time a
T

corpus of reliable knowledge could be built up which might save us
from mistakes involving a waste of resources worth many hundreds
of times the total cost of acquiring the knowledge. There can be
few worse perversions of the ideal of wise economy than a narrow
limitation on what we spend for the improvement of economic
knowledge.
407. W e are hopeful that a moderate impulse in this direction may
be sufficient at the present day to produce valuable results, because
we see signs in several directions of a far greater willingness than
existed a few years ago to impart business and financial informa
tion. Several of the clearing banks have begun to publish figures
supplementary to those traditionally required of t h e m ; and we
understand that the Bank of England has taken steps of late with
a view to a development of its activities in the collection of
statistical information.
408. The statistical information, the collection of which we
recommend, can be divided into that part which is of a definitely
monetary or financial character, and that part which covers the
industrial and economic field in general. But both are equally
necessary for the purposes of the scientific management of the
currency.
Tor the second category of statistics is as essential
as the first for the correct and prompt diagnosis and prognosis of
the position and prospects from day to day.
We recommend, therefore, that the following sets of statistics
be collected as completely and as promptly as the circumstances
permit :—I. M O N E T A R Y A N D F I N A N C I A L
1.

T H E

M O N T H L Y

R E T U R N S

O F

T H E ,

STATISTICS.

C L E A R I N G

B A N K S .

409. These should be amplified on the lines, broadly speaking, of
the returns for recent years with which the clearing banks have
kindly supplied us as published in Appendix I. More particularly,
they should show separately :—
(i) Cash in hand (true daily average).
(ii) Balance at the Bank of England (true daily average),
(hi) Money at Call (a) in sterling.
(b) in foreign currencies.
(iv) Money at Short Notice (a) to the Money Market.
(b) to the Stock Exchange.
(c) in foreign currencies.
(v) Treasury Bills.
(vi) Commercial Bills (a) in sterling.
(b) in foreign currencies.
(vii) Loans and Overdrafts.
(viii) Current Accounts (exclusive of internal funds and
accounts of the bank itself).

(ix) Deposit Accounts (inclusive of internal funds and
accounts of the bank itself).
(x) Investments (a) in British Government securities.
(6) i n other Securities.
(xi) Acceptances outstanding (separately from engagements
for forward foreign exchange, etc.).
2.

C L A S S I F I C A T I O N

O F

L O A N S

A N D

O V E R D R A F T S .

410. Certain of the banks have prepared from time to time a
classification of their aggregate of loans and overdrafts correspond
ing to the different classes of their customers. I n the evidence
which they have given us they have kindly amplified these par
ticuiars ; but hitherto this classification has not been made regularly,
or on a uniform basis, or as comprehensively as might be. We
recommend that the banks should be invited to prepare at annual
intervals (or at quarterly intervals if that he practicable) a classi
fication of their total loans and overdrafts on some such broad lines
as the following—
(a) Loans to concerns engaged in " productive " industry
(mining, manufacture, etc.) ;
(b) Loans to concerns engaged in commerce, transport and
distribution ;
(c) Loans to concerns engaged in finance, insurance, etc.;
(d) Loans to agriculturists;
(e) Loans to concerns and per-sons engaged in professions,
entertainments, personal services, etc. ;
(/) Loans t o private persons :—
(i) for house building ;
(ii) for other purposes;
Each of these general headings, and particularly (a), should then
be sub-divided further so far as is practicable. I n fact, i n some
cases the banks have already proceeded to more details than the
above. It would be helpful if care could be taken to sub-divide
class (a) into industrial classifications which correspond as closely
as possible to the classifications used in other industrial statistics
(c/. para. 423).
3.

R E T U R N S

F R O M

T H E

O T H E R

J O I N T

S T O C K

B A N K S .

411. It is at present a serious gap in the aggregate banking
statistics of the country that no figures are available for British
joint stock banks other than the clearing banks except at dates (at
the end of the year or of the half-year) which are not representative
of the normal position. W e recommend that the Treasury or the
B a n k of England should be asked to prepare a list of the institu
tions which should be reckoned as being " banks " for the purpose
of making statistical returns—a list which might be limited, if it
seemed advisable, to joint stock banks with deposits in excess of

(say) £ 1 , 0 0 0 , 0 0 0 . These institutions should be asked to supply
t h e B a n k of E n g l a n d with the same information as t h a t for which
we ask in the case of t h e clearing b a n k s , and aggregated totals
m i g h t be published m o n t h l y .
4.

R E T U R N S

F R O M

O T H E R

I N S T I T U T I O N S .

4 1 2 . There r e m a i n three i m p o r t a n t classes of i n s t i t u t i o n s not
covered by the above, namely t h e m e r c h a n t b a n k e r s , British b a n k s
doing business mainly abroad t h o u g h h a v i n g t h e i r head office i n this
country, and foreign institutions with b r a n c h offices h e r e accepting
sterling deposits. I t would be a great advantage if periodic state
m e n t s of their sterling deposits could be obtained from all these
institutions. These r e t u r n s m i g h t be quarterly r a t h e r t h a n m o n t h l y ,
and there would be no objection to t h e institutions in question
being allowed to furnish the figures privately to t h e B a n k of
E n g l a n d , which would have t h e duty of publishing aggregated
figures only.
5.

F O R E I G N

B A L A N C E S

A N D

F O R E I G N

L I Q U I D

A S S E T S

H E L D

I N

S T E R L I N G .

413. W e attach first-class i m p o r t a n c e to t h e s e figures b e i n g col
lected as comprehensively as possible a n d published. W e h a v e our
selves m a d e a first a t t e m p t in this direction a n d h a v e p r i n t e d t h e
results in Appendix I . W h i l s t these figures probably cover b y far
the greater part of the g r o u n d , there are doubtless omissions and
defects which could be remedied with further e x p e r i e n c e ; t h e m o s t
important omission is t h a t of sterling bills held in t h e i r o w n port
folios by foreign institutions, w h e t h e r located in L o n d o n or abroad.
W e recommend that the B a n k of E n g l a n d should be charged with
the duty of collecting t h e s e statistics to t h e best of its ability. W e
think t h a t the figures are more likely t o be accurate and complete
if the returns for individual i n s t i t u t i o n s are treated by t h e B a n k
of E n g l a n d as confidential, only t h e aggregated results being pub
lished. W e a t t a c h i m p o r t a n c e to these results being m a d e public
at monthly intervals. I n the long r u n t h e advantages t o confidence
and prestige of the figures being k n o w n will far outweigh any sup
posed advantages from suppression. W e believe t h a t a knowledge
of the figures which we have collected relating to recent periods
would have increased confidence, if t h e y had been k n o w n a t t h e
t i m e . N o doubt if t h e a m o u n t of t h e gold reserve h a d not been
published h i t h e r t o some fears m i g h t be e n t e r t a i n e d as to the results
of iJublication. So it m a y b e in this case. B u t for those w h o
would stand high in the world's estimation t h e greatest c a n d o u r
and readiness to submit to publicity are now required. Moreover, it
is exceedingly desirable t h a t t h e principal data on which the B a n k
of E n g l a n d bases its decisions should be generally k n o w n . F o r t h e
natural action of t h e m a r k e t is more likely in t h a t case to m a r c h

with, the intentions of the Bank and the decisions, being intelligible,
will carry more weight.
W e suggest, at the same time, that it might be useful for the
Bank of England to collect for its o w n confidential use somewhat
more detailed information than could easily be obtained for pub
lication, since figures affecting the position of individual foreign
institutions would be involved. In particular, the separate con
fidential returns made to the Bank of England might be divided
up according to the country on behalf of whose nationals or insti
tutions the bills and balances were held.
6.

T H E

V O L U M E

O F

A C C E P T A N C E S .

414. Hitherto no figures have been available for the aggregate of
sterling acceptances outstanding in London on home and foreign
account respectively, such as are available for dollar acceptances
in N e w York. E v e n the figures for " Acceptances, e t c . " published
by the clearing banks are liable to be deceptive, because with accept
ances some of them have lumped together engagements for forward
foreign exchange and other items. T h i s is a serious gap in our
picture of the financial position.
W e recommend, therefore, that the Bank of England should
collect comprehensive figures and publish the aggregated results
at monthly intervals. I n this case also the figures for individual
institutions should be treated as confidential, whilst the Bank
might find it useful that the confidential returns made to it should
be divided up according to the domiciles of the parties on behalf of
whom the bills have been accepted.
W i t h the figures of bills and balances held, and of bills accepted
on foreign account, the Bank of England will be in possession of
essential data which are at present lacking. The burden of meeting
liabilities to foreign institutions, should repayment be claimed, or
if the net result of a great number of transactions some one way
and some the other happens to be adverse, must necessarily fall
on the Bank of England. Yet hitherto the Bank of England has
been, as it wex-e, in the position of a head office, charged with the
maintenance of adequate reserves yet without accurate information
either as to the volume of deposits and other liabilities incurred by
its branches, or as to the liquid contra assets held by them in the
shape of maturing acceptances.
7.

T H E

V O L U M E

O F

C H E Q U E

T R A N S A C T I O N S .

415. W e have at present detailed figures, admirably compiled by
the officials of the Clearing H o u s e , of the volume of cheque trans
actions passing through the " clearing " in London and the chief
provincial centres. Unfortunately these represent an incomplete

and somewhat arbitrary selection from the aggregate of cheque
transactions, or " bank-debits " as ithis aggregate is called in the
United States. For they exclude transactions between customers
of a single bank which are settled internally and have no need to
pass through the Clearing House (and, owing to the concentration
of British banks into a small number, the amount of these is now
large); and they also exclude cheques which are informally cleared
between neighbouring banks in towns or localities where there is
no " provincial clearing."
The total turn-over figures have in fact been given to the Board
of Trade by the ten clearing banks since January, 1930, but they
have not been published hitherto either by the Board or by the
banks themselves. W e print them in Appendix I . W e recom
mend that similar figures should be obtained from all banks and
published at monthly intervals. W e suggest, further, that they
might be subdivided into a number of groups according to the
districts where they arise. The districts chosen should cover areas
comparable to those used in other industrial statistics.
In general it should be borne in mind in any method of classifica
tion which is adopted that an important object of these figures is
to make it possible to separate, so far as practicable, the figures
arising from Stock E x c h a n g e and money market transactions from
transactions arising out of the earning and spending of the com
munity's current income.

416. W e suggest that the Bank of England might usefully
piublish a monthly bulletin of statistics including the material
which, we understand, the Bank already compiles for the informa
tion of foreign and Dominion Central B a n k s , and also the fresh
material which would become available as the result of the pre
ceding recommendations.

8.

THE,

B A L A N C E

O F

T R A D E .

417. W e recommend that the figures now published annually by
the Board of Trade, making up our international balance sheet of
the items due to and by this country on income, and in part on
capital, account, should be placed on a more exact basis. The figures
for recent years, which w e print in Appendix I V , have doubtless
been the best obtainable without elaborate special inquiries for
making which the necessary resources have not existed.
But
they have been partly based on pioneer private enquiries, made
by The Economist,
Sir Bobert IXindersley and others; they have
been subject in recent years to frequent (and large) revisions
after publication ; and it is evident that there is so much guess

work in them as to render them liable to an unduly wide margin
of inevitable error. W e believe, however, that it is only a matter
of taking sufficient pains to make them reasonably accurate and
that it is thoroughly worth while to do this.
The collection of the figures of foreign bills and balances,
which we recommend above, will go a long way towards making
this possible, since the lack of such figures is the greatest gap
in the compilation. B u t there are also other items which might
be put on a more exact basis. In particular the amount of the
receipts in respect of sinking funds on existing foreign loans, on
which Sir Robert Kindersley has thrown much light and which
he has shown to be substantial, should be regularly and precisely
ascertained from the banks and issuing houses concerned. Foreign
holdings in British companies, as to which The Economist has made
some most interesting sample inquiries, should be ascertained in
detail. The net proceeds to the borrower of new foreign issues
currently made in London should be supplied in every case by the
issuing houses. Brokers and banks (including foreign brokerage
and banking houses with London offices) should be required to
make returns of the volume of securities purchased and sold by
t h e m on foreign stock exchanges for British clients, and on British
stock exchanges for foreign clients—vital facts, all estimates con
cerning which are at present pure guess-work. The estimates of
the miscellaneous items forming part of our so-called " invisible
exports," such as shipping earnings, acceptance commissions, in
surance premiums, brokerages, tourist expenditure, emigrant
remittances, etc., should all be placed on a more secure basis of
ascertained fact.
T h e n only shall we know with sufficient accuracy the trends
and changes of the financial position of this country vis-a-vis the
rest of the world.
II. G E N E R A L I N D U S T R I A L AND ECONOMIC STATISTICS.
9.

T H E

C E N S U S

O F

P R O D U C T I O N .

418. The foundation of the general industrial statistics of this
country is the periodical Census of Production.
x\ll economic
enquirers owe an immense debt to the first-class pioneer work per
formed by the Board of Trade from the first census of 1907 onwards.
B u t we think that the time has come for a great extension of this
work and for the -provision of the much larger resources necessary
to secure a prompt handling of the material collected. For the
value of the work done has been greatly impeded by a lack of
the necessary resources, the damming up of the sources of know
ledge seeming to many people the most obvious, and easiest, form
of retrenchment w h e n a demand for economy is being made.
The first Census of Production related to the year 1907, the
results of the second Census relating to 1912 were never worked

up or published owing to the War, and the second effective census
was not made until that relating t o the year 1924. Owing to
lack of staff the final and detailed results of this Census have not
yet been published, although a further Census relating to t h e year
1930 is now in course of ascertainment.
The delay in publishing the results of the 1924 Census of Pro
duction has, indeed, been so serious t h a t some of the results, when
they are available, will be of comparatively little value except to
the economic historian. The following comparison between this
country and the United States may be of interest : —
Great Britain.
U.S.A.
Census of Production relating to
1924
1927
, year. '
First of preliminary reports
... February, 1927
May, 1928
Conclusion of series of preliminary
March, 1928
May, 1929
reports.
Final report
... Only two volumes April, 1930
yet published
(in June, 1930
and April, 1931).
It is also desirable that the scope of the Census of Production
should be extended so as to yield similar and comparable informa
tion in regard to the distributive trades, of which no systematic
statistical survey has ever been undertaken. This would probably
require increased statutory powers to be given to the Board of
Trade, as would be the case with a valuable minor extension of
the Census of Production which should be considered, namely,
the granting to the Board of Trade of powers to obtain from manu
facturers details of the value of the principal materials used. This
information is available, for instance, in the principal industries
covered by the American and Canadian Censuses of Production,
and lack of it makes many of the most important industrial
statistics, relating to the dependence of one industry upon another,
extremely chaotic.
W e recommend that from 1932 onwards the Census of Produc
tion should be biennial or, if possible, annual, though a more com
pletely comprehensive inquiry might be taken at quinquennial
intervals as at present. The census of manufacture is now biennial
in the United States and in the Dominions.
Great advantages
would accrue both to knowledge and to the difficult technique of
carrying through these inquiries, if they could become a regular
routine, instead of being spasmodic efforts at relating periods so
far apart as to be, in the rapidly changing modern world, only
partially comparable. It is indeed essential for sound judgment
as to the trend of events that we should have accurate and up-to
date information as to the volume of the country's output and as
to the change from year to year in the output per head of those

employed. W e have found in the course of our inquiry that simple,
fundamental facts of this kind, which ought to be securely known,
are the subject of guess work and controversy about which nothing
certain can be safely asserted.
10.

T H E

V O L U M E

O F

W A G E S

P A I D .

4 1 9 . In accordance with the recommendations of the Balfour
Committee the Ministry of Labour in 1 9 2 8 repeated the Census of
Earnings which had been held in 1 9 2 4 . It is possible that this
work may be repeated ; and from these data, taken in conjunction
with known figures of the number of insured workers in different
industries, it is possible to make a good estimate of changes in the
total " pay-roll " of manufacturing industry. But it would be
desirable to extend the scope of these periodical inquiries into earn
ings. Outside manufacturing industry, the Ministry of Mines gives
detailed figures of total earnings in coal mining and the Ministry
of Transport gives annual figures of earnings on the rail
ways.
But for agriculture and for other , forms of transport
we have information relating only to time rates and not
to average earnings; whilst for about a third of the whole
national
" pay-roll," represented
by wholesale and retail
distribution and domestic and personal services the only in
formation available derives from one or two spasmodic special in
quiries. I n view also of the very large annual sum now paid in
salaries (perhaps nearly half of the w a g e bill of some £ 1 , 6 0 0 , 0 0 0 , 0 0 0 )
it is very desirable that the Census of Earnings be extended, per
haps under t h e auspices of the Board of Inland Revenue, to cover
the whole field of salaried workers, making it possible to obtain
estimates of the total of salaries paid i n various industries and
services, and of changes from year to year.
11.

T H E

V O L U M E

O F

R E T A I L

S A L E S .

4 2 0 . The Bank of England has recently undertaken the com
pilation of an index of retail sales based o n returns from a number
of the larger stores throughout the country. W e think that these
figures are valuable, and that their compilation should be continued
and amplified as opportunity offers. Such an index with weights
based on consumption at the present time rather than before the
War would be of great value, particularly if it could be extended
so as to give some estimate of a price index which would cover the
whole field of consumption.
12.

T H E

A G G R E G A T E

A N D

T H E

D I S T R I B U T I O N

O F

P R O F I T S .

4 2 1 . At present we are dependent for our estimates of t h e profit
ableness of business in general and of particular industries on the
partial samples compiled, e.g., by The Economist,
from the pub
lished accounts of public companies. I n several respects these
figures are an unreliable index of the position as a whole.

No published results in detail are available from the rich material
at the disposal of the Board of Inland Revenue apart from certain
special inquiries by Mr. W . H . Coates, which were published in the
Appendices to the Colwyn Report on National Debt and Taxation.
We strongly recommend that a fairly detailed survey of the profits
of different industries and services relating to some recent year
should be undertaken and published, and that thereafter the Board
should use this comprehensive survey as base year and carry the
figures forward annually by means of estimates so as to show year
by year the movements of profits in British industry as a whole
and in the main industries separately.
W h e n the figures are
available over an extended period of time they should be a very
useful indication of economic trend.
13.

T H E

V A L U E

O F

C A P I T A L

C O N S T R U C T I O N .

422. Finally, we recommend that an attempt should be made
to obtain early information, as accurate and comprehensive as the
circumstances permit, of the value of contracts completed within
the previous twelve months together with the value of contracts
(as below) on hand still to be completed. These are statistics in
which this country is at present particularly deficient. Yet they
are of much importance to a Central B a n k in determining whether
and how far new capital construction needs from time to time to be
encouraged or discouraged. It would probably be necessary to
require that notification should be made to appropriate local
authorities of all building and construction undertakings exceeding
a certain minimum sum in value.
Virtually the whole field of capital construction would be
covered if we could obtain full returns of the value of contracts
from the following industries :—
(1) building and contracting ;
(2) engineering (including all branches, together with con
structional engineering') ;
(3) electrical trades;
(4) the heavy motor industry ;
(5) shipbuilding.
Building plans have in all cases to be referred to the appropriate
local authority. But full statistical returns are only obtained from
certain cities and towns, in which for certain minor administrative
reasons London is not included. There is, moreover, no machinery
for recording those cases where the plans are not proceeded with
and the figures for some years are in consequence of little value.
There is at present no machinery for recording capital construc
tion under the other heads indicated above and even for the total
money value of all production of capital which goes under these
heads we have to rely on rather difficult estimates.
Except in the case of building and constructional work, returns
of orders for capital goods (machinery, etc.) exceeding a certain

minimum sum in value could probably be best collected from the
engineering firms and others which manufacture the capital goods.
A. similar statement would be required from importers and dealers.
14.

C O - O R D I N A T I O N

O F

S T A T I S T I C A L

W O R K

O F

D I F F E R E N T

D E P A R T M E N T S .

4 2 3 . At various points above reference has been made to the
necessity for maintaining the proper comparability between
different industrial statistics. The four Government Departments
principally responsible for industrial statistics—the RegistrarGeneral, the Board of Trade, the Inland Revenue and the Ministry
of Labour—use, at present, three quite different industrial classi
fications. The figures of the Ministry of Labour, although this
classification is now in line with that of the Census, are not fully
comparable since they refer to insured workers only. Over the
greater part of the industrial field it is impossible to make com
parisons between the Census of Production on the one hand and
the Census of Population or the Ministry of Labour figures on
the other hand. Again the Earnings and Hours Inquiries of the
Ministry of Labour use a classification which is similar to (although
not identical with) that of the Census of Production, but which is
different from the classification of their figures of employment and
unemployment. I n general, the most detailed and careful com
parison of these various figures does not enable the investigator
to make use of any industrial figures except for a few broad groups
of industries.
Doubtless these anomalies have grown up for
reasons of administrative convenience.
But for statistical and
economic purposes much of their value is thus lost.
A similar difficulty prevails in regard to statistics compiled on a
regional basis. It is desirable that, as far as possible, all these
statistics should be on a plane of comparability.

424. It is probable that the bulk of these statistics could be
obtained with the voluntary co-operation of those concerned: Never
theless the value of statistical returns c a n be greatly impaired by
the recalcitrancy of a few of those from w h o m figures are required.
I n any case in which the departments concerned consider that they
would need a power to require information if the statistics are to
be sufficiently comprehensive, we recommend that they should be
given such power unless in any particular case there seems to be
especial reason to the contrary.
The practical value of the
statistics, the regular collection and prompt publication of which
w e recommend, will increase considerably in course of time after
a fairly long series of figures are available for purposes of
comparison.

425. W e attach very great importance to this part of our recom
mendations being' carried into effect. For the completer ihforma
tion, which would thus be put at the disposal of those responsible
for deciding policy, may prove to be an indispensable preliminary to
their being able to work out practical methods of management for
attaining the objectives of the monetary system. To put on a
more scientific basis our acquaintance with the fundamental facts
and trends of our economic life, and to replace empiricism by
ordered knowledge, might prove to be the greatest step forward
that it lies within our power to take towards raising the economic
well-being of our country to the level which the technique of pro
duction would allow, provided only that our machinery for collec
tive action was such as to facilitate the whole of our productive
resources being brought into fruitful activity.

CONCLUDING NOTE.
426. We have now completed all the recommendations which
we are able to make for remedial action by the monetary machine
itself. If our recommendations relating to international action are
given effect, we should hope for a great improvement in the
situation in due course. If, however, progress along these lines
is delayed or if the action taken is insufficient, we believe that our
own monetary authorities will not be able to remedy matters with
out assistance from changes in other non-monetary factors by which
the volume of our domestic output and employment, and in par
ticular our balance of trade, are also much influenced.
427. Thus it is of the greatest importance that other domestic
action, not of a strictly monetary character, should be taken as an
essential condition to the monetary authority being in a position
to employ effectively the methods of monetary policy. But w h e n
we came to consider the various alternatives which have been put
before us for domestic action of this character, we found consider
able difficulty in deciding just how far our terms of reference ex
tend and where to draw the line between matters lying within
them and those lying beyond. It has been a further difficulty that
some of these alternatives raise matters of active political con
troversy and cover ground where a general agreement among the
members of this Committee was scarcely to be expected.
428. In face of these difficulties some of us have felt that there
is nothing which, in our capacity as members of this Committee
and within our terms of reference, we can usefully add to the fore
going chapters. Other members of the Committee, however, have
felt that some further exploration of the problem., even though it
leads into non-monetary ground, is part and parcel of their view
of the monetary situation as a whole. W e have thought it best,

therefore, to give as Addenda* to this Report certain memoranda
which set forth the views of those of our members who feel that
our Report would be incomplete without further explanations and
proposals
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* The Addenda are as follows :—
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McKenna, Mr. Prater Taylor and Mr. Tulloch (see
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I Subject to the Beservation on page 2 4 1 .
g Subject to the Beservation on page 241.
II Subject to the Beservation on page 257.
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Goldenweiser, Mr. E . A. ...
Goldschmidt, Dr. Jakob (accom
panied by Mr. H. Powys Green
wood).
Goodenough, Mr. Frederick Crau
furd
Goschen, Sir W. H . N . , Bart.,
K.B.E.
Granet, Sir iW. Guy, G.B.B.
Hall, Professor F. ...

Sir

Ernest

Hyde, Mr. Frederick
Jenkinson,
Sir Mark
K.B.E., F.C.A.
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M.P.
Musgrave,

Mr. R. G
Mr. iW. L
Mr. F., J . P

Hopkins, Sir Richard
K.C.B.
Howson, Mr. R. A

Federation
of
Master
Cotton
Spinners' Associations, Ltd. (joint
evidence).

Central Landowners' Association
(joint evidence).
Central Landowners' Association
(joint evidence).
Joint Parliament Committee of
the Co-operative Congress (joint
evidence).
Federation of Master Cotton Spin
ners' Associations, Ltd. (joint
evidence).

Foa, Mr. R. H
Glenday, Mr. R. G

Harvey,
K.B.E.
Hawtrey,
Hiehens,
Holroyd,

Witnesses.
Bodies represented.

National Union of Manufacturers
(joint evidence).
Economio Freedom League (joint
evidence).

Berkeley, Mr. Edward

Hammersley, Mr. S. S.,

List of

V.

N.,

Webster,

Federation of British
(joint evidence).

Industries

Barclays Bank Limited.
National Provincial Bank Limited.
Joint Parliament Committee of
the Co-operative Congress (joint
evidence).
Federation of Master Cotton Spin
ners' Association, Ltd. (joint
evidence).
Bank of England.

Federation of Master Cotton Spin
ners' Associations, Ltd. (joint
evidence).
H.M. Treasury.
Joint Parliament Committee of
the Co-operative Congress (joint
evidence).
Midland Bank Limited.

G

Name of
Witness.
"Kindersley, Sir l l o b e r t M . , G.B.E.
Kitdhin, M r . Joseph
Kitson, Mr. A r t h u r ...
Lakin-Smith,

Mr. H . ,

F.C.A.

Lithgow, Lieutenant-Colonel
James, B a r t . , M.C.
Milne-Bailey, M r . W

...
Sir

Niemeyer, Sir Otto E., G.B.E.,
K.C.B.
Norman, The R i g h t H o n . Montagu
Collet, D.S.O.
Nugent, Sir Roland ...
P a y t o n , Mr. E . L
Pease, Mr. J . W . B e a u m o n t
Peddie, Mr. J . Taylor
P e r r i n g , Sir William, J . P .
Pigou, Professor A. C.
Pogson, Mr. J o h n
P u g h , Mr. A r t h u r
R a e , Mr.
Robertson,
Seott, Mr.
Simm, Mr.

...

John
Mr. D. H .
George J .
P . ...

Sprague, Dr. O. M. W .
S t a m p , Sir J o s i a h C , G.B.E.
Stewart, Dr. W. W.
Strakosch, Sir H e n r y , G.B.E.
Wiggins, Mr. W. M., J . P . ...
Wise, Mr. E . F . , C.B., M . P .
Woodbum, Mr. A r t h u r
W r i g h t , Sir Alexander K., K . B . E . ,
D.L.

Bodies

represented.

Economic Freedom League (joint
evidence).
Association of British Chambers of
Commerce.
Federation of British Industries
(joint evidence).
Trades Union Congress General
Council (joint evidence).
B a n k of England.
F e d e r a t i o n of British Industries
(joint evidence).
N a t i o n a l Union of Manufacturers
(joint evidence).
Lloyds B a n k Limited.
Federation
of
Master
Cotton
Spinners'
Associations,
Ltd.
(joint
evidence).
National Chamber of T r a d e .
Federation
of
Master
Cotton
Spinners'
Associations,
Ltd.
(joint evidence).
Trades Union Congress General
Council (joint evidence).
Westminster B a n k Limited.
Scottish Banks (joint evidence).
Federation
of
Master
Cotton
Spinners'
Associations,
Ltd.
(joint evidence).

Federation
of
Master
Cotton
Spinners'
Associations,
Ltd.
(joint evidence).
I n d e p e n d e n t Labour P a r t y .
Notional
Council
of
Labour
Colleges.
Scottish Banks (joint evidence).

Memoranda, etc., were furnished by the following, among others: —
Agricultural and Industrial Union.
Anglo-South American Bank, Limited.
Association of Engineering and Shipbuilding Draughtsmen.
Birmingham Trades Council.
Fabian Society.
Industrial Institute.
International Fixed Calendar League.
League of Science.
London Commercial Club (certain Members of).
Manchester Association of Importers and Exporters.
Manchester Economic Research Association.
Monetary Reform Association.
National Federation of Lron and Steel Manufacturers.
National Gas Council.
West Ham Borough Council.
Mr: J. Adamson.
Mr. A. Linney Arnold.
Mr. Edward Batten, M.I.Mech.E.
Mr. C. E. Cope.
Mr. J. F. Darling, C.B.E.
Mr. W. IX. Darwin.
Mr. W. M. Dimbleby.
Mr. W. J. Duggan.
Commander P .
Harrington
Edwards.
Mons. J. Gersony.
Mr. J. W. Greenwood, M.B.
Mr. M. Jones.
Mr. Percy H. Joseph.
Mr. Stephen J. Lett.
Mr. A. H. Mackmurdo.
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Mr. P. W. Martin.
Mr. Arthur G. Marshall.
Lieutenan-UColonel D. W. Maxwell.
Mr. Henry Meulen.
Mr. George H. Milner.
Mr. C. L. Nordon.
Mr. Ivan Pedersen.
Mr. Charles Edward Pell.
Sir John Pilter.
Mr. Joseph Rioardo.
Professor J. W. Scott.
Sir Oswald Stoll.
Mr. J. E. Tuke (and others).
Mr. W. H . Wiakinshaw.
Mr. W. A. Welshman.
Mr. F. Wigglesworth.

ADDENDUM I.
Proposals relating to D o m e s t i c Monetary P o l i c y to meet
the present e m e r g e n c y .
1. W e have signed the Report of the Committee without reserva
tion.* B u t in our opinion it is incomplete without certain further
observations.
Bightly or wrongly, w e conceive it our duty to
consider possible methods of increasing the ability of the banking
system to put into effective operation the principles of action which
w e have recommended above. For if the situation remains un
changed in other respects, w e doubt whether it lies within the
power of the banking system to restore employment to a satisfactory
level.
T H E
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2. The upshot of the preceding chapters may be summarised as
follows. For the world as a whole the best hope of a remedy lies
in a monetary policy designed to increase the volume of purchasing
power, to increase the ease of borrowing if necessary by guarantees,
to diminish the rate of interest long-term as well as short-term,
and to stimulate in every possible way the spirit of enterprise and
the volume of investment.
3. If Great Britain were, like the world, a closed system, the
same monetary remedies would be equally applicable here. But
unfortunately this is less true of us than of any other country. Our
economic affairs are intricately bound up with an international
system.
Consequently the power of the Bank of England to
initiate an independent policy, irrespective of what is going on
abroad, is strictly limited.
4. Whether it is as limited as—to judge from its policy over
recent years—the Bank of England has believed, is open to debate.
Mr. Hawtrey has expressed in evidence most forcible and interest
ing views to the contrary. H e urges that the pow er of the Bank
to influence the rest of the world, and to refuse to be led by it,
whilst not what it was before the War, is nevertheless great. H e
contends that the amount of foreign balances, which we run the
risk of losing if we make money relatively cheap in London, is not
so large as is commonly supposed. Whatever may have been true
a little time back, we are not prepared to accept Mr. Hawtreyi's
views as fully applicable to the present very abnormal circum
stanoes, where confidence is liable to be disturbed; and it would,
we think, be asking too much to expect the Bank of England to
make an experiment of uncertain outcome in the existing environ
T

* Except in the case of Sir T. Allen and Mr. Bevin.

24
inent. It is its duty to put absolute safety first. At the same
time there may be much more force in Mr. Hawtrey's general line
of argument than is usually admitted.
W e do hot believe that
the position abroad need always prevent the Bank of England from
furnishing additional credit, provided there is a real opening for
its employment in increased domestic enterprise. It would be un
safe for the Bank to increase materially the total volume of credit
without considering how it will be employed. B u t this should
not be urged as an argument applicable to cases where there is a
reasonable prospect of the new money finding its way into domestic
enterprise.
5. Moreover the risks of expanding credit would be much
diminished if the B a n k of England would take the clearing banks
more into its confidence, in the way in which it has traditionally
confided in the leading accepting houses, and invite their co-opera
tion. W e desire to state this conclusion with some emphasis.
While the quantity of money is controlled by the Bank of England,
the way in which additional supplies are used can be largely
directed by the clearing banks, and co-operation between these
banks and the Bank of England is essential. The Committee as a
whole have recommended in para. 372 that this should be done.
If this recommendation is acted upon, so that the clearing banks
on their side can make it clear when they are in a position to direct
additional credit into domestic channels and w h e n they are not,
and the Bank of England on its side can tell the clearing banks
when an expansion or contraction of credit is intended t o have its
natural repercussions o n the foreign short-term loan position and
when it is not, it will be much easier than it is now to ensure that
domestic enterprise and investment of whatever kind shall never
be starved of the accommodation which it requires. I n spite of
some evidence to the contrary which has been offered to us, we
are not convinced that this has invariably been the case in recent
years.
6. To-day, however, the main trouble is not a limitation on the
amount of available bank credit, but the reluctance of acceptable
bon-owers to come forward. Thus the first step must probably be
some kind of direct stimulus, for example, a considerable fall in
the long-term rate of interest payable by typical borrowers, or
some kind of State action. Either of these conditions here, with
out corresponding conditions elsewhere, can scarcely avoid putting
some strain on the international position of the Bank of England.
To meet this strain a strengthening of the country's surplus on
the balance of trade is required. It is also true that the Bank
would be in a better position to exercise its full moral influence
internationally if its power to retain its gold was beyond question.
7. Thus we are led inevitably to consider whether any other
measures are practicable which would restore or increase the Bank
1 0 1 2 2

6

3

of England's ability to employ its monetary power in a construc
tive way—though some of these measures may seem t o lead us
away from monetary policy proper.
AN

A N A L Y S I S
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A L T E R N A T I V E S

.

8. W e know no way in which the initial impetus to increased
employment can be given except by (i) an increase of exports,
(ii) the substitution of home-produced goods for goods now im
ported, or (iii) an increase of investment at home—though once
the vicious circle can be broken in any of these ways the increased
purchasing power of the men put back into work will further
increase employment in supplying their needs.
9. This may be put quite shortly by saying that we must either
increase our favourable balance of international payments, or find
an outlet for more of our savings at home, or, better still, do both.
Indeed the whole problem may be made to centre round the
balance of trade.*
W e can increase our surplus by exporting
more or importing less. W e can export more only if world trade
revives, or if we reduce our gold-costs faster than our competitors
reduce theirs, or if we give the expiort industries some kind of
special advantages. Similarly we c a n import less only by a rela
tive reduction of our o w n costs or by some restriction on imports.
Finally we can only find employment for more of our savings
at home by increasing the enterprise of borrowers or by somehow
subsidising the cost of borrowing.
10. I n practice, therefore—putting on
our efficiency relatively to that of our
desirability of which, if we can do it,
ground between all piarties—the practical
down to three : —

one side the increase of
foreign competitors, the
is obvious and common
courses open to us come

(i) A reduction of salaries and w a g e s ;
(ii) Control of imports and aids to the export industries;
(iii) Domestic enterprise assisted by State action, or subsi
dies to private investment at home.
* For the amount of international surplus which we currently need for net
foroign lending depends on how much of our saving is trying to find an
outlet abroad. The greater the amount which finds an outlet at home, the
smaller the international surplus which we require in order to be in
equilibrium. Thus to restore our position and to make full employment
possible, we require both to increase our surplus on the balance of trade and
also to find increased outlets for our savings at home. When the excess of
our total savings over that part of them which we can employ at home is
equal to our surplus on the balance of trade, there need bo no monetary
obstacle to the full and profitable employment of all our resources of men
and plant. This analysis enables us to narrow down tho alternatives.

There is probably no serious dispute as to all these courses, con
sidered apart from their social and long-period consequences, hav
ing some effect in the right direction. The difference between us
and those w h o emphasise the importance of the first might be
expressed by saying that they feel on a balance of considerations
that there is not enough to be hoped for in practice from a cautious
application of (ii) and (iii) and that there is great danger in losing
sight of (i), which is more fundamental in their judgment and
in the long run " sounder " ; whereas we feel exactly the. opposite,
namely, that the practical results of an attempt to reduce salaries
and.wages are likely to be exceedingly disappointing. They feel
that it might be dangerous to divert the public mind from what
they believe to be the ultimate necessity of (i) by offering remedies
under (ii) and (iii) which may prove specious; whereas w e believe
that nothing is more likely to produce stale-mate than to concen
trate public attention on (i).
11. We now proceed to consider in turn the three courses open
to us. The first and the second, let us repeat, would benefit the
situation primarily by increasing our foreign investment and by
enlarging the power of the Bank of England to pursue without
embarrassment a policy of stimulating enterprise both at home and
abroad; while the object of the third would be t o increase home
investment by methods which did not run the risk of unduly
increasing at the same time the tendency to lend abroad more
than our foreign trade surplus can support.
I.—A R E D U C T I O N
1.
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12. Certain preliminary observations are here necessary for the
avoidance of misunderstanding. So long as the standard of value
is subject to wide fluctuations in terms of consumable commodi
ties, it is essential that there shall be a reasonable elasticity and
mobility in the level of the money-incomes which workers and
others are ready to accept as equitable. If moneys-incomes have
been established at a level appropriate to a certain purchasing
power of money and if purchasing power then undergoes a large
increase, the fortuitous advantage which will then accrue to those
whose money-incomes are unchanged may be quite inappropriate
to the new situation and without substantial justification.
Great
evils must needs result, and have resulted, from the excessive
rigidity of various types of money-income in such circumstances.
This is just as true of the rigidity of rentiers' incomes as it is
of the rigidity of wage-earners' incomes. W e think, therefore,
that it would be quite wrong to regard the level of money-incomes,
with which we happen to find ourselves at any time, as sacrosanct.
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1 3 . For example, the cost of living, as measured by the Ministry
of Labour index number, has fallen 1 8 per cent, since 1 9 2 5 and
1 2 per cent, since the beginning of 1 9 2 9 . I n so far as this is due
to increased productivity, or to a movement of the terms of foreign
trade in favour of this country (so that our exports are exchanged
per unit for a larger quantity of imports than before), it is arguable
that these advantages should be enjoyed by recipients of money
incomes in the shape of increased purchasing power. But in so
far as it is due t o a change in the value of m o n e y for other
reasons, an attempt to retain the fortuitous advantages thus
accruing will involve an unjustifiable transference at the expense
of the entrepreneur, which must seriously disturb the efficient
working of the economic machine and be t h e cause of unemploy
ment. It may be, therefore, that some downward adjustments
in the quantity or value of money-incomes of every kind are called
for on these grounds so long as the present low level of general
prices continues. A readiness to accept the fact that the value of
incomes is something which m u s t be accommodated to changing
circumstances is, indeed, an essential condition of the sound work
ing of our economic system.
2.
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14. A primary reliance on reductions of salaries and wages as
a means of restoring employment and of recovering our inter
national equilibrium might, however, require much more drastic
action than can be easily justified, or is likely to be accepted, merely
on the grounds just given. It is impossible to calculate in advance
what increase of employment could be expected from a given aver
age reduction of wages. But the relation of the one to the other
might disappoint the expectations of many people, inasmuch as a
false analogy is often drawn from the obvious great advantages
to an individual employer of a reduction of the wages which he
has to pay. For each employer perceives quite clearly the advan
tages he would gain if the wages which he himself pays were
to be reduced, but not so clearly the disadvantages he will suffer
if the money-incomes of his customers are reduced. Just as it is
to the advantage of each producer that every product should be
cheap except his o w n , similarly it is to his advantage that all
costs and wages should be high except those which he himself
incurs—since the demand for his product comes from the incomes
which are paid out as costs by other producers.
1 5 . On the other hand, a reduction of the costs of British
manufacturers as a whole which is not associated with an equal
reduction of the incomes of their customers, plainly benefits them.
So does a reduction of costs which brings them new customers.
The first applies to those of them w h o manufactrue for export,

and the second to those of them whose products, if they were
cheaper, might be substituted for goods now imported. B u t this
assumes that a reduction of costs here does not provoke a corre
sponding reduction by our foreign competitors.
For just as a
reduction of his costs only helps a domestic manufacturer if it
applies to him alone and not to all his neighbours, so internationally
a reduction of costs only helps British manufacturers if it applies
to them alone and not to the whole world.
16. Thus there are two subtractions which it is necessary to
make from the prima facie advantages of general wage reductions.
In the first place many purely domestic industries will only obtain
secondary advantages, since what they gain i n reduced costs will
be offset by the diminished purchasing power of their customers ;
so that the greater part of the primary advantages of wage reduc
tions would be concentrated in the foreign trade industries, i . e .
those which work for export or compete with imports. I n the
second place, even in the foreign trade industries w e cannot be
certain in advance that wage reductions here will not be countered
by corresponding cuts o n the part of our chief competitors.
:

17. It might be, therefore, that an attempt to remedy unem
ployment by general wage reductions would require very large
reductions. As an illustration, an average reduction of money
wages by 10 per cent, would, since it would reduce total costs
by much less than 10 per cent., have much less effect o n our
foreign trade than a tariff of 10 per cent, on all imports and a
subsidy of 10 per cent, on all exports. Yet it would be optimistic
to expect even from the latter more than a partial remedy. The
same conclusion follows from a comparison between the wages
paid here and those paid by our chief continental competitors.
18. If the position had to be m e t b y an average reduction of
money wages only throughout all industries sufficient by itself
to restore our foreign trade to an equilibrium position, it might
have to be, in present conditions, as great as 20 to 30 per cent.,
though any such estimate must necessarily be liable t o a wide
margin of error.
T h e corresponding reduction of real wages
would not, of course, be nearly so great as this, inasmuch as
there would be a substantial fall in the costs of home products
and services. Nevertheless an attempt to secure any such reduc
tion might be expected to produce social chaos and react most
unfavourably on trade generally.
19. These considerations are far from intended t o lead up to
the conclusion that the remedy of reducing money-costs in terms
of gold is one which can be avoided in all circumstances. But
they emphasise the grave difficulties of an approach t o the problem
along these lines, and they raise a doubt as to whether reductions
of salaries and wages are the right way of dealing with the existing

international slump. It is not easy to see how we can expect a
revival in our foreign trade, on a sufficient scale to be of much
value to us, by any other means than through a revival of world
demand. T o meet the immediate problems, arising out of the
world slump, a policy intended to direct increased purchasing
power into the right channels, both at home and abroad, with
a view to restoring equilibrium at the present level of costs, would,
therefore, be much wiser, in our judgment, than a policy of trying
to cut our costs faster than the rest of the world can cut theirs.
3.
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20. Nevertheless, it is quite possible that, when the international
slump is, in the maturity of time, righting itself, we shall coii
tinue to find ourselves faced with difficulties due to our money
costs being still too high relatively to our neighbours. For in
the long run we cannot support a level of money-costs in terms
of gold which is out of equilibrium w i t h similar costs elsewhere—
and this is true quite independently of our adherence to the gold
standard. This, perhaps, is the fundamental reason why some
would think it wise to begin at once to take steps to bring down
our costs, not necessarily to the level winch would be required to
restore our foreign trade in slump conditions, but at least to the
level which may be required to put us on equal terms with our
chief competitors when the slump conditions are ended. W e must,
therefore, endeavour to express our views on this issue as clearly
as w e can.
21. There are two distinct questions on which we have to form
a judgment. First, what is the likelihood that the existing level
of money wages will be beyond our capacity when the violence of
the present Credit Cycle will have spent itself? Secondly, if in
the event it does prove necessary to reduce the prevailing level
of money-incomes, should the reduction be a general one applic
able to all classes of income, and by what means should it be
brought about?
2 2 . It is obvious that it is much too soon to attempt an answer
to the first question. It depends on the level at which money
costs expressed in terms of gold settle down in the countries
which buy our goods or compete w i t h us in producing them.
This in turn depends on the success of the efforts recommended
in the Report of the Committee for raising the international price
level by increasing, through investment and otherwise, the effec
tive volume of purchasing- power throughout the world. It also
depends on the time which will elapse before any success attends
on these efforts and on the duration of the slump. For the longer
the slump lasts, the more probable it is that country after country
will feel itself compelled to resort to competition in wage-cutting.

This will be a counsel of despair, especially for debtor countries,
since universal wage-cutting will help no one and will merely
serve to rivet on the shoulders of the debtors a heavier burden
of monetary obligation. B u t in the downward race anyone who
can get a little ahead of his neighbours will snatch a temporary
advantage, and no one can afford to lag far behind under penalty
of losing all his trade. For this reason we m a y be compelled to
follow suit. Nevertheless we should not take the lead i n what is
so contrary to the common interest, and we should be as reluctant
as our circumstances permit to press closely behind those who are
leading the way in this direction.
23. If remedial measures are delayed, the pressure towards wage
reductions in the rest of the world may prove overwhelming. If
so, we must grapple the problem firmly on lines to be considered
below. The position may change quickly.
But the available
statistics, have not convinced us that it is, as yet, either necessary
or desirable to engage in competitive wage-cutting.
24. The matter may also be looked at from another angle^
Apart from competitive considerations, does the present level ot
wages represent an unreasonable, and in the long run an im
practicable, demand on the part of labour for too large a share of
the joint product of industry? No doubt, almost everyone in a
country such as Great Britain is gaining advantages in the purchas
ing power of his income through the exceedingly low relative prices
of many articles of food, which he cannot expect to retain w h e n the
international slump is over. But this is not a peculiarity of wages
—it applies equally to every class of income in a country which is
temporarily in a position to import large quantities of goods at
distress prices. W e have, therefore, postulated some rise of inter
national prices as a necessary condition of the maintenance of the
present level of British money-incomes. The question whether the
British worker is receiving too large a share of the British national
dividend as compared with the other classes of the community is
another matter. It is not proved, in our opinion, that wages have
been recently a much larger proportion than formerly of the total
value of the product—at any rate not up to 1929. The available
statistics suggest that there has been a remarkable degree of
stability in the proportionate division of the produce (see
evidence, 47th day). Moreover there is another consideration which
impresses us. If we can pay for present standards both for the
employed and for the unemployed, and at the same time add to
our capital wealth (as we believe to be even still t h e case), with
nearly a quarter of our industrial resources idle, does not this
suggest that w e should have a comfortable margin over if we could
manage to bring back into activity the whole of orrr resources—
even after allowing substantially for the loss of our present
temporary advantage from the unduly low prices of our imports?

25. T h u s the problem seen in this light is one of disequilibrium
rather than of excessively high standards; and the task upon which
we should concentrate is that of remedying the disequilibrium so
as to bring our productive resources into full play, rather than of
attempting to lower standards.
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26. Whatever efforts we may make and however high t h e hopes
we entertain, it remains true, unfortunately, that our efforts and
hopes m a y be defeated. It would be absurd to maintain that we
can continue to adhere to the existing level of money-incomes
irrespective of the value of money. W e have, therefore, to consider
what measures we should recommend if an adjustment of money
incomes becomes plainly unavoidable.
27. W e are here considering, not normal wage-adjustments of
the kind which we have discussed at the commencement of this
section, but a substantial general change, amounting to (say)
10 per cent, or more, in the level of money-costs and incomes,
designed to remedy a position of national disequilibrium due to a
change in the value of money.
28. W e consider that a change of this character cannot, with
equity, be concentrated on salaries and wages, but should apply
to every category of income alike, including those protected by
contract. The benefit of an increased value of money is just as
fortuitous in the case of the rentier as in the case of the wage
earner, and the burden on enterprise and on the Budget of having
to pay the same amount of money as before to meet interest
charges, though the value of money is greater, is similar in
character to the burden of having to pay the same money wages
as before. Moreover a great social change of this kind cannot be
carried through except by general consent.
29. This view is reinforced by a consideration of the monetary
history of recent years. A large part of the National D e b t w a s
incurred at a price level much higher than that which now prevails.
The long period of deflation which culminated in the return t o
gold at t h e pre-war parity had the effect of increasing the burden
of this Debt. The fall in world prices which has occurred more
recently has caused a large further aggravation of the burden. I n
view of the fact that the increase in the value of sterling was
deliberately intended, it seems difficult to require a reduction of
salaries and wages without proposing any modification of the
uncovenanted blessings which accrued to the holders of the National
Debt and of claims on money generally and to other classes whose
incomes have remained unaffected.
30. Our conclusion is, therefore, that if a substantial change
should become necessary, it must be a general change and apply,
so far as possible, to every class of income alike.

31. If this conclusion be accepted, it follows that it cannot be
left to natural economic forces to bring it about by the mere pressure
of events. F o r this would certainly not result in an equal all
round change.
I n Chapter X I the Committee have explained
that the pressure which can be brought to bear on the economic
system by a restriction of credit, whilst suitable for t h e purpose of
effecting the comparatively small adjustments of ordinary times,
is not an appropriate means for effecting large changes. Yet, in
effect, it is upon this method that w e have been relying hitherto.
The rate of long-term interest and the volume of credit are main
tained at levels which are deterrent to investment, and the u n e m 
ployment which ensues is, under a laissez-faire system, the natural
form of pressure to secure a reduction of wages. W h a t alternative
means are open to us for an orderly contraction i n terms of gold
of money-incomes in general?
(a)

Devaluation.

32. Theoretically the most obvious and comprehensive method
of effecting the desired object would be to leave money-incomes
alone but to change the monetary standard, e . g . , by diminishing
by 10 per cent, the gold parity of sterling.
This would have the
advantage of bringing the direct, initial benefit to those industries
which need it most, namely, t o the foreign-trade industries. It
would involve no interference with contract, since debts are legally
fixed in terms of sterling and not in terms of gold. It would affect
every class of income without the necessity of any other special
measures. For a country which w a s not an international banker
and was not owed large sums from abroad fixed in terms of sterling,
this would be the simplest solution.
33. W e have already agreed, however, that for a country in the
special circumstances of Great Britain the disadvantages would
greatly outweigh the advantages, and we have concurred with our
colleagues in rejecting it.
(b) Tariffs

plus

Bounties.

34. Precisely the same effects as those produced by a devalua
tion of sterling by a given percentage could be brought about by a
tariff of the same percentage on all imports together with an equal
subsidy on all exports, except that this measure would
leave
sterling international
obligations unchanged in terms of gold. This
proposal would avoid the injury to the national credit and to our
receipts from foreign loans fixed in terms of sterling which would
ensue on devaluation.
35. Under existing commercial treaties, however, there would
be practical difficulties in the way of a direct subsidy to exports.
Nevertheless, various plans might be propounded for combining

some form of restriction of imports with granting sundry indirect
advantages to the export industries, which would represent an
approximation to the above scheme. W e consider that a plan of
this kind would be so immeasurably preferable t o devaluation,
that it is foolish even to discuss the latter while the former remains
untried.
36. I t is worth while to remark that, if the level of domestic
money-incomes is such that our international equilibrium would be
restored by a reduction of money-incomes or by the devaluation
of sterling, then it follows that, failing the adoption of one or
other of these two expedients, the optimum distribution of the
national resources between different uses will result, not from
Free Trade, but from as near an approximation as is practicable
to a Tariff plus Bounties measure on the above lines.
37. T h e avowed object of such a measure as this would be to
reduce the value of a given money-income; though the cost of
living might be expected to rise by only a fraction of the percentage
rate of duty. I t s advantages would be two. I n the first place
it would toe fair; for every description of money-income would be
affected equally. In the second place, it would involve no dis
turbance to confidence and no breach of understanding with our
foreign creditors.
(c) A National

Treaty.

38. There remains the project of a national agreement for the
general and simultaneous adjustment of all money-incomes
by a
tax on incomes which, for one reason or another, are exempt
from the general cut, and an adjustment of all salaries and wages
and other money-incomes not protected by contract. There would,
inevitably, be great practical difficulties in the way of a re-settle
ment of this kind, and we cannot say how far they could toe over
come without giving more examination to the details of some such
scheme than it has been possible for us to give. B u t in the last
resort it is at least theoretically conceivable that by means of a
National Treaty, on some such hnes as this, an escape from our
currency difficulties could be found.
I I . - C O N T R O L OF I M P O R T S A N D A I D S TO E X P O R T S .
39. Proposals under this heading raise political and social issues
which extend far beyond the necessities of the present emergency.
A specific may be appropriate to a particular situation, and yet be
rejected i n obedience to wider considerations more extended in
time. W e do not propose to attempt any such summing up of the
final balance of advantage and disadvantage, having regard to all
the relevant factors, as would be needed to justify a definite recom
mendation. W e shall confine ourselves, therefore, to considering
briefly the uses of tariffs or Import Boards, e t c . , and subsidies on

articles of foreign trade regarded as an expedient to meet a situation
in which a country has a large unemployed surplus of labour and
of plant which it is unable to bring into use in the conditions
imposed on it by its economic relations, arising out of relative
rates of interest and money-costs, with the rest of the world.
40. The fundamental argument for unrestricted Free Trade does
not apply without qualification to an economic system which is
neither in equilibrium nor in sight of equilibrium.
For if a
country's productive resources are normally fully employed, a
tariff cannot increase output, but can only divert production from
one direction into another, whilst there is a general presumption
that the natural direction for the employment of resources, w h i c h
they can reach on their merits and without being given special
advantages at the expense of others, will yield a superior national
dividend. But if this condition of full employment is neither
fulfilled nor likely to be fulfilled for some time, then the position
is totally different, since a tariff may bring about a net increase
of production and not merely a diversion.
41. It appears to us, therefore, that, if imports were to be
controlled, whether by a tariff with compensation for exports, or
by import Boards, or in some other way and home-produced goods
substituted for t h e m , there is a presumption, so long as present
circumstances last, that this would mean a net increase of em
ployment and of national productivity. I n t o the rate of the tariff
and the classes of the articles affected we do not enter.
42. The arguments most commonly adduced on the other side—
apart from long-period considerations which we are not pretending
to discuss—are the following :—
(i) It is said that the restriction of certain kinds of imports
would curtail foreign buying power and so diminish the market for
our exports. T h i s would be true if we were t o use our improved
balance of trade to import gold and the consequent loss of gold
by the rest of the world had the effect of causing a contraction of
total credit. But if w e make use of our improved balance of trade
to expand investment at home with the result of increasing our
imports of food and raw materials (an expansion which would
have led to a loss of gold by us if w e had attempted it without a
contemporaneous restriction of imports) or to increase our foreign
lending, then it need have no adverse effect on the market for
our exports.
(ii) It is said that a restriction of imports would tend to increase
the cost of production of our exports. This is a question of degree
depending on the' kind of restriction imposed.
Clearly a sub
stantial tax on imported raw materials without a rebate for exports
would have a seriously adverse effect on exports. At the other
extreme, it is not evident that a tax on the importation of luxury
motor cars or an Import Board for pig products would have any

appreciable consequences of this kind. It is easy to conceive both
of a tariff, accompanied by appropriate rebates, and of Import
Boards the effect of which on the cost of exports would be small
compared with that of other factors. Nor is there any reason
to suppose that the effect on exports need be commensurate with
the effect on imports.
Nevertheless, even if these measures were so devised as to impose
only a small handicap o n our exports, this would be pro tanto an
objection. T h e logical course, in our opinion, would be to find
ways of giving equivalent advantages to the export industries. For
much of the argument in favour of a restriction of imports applies
equally to a subsidy to exports. A direct subsidy would be open
to various practical objections. But it would not be difficult to
find other ways of giving back to the export industries advantages
at least equal in amount to the comparatively small disadvantages
which would be imposed on t h e m by those effects of restricting
imports by a tariff or otherwise which would be individually too
small and incalculable to be dealt with by means of a rebate.
(iii) The third objection, which is most commonly heard, relates
to the effect on the cost of living of the working classes. The
force of this Objection depends partly on the character of the
tariff or other measures in view, and partly on a comparison with
the effect on the cost of living of those measures to which the
tariff is offered a s an alternative.
For example, a given amount of revenue raised by taxing manu
factured imports would probably increase the cost of living less
than if it were raised by taxes on tea, sugar, beer and tobacco.
Or again, if it were to diminish the necessity to reduce wages or
had the effect of increasing employment at the existing wage,
its effect on working-class standards would probably be favourable.
W e think that a scheme could be devised which would have no
adverse effects on working-class standards.
43. Since many- of the arguments in favour of a restriction of
imports apply equally in favour of schemes of assistance to exports,
some system of restricting imports, accompanied by a policy of
giving advantages to the export industries, would seem to be the
most practical plan of aotion.
44. Finally, the immediate effect of such measures in reviving
business confidence and a spirit of enterprise scarcely needs to be
emphasised.
45. For these reasons and also because relief would be given
both to the Budget and to the balance of trade, it would seem
that restrictions on imports and aids to exports would run well
in double harness with the other class of remedy w h i c h we next
discuss, namely, schemes of capital development.
For it is
obvious that the whole of the resources required for capital develop
ment at home are necessarily found within the country and as a

result of our own efforts and sacrifices, except in so far as their
effect is to diminish our net foreign surplus, whether by decreasing
our exports or increasing our imports. Thus the " burden " of
such schemes, for which w e need to make special provision is
exactly measured by the burden on the balance of trade.
If,
therefore, we were to expand investment at home and control
imports, we should get the favourable effects of both schemes on
domestic employment and avoid the disturbing effects of both on
our international balance.
III.—-SCHEMES OF CAPITAL

DEVELOPMENT.

46. W e see no reason to doubt that new capital investment at
home would, in present circumstances, create additional employ 
nient—subject only to the qualifications explained below. S o far
from this additional employment being less than appears at first
sight, it is likely to be considerably more. F o r in addition to
the men directly employed and t o the m e n occupied in making
and transporting the materials required, there will be a further
set of m e n put into work t o supply the needs created by the addi
tional purchasing and consuming power of the first set of m e n ,
and so on.
47. The objections which have been advanced against an un
qualified acceptance of this conclusion are the following : —
(i) It has been argued that it is not possible to ensure that
any particular scheme of investment will mean additional expendi
ture. It may merely cause a diversion of finance and of resources
from different expenditure which would have occurred otherwise.
If the national productive resources were fully occupied, this might
be the case. Or if the banking system were t o limit the volume
of credit in a certain way, it might be t h e case. B u t in present
circumstances, when the physical limit o n further capital output
is far from reached, there is no reason why the action of the bank
ing system need stand in the way of additional investment, unless
this investment was throwing too heavy a burden on the balance
of trade—a contingency which we deal with below.
For the
theory that there is in any sense a fixed loan fund available to
finance investment which is in all circumstances fully employed,
or that the amount of t h e savings of the public always exactly
correspond to the volume of new investment, is, we think, mis
taken.
At one time some such view as this appears to have
influenced British policy.
To a questionnaire from the Inter
national Labour Office in 1927 the British Government replied :—
" The decision taken by the Government at the end of 1925 to
restrict grants for relief schemes was based mainly on the view
that, the supply of capital in this country being limited, it was
undesirable to divert any appreciable proportion of this supply

from normal trade channels."*
The Treasury White Paper,
Cmd. 3331, p. 43, was also capable of interpretation in this
sense.
W e gathered, however, from the evidence of Sir E.
Hopkins that it would be a mistake to attribute this view to the
Treasury at the present time.
(ii) It has been argued that, whilst investment spontaneously
undertaken by private industry would help employment, there
may, nevertheless, be some offsets to schemes deliberately
engineered by the Government. For the effect of such schemes
on the minds of business m e n might be such as to make them less
inclined to launch out themselves.
This might be true of
" unfair " Government-aided schemes, by which some private
firms received assistance from which other substantially similar
firms were debarred. It might also be true that business confi
dence would be injured if the Government were to sponsor
obviously wasteful, foolish or extravagant projects. But in general,
provided the schemes are wisely selected, we see no presumption
in favour of the view that " official " investment need seriously
compete or interfere with " unofficial " investment. Indeed, on
the contrary, if " official " investment is successful in restoring
the volume of output and of profits, this may help to restore the
business optimism which is a necessary condition of expansion. It
may be that a dose of " official " investment will be helpful in
breaking the vicious circle and restoring the conditions in which
w e can again increase our reliance on normal " unofficial "
investment.
(hi) It has been objected that the tendency of such schemes will
be in the direction of raising prices in this country and thereby
hamper our export industries in their efforts to retain their hold
on foreign markets. If our available plant were fully occupied,
there might be much force in it. But in existing conditions, we
do not doubt that output could be expanded in many directions in
response to an increased demand with an insignificant increase in
price. Indeed, some witnesses have gone so far as to maintain
that, if output were to be increased, prices would be reduced,
basing themselves upon the lower cost per unit of production when
plant is fully employed.
In any case we should attach limited importance to this objec
tion because, in so far as output cannot be increased except in
response to a higher level of prices, this objection applies equally
to all remedies for unemployment of whatever character, except
those which involve a reduction of wages.
(iv) It is sometimes argued that home investment may not only
embarrass our export industries for the reason just discussed, but
* " Unemployment and Public Works," International Labour Office, 1931,
p. 30.

will also put a fresh burden on our balance of trade, because it.
will tend to increase our imports, both to furnish raw materials
and to provide for increased consumption, particularly of food, by
the newly employed. This is clearly, to some extent, the case.
But here again it is an objection which applies to all remedies for
unemployment. A n y increase of employment is likely to bring
with it increased imports of the raw materials of our industries and
of the articles of working-class consumption. But this is scarcely
a reason for not providing employment.
The point is to be
regarded, rather, as a reason for not embarking too rashly on
large-scale schemes without arranging at the same time as to how
the necessary increment of imports is to be paid for.
It is at this stage that considerations which are more of a
monetary character come in. It is the business of the Bank of
England so to regulate our net rate of foreign lending that it does
not seriously exceed our available trade balance. A recovery of
domestic output must, when it occurs, present the Bank with a
problem of this kind. But schemes of capital development would
have to be on a larger scale and mature wuth greater rapidity than
is at all probable, before they would present the Bank with too
heavy a task, unless they were to be undertaken simultaneously
with a general breakdown of confidence due to other causes. W e
are still a creditor country on a large scale, and it would be an
overwhelming condemnation of our present methods if proposals
for increasing employment were to be rejected on the ground that
we cannot pay for the raw materials which the men would handle
and the additional food, etc., which they would consume, if they
were to be brought back into employment.
(v) It is feared that State-aided schemes are likely to put some
burden on the Budget and therefore t o lead to the evils of increased
taxation. If, however, we lump together—as we should for the
purposes of this argument—the Budget and the Unemployment
Fund, we feel quite confident that the relief to the Unemployment
Fund and the additional yield of taxation, resulting from the in
creased employment provided by the schemes in question, would
materially outweigh the direct cost of the schemes to the State.
(vi) A final objection—which may, we think, have weighed with
the Treasury—is based on the possible effect of loans, made or
sponsored or guaranteed by the Government, on the rate of interest
on British Government securities, with the result of postponing
the date at which large economies can be secured by a conversion
of the War Debt to lower rates of interest.
This is a natural, but nevertheless dangerous, pre-occupation.
Over any short period it is evident that the prices of Government
securities may be affected by competing issues. But it is an exact
inversion of the truth about the rate of interest to suppose that it
can be reduced by refraining from new capital investment. Apart

from the short-period fluctuations around the equilibrium position,
the rate of interest must tend to fall as the accumulated wealth
and prosperity of the country in the shape of capital assets
increases.
The contrary view is based o n some such fallacy as
that " surplus " financial resources can be gradually built up,
unembodied in any physical form. It is supposed that if we
save '' a part of our current income and do not '' use up '' these
savings in capital schemes, we can in some way hoard them up
for use at a later date and that these " accumulated " savings will
gradually strengthen our " financial " position. These ideas are
probably derived from a false analogy between the position of a
particular individual or firm and that of the community as a wdrole.
For a particular firm can clearly accumulate " liquid " resources,
unembodied in any physical form so far a s the firm itself is con
cerned and constituting realisable claims o n the rest of the com
munity. But a little reflection will show that the community as a
whole cannot increase its " liquid " resources by the various
members of it building up claims against one another.
W e have dwelt for a moment on this highly abstract point
because mistaken ideas about it may be the explanation of much
latent, unexpressed hostility or reluctance to the general idea of
organised capital development. It is one of the cases where un
instructed commonsense tends to believe exactly the opposite of
the truth.
48. The main obstacle in the way of remedying unemployment
by m e a n s of organised schemes of investment is probably to be
found, not so much in any of these arguments, as in the practical
difficulties of initiative and organisation. I t is not easy to devise
well-conceived plans on a large scale. It is not easy to fit them into
the existing scheme of things, even w h e n they have been con
ceived, without all sorts of difficulties, frictions and delays. And.
finally, the period of preliminary planning and designing, which
must elapse before they will provide their full quota of employment,
may be somewhat lengthy. I t is difficult to improvise good schemes.
If they are to be thoroughly wise and economical, they may often
need as much as two years' preliminary gestation. Yet w e have
seldom been ready in recent years—though subsequent experience
has taught us that w e ought to have been—to sit down calmly to
prepare plans for the remedying of unemployment two or three
years hence. This difficulty has increased with time. For by now
most of the good plans which can be quickly improvised have been
used up, and the best plans still left in the cupboard are those
which will yield then- results most slowly.
49. If, therefore, the organised planning of capital investment
is to be relied on as a remedy for our economic ills, it should, we
think, be approached from now on in a somewhat different spirit
from that which was natural three or four years ago. W e must be

prepared, that is to say, to look some w a y ahead, and get to work
on well-conceived projects without laying too much emphasis o n
the rapidity with which they can be executed.
50. There is the more reason for this, in that the problem of
finding an outlet at home for a substantial proportion of our current
savings is likely to be with us for some time to come. W e recom
mend, therefore, that w e should now attack the task of Capital
Development in this country in a much more systematic and far
sighted manner than hitherto. I t should not be an objection t o
a scheme that its execution will be spread over many years or
that the period of preparation will be somewhat prolonged. After
several years of living from hand to mouth, a point h a s come:
when it need not be considered an imprudence to look ahead.
51. It falls outside our scope to proceed to details in a matter
of this kind. B u t we may illustrate our argument briefly :—
(i) A considerable part of the larger towns and industrial centres;
of the country need re-building and re-planning on a comprehensive
scale. At present they offer neither beauty nor convenience nor
health. Much of the industrial housing of the country is of an age
when buildings of that character are, of necessity, only fit to be
demolished. It seems an insanity t o keep a large proportion of
the building trade out of employment w h e n this is the case.
(ii) Some of our staple industries need to be refitted and re
planned on modern lines, at the cost of a substantial capital ex
penditure. I n several cases, there is much to be said for re
planning an industry as a whole. Apart from tariffs, and the like,
we see no reason why our staple industries should wait before
putting their house in order. I n cases of proved necessity, we
should not be opposed t o measures of compulsion, i n conjunction
with the provision of adequate and cheap finance. It may be
that we should develop an improved organisation for handling all
matters of this kind. I t would be outside our scope to pursue
this subject in detail. B u t we think that efficiency and fore-thought
might be much increased if a body were to be set up which might
be designated the Board of National Investment, in the hands of
which all matters relating to the deliberate guidance of schemes of
long-term national investment' would be concentrated.
This
Board might be entrusted with t h e duty of raising funds not
only for the local authorities which now borrow through the
Local Loans Bund but also for other local authorities including
municipalities, for the telephones, for the roads and for such
further schemes of national development as those which we have
suggested above. But this is a big subject and it would lead us
too far afield to develop it as it deserves.

(iii) The recommendations of the recent Committee on the
Electrification of the Railway System obviously deserve the most
careful consideration in this connection.

52. T h e fundamental objection to these expedients, in the minds
of those who dissent from them, is, however, on a different plane
of thought. They consider that all these devices are merely tem
porary shifts to enable us to postpone facing the problem, which
sooner or later we shall be compelled to face, namely, that our
money-costs of production are too high compared with those else
where; whilst at the same time they are of a character which, to
judge from experience, are often used unwisely and may remain as
an incubus on our economic system long after their special pur
pose has passed away.
53. The ultimate differences between those who feel this and
those who think that it is worth while to gain a breathing space
are not so much matters of theory as of t h e practical judgment of
probabilities and of what is most prudent. But w e suggest that
a heavy burden of proof lies on those who cannot join with us in
our plea for efforts to increase activity rather than to reduce
standards. Eor if w e can do what we are doing with nearly a
quarter of our industrial resources idle, what might we not do if
they were all employed? W e are impressed for many reasons
with what seems to us to be the greater wisdom and prudence of
concentrating public attention on constructive schemes for en
couraging national trade and national development rather than on
efforts to drive down the general levels of salaries and wages.
Let us, in conclusion, briefly recapitulate some of them : —
(i) If, at the present juncture, when we are near the bottom of
a world slump of unparalleled violence, all countries alike were to
seek equilibrium by competitive w age cuts, we should merely
confirm the low level of prices and rivet on our shoulders an in
tolerable burden of debt fixed in terms of money.
(ii) W e doubt whether it is wise to attempt fundamental ad
justments, which may not be required, at a time so abnormal as
the present, when similar difficulties are confronting all countries
alike and when it is impossible to gauge with any accuracy the
degree of adjustment which may be necessary in the long run.
(iii) W e see no solution of the grave problem of social justice
presented by any proposal to reduce salaries and wages whilst
leaving untouched those money-incomes which are protected by
contract.
(iv) E v e n if it were desirable to secure a large all-round reduc
tion of salaries and wages, we foresee i m m e n s e practical difficulties,
perhaps insuperable difficulties, in the w a y ; whilst the social costs
of an attempt which failed would be incalculable.
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(v) W e prefer, therefore, to pin all our' hopes on a recovery of
world prices, and to strain all our efforts to secure i t ; whilst
making, immediately, a great concerted attempt to avoid the
immense waste of the national productive resources now going on.
If these hopes are falsified by the event, m u c h will by then have
happened in the world, which w e cannot now foresee.
Public
opinion, both here and abroad, will be ready for many things
which it would be useless to consider now. And the whole matter
will have to be reviewed again.
(vi) Meanwhile, we are not convinced that we cannot in the
long run, w h e n all our productive resources are at work, continue
to support permanently, and even improve, our existing working
class standards. I t may well happen, if we can gain a breathing
space, that the recovery of world prices, the revival of business
optimism, the reorganisation of the older British industries and
the steady increase of technical efficiency may eventually render
unnecessary a reduction in the prevailing level of salaries and
wages.
T H O S . ALLEN.*
ERNEST B E V I N . *
J . M. KEYNES.
R . MCKENNA.
J . PRATER TAYLOR.
A. A. G . TULLOCH.

"SUBJECT TO T H E

FOLLOWING

RESERVATION.

We have signed Addendum I in company with Mr. Keynes, Mr.
McKenna, Mr. Frater Taylor and Mr. Tulloch, but, while approv
ing the general approach to the subject, we do not necessarily agree
with every statement therein. W e think it vitally important to
emphasise that to acquiesce in the present or a lower wholesale
price level, w i t h the idea of adjusting everything down to i t , is fatal.
W e are in full agreement that the only possible policy is to try to
raise the wholesale price level and to maintain or improve the.
standard of life.
If this cannot be achieved internationally within a reasonable
time, we agree that national action of an emergency or short-time
character should be tried.
We should have preferred the course of devaluation because of
its effect upon the whole of the dead-weight debt and other fixed

charges, but we agree that great weight must be attached to the
consideration that to endorse a de facto devaluation is easier than
to devalue after a return to pre-war parity.
W i t h regard to the tariff proposal in the Addendum w e take the
viewi that, precedent to any tariff, our other recommendation for
a large measure of State planning and reorganisation, particularly in
the basic industries, with the provision of Transport and.Power as
State services, should be put into effect. T h e n , if the alternative
remained, tariffs would be preferable to all-round reductions in
wages and salaries, provided that at the same time steps were taken
to safeguard the export trade and to prevent the exploitation of the
consumer.
I n a general w a y we do not believe in tariffs, and w e are rather
more apprehensive as to their effects than the other signatories.
Nevertheless, our view is, if we have t o make a choice, it should
be i n the direction indicated.
The other points in the Addendum, such as schemes of Capital
Development, Board of National Investment, etc., have our strong
support.
T H O S . ALLEN.
ERNEST

BEVIN.

ADDENDUM II.
1. W e recommend i n Part I I , Chapter I I I , of our Report that
greater freedom should be given to the Bank of England in the
employment of its reserves. But this greater freedom, which also
involves greater responsibility, can hardly be used satisfactorily
if our exchanges are to be subjected to a constant strain with the
result that, while it might always be easy to lose gold, it might be
hard to get it back except by means of a restriction of credit and
relatively high interest rates which would be definitely harmful.
Eor the greatest service which the monetary machine can render
British industry and commerce at the present time is to maintain
plentiful credit and cheap money rates, so that, as soon as some
confidence returns, production and enterprise will be encouraged
by means of air increase of purchasing power without any adverse
effect on our exchanges. It seems to me, therefore, of the first im
portance that the surplus on our balance of trade should be increased.
Notwithstanding that w e o w n greater foreign assets than any other
nation and receive annually from the rest of the world, as a result
of the efforts and savings of past generations, a sum of some £ 3 0 0
millions in respect of interest, redemption and dividends and have
the greatest " invisible exports ", the surplus on our balance is
now small, since the great bulk of these annual sums due to us
is now required to pay for our imports. Our relatively high level

of internal costs and money incomes limits the power of those
of our industries which compete with foreign industries either to
export or to compete with foreign goods imported into this country,
while it maintains internal consumption. T h u s , as is shown in
Part I , Chapter V , the volume of our exports h a s diminished and
that of our imports has largely increased. I t is this condition
that renders a mere increase of purchasing power without a strength
ening of our balance of trade impracticable.
2. I n order that the surplus o n our balance of trade should be
larger, it is necessary to increase our exports or diminish our
imports or do both. There appears n o reason, however, to suppose
that the normal course of events will by itself bring this result
about. Rather the contrary. For, though many other adverse
circumstances have since the end of the W a r pressed upon our
export industries, our relatively high level of costs, tending to e n 
courage imports and discourage exports, is of long standing and
has undoubtedly contributed to their difficulties. It must be
remembered that, before the world slump began, the great bulk of
our unemployment, which for years has never fallen below about
1,000,000, came from those of our industries which were subject
to foreign competition. Unless world prices rise again quickly and
substantially, the disequilibrium from which they suffered is likely
to be intensified if, as is happening now, other nations, whose
economic conditions are more flexible, take earlier and more definite
steps than w e do towards some adjustment of costs to the lower
level of prices. W h e n a crisis like the present one overtakes all
countries, in none of them does the business world sit with folded
hands and wait for the monetary authorities to restore the conditions
previously existing. Every industrial and commercial unit in each
country is moved b y the incentive of self-preservation to set to at
once and try to adjust itself to the altered conditions. I t s essential
problem is to bring costs and prices again into such a relationship
that the various factors of production, those which depend o n
profit as well as those receiving a fixed money-income, m a y
obtain adequate remuneration, so that the operation of each unit
will again become profitable, idle plant be restarted, output in
creased and, gradually, new development undertaken.
As a result of the great fall of prices without an equivalent reduc
tion of costs, production all over the world is resulting in losses
instead of profits. I t is sometimes argued that a reduction of costs
(in particular wage costs) will do nothing to alter this situation,
because the reduction of costs is a reduction of incomes and involves
therefore a destruction of purchasing power. B u t costs do not repre
sent the whole of the incomes derived from production and still
less do wage costs. These incomes include profits, and it is on
profits being normal that the whole activity of private enterprise
depends. The first impact of a reduction of costs is felt in an
increase of profits or a substitution of profits for losses.
A re

distribution of the present proceeds of industry so that more of
the proceeds would accrue to the shareholder and entrepreneur
would not reduce the existing volume of purchasing power, but
would induce entrepreneurs, by additional orders for raw material,
plant and labour, to expand the volume of employment, and thus
should lead rather t o an increase than to a decrease of purchasing
power. So long as enterprise promises a loss rather than a profit,
no one will borrow and the normal process by which money is
generated through the lending operations of the banks is interrupted.
But a reduction of costs would alter the outlook, borrowers would
come forward and money would become available to pay the addi
tional incomes arising from the additional production. For this pro
cess to be continued, it is necessary that the banking system
should be able freely to grant the necessary credit and for this to
be possible without any weakening of our exchanges the strength
e n i n g of our balance of trade is again seen to be essential.
Moreover, in the present situation, where the products of the
raw-material countries are so exceptionally low in price, the manu
facturing countries will be forced to reduce their costs so far as
possible in order to facilitate the exchange of industrial as against
raw-material products. So long as, and t o the extent that, world
prices do not rise, there must, therefore, everywhere be a pressure
to reduce costs, either by increasing efficiency or by a direct reduc
tion of money-incomes.
7

3. If this diagnosis is correct, it is likely that, failing special action
on our part, our costs will become higher rather than lower rela
tively- to other countries' costs with the consequent tendency for
profits to remain low, for capital to make efforts to leave the country
and for exports still further to diminish and imports still further to
increase. This tendency can only be reversed by (i) a diminution of
costs by means of either (a) greater efficiency or (b) a direct re
duction of salaries and wages, or (ii) special measures such as a
tariff for the restriction of imports accompanied presumably by some
direct assistance to our exports.
4. I t would n o doubt be agreed o n all hands, even by those who
support a tariff on other grounds, that by far the best method of
diminishing imports and increasing exports would be by a greater
increase in our efficiency relatively to the efficiency of our com
petitors. It is, indeed, only by constantly increasing our output for
a given amount of labour that w e can increase our standard of
life. If wages are t o be maintained, there is need of the most
active co-operation towards the greatest efficiency and elasticity by
industrial and financial leaders and by Trade Unions. I believe
that there is a very great deal of leeway to be made up and that
opposition to reform does not come from one side alone. If
the object of the Trade Unions is to maintain real wages by a
7

higher output per man, they must recognise how vital it is to
remove hampering restrictions, to facilitate the greatest possible
mobility of labour and to prevent unemployment insurance from
being itself the inevitable cause of permanent unemployment.
But
prejudiced resistance to changes obviously needed in the interests of
the community is to be found also in those directing and managing
industrial and public utility companies. If private enterprise is to
hold its own, this resistance must be overcome. I believe, therefore,
that there are still very big opportunities t o reduce costs by greater
efficiency in the widest sense of modernising both production and
selling and limiting harmful ^competition.
W i t h the growing
mechanisation of industry throughout the world, very cheap produc
tion of many kinds of goods is possible in more backward countries
even with relatively unskilled labour. It is by constantly keeping
in the van in the more skilled industries that w e must maintain our
position.
5. Secondly, we can reduce imports and increase exports by a
direct reduction in money-incomes, i.e., salaries and wages. T h e
cost of living has fallen in this country and real incomes have,
therefore, risen by 18 per cent, since 1925 and by 12 per cent, since
1929. If there is a general rise in world prices, real incomes will
again fall but, even if world prices were to rise, say, to the 1929
level, the disequilibrium which already existed in thatyear might con
tinue to show itself as before in large and persistent unemployment.
If prices remain at or near their present level and other nations
adjust their costs to that level, while we do not, then our balance
of trade will probably become constantly more unfavourable, and
a situation might arise which might force an adjustment of all
money incomes. If, on the other hand—and this is perhaps the
most likely outcome—a new level is established by both prices
rising and costs falling, then in so far as w e have not relatively
increased our efficiency, w e must make at least equal adjustments
in costs to those made by other nations to maintain even our 1929
position. It would appear, therefore, that, so long as prices remain
at or near their present level, reductions of salaries and wages
(particularly in the sheltered industries), and obviously in unemploy
ment benefit too, are necessary if we are to maintain, and still more
to strengthen, the surplus of our balance of trade and thus keep
monetary conditions favourable to increasing enterprise and employ
ment at home. Reductions in salaries and wages have taken place,
and are taking place, in other countries, and particularly i n Ger
many where Reparation payments cause a strong pressure i n this
direction. The developments in the rest of the world in the next
six months or year in the direction either of rising prices ox
falling costs will show us more clearly the extent of our problem
in this respect. W h a t is certain is that no country can support
permanently both a fixed exchange and a fixed level of money costs

in terms of gold which is out of equilibrium with costs elsewhere.
Ultimately one or the other must give way.
6. If any practicable diminution of costs under the itwo headings
of (a) greater efficiency and (b) direct reduction of money incomes is
insufficient to bring us near t o equilibrium, then I do not think that
we can sit down and do nothing. I n order to protect our exchanges
and to enable the Bank of England to maintain credit conditions
favourable to home industry, it might become necessary to take steps
to restrict imports either by a general tariff on all imports or by a
more specialised protective tariff, or by some restriction of un
necessary imports. I say nothing about the many other important
aspects of a tariff, as I confine myself here to its relationship to
the monetary problem. Erom that point of view it does not seem
possible permanently to combine Eree Trade with a rigid economic
system under which money-costs in terms of gold remain out of line
with those elsewhere and cannot be altered. But import duties,
while diminishing imports, would tend also to diminish exports,
unless accompanied by rebates, subsidies, or some other aids direct
or indirect, which would cheapen the cost of our goods to the
foreigner at the expense of the British taxpayer. It would, more
over, be unlikely that any new exporting industries, to which in
these changing times we must look forward to help us, would get
under weigh, unless they also received similar assistance. Further
more, if any rise in prices internally, resulting from a tariff, merely
leads to a proportionate increase in salaries and wages, and there
fore in costs, then our disequilibrium will remain unaltered and a
condition of affairs will be created in which another tariff " dose "
will again be necessary to produce a temporary adjustment.
I t was, for instance, the experience in Australia that successive
increases in the tariff followed upon, or were followed by, succes
sive advances in the cost of labour, and involved that country in
a vicious circle of ever-ascending costs and prices.
Thus the strengthening of our balance of trade by means of a
tariff is not likely in my opinion to be as satisfactory for our export
industries as a reduction of costs under the two other heads dis
cussed above.
A protective tariff, as distinguished from a flat-rate revenue tariff,
might increase certain exports as a result of giving the industries
protected a sure foundation in.the home market. But, having regard
to our difficulties already existing in 1929, I am doubtful whether
any assistance in the form of rebates, subsidies, etc., which it will be
practicable to give under a tariff system will enable exports in
general to flourish without a reduction in our costs relatively to
foreign costs.
7 . While an increase of home enterprise is of the greatest im
portance, flourishing export industries are in my opinion needed
both to raise our standard of life and to employ fully our population,

as well as to strengthen the surplus on our balance of payments.
One-third of all the workers engaged in manufacturing are dependent
directly for their livelihood on the amount of export trade which
we still retain. I disbelieve wholly in any plan of insulating our
selves from the rest of the world or that there is not future scope, as
world prosperity grows, for our 40,000,000 people to trade on a much
greater scale than at present with the remaining 2,000,000,000
people in the world. W e may aim at using nearly all our savings
at home so that the pressure of capital to find an outlet abroad is
diminished, but it is hardly possible to suppose that if we live to
" ourselves alone " the savings available for use can ultimately
be as large, and therefore our standard of living as h i g h , as they
would be if we exchanged our products freely with all the world
and maintained our commerce and our shipping. It is true that,
until world conditions generally improve, we cannot expect any
very great increase i n exports. B u t to diminish exports and in
crease imports, as we are tending to do now, to the point
at which we shall ultimately require the whole of the proceeds of
the interest on and redemption of our foreign assets t o balance the
surplus of our imports, is not to lay our foundations very safely.
In the first place we should cease to be a creditor nation and have
no money to lend abroad. This would not only m e a n a great
alteration in the position of London as a financial centre. It would
also be very unfortunate from the point of view of the develop
ment of the British Empire. W e should be surpassed in wealth
and influence by those w h o took our place as creditor nations.
Moreover, our foreign assets constantly require replenishment, for
they are always being diminished b y repayment, by losses, or by the
failure of our debtors and for this reason alone some surplus on our
balance of payments is required.
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8 . I do not consider that greatly increased capital expenditure by
the Government or other public authorities is a solution of our
difficulties. There is everything t o be said for schemes, however
large, which are i n themselves desirable and remunerative (such as
railway electrification may prove to be) and which improve our
national plant and lead directly or indirectly to large economies in
costs. The fact that we are spending over £120,000,000 per annum
on unemployment without anything to show for it is a strong
additional reason for not rejecting off-hand projects of real promise.
But the efficacy of public expenditure is severely limited by practical
difficulties. Any large scheme requires many months of examina
tion and preparation and, if commenced now, could not be actually
taken in hand for at least one or t w o years. If a number of very
large schemes were projected now, the Government might come with
great demands upon the capital market at the time w h e n conditions
were improving and private enterprise itself might need large capital
funds. Outside such an exceptional case as the electrification of the
railways, large and remunerative schemes are probably quite

limited. If they are not remunerative, but involve annually a
burden for interest and sinking fund on the Budget, they would
have the great demerit of adding permanently to our expenditure
at a time when direct taxation is already too high. Anything,
indeed, which increases the present or prospective burdens on the
Budget obviously requires the narrowest scrutiny. Whatever may
be the merits of capital expenditure by the Government, they do
not compare in their effect on unemployment and industry with
the placing of private enterprise on a more profitable basis.
9. If prices rise not at all or only slightly and meanwhile other
countries adjust themselves either by a reduction in costs or by
going through a process of inflation, no lowering in costs,
either by greater efficiency or by a reduction in non-contractual
money incomes, can be expected to solve our problems.
The burden of our high costs and our huge debt might
then prove intolerable, unless mitigated by sacrifices on the part of
all sections of the population. The problem of contractual money
incomes is, however, extremely complex, and differs fundamentally
from that .of salaries and wages in that the recipient of a con
tractual income must accept the risk of loss from movements in
the value of the currency equally with the prospect of gain. The
" rentier " has gained by the fall in prices; he will lose, if they
rise again. An extreme illustration of his risks may be seen in the
cases of Germany, France and B e l g i u m , where a permanent de
preciation of the currency has involved him in final and irre
coverable loss. Moreover, the " rentier "—and that term covers
both individuals and i n s t i t u t i o n s - i s in fact inextricably mixed with
the investing part of the community, which as a whole, has made
some gain from the fall in prices through holding
fixed-interest
securities, but has at the same time suffered through the writing
down or complete loss of part of those holdings and through the
very heavy losses o n their investments i n shares. It is this com
plexity which makes the application of any general scheme to all
money-incomes so difficult, and which therefore makes a rise in
world prices so essential to any normal solution of our difficulties.
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10. Finally, the difficulty of securing a world rise of prices
and the dangers of the present world economic situation are
greatly aggravated by the Reparations and Inter-Allied debt
problem. I n the first place, the pressure on Germany to increase
her exports necessitates the utmost possible reduction in all her
costs, including all salaries and wages, which have in fact already
been very considerably lowered. This, in turn, increases the pressure
on all her competitors and particularly, on us to follow suit.
Germany is so important a factor in overseas trade that this in
fluence in the direction of holding prices down must be consider
able. Moreover, the payment of these great sums, mainly to the
United States and France, very considerably aggravates the

j problem of the debtor countries referred to in C h a p t e r I I of P a r t I I
I of the C o m m i t t e e ' s R e p o r t , r e n d e r s the G e r m a n situation d a n g e r o u s
I to the whole international credit s t r u c t u r e , and accentuates t h e
tendency of gold to flow to t h e U n i t e d States and F r a n c e which is
I particularly undesirable at a t i m e when n e i t h e r of t h e m are l e n d i n g
I their surplus back to t h e world. If it were possible to wipe o u t t h e
I Reparations and Inter-Allied debt p a y m e n t s , by far the greatest
single step would, i n my opinion, have b e e n t a k e n towards t h e
recovery of world prosperity. I n d e e d until some fresh s e t t l e m e n t
of this problem, rendered necessary by the g r e a t fall in prices, is
made. I do not believe t h a t we can expect a n y recovery.
R. 1 1 . BRAND.

ADDENDUM III.
Introduction.
1. I desire in this note to express my views upon the p r e s e n t
situation and upon the various proposals w h i c h have been p u t
forward as cures, or at least as palliatives, for the evils complained
of; further, to present some observations upon certain of t h e
problems which fall directly within t h e T e r m s of Reference a n d
have already been touched upon in t h e R e p o r t of the Majority
of the C o m m i t t e e .
2 . I t is c o m m o n ground t h a t the difficulties w i t h w h i c h we are
contending result from the accentuation of the pre-existent local
depression of t r a d e and e m p l o y m e n t t h r o u g h t h e world depression,
which, beginning in the second half of 1 9 2 9 , has now lasted for
nearly two years without showing any m a r k e d t e n d e n c y to come to
an end. T h e disequilibrium between prices a n d costs, which w a s
a special characteristic of t h i s country before the world depression,
has now become a world p h e n o m e n o n .
B u t t h e fact t h a t dis
equilibrium has become general m e a n s also t h a t t h e degree of
disequilibrium in this c o u n t r y h a s now grown cumulatively greater
than it was before.
The

Local

Situation.

3. It is obviously impossible for this c o u n t r y , by any special
action it can take by itself, to cure the world s i t u a t i o n ; although
as a country which is one of the two largest creditor n a t i o n s , with
a capital m a r k e t upon w h i c h a large p a r t of the world habitually
relies, with a Central B a n k enjoying great international authority
and prestige, and with a population w i t h a high per capita volume
of exports and a high per capita consumption of internationally
traded goods, we are in a position powerfully to influence t h e course
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of world events, even if the allowance is made for the special dis
abilities under which we are labouring.
Our duty in this con
nection would seem to be a twofold one : to abstain from action
which, if generalised, would result in making the world situation
as a whole worse than it was before, and to follow policies which,
whilst benefiting ourselves, will also help to alleviate the world
situation.
Apart from all other considerations, therefore, and
considering solely the world situation, to embark upon a regime of
tariffs and to refuse obstinately to face the question of costs are
both undesirable. For to adopt the first will undoubtedly encourage
a general tendency to further economic isolation on the part of
other countries, thus impeding the recovery of world trade; whilst
to refuse to face the second issue will lay us open to the charge
that we are seeking the co-operation of other countries in obtaining
a rise in the world-level of prices because we have neither the will
nor the ability to take the steps necessary to bring us into line
w i t h what is taking place elsewhere. W e must be in a position
to convince other countries that w e are not dependent on their
goodwill to save us from difficulties which, however mistakenly,
they believe to be largely of our o w n making, before we shall be in
a position to represent to them successfully that co-operation in
the field of credit is a necessary part of the process of recovery.
T h e mischief will not stop at this point, however. B y one means
or another, the w orld, as a whole, will climb out of the present
depression, as it has recovered from previous ones.
If recovery
takes place in the outside world without any definite steps towards
international co-operation having been achieved, it is certain that
they will then become impossible for a long time to c o m e ; for it
is not in periods of prosperity that efforts of this kind are likely to
be inaugurated. And our moral and economic position alike may
be permanently injured ; our moral position by our failure to convert
the rest of the world to our way of thinking ; our economic position
by our failure to make the adjustments necessary to accommodate
ourselves to changes in the world as a whole.
7
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Situation.

4. As far as the world situation at the moment is concerned, two
solutions are presented for consideration. It is urged on the one
hand that a concerted effort should be made to raise the level of
prices; it is urged on the other that the way out of the present
impasse is to reduce costs.
It is argued by some of those w h o support the first solution that
it is impossible to solve the problem of a depression in any other
way : for a reduction of costs cannot result in anything else except
an endless sequence of changes, in the course of which prices first
fall, to be followed by falling costs, which in their turn result in
prices falling again, requiring a further fall in the level of costs and

so on. Thus the only result of the process is a cumulative fall of
prices, which has merely the effect of increasing t h e burden of in
debtedness and all other fixed charges, and does nothing to revive
industry and employment.
It is argued by some of those who support the second solution
that concerted efforts to raise the level of prices by m e a n s of
additional credit-creation are not in any case likely to b e made.
Secondly, that a period of falling prices and depressed trade brings
with it a necessary process of elimination of unsound borrowers
and undertakings whose disappearance is necessary for a revival of
sound business and of confidence in borrowers—a process of weeding
out which would be delayed if plentiful credit were immediately
available. But the longer the process is delayed, the greater will
be the liquidation necessary when, at long last, further credit
creation proves unavailing to prevent the collapse of unsound in
stitutions. Thirdly, it is argued that the process of credit-creation,
if successful, involves the danger that revival may take place upon
a scale and with a rapidity that may make it imperative quickly
to withdraw this additional quantity of credit. But in the face
of violent opposition by the business classes this necessary policy
of subsequent contraction may prove impossible, and t h e over
stimulation thus given to the upward phase of the cycle may be
followed by an even worse collapse than the one to overcome which
the policy was first attempted.
5. Neither set of contentions appears to dispose conclusively of
the policy against which it is directed, and there seems to m e to be
no necessary inconsistency in the simultaneous application of both
policies. T o demonstrate that if costs are cut there will be a
revival of trade is not tantamount to a demonstration that, there
fore, the process of revival should be accomplished solely b y . t h i s
means. To demonstrate that a process of credit expansion would in
the end revive business is not the same thing as proving that ex
clusive reliance should be placed on this method of attacking the
problem. Tor it may well be that difficulties which would manifest
themselves if only one method were employed may be absent if
both are utilised.
(a) The reluctance to admit that a reduction of costs will alle
viate the situation resulting from the present universal maladjust
nient between prices and costs, springs from a confusion between a
reduction of costs and an effective destruction of purchasing power.
The argument upon which this reluctance is ultimately based can
be stated as follows. Money costs represent income accruing either
to wage earners or others taking part in the processes of production,
and in the form of income, therefore, constitute the purchasing
power from which flow the receipts accruing t o producers. If costs
are reduced, therefore, it follows that purchasing power is dimin
ished, and the relationship between receipts and costs remains
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unaffected. At the lower level of costs, receipts will still be in
sufficient to cover costs, just as they were at the higher level of
both costs and receipts.
(b') B u t the fact is that a reduction of costs is not necessarily
tantamount to a proportionate reduction in aggregate receipts,
because, so long as the costs remain above prices, unemployment
ensues. It follows, then, in spite of the fact that what is paid out
in costs reappears later in the form of receipts, that the aggregate
volume of receipts is less than it would have been if costs had been
lower and unemployment had been less.
Again, given the present level of prices and costs, production,
it is freely admitted on all hands, results in losses to the
entrepreneur. A redistribution of the present proceeds of industry,
such that more of the proceeds would accrue to him, and less to
the other factors of production, would not reduce the existing
volume of purchasing power, but would induce him, by additional
orders for raw material, plant and labour to expand the volume
of output, and of employment, though it might admittedly, so
long as the aggregate volume of employment had not been appreci
aJbly affected, change the nature of demand somewhat through
changes in the distribution of the proceeds of industry. But the
mere fact, that unemployment was falling would restore to the
industries producing- consumption goods part of the demand which
they might have temporarily lost. It would not be true to argue
that such an impulse to the expansion of production would be held
up b y . t h e impossibility, at the new level of costs, of finding the
volume of purchasing power, in terms of money, necessary to
sustain it.
For if prices and costs are in adjustment, the dc
facto volume of purchasing power available must always be suffi
cient. But it is not difficult to see further that once given the
emergence of profits to the average entrepreneur, a series of reper
cussions in the field of credit-creation are likely to take place which
will remove the danger (if any) that the expansion of production
and employment will be checked by insufficiency of purchasing
power. For entrepreneurs are more willing to borrow, and bankers
more willing to lend, in a period when profits are emerging than in
a period when industry as a whole is sustaining losses. It may be
argued, therefore, that the adjustment of costs to prices is the
necessary preliminary to the inception of monetary processes which
will initiate an upward movement of prices, and thus assist such
adjustment in those portions of the field of production where it
lias not already taken place.
(c) The view that an adjustment by m e a n s of a fall of costs,
rather than by means of a rise of prices, is objectionable, not be
cause.it fails to achieve its object but because it would increase the
fo.urden.of debt charges, requires separate consideration. If prices
remain permanently at a lower level, the purchasing power of

debts will increase considerably ; as they will equally increase if the
reduction of costs takes the form of increasing efficiency. B u t if
the adjustment of prices and costs results in increasing e m p l o y m e n t
and output, t h e real b u r d e n r e p r e s e n t e d by debt c h a r g e s upon out
put as a whole m a y still b e a smaller o n e t h a n it would have been,
if the adjustment had not b e e n m a d e . F o r , if t h e adjustment
had not been m a d e , t h e debt c h a r g e s would h a v e h a d to be m e t
out of a smaller dividend. Moreover, as has just b e e n argued, it
by no m e a n s follows, once prices and costs h a v e been brought
more closely into line t h a n is now t h e case, t h a t a low level of
prices will b e p e r m a n e n t l y imposed upon producers.
Purchasing
power has not been destroyed b u t only r e d i s t r i b u t e d ; and a revival
of activity will, partly in v i r t u e of the b a n k i n g repercussions
associated w i t h i t , partly in virtue of t h e direct effects produced
by increased t r a d e , help to raise t h e price level. T h e r e is, therefore,
no reason to suppose t h a t an a d j u s t m e n t of costs t o prices must
involve a level of prices p e r m a n e n t l y as low as t h a t n o w existing :
nor that, even if it did, considerations relating t o t h e b u r d e n of
indebtedness would b e a final reason for refusing t o m a k e t h e
adjustment, if no other solution were
possible.
((/) On t h e o t h e r h a n d , it is impossible to deny t h a t the process
of adjusting costs to prices is one which necessarily involves m u c h
hardship, and individual inequality and difficulty, and raises such
far-reaching issues of social stability, t h a t , if it could be avoided,
even if only in p a r t , by cheap m o n e y and credit e x p a n s i o n , very
weighty a r g u m e n t s would have to b e advanced t o justify inaction
on the part of t h e b a n k i n g a u t h o r i t i e s . T h e a r g u m e n t t h a t it m a y
later be necessary to retrace t h e steps t a k e n and t o deflate credit
in order to avoid over-expansion at t h a t stage, c a n n o t be con
sidered a sufficient reason against p r e s e n t action.
F o r , in all
probability, t h e process of recovery from a depression so severe
as the present one will b e slow, a n d ample statistical and other
material is available for t h e g u i d a n c e of t h e m o n e t a r y authorities,
nor will the technical forms, w h i c h any repressive m e a s u r e s (which
may indeed subsequently prove necessary) woirld h a v e to t a k e ,
present any u n u s u a l features.
I n these circumstances the case
against present action, on these grounds alone, cannot be con
sidered conclusive, t h o u g h I would agree t h a t t h e dangers appreIrended are by no m e a n s entirely i m a g i n a r y . N o r , in m y opinion,
can the a r g u m e n t t h a t some liquidation of weak positions is a
necessary p a r t of t h e process of recovery be pressed too far. F o r ,
as the depression continues, t h e circle of weak borrowers becomes
wider and w i d e r ; for the losses sustained as a consequence of t h e
depression gradually u n d e r m i n e the position even of those who
were originally entirely c r e d i t w o r t h y . T o assert so m u c h is by no
means to deny t h e t r u t h t h a t in t h e upward phases of every cyclical
movement of trade some b r a n c h e s of production and some sources
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of supply become over-developed, and that additional credit crea
tion cannot overcome the difficulties associated with the position
of such industries and areas. All that is contended for here is that
efforts to prevent the general situation from deteriorating too
markedly should not be withheld because such efforts will be
unable to solve the special difficulties associated with particular
cases. T o attempt to prevent prices from falling further is not
" inflation " but an effort at stabilisation.
6. Thus the short-run problem must be attacked, in my judg
ment, both from the side of cost-reduction and of credit policy.
The important issue from the standpoint of this country is the
price level which will ultimately emerge as the result of the
policies actually pursued. It would be unwise to calculate upon
a price level being reached, even if recovery takes place uow, which
would restore the precise relationship which existed, before the
events of 1929, between the level of British money bicomes and
prices and those of the outside world. E v e n this relationship was
an unsatisfactory one. Prom the standpoint of this country, then,
a still lower level of outside costs and prices would mean an inten
sification of our problems, and this makes the task of suggesting
remedies still more difficult than it would in any case be.

The Economic Position of Great Britain.
7. It is impossible to judge between the merits of the various
alternatives which lie before this country without some previous
consideration of its economic position. If all the available evidence
pointed unambiguously in a single direction, choice between alter
natives might be easier. But, unfortunately the position is not so
simple; the evidence available allows no such unmistakeable in
ferences to be drawn.
(i) It would be an error to assume that there has not been a
substantial increase in productivity during the last decade and
unjustifiable to argue that the general economic position is one of
unrelieved gloom. On the contrary, unnecessary apprehensions on
these grounds are entertained both at home and abroad, and the
widespread impression to the contrary which has been allowed to
prevail has itself been a factor of some importance in aggravating
the undoubted difficulties of recent years. It appears from the
evidence submitted to us that the index of output per head rose
between 1924 and the first quarter of 1930 by as much as 13 per
cent, (manufacture and mining combined) whilst aggregate output
rose during the same period by nearly 10 per cent., and in mami
facturing industry alone by 13 per cent. General considerations,
moreover, warrant the assumption that considerable improvements
in productivity must have taken place. For, though a large part
of the explanation lies in the change in our favour of the terms
of trade, owing to the extraordinary fall in the prices of food and

raw materials and the reduction in the net volume of our foreign
investment, the paradox of a rising standard of life coinciding
with unemployment; both for capital and labour upon a considerable
scale throughout the last decade would otherwise be inexplicable.
(ii) I n spite of the known difficulties in transferring labour from
one occupation to another, it is well-known that transfer on a con
siderable scale has i n fact taken place, with the result that the pro
portion in different industries has shifted markedly.
Moreover,
whilst between June, 1924, and August, 1930, the numbers of
unemployed in all insured industries rose from 1,085,000 to
2,119,000, the numbers seeking employment rose from 10,430,000
to 12,094,000. The numbers actually in employment at the later
date were thus 600,000 in excess of those employed at the earlier
date, in spite of a doubling of the volume of unemployment.
(iii) Though the volume of our export trade in 1929 was still]
below what it had been in 1913, nevertheless it is not the case that
particular branches of British export industry have shown no
elasticity. T h e contrary impression which has grown up is due to
the fact that in 1913 so large a proportion of our total exports of
manufactured articles were concentrated in just those groups of com
modities which have suffered severely since, so that, if a weighted
average of all exports is taken, the total still falls considerably
below that of 1913. But this conceals the important fact that, in
other directions, the volume of British exports in 1929 was ahove
that of the last pre-war year. Thus it appears from the calculations
of Professor G. W . Daniels* that, taking the volume of trade in
British exports (articles wholly or mainly manufactured) as 100
in 1913, the volume in 1929 was only 8 6 . 1 . But out of the twenty
groups comprised within this rubric, twelve showed an increase
over 1913, eight showing a decline : the latter apart from the
Miscellaneous Class including Cutlery, Machinery, Manufactures
of Wood and Timber, Cotton and W o o l l e n and Silk Yarns and
Manufactures and Apparel : whilst other groups (including even
Iron and Steel and Manufactures thereof) had either maintained
their position or in some cases had substantially improved it.
(iv) Nevertheless, there are other aspects of the situation which
are not so encouraging, and which require to be taken into con
sideration before final judgment can be passed.
(a) The fact that the terms of trade have shifted i n favour of
this country has meant that we have been able to buy Our imports
of food and raw materials on cheaper terms, i.e., t o obtain the same
or a larger volume of such goods at less expense to ourselves in
terms of the volume of exports. This necessarily reacts on the
volume of employment in the exporting industries, other things
being equal. But what is true of this country vis-a-vis of countries
* Recent Changes in the Overseas Trade of the United Kingdom.
Manchester Statistical Society. November 1930, Table VII, p. 17.
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producing foodstuffs and r a w m a t e r i a l s , is equally t r u e of all other
industrial nations and does not therefore serve fully to explain why
t h e rate of g r o w t h in our exports should have fallen b e h i n d those
of our leading competitors. T h e recent investigations of Mr.
L o v e d a y have shown t h a t some of t h e conventional explanations,
particularly t h e h a n d i c a p imposed by an appreciating currency,
fail to account for this p h e n o m e n o n , since other countries which
h a v e undergone the same m o n e t a r y experiences h a v e expanded
t h e i r trade more rapidly t h a n we h a v e . *
Moreover, if it is argued t h a t our older, staple e x p o r t industries
h a v e suffered from the effects of c h a n g e s in d e m a n d w h i c h lower
prices for our exports could not h a v e p r e v e n t e d , it m u s t b e borne
iri m i n d t h a t t h i s is only part of t h e t r u t h . F o r competition be
t w e e n articles is, partly a t any r a t e , a m a t t e r of price, and lower
prices m i g h t h a v e prevented, e.g., p a r t of the substitution which
h a s been going o n between different fuels. Moreover, part of our
export m a r k e t s have b e e n lost to n e w competitors producing the
same article, e.gv, cotton goods, a n d in this case, a t least, it is
clear t h a t comparative prices m u s t h a v e played a considerable role.
(b) Again, even before the world-depression b e g a n , t h e volume of
u n e m p l o y m e n t w a s in t h e neighbourhood of o n e million. I t is
k n o w n t h a t this figure does not r e p r e s e n t a n u n c h a n g i n g a r m y of
individuals crystallized out of the m a i n body of wage-earners and
unable to find work, but largely r e p r e s e n t s a body of persons
sometimes in e m p l o y m e n t and sometimes out of employment.
Moreover, absence of adequate t r a i n i n g or of n a t u r a l aptitude,
housing difficulties and t h e like causes of immobility b e t w e e n em
p l o y m e n t s (including the psychological and other effects of un
e m p l o y m e n t insurance) m a k e it impossible to argue simply from the
fact of u n e m p l o y m e n t to t h e fact t h a t existing levels of wage-costs
are necessarily too high to' enable t h e expanding t r a d e s to absorb
t h e whole of t h e labour available at t h e existing level of selling
prices. B u t , since it is probable t h a t w i t h lower wage-costs a lower
level of prices could h a v e been established, and therefore a lower
level of demand could h a v e been t a p p e d , there is reason to suppose
t h a t part of the failure to absorb unemployed labour m u s t be con
nected w i t h the level of British costs. H o w m u c h of t h e continuing
volume of u n e m p l o y m e n t can be explained o n this ground alone it
would be difficult to say, but in m y opinion it is a considerable part
of the whole. F o r a rigid level of costs not only fixes the margin
industries at a point different
of profitable exploitation of existing
(and higher) t h a n it would have b e e n if costs h a d been lower, but
also inhibits new industries from establishing themselves at all.
(c) L a s t l y , t h e r e is the undoubted fact t h a t t h r o u g h o u t the
greater part of t h e period which h a s elapsed since t h e r e t u r n to
t h e gold standard the Central B a n k h a s found the task of main
* A. Boveday.

Britain and World Trade : especially pp. 152-171.

taining the international parity of the pound sterling a difficult one.
The difficulties with which the Bank of England has been con
tending can be easily enough explained, if the fact is accepted that,
at the time when the gold standard w a s restored, the then level of
sterling prices, costs and money-incomes was inappropriate to the
parity chosen, and that, in the absence of a rise in world prices
sufficient to diminish the disparity between world costs and British
costs, the only alternatives open were to reduce British costs suffi
ciently, or to pursue a monetary policy which would offset the
tendency to increasing imports and diminishing exports resulting
from an unadjusted cost position. There is thus no difficulty in
understanding the course of monetary policy in recent years. The
easiest method of adjusting the money market position which
arose from inelastic exports and rising imports, combined with the
desire to invest abroad, was to maintain a level of money rates
which would allow of the use of foreign balances as an equilibrating
item.
I t is true that the problem thus presented to the Bank of England
was eased by the gradual improvement in the volume of British
exports before the world depression began, and has been eased since
by the fall in the world prices of food and raw material imports.
Moreover the figures cited in paragraph 260 of the Report warrant
the assumption that there has not been, in recent years, a pro
gressive increase in our reliance on the method of equilibrating
the Balance of P a y m e n t s by taking up foreign balances, but rather
the contrary. Nevertheless, the Bank is still faced with the task
of preventing too rapid an outflow of the volume of foreign balances
now held here : the level of money rates is still managed with
this end in view, and the assumption that our monetary position
would be more comfortable if the level of our costs permitted a
greater elasticity in our export trade is not invalidated by showing
that, so far as our short debt position is concerned, the dangers
and difficulties of the position have been somewhat exaggerated in
the past, and that, over a course of years, improvement had
been taking place. B u t in so far as optimism is warranted on this
ground, and if the fuller information now available suggests that
the precariousness of t h e position of the Balance of Payments has
been exaggerated," one is entitled also to draw the inference that
some of the emergency measures which have been put forward as
means towards improving the Balance of Payments are perhaps not
as urgent as they appear to some of my colleagues.
8. The attitude to be adopted towards measures for overcoming
the present difficulties must to a large extent turn on the
assumptions to be made regarding the future developments of the
economic position of this country. If the view is taken that factors
intrinsic to this country make continued participiation in world
developments on the old scale impossible to us, or if, alternately,
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the opinion is entertained that the trend of world events is in any
case such as to require a fundamental change in the direction of
our productive efforts, more drastic modification of our economic
institutions may be required than would otherwise be the case.
I t is certainly one of the consequences of the increasing command
over resources that all over the world the demand for direct services
and for luxury goods is expanding more rapidly than the demand for
the older staple products : a change which is indicated by the
growth in all countries of the distributive trades, the amuse
ment-industries, and so on. From the standpoint of the older ex
porting nations, such developments of demand involve both losses
and gains. I n so far as they can no longer rely upon the same
proportion of the population finding employment in the traditional
manner it implies immediate loss : in so far as these changes
in demand imply alternative methods of employing population
within their own frontiers the loss is balanced by gain : for the
growth of these industries everywhere implies that, provided the
transfer problem can be solved, there is no reason to suppose that
a failure of foreign trade to expand in the old directions means a
permanent loss of well-being. Moreover, a failure of demand to
expand does not necessarily, in the case of the older industries,
m e a n that the absolute scale of the industries concerned must
contract. All that it means is that they will no longer expand at
the old rate.
Provided that there are not at work specially
deterrent local influences, the shift in demand does not mean a
present loss of employment, but only that, in the normal course of
development, other industries and employments will gradually
assume greater importance. And, as regards the newer industries
producing luxury goods, the development of an export trade in
these is stimulated by the very causes which explain the relative
stagnation of the older staple trades, i.e., the emergence of new
kinds of demands.
9. Turning now to the case of Great Britain, the following con
clusions appear to be warranted —
(a.) The material prosperity of a country does not depend
directly upon whether it is engaged upon manufacturing for
export (thus obtaining indirectly the goods it requires for its
o w n consumption) or whether it meets its own needs for goods
by direct local production, but upon the productivity of its capital
and labour. Thus a decline in foreign trade is consistent with
increased prosperity, provided that increased efficiency means
the replacement of foreign by home-produced goods at falling
costs, and provided that demand shifts towards sources of
satisfying wants which cannot be supplied from abroad (e.g.
services).
(b) On the other hand, so long as world population and
trade continue to expand, there is no reason to suppose that

this country cannot continue as a great exporting nation,
furnishing either staple products or new products, so long as
our costs are upon a competitive level.
(c) Even if there are changes in the world situation dis
advanfcageous on balance to us (and some unfavourable
phenomena are certainly present) one-third of our workers i n
manufacturing industry are still engaged in working for ex
port. Any emergency measures which may be adopted for the
purpose of reducing this proportion cannot possibly appreciably
diminish the magnitude of the population so engaged in the
short-rim, whilst they might have serious repercussions upon
that part of our foreign trade which under any circumstances
we would require to maintain. And the indirect benefits which
might be expected to follow from such measures, i.e., the
stimulation of demand for products of many different kinds due
to increased employment and production, would equally follow
if the mass of unemployment in the export trades were reduced,
e.g., by a reduction of costs.
10. The nature of the problem which w e have- to solve is often
misunderstood. It is not merely a question of providing alternative
sources of employment at any standard of life : any amount of em
ployment of a sort could be found by the simple expedient of cutting
off all foreign trade. The problem is to find alternative sources of
employment yielding (without adventitious assistance through sub
sidies or other transfer-expenditure) at least as high a standard of
life t o the mass of the population as was yielded by the old sources
of employment. Whatever may be the case in the long run, I do
not myself believe that this problem can be solved without the
assistance of vigorous and flourishing export industries : or of
industries capable, by their efficiency, of replacing goods at present
imported by new domestic production.

Suggested Remedies.
11. It is, I think, common ground that a failure of world prices
t o rise above the very low level which they have now attained—
still more, a further fall—would, in any event, create a situation
of great gravity for this country, both as regards the question of
adaptation to the new level of costs elsewhere, and also as regards
the continuance of the stream of income from abroad, representing
interest and sinking fund payments on its past investments. Some
thing in the nature of the National Treaty advocated by Mr. Keynes
and those of my colleagues w h o have signed Addendum I might
then become almost inevitable, and the sacrifices of money-income
called for from producers of all classes might have to be compen
sated by additional taxation on rentier and contractual incomes (or
alternatively by revalorisation agreements" on the lines of those

which have sometimes been adopted after a period of currency
instability, so as to bring debts more into consonance with the
altered value of money). There is no need to emphasise the
great difficulties which would attend measures of this kind, but
their immediate adoption is not in question. Some recovery of
world prices is to be expected, and in so far as prices do recover
the margin of cost disadvantage t o be overcome will correspond
ingly diminish. If it is admitted, on the one hand, that there
might have to be an adjustment of the scale of money-incomes of
so abnormal a kind as to require a special procedure, and if it is
admitted, on the other hand, that some adjustments of incomes are
"normal " i n t h e sense of arising inevitably out of the changing
conditions and circumstances of economic life, and therefore re
quire no special justification, one is left with an intermediate
region of adjustment, greater than the normal, less than the
absolutely abnormal, which does require separate discussion. But
until we have seen at what level of prices world recovery will
take place, this intermediate region is necessarily indeterminate in
magnitude. The alternatives before us are simple. W e may
attempt to adjust costs : or we m a y attempt by special devices to
interpose a cushion between ourselves and the outside world, in
the hope that thereby we may avoid, in part or in whole, the
adjustments which might otherwise seem inevitable. Three othei
alternatives are also open to us : to do nothing at all, but dehber
ately' await events, hoping that a favourable further turn of the
tide may float us away from the dangerous rocks towards which
we are drifting : alternatively by some national action (if that be
possible) to change the whole direction of our productive effort.
Lastly, w e may devaluate or abandon the gold standard.
12. If we do nothing at all but wait upon events we must face
the danger, though not the certainty, of a cumulative loss of export
markets, of growing lack of confidence in the economic strength of
Great Britain as a consequence of continued large-scale unemploy
ment, heavy fiscal burdens, and of what would be read by the world
as our evident and acknowledged inability to overcome the rigidities
and inelasticities of our economic and social system. W e would
not, in any case, have to face any sudden catastrophe, for so long
as our foreign balances are not swept away by a sudden panic,
the excess of our visible imports over our visible exports can be
compensated by a gradual decline in the volume of our new
foreign investments : a decline which would became inevitable if
increased taxation reduced the margin of new saving through
inability on our part to expand the national income. All that,
would happen would be that our economic strength would gradu
ally diminish, and with the diminishing of that strength would go
the hope of a progressive improvement of the standard of life of
the population as a whole. What has just been said assumes no

improvement in the world price-level, and adjustment to that price
level by all countries other than ourselves : a process which in any
event involves the danger that our sterling assets in the shape of
foreign loans will have suffered a substantial diminution in conse
quence of voluntary or involuntary default. For my o w n part, I do
not believe it possible to sit still with folded arms waiting for
something favourable to turn up.
13. There is no reason to reargue here the case against a tamper
ing with the standard of value. Independent and premeditated
action on these lines would represent such a violent breach of
national faith, and give such a blow to confidence that its ultimate
consequences can hardly be foreseen. That they would be of the
gravest and most unfavourable kind, at any rate to a nation
situated as we are, can hardly admit of doubt,
14. National action to change the direction of our productive
effort would have to take the form of a large scale development of
Public Works, planned in advance to absorb a large proportion of
the national labour-force for perhaps a whole generation. As a
contribution to our immediate difficulties such a, plan suffers
from the most obvious defects. So long as capital equipment and
labour-power are out of employment, and current savings are
hoarded because of lack of confidence, it is, of course, true that
national works are not impossible because they cannot be financed
except at the expense of withdrawing resources from other possible
avenues of employment. But the most urgent problem which we
have to face concerns the export industries, and it is not easy to
see how plans of national development would much assist these
industries in the short run. Development works of any kind will
(i) absorb unemployed labour of some kind, (ii) give assistance to
the constructional trades supplying material and equipment, (iii)
indirectly stimulate demand for other labour through increasing
the purchasing power of workers and employers engaged in the
constructional trades and of the workers directly employed in the
development work itself. But the indirect demand under heading
(iii) will not necessarily be confined to home products, so that, to
tlio extent that imports of foodstuffs and raw materials increase, no
direct stimulus to home demand will result under this head. How
much assistance will then be afforded to the capital and labour in
the export industries must thus be very conjectural, depending upon
(d) the rapidity with which plans can be developed, (b) the amount
of work which can be set in hand within a given period of time,
(c) the nature of the work undertaken, (d) the demand generated
directly, and the proportionate distribution of this demand between
home and foreign products, (e) the direct proportion of the demand
accruing to industries formerly engaged in making for export,
(/), the transferability of labour and capital to take advantage of
improvements in demand for goods other than those which they
formerly helped to make. As a short-run contribution to fhe

problem, I cannot believe that the policy of Public Works has
much to offer to the export industries, in which, after all, the bu
of our unemployment is concentrated. As a long-run contribution
to our economic problems, it raises other issues, both fiscal arid
economic, which fall outside the scope, however interpreted, of
the present inquiry.

The Problem of the Tariff.
15. It has, however, been suggested that a remedy lies within
our grasp, which can be applied in the short-run, and from which,
at any rate in one of its forms, m u c h can be expected. It has been
suggested that the imposition of a Customs duty (of say 10 per
cent.) upon all imports, accompanied by a subsidy upon all exports
(also of 10 per cent.) would (a) improve our balance of trade, (b)
reduce the real burden of all the sterling costs of British industry,
including fixed charges, (c) increase revenue, less, of course,
the cost of subsidies. It would be equivalent i n its effects upon
home-income to a devaluation of 10 per cent, in the standard of
value, without raising any of t h e difficulties attendant upon a
direct attempt at devaluation. E v e n if such a tariff policy proved
impracticable, import duties could still be imposed, accompanied by
aids to the export industries, similar in effect to, though not
identical with, a direct subsidy. I t has even been suggested that
such a tariff, in the light of our present situation, is the ideal
method of securing the optimum distribution of our national
resources.
This last point, though of no great practical importance, would,
if it were true, be of great scientific interest. I believe it to Be
invalid. A flat rate of import duty accompanied by a flat rate of
subsidy on the f .o.b. value of exports would indeed make conditions
even a"s between the export industries and industries using
home-produced materials and domestic labour, and selling in the
home-market. But it would not make conditions even as between
the production of either of these classes of goods and the pro
duction of goods intended for home consumption out of imported
raw materials : nor would it make conditions even between the
first two classes of goods and the rendering of services, in so far as
those w h o render services would have to pay more thari before for
raw materials and equipment without receiving a subsidy. (Are,
e.g\, ships built of foreign steel but owned by English firms on the
British register to receive a subsidy or not?) But this point is of
quite subsidiary importance as compared to the other issues raised.
16. I t is only as a possible solution of the monetary difficulties
associated with the present emergency that I am concerned with
this, or indeed any alternative, proposal involving the imposition
of duties upon imports. As a suggested method of overcoming
disequilibria associated with monetary difficulties the tariff suffers,

indeed, from the fact that it is unable to remove the fundamental
defect which is complained of, so that, unless it is constantly
being adjusted to meet changes in the situation, its use as a
monetary instrument is liable t o create new difficulties of its
own. Moreover, a review of history does not warrant giving the
tariff a very high place as a method of relief from monetary distress.
But neither a priori considerations nor historical example con
stitute, in our present circumtances, a sufficient answer to the case
put forward by some of my colleagues.
I demur, in the first place, to the definition of this expedient
as an emergency measure; one which can be dropped without
difficulty when the circumstances which called it into existence
have passed away. For such a tariff would tend t o perpetuate
those disparities between British and foreign costs to the existence
of which it would, ex hypothesi, owe its existence.
So long as
these disparities lasted, retention of the tariff could and would
be urged as a method of defence, but so long as it was hoped
that the tariff would remain, there would be no need t o make
the efforts necessary to overcome the disparities involved.
It
might, perhaps, be said that some recovery of world prices is to be
expected and that, in so far as foreign money-costs rose, the
fact would become so patent that a widespread agitation directed
to the removal of the duties would follow. B u t if a rise in world
prices is to be seriously hoped for, within a measurable period
cf time, this very fact would be a decisive reason for avoiding
(unless other grounds than the nature of the present emergency
can be invoked) any measures which, once imposed, would involve,
in the virtue of their very nature, their permanent retention. If
a revival of world prices is not to be hoped for, the tariff ceases
to be an emergency measure and would become an integral part
of the fiscal and economic system of the country : the more cer
tainly, the longer the period of time involved. Moreover, the tariff
history of other countries shows with what tenacity a tariff is clung
to, even when, to the eyes of impartial spectators, the industries
calling it in aid are clearly able to do without its assistance. If
the tariff does what it is asked to do during the emergency period,
there will be a natural reluctance to part with so valuable an
instrument : if it does n o t , it can be pleaded that failure to
achieve success was due to the inadequacy of the tariff protection
actually afforded. If the tariff is to be adopted at all, it is likely
to be permanent.
But if anticipations in this respect are well-founded it appears
impossible to suppose that Parliament and public opinion will be
concerned mainly with the monetary (and supposedly temporary)
aspect of the proposal. Discussion would turn, and turn rightly,
upon the relative merits of the proposal, as compared with possible

alternatives, as a permanent instrument of, fiscal policy. What is
recommended for a special and temporary reason would be attacked
and defended on other and more far-reaching grounds altogether.
11. .1 question, in the second place, whether a tariff would
not result in a spurious equilibrium likely to cause a new series
of disequilibria in the course of time. In general, the beneficial
effects anticipated could only follow if the reduction in real costs
were effective. A n attempt to adjust the level of costs, especially
wage rates, to the effect of a rise in the cost of living, would at
once produce new disequilibria.
B u t , apart from its intended
effect in assisting British industry to replace competitive imports
by British products (which would assist employment) it is
claimed for the measure that it would help in reviving business
confidence and the " spirit of enterprise ". But in order that
it should have these effects, it is not enough that it should create
a temporary mood of optimism, to be dashed later on by the
failure of the tariff to function as it was intended to do. If, as a
result of the imposition of tariff duties, a sharp fall in the volume
of competing imports takes j^lace, and the volume of foreign in
vestment is not adjusted to the change in the position of the
Balance of P a y m e n t s , gold would flow in freely, to be utilised
to serve as the basis of an expansion of credit.
T h u s , if the tariff is at all successful in achieving its objects, it
seems reasonable to suppose that it would result in a temporary
boom in home industries, and that, under these circumstances, a
check would be given to foreign investment, at least for the time
being.
I n the early stages of revival, the Central Bank might
find.it difficult to offset gold imports by sales of securities, for it
would then be liable to be attacked for running counter to the
policy of the Government of the day in restoring " confidence ",
and the anticipated effects upon the volume of credit are, there
fore not only possible, but, under the circumstances, not
improbable.
The money-income of society would thereupon expand : especi
ally if diminishing unemployment and rising prices led to a rise of
money wages. Thereupon, at the new level of money-incomes
(the tariff being supposed to remain unchanged) a new stimulus
t o imports and check to exports is brought into being, and a new
disequilibrium between domestic and foreign costs is set up : to
be followed either by the collapse of the boom or the imposition
of a still higher level of tariffs in order to avoid the threatened
breakdown of " confidence ". I agree that the question can only
be answered definitely by a comparison between particular,
alternative projects. A slight measure of tariff protection would
necessarily have slight effects. But this would apply to the bene
ficial, as well as to less attractive, consequences to be expected
from the imposition of imjjort duties.

18. Thirdly, I believe that the proposal for a tariff upon all
imports accompanied by a subsidy upon all exports would prove
hopelessly impracticable, and that the effects of any tariff which
would be likely to be imposed would differ markedly from those
which, it may be held, would follow from a flat rate of import
duty accompanied by a flat rate of subsidy.
My belief is not
based merely upon the circumstance that, if such a flat-rate tariff
and subsidy were imposed, it would be m e t . b y countervailing anti
dumping duties in foreign countries and that, in order to avoid
the danger of the application of such duties, equivalent advantages
to the export industries would have to be devised, the subsidy being
dropped in favour of such alternatives. I do not think that the
technique of tariff-making is so little understood by foreign countries
as to make it at all difficult for them to apply special measures
against British goods, merely because we would attempt to grant
our export trades concealed, instead of open, bounties,
The main object of the proposed tariff is not to collect revenue
but to counterbalance the disadvantages of the British level of
costs, as well as to keep out part of the existing imports of goods.But I feel that Parliament would not view with any great favour
a scheme of tariff legislation which, whilst it would involve, in all
probability, very considerable administrative expenses, would not
have the advantages of leaving a large additional net revenue in
the hands of the State. I n combination with a subsidy, which
would make an additional volume of exports possible, the revenue
aspect of the proposal is hardly worth taking seriously into con
sideration. But this would diminish the practical attractiveness
of the proposal very much.
19. The probability then is that the tariff as introduced would
depart from the postulated simplicity of form and purpose con
templated. Though this is not the place to discuss at length the
advantages and disadvantages of Protective Tariffs, it is not stray
ing beyond the limits of the permissible to point out that the more
complex and elaborate the tariff, the less can be predicted, in the
absence of definite knowledge of what the concrete details are,
of the effects of a tariff upon the position of the export trades.
In considering the effects of the imposition of a tariff upon exports,
it is not enough to take account of the direct reactions which
might be expected to result, but attention must also be paid to the
indirect reactions. Foreign goods excluded from the British market
do not simply disappear; they reappear, in t h e guise of increased
foreign competition, in neutral markets. The net increase in em
ployment under all heads which will result from the imposition of
tariffs is therefore likely to be smaller, and the damage to t h e export
trades greater, than appears at first sight. The trade of the worlchas
a whole, of course, is not a fixed magnitude, and it b y . n o means
follows that in the long run neutral markets will not be in a position

to absorb both a greater amount of British goods and of the goods
of countries directly competing w i t h ourselves. B u t if this argu
ment is valid, it is also valid to argue that an increase in the imports
of manufactured articles into this country is not inconsistent with
an increased demand for domestic products, in the long run, pro
vided the productivity, and therefore the consuming power of the
country, continues to increase.

The Problem of Costs.
20. The only alternative which has not yet been discussed is a
reduction of costs. Since cost reduction is inextricably mixed up
with the question of wage levels, both absolute and relative, and
with the question of the standard of life of the population, it is
inevitable that this issue should be one which rouses some uninten
tional, and perhaps as much interested and calculated, misappre
hension. I propose to set out the issue as succinctly as possible.
(a) The problem arises partly because we may not have increased
our efficiency in the last ten years as rapidly as some of our com
petitors; partly because w e had not, even before the world slump,
entirely overcome the disadvantages attaching' to the choice of ratio
;at which we returned to the gold standard; partly because world
prices have fallen heavily since. I t is very natural that producers,
both employers and employed, should resent the imputation that
t h e whole of the problem of adjustment is due to faults originating
on their side : that it is entirely a question of deficiency of organis
ing skill, and of productive capacity. But it does not follow that
additional efforts and sacrifices may not now have to be called for.
(b) A reduction of costs is not necessarily tantamount t o a reduc
tion in wage-rates, still less of money-incomes. W h a t is required
is a reduction of cost per unit of output, and such a reduction may
be quite consistent with rising money-incomes. Thus the workers
may be right in insisting that a reduction of costs should not take
place uniquely at their expense, through wage-cuts and nothing
else. Our methods of organisation, salesmanship, the choice of
leadership, etc.,are all elements over which Labour has little direct
executive control, but which are extremely relevant t o the problem
of cost-reduction. Still, if costs are to be cut by improved organisa
tion and technique, it must be borne in mind that the Labour move
ment must contribute its fair share to the solution of the problem.
Public attention is largely concentrated upon wage-issues, but there
are other elements i n the situation as w e l l ; insistence upon the
maintenance of practices and regulations which have the direct
effect of keeping costs up. If Labour desires to cut costs and refuses
to allow wages to alter, it must at least be willing to alter practices
which increase per unit cost. It can hardly be asserted with truth
that this has always been the case.

(c) If it is urged that " finance " must contribute its share to the
burden of cutting costs, the answer is that through conversions and
reorganisations the fixed capital involved does have its remuneration
i-educed, whilst the owner of equities gets nothing, or gets less,
unless and until profits begin to re-emerge.
(d) It may be argued that, if the cutting of costs leads to a fall
of prices, and British goods can again be sold at a competitive
level, profits will not re-emerge, i.e. purchasing power will be
destroyed and not re-distributed. B u t a n increase of sales which
permits of a reduction of overhead costs on the whole of the output
may still be consistent with the emergence of profits.
(e) I t is argued) that not only labour-incomes, but all incomes,
have benefited, in terms of real purchasing power, from the fall
in foreign prices relative to our prices. This is true, but if it is
used as an argument against a possible reduction of wage-rates, it
is invalid. For the level of money-wages m a y be too high to permit
of full reabsorption in other directions. The gain through the
alteration of the terms of trade in our favour involves a transfer
of labour into alternative occupations, and, if it is to be absorbed in
these occupations, labour may have to accept a lower marginal
wage, because in those other occupations, there has not been a
shift of the terms of trade in favour of the British seller.
(/) Whatever reduction of wages and salaries m a y ultimately
prove to be necessary, it by no means involves an equivalent reduc
tion in the standard of life. A 10 per cent, wage or salary reduc
tion is not equivalent to a reduction of real income of as much as
10 per cent., even if other costs do not fall.
(g) II no wage and salary reductions take place and unemploy
ment expands, a point must come w h e n working-class purchasing
power as a whole will be less, given a certain combination of em
ployment at given wage, rates plus unemployment at a certain rate
of unemployment pay, than it would be if wages and unemploy
ment were both lower.
(li) There is nothing in the fact of wage or salary reduction
which implies that wages and salaries can never be raised again :
or that an immediate wage reduction implies a permanent
lower
ing of the standard of life of the bulk of the population. The
standard of life of the w orld, and of particular areas, is governed
in the end by productivity, and there is every reason to suppose
that, highly organised as the Labour Movement is almost every
where in the modern world, successive increases in productivity
will be reflected in a rising standard of life, as has indeed been the
case throughout the modern industrial era.'
(i) The view that a reduction in the price of British exports due
to wage reductions would be nugatory, because such reductions
would simply force on equivalent reductions elsewhere, is not in
accordance with the facts. Such wage reductions as are taking
7

place—some at least on a scale which suggests that not all the
organised workers i n the country are entirely beyond being appealed
to in these matters—have followed and not preceded reductions
elsewhere. Moreover, it is not necessarily the export industries
themselves which should suffer any reduction of wage rates, but the
ancillary and sheltered trades whose wage rates and standards have
been maintained at the expense of the standard in industries less
able to protect themselves.
21. There is n o reason to suppose that this country has exhausted
the possibilities of rationalisation, using that word in the largest
sense : and it may very well be the case that, in order to push on
as fast with rationalisation schemes as the urgency of the situation
requires, intervention by the State, both i n the way of arming an
industry with statutory powers and by way of guarantee, may be
required. But—-even in the absence of a catastrophic alteration
of world prices—such schemes may not prove enough ; and some
alteration in the scale of wage rates may be necessary. Those who
do not wish to see wage rates reduced, or who think it impossible
to do so, in the main urge measures which will have the same
economic effect—the imposition of a general tariff. Indeed, unless
the tariff does have this effect, it will not be a solution of that
aspect of the British economic situation which concerns the mem
bers of this Committee.
22. It is true that a tariff, if successful in reducing the standard
of life all round, would hit classes of the community who would
not only not be affected unfavourably by a reduction of costs, but
who would gain from such a reduction. That wage-earners should
dislike wage reductions at a time w h e n it can \be plausibly
argued that the rentier gains is no doubt perfectly natural, even
though the economic depression has much reduced the value of
investments in industry, and even though among the ultimate
beneficiaries from the rise in real value of the National Debt are
the working-class members of Trade Unions, Friendly and Build
i n g Societies, etc., owning blocks of W a r Loan. But the problem
confronting us is one which cannot be settled on emotional
grounds alone.
The difficulties in the way of special taxation
of the rentier are very gieat.
But it is clear that
any
considerable reduction in the money value of
the
National Income must involve increased direct taxation to meet
debt charges, unless a successful large-scale conversion operation
can be undertaken i n the near future. Such increased taxation
(the basic rate of Income Tax having already risen in recent years
by 12-J- per cent.) will fall in the main upon rentier and contrac
tual income, and constitutes an offset to any increase in iron work
ing-class well-being due to reduction of prices and costs, which would
not, if money wages fell, accrue to those dependent upon incomes
from labour.

23. I n the course of the last decade we have become, as a n a t i o n ,
highly sensitive to considerations of equity as b e t w e e n class and
class. At the same t i m e , partly in consequence of our desire to
translate our ideas of equity into practice, our economic and social
structure has become less fluid and less a m e n a b l e to c h a n g e . To
sacrifice elasticity t o equity is tolerable so long as, in t h e outside
world, changes are not proceeding at so rapid a pace as to m a k e
adaptation on our p a r t , even if only w i t h a t i m e - l a g , ultimately
impossible. I t m a y foe t h a t we are n o w faced b y a t u r n i n g point
in the history of t h e world price level, t o w h i c h , in t h e end, t h e
level of costs in the outside world will adapt itself. If this diag
nosis of the situation proves to be correct, it would b e out of t h e
question for us to m a i n t a i n a level of costs out of all proportion
to costs elsewhere. I t m a y , on t h e c o n t r a r y , prove t o be t h e case
that the world is now in the trough of an unusually deep depression,
recovery from w h i c h will bring w i t h it a renewed rise of prices. I t
is too early yet to say definitely w h i c h of these t h i n g s will h a p p e n :
but it is clear t h a t a world rise of prices would greatly m i t i g a t e
the severity of t h e task which would otherwise confront u s . So
long as the present degree of u n c e r t a i n t y as to t h e future level of
prices prevails, t o defer action, in order t o take t h o u g h t , is p e r h a p s
legitimate. B u t to defer action simply because we are as a n a t i o n
afraid of acting at all would be a confession of m o r a l w e a k n e s s ,
neither creditable to t h e traditions nor beneficial to t h e economic
future of t h e c o u n t r y .
T . E . GREGORY.

ADDENDUM

IV.

1. As the result of the construction which h a s been placed upon
the terms of reference the question of how I n d u s t r y could b e re
organised, reconditioned and financed h a s not been touched upon in
the Report. I n consequence t h e evidence which has b e e n received
on behalf of I n d u s t r y h a s been singularly deficient in constructive
proposals w h i c h m i g h t suffice to place I n d u s t r y once more on a
sound financial a n d competitive basis, and this deficiency is
observable particularly w i t h reference to those b r a n c h e s of I n d u s t r y
which rely to a large extent on their export t r a d e . I t w a s reiterated
by most witnesses representing i n d u s t r y that costs of production
were much too h i g h , t h a t reductions could be b r o u g h t about, and
that t h e trade of t h e country could be r e t a i n e d if not regained (i) by
an increase in t h e efficiency of both employers a n d employed,
(ii) by an all-round reduction in salaries and w a g e s , (iii) by the
setting up of a general system of tariffs. B u t no evidence was
received as to t h e effect which all or any of these vital proposals
would have either o n t h e cost of living or on t h e cost of production

or on the export trade. The process of rationalisation is now well
advanced in certain industries but this process cannot be success
ful without a clear conception of what is being aimed at and how
it is to be achieved. And if this process is to be continued and
even accelerated it is of the highest importance to consider how
it may be affected by the adoption of the proposals (ii) and (iii) and
what under altered conditions may be the results of the process in
the transitional stages of re-organisation. It is difficult to see how
these three proposals or any of them could be accepted or acted
upon without the most careful investigation.
2. It undoubtedly is the case that defective methods of distribu
tion and the want of adaptability in some trades have been factors
contributing to the loss of the export trade no less than high costs
of production. The need for a concerted plan in dealing with each
trade or certain groups of related trades was never more apparent.
If it is by mass production, by careful and systematic investigation
of our markets, by reaching the consumers and knowing their
needs that the bulk export trade is to be won back, then all sections
of each particular trade should be linked up so that production
could be concentrated in the works best equipped for the purpose.
3. So long as industry delays in adapting its selling and dis
tributive methods to the new circumstances of world trade, so long
may, we expect to lose ground in the world markets. I n these
circumstances new capital necessary for keeping plant up to date,
apart altogether from expansions, will be unobtainable, and without
up to date equipment there is n o hope of competing on equal terms
in overseas markets. And so t h e vicious circle will continue.
4. The only hope of the necessary investment on reasonably low
terms depends i n many industries on the assistance of some form
of State guarantee. But the State in the interest of its own
financial responsibility, and in t h e interests of the trade concerned,
should make its assistance dependent on rapid re-organisation.
The guarantee of a whole trade linked up for a common purpose is
far more secure than that of particular enterprises whose power
to repay may be destroyed by the unfair competition of enterprises
hard pressed for ready cash in their o w n locality.
5. The leaders of the Trades Unions should be brought into
much more active touch with employers in the process of re
organisation and so increasingly to understand and appreciate the
difficulties w i t h which employers have to contend and the urgent
necessity for greater efficiency.
6. Greater efficiency, however, is required not only in the work
shop but in the office and the board room, and the leaders of the
Trades Unions ought to be able and ought to be encouraged to
promote such efficiency by pointing out what they regard as causes
of friction and loss of energy and to make suggestions for their
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removal. Employers often overlook the fact that t h e workers i n
a trade are as much concerned to promote its prosperity as t h e y
themselves.
7. B y such co-operation it should be possible to build up a live
machine which would be able to devote itself to retaining and re
gaining trade instead of dissipating energy in perpetual disputes
on questions of wages and conditions of work.
8. While I venture to express m y regret that t h e scope of t h e
inquiry was held to exclude an examination of the probable effects
on finance and industry of proposals to which I have referred, I
am conscious that this i s not the place in which an individual
member can fittingly attempt such an examination and subject to
the foregoing comments I am content to sign the Report.
L . B . LEE.

RESERVATION

B Y SIR T . A L L E N

AND

MR.

BEVIN.

We join in signing the foregoing Beport in the belief that its
recommendations tend to alter the direction of our monetary system
from the basis of a contractionist policy to one of expansion, but
desire to make the following reservations o n certain items.
With regard to the terms " money costs " , " wage costs ", and
wage rates ", which are mentioned in various paragraphs of t h e
Report, we may state that the Committee had n o opportunity of
examining any evidence on international wage costs, so that n o
real inference can b e drawn as to money costs in the different
countries, merely from the figures of actual time rates of wages.
On the other hand, we take the view that insufficient emphasis
has been given in the recommendations t o other money costs,
particularly the effect of the dead-weight debt. Evidence w a s given
that the effect of this is such that where in 1911 for the National
Debt internal interest alone industry had t o find £ 1 6 millions per
annum, it now has t o earn and hand over to the State £277 millions,
while other fixed charges on industry have increased in like pro
portion.
At the same time the State, Public Authorities, and Public
Utility Bodies have had to incur fresh debt on the construction of
public work as a consequence of the depression and the failure of
private enterprise to keep the workers fully employed. H e n c e it
will be seen that Management and Labour are called upon t o bear a
burden almost too great for them, especially having regard to the
falling price level.

W e disagree with the recommendation in paragraph 202, page
90 : 
" Nevertheless it would appear as if a most important con
sideration for those in charge of the public revenue to bear in
mind, so long as the future course of prices is uncertain, is the
avoidance of any form of obligation involving a large addition
to the contractual obligations of the State."
W e take the view that any such recommendation would render
impossible any solution or easement of the unemployment situation
and would hold up such necessary internal work as Housing, Slum
Clearance, Public Work and other schemes as mentioned in
Addendum I.
I n fact, private enterprise having proved totally unable to lift
the country out of the morass in which it is, there seems no alter
native but for the State to grapple with the problem and for large
measures of State planning, which must involve further contractual
obligations, to be adopted.
W e also desire to point out that the Committee decided to ex
amine monetary policy only on the basis of the gold standard and.
therefore, no alternative to the gold standard was examined or
discussed ; but we take the view that, if it is found impossible to
give effect to the recommendations o n international policy (para
graph 251 and Chapter I I , Part I I ) , owing to unwillingness on the
part of the countries concerned to co-operate, a point may be reached
when this country may be compelled t o go off the present form of
the gold standard, and we take the view that the Treasury and the
Bank of England should be considering an alternative basis in orxler
to minimise disturbance if such a contingency should arise.
I n regard to paragraph 281, we are firmly convinced that the
great powers which the Bank of England already possesses, and
which are contemplated should be developed more fully in the
future, ought no longer to be left in the hands of a body which is in
form a private profit-making institution, even though in practice it
acts as if it were a public body. Prom the point of view of popular
confidence, which is so great an element in these matters, we are
convinced that the Bank of England ought to be transformed into
a public corporation. While it should remain free from political
influence, its Governing body should not, even in form, be repre
sentative of private stockholders, nor should its membership be
drawn very largely from one financial group.
W e think the
minimum change required is the appointment of the Governors by
the Crown, the establishment of an Advisory Council representing
industry, commerce, etc., and the transformation of the stock into
fixed-interest
bonds.
With reference to the recommendations in Part I I , Chapter I V
(paragraph 402), we join in the recommendation for the creation

of new machinery for financing industry, but strongly recommend
that, instead of being a private institution, it should be a public
corporation.
T H O S . ALLEN.
ERNEST

RESERVATION

BY MR.

BEVIN.

LUBBOCK.

I have signed the Keport, with the following reservations : —
(1) With regard t o Chapter I I I of Part I I in particular and
also to other portions of the Keport which relate to the Bank of
England, I refrain from expressing assent or dissent, because,
while I have shared in all the Committee's discussions, I have
felt that it would not be £neper for m e , as a Director of the
Bank who has been closely concerned in its policy and adminis
tration, to be a party to any conclusions or recommendations
affecting the Bank which it may be m y duty hereafter to con
sider in my capacity as one of its Directors, and with regard
to which it may be that m y position has disabled' me from
taking an entirely impartial view.
(2) B y the terms of our reference w e were limited t o the
consideration of Banking, Finance and Credit, and it is only
with regard to these questions that the Committee can make
recommendations : but I do not fully share the hopefulness in
dicated by some passages in the Keport that some form of
positive action o n the part of those in control of Banking and
Credit would be effective in relieving the present economic de
pression. " Banking action necessarily follows, not leads, In-'
dustry " (Clay g25) ; and while the monetary machine must
do what it can to open the way for a revival of our Industries,
it is in other (non-monetary) directions and by other means
that t h e conditions of such a revival must principally be sought.
CECIL LUBBOCK.

RESERVATION

BY MR.

NEWBOLD.

1. Whilst concurring generally in those chapters which are
purely descriptive of the existing monetary situation and of t h e .
features of the post-war world as set out in the Majority Report,
I do wish most definitely to declare that neither in the evidence
presented to us nor in the deliberations within the Committee
has it been proven to m y satisfaction that either the difficulties
peculiar to this country or those experienced by the world at large

can be attributed i n the main to monetary causes. Further, I
wish t o dissociate myself from the opinions implicit in the argu
ments of my colleagues that this complex crisis has resulted from
some inexplicable variation from the normal functioning of what
they call the economic system. Rather do 1 regard the impasse
at which has been arriving every country wherein prevails the
economy of commodity production and marketing as the inevitable
consequence of the operation of principles whose finally irreconcile
able character has only been made visible w h e n they have become
not local and exceptional but world-wide in their application. The
theories which m y colleagues have brought to bear upon the mass
of material coming within the purview of this Committee have
borne at every stage the stamp of their origin within an age and
an environment wherein it was taken for granted that the whole
world responded or reacted to the ordei-ed rhythm of the classic
finance, commerce and industry of this country. Always, the gold
standard game has been regarded as only properly to be played
to the rules accepted in London. That others should have ad
justed it to what they regarded as the requirements of t h e n agri
culture, industry and commerce has been treated as if it was a
grievance. The approach to the whole problem has been insular,
as if the objective to be attained was the restoration in this country
of conditions for everyone as far as possible akin to those of a
nationally exclusive past rather than of an internationally inclu
sive future. At the same time, as could only be expected of those
who think within the limitations of an economic system wherein
the prime motive is the making of a profit, the minds of the majority
of the Committee have sought always a measure of relief for those
categories of income rendered most rigid by the necessity of main
taining " the sanctity of contract " by recommendations that, if
they mean anything at all, mean the drastic, reduction of wages
and salaries. This is a measure to w h i c h , equally in the nature
of things and not because of any conscious conspiracy, is turning
the employing class of every country. Failing that co-operation
between them which, save under the panic impression of the
superiority of the State-directed competition of the Five YearP l a n , they find it so distasteful to adopt, this process of ever reduc
i n g t h e real wages of the working class is something which will
be continued indefinitely. But now that the debtor countries are
being subjected to the same insistent demands for a reduction of
their standards of life, e.g., Australia, Brazil, Germany, etc., in
order that the creditors may not suffer, the crisis is in a fair way
to become chronic. I n such an event nothing but obstinacy can
blind us to the fact that the whole economic and social structure
of a country such as this, organised over generations with a view
to world-wide commerce, is in imminent peril of complete collapse.
Organised with a view t o world-wide commerce this country may

be, but for a commerce which was not competitive with others and
which has i n its every participant a prejudice or, at any rate, a
predisposition against abandoning his own independence and co
operating otherwise than on paper with his compatriots.
Such
considerations are, I contend, if non-monetary i n character, yet
as essential to the stating of the problem as the numbers and con
ditions of our unemployed population. The mere fact that the
" pressure of unemployment in an industry as an instrument for
persuading m e n to accept wage reductions is made m u c h less im
portant than it used to be " by reason of the unemployment insur
ance system, as urged by Professor Pigou and that, thereby, the
edge is taken off the internal operation of the bank rate, doubtless
determined the majority of the committee to give so much atten
tion to these matters.
B u t an alternative item in the special
problems of Great Britain I suggest, with all due respect to m y
colleagues, is the backwardness of the technique and management
and salesmanship of industrialists and traders which causes them
aiways to seek at the expense of others, be it the B a n k or the
wage-workers or t h e unemployed, the economies which they can
not see how to make in their o w n expenditure, whether in or out
of business hours.
There is in every class in this country an
attitude towards individual expenditure which, however appropriate
to the conditions of a world wherein its industry, its commerce
and its finance were virtually unchallenged and unchallengeable in
their self-sufficiency, is now a national danger. Savings urgently
needed for the replenishment of t h e capital requirements of indus
try and commerce can be and are dissipated not only by the draw
ing of these into and through the Treasury to be. paid out to the
recipients of what are erroneously called social services to expend
at their own discretion, but just as much by the direct uneconomic
outlay of individuals. The right of the latter to do what they like
with their o w n is equally anti-social and contrary, to the interests
of the nation if advanced by a workman or a rentier. Resistance
must be put up relentlessly to t h e argument, from whatever angle
offered, that a greater part of the national increment shall be made
available to or retained by the consumer. Whether the capital
accumulations are directed into reproductive channels by private
or public authority is not the direct concern of the economist. That
is for others to decide, not for the members of this Committee.
2. The tendency in the world is towards some or other form
of planned economy. That is determined by three prime con
siderations. The first is, no doubt, a reaction from the altogether
temporary ecstasy of laissez-faire
that prevailed in the interlude
between the breakdown of a society rooted in agriculture and the
development of another based on industry.
The second results
from the recognition of an evident necessity to adjust the rela
tions, internally as well as externally, of economic entities which

do not exist any longer in vacuo as did England in the age of the
Industrial Revolution. The third springs spontaneously out of the
requirements of the new technique of power and transport. This
latter being comparatively recent is still so novel to monetary
theorists and practitioners—always in the nature of things tending
to be removed as far as possible from realities—as to encounter
from them a frank denial. But even if it is fantasy to the banker,
to the engineer it is a fact.
Arrd in this difference of outlook begins the difficulty of bringing
into conjunction the banker and the industrialist. For the latter
lias evolved, in the age of the engineer, a complex of commodities
which, as each has been swung into its place in the scheme of
production, has lost its original economic character and become
a value only under a certain set of circumstances. It has become
so static as to have forfeited almost every quality of the commodity.
It has ceased to be negotiable.
It can n o longer enter into
exchange. Such being the case, the banker m u s t regard it with
extreme suspicion. For he has gone in exactly the opposite direc
tion, evolving an ever more abstract equivalent of the commodities
of commerce so that, even more than the merchant, he must
endeavour to maintain his medium negotiable under all conceivable
conditions.
3. The bankers' bank, which is the Bank of England, has there
fore a duty to do that renders it functionally antipathetic to the
immediate requirements of industry. Apart from its management
of the National Debt, its receipt of monies of the Government and
its issue of the currency—which latter services as is shown else
where mingle with its banking transactions—the Bank of England
has as its particular role the rendering of a series of services not
to industry but to commerce.
I t s long-term investments must have the negotiability of assets
guaranteed by Parliament or public authority or public corporation
of unimpeachable solvency. Its short-term investments must have
equally the exchange value attached to the most impeccable com
mercial paper.
Historically, the Bank guards the subject against the fraudulent
default of the Crown in its engagements to restore borrowed monies
intact. So, also it has not ceased for centuries to safeguard him
against that abuse to which is prone all sovereign power—the
debasement of the currency.
This latter is the invariable expedient of the spendthrift. From
it result most of the evils of this present day in so far as these
are attributable to monetary causes and which must ensue from
either such a condition as prevailed during and immediately after
the W a r in all belligerent countries or as recently existed in the
United States.

4. It is in my judgment inherent i n certain of the proposals made
in the Majority Report, Subject to the unceasing criticisms of its
credit policy when no longer acting in accordance with parliament
ary statute, it will be very difficult for the Bank of England con
tinuously to resist the pernicious counsels of inflation. The aban
domnent of the gold standard being recognised as something which,
directly demanded, would be rejected outright, the eventual attain
ment of this objective is sought, like certain other oblique attacks
on the wages of the workers, to be obtained by these indirect
means. If reductions in the wages of the workers are unavoid
afole, then we wdll have them made in honest money. At least, we
wish to know wdiere we are and not to be made the victims of
that supreme confidence trick, a price index to be compiled and
corrected according to the conflicting estimates of a committee of
economists whose minds would invariably be in a state of unstable
equilibrium. The bias which is as visible as it is unwitting in the
whole method of approach of the theoretical supporters of the
existing economy, makes it impossible for the workers or their
representatives to trust their rates of remuneration to a method of
adjustment that is so subjective. T h a t fact, taken together with
the inadequacy of economic science, makes it essential that the
measure of value shall continue to be as nearly as possible auto
matic. This automatic character indispensable in the measure of
value is attained most completely b y gold. To this latter material
belongs the peculiar quality of attracting and retaining over v e i y
long periods of time a socially necessary quantum of labour sub
stantially invariable. This quality formerly possessed in consider
able degree by a second metal, v i z . , silver, has been forfeited by
it during more recent years with the result that it has become
desirable to take formal cognisance of an actual change and all
the world over to arrange for its de-monetization.
5. The changed conditions of metalliferous mining which have
resulted in the enormous increase in the output of silver, since
it is brought to the surface in the same complex ores as the zinc
and lead in such immense demand as base metals of modern
industry, have made this step, so disastrous for the owners of
hoards of that metal in China and India, eventually unavoidable.
But, in view of the known fact that so great a superstition attaches
itself to t h e subject of the monetary mediae—whether metal or
paper—as often to assume nothing less than the grossest form of
fetishism even in countries of high economic and cultural deveJop
ment, it is open to question whether the decision to implement
the demonetisation of silver was made with the necessary caution
and tact. The same disregard of the interests and beliefs of others
than the monied magnates which marked the return to the gold
standard in Europe has characterised its adoption in Asia.
So,
in both continents have the final arbiters of economic and, con
sequently, of political power aggravated the unrest already result

ing from industrial and agrarian revolutions of the most unsettling
character. N o w , as in preceding centuries, the development of
trade and, in its train, of industry is conditioned by the volume,
the velocity m ci rc u i s. t ion & nd the unvarying value of t h e monetary
media. Such being the case, the opening up of China and India
necessitates the adoption of a sound and stable currency and the
establishment of a banking system similar i n character to thai
already existing in Europe and America. All the more urgent is
it, therefore, that as little prejudice as possible shall be aroused
in East as well as in W e s t against a machinery that is absolutely
essential to civilised society.
6. I n view of the recognised relationship between the difficulties
in the Eastern markets and the collapse of industry and employ
ment in this country, as also to no small extent in Central Europe,
I have no apology to make for labouring a point which I believe my
colleagues have most unhappily avoided.
7. Returning to the main theme of the gold standard, I wish
to dissociate myself entirely from the viewpoint of those who
regard our difficulties as due to the inadequacy or e v e n the mal
distribution of gold. These supposed causes are themselves merely
phenomena resulting from factors far more fundamental. Gold is
but the objective basis whereon can be reared, so far as the
subjective factor of confidence permits, an edifice of monetary
media equalling the sum total of the mass of values existing within
any given area within which those media circulate.
The sub
jective factor of confidence is at least of equal importance with
the objective factor of gold. They vary in inverse ratio to each
other. Credit was the creation of the years during which peace
between the nations of high commercial development and within
the nations of high industrial productivity was virtually undisturbed.
Credit was an expansion of the monetary media which radiated
outwards from the centre of the most stable State and, as time
went on, encountered and inter-mingled with similar if less
vigorous emanations from the centres of such States as had adopted
as the measure of value and the standard of price the same objec
tive reality—gold.
8. The subjective factor of confidence has become since the out
break of the Great War a variable and ever more uncertain
quantity. The destruction wrought by the actual conflict as well
as the disorganisation of commerce and industry caused by the
severance of trade connexions and the diversion of capital and
labour to employment of little economic value, was aggravated by
the altogether reckless distortion of currency and credit all of which
left an appalling legacy of deceit in the guise of internal indebfced
ness. Then, as the incompetence and ruthlessness of governments
became utterly intolerable, there ensued revolutionary movements
which, together with the disturbances of the normal economic inter
course perpetuated or provoked by the Peace Treaties, caused a

flight of capital from o n e after another country of Eastern and
Central Europe. The efforts made to stabilise the new States
as well as to repair the damage done to the financial fabrics of
Austria and of Germany have all been futile. The whole crazy
improvisation is in imminent danger of collapse.
9. In this intensification of the chaos which is the normal con
dition of capitalism, there h a s occurred a continuous, if b y no
means constant, dislocation of industry in the creditor as well as
the debtor countries. W a g e s have been driven down, employ
ment has been disorganised. Simultaneously, the resolve of the
United States to avoid internal conflicts calculated to shake there,
also, the edifice of an economy jerry-built about a skyscraper of
credit, has led to the restriction of immigration. So, there has
been no outlet for the surplus labour of the Old World.
10. It has been necessary, therefore, to find the money to main
tain the mass of workers who could not be employed at a profit.
This money can only be raised, at any rate immediately, from
those who have a surplus over and above what they need to
maintain themselves and perpetuate the profit-making species.
In such a situation, widening since the autumn of 1929 until it
has come to coincide with well-nigh the whole world, it is absurd
to lay the blame for the crisis upon a mere measure of value. It
is not gold which is scarce but confidence which has fled.
11. E v e n more absurd, if anything, is it to pretend that by the
erection of still more obstacles to the free flow of commodities
any nation requiring to supplement its native resources by means
of imported food-stuffs and raw materials, as does ours, can do
other than intensify the chaos from which, as an economy organised
to produce for export, we stand more than any other on the
whole planet to suffer.
12. I n view of the fact that the industries of this country, apart
altogether from those obviously producing primarily for export,
have been operated for years, for decades and, in some cases,
for generations t o supply the needs of shipping, of shipbuilding,
of railway communications (almost invariably promoted to feed
one or other of the great ports), and of the equipment of the
works and the foddering of the workers engaged in export busi
ness, nothing but an invincible ignorance of the economic history
of Great Britain can palliate the suggestion that we ought, other
wise than gradually, and working to an agreed plan, to substitute
a home demand for an overseas trade.
13. I n the latter, also, this country has developed a financial as
well as a commercial connexion and an aptitude for the exchange
-of commodities and the furnishing and supervision of credit facili
ties which, employing no inconsiderable part of the population,

constitute at the same time services of which the whole world
has need now and will continue to have indefinitely far into the
future.
14. In the retention, the improvement and the extension of
these activities, needing less the investment of huge aggregations
of capital than the ever more expert activities of the human
element, I would strongly urge m y countrymen to seek the maxi
m u m gain from the highly individualistic character of the national
genius.
15. Since, however, an active commerce cannot continue ro exist
apart from a vigorous industry, it is necessary that the latter
should be able to hold its o w n with industry in other countries
whose original lee-way of technical inexperience, capital insuffi
ciency, political insecurity or geographical inequalities is now being
rapid ly overcome.
Again, special aptitudes for the production of articles of enduring
quality suggest that more emphasis should be laid upon the train
ing and equipment of the national labour force than upon the
reduction of its wage rates to the level of a labour force recruited
rather for low-grade production.
16. It is eminently reasonable to infer that so soon as the mass
demand of the world has been met for articles of indifferent finish
and unimaginative uniformity—a proceeding not likely to be very
long deferred should the world be enabled by its creditors to
escape from the present impasse—there
will arise an ever greater
and greater demand for articles of more marked individuality than
standardised industry can produce. It is such a market which we
must maintain our disproportionately numerous craftsmen ami
tradesmen again to supply.
17. The temptation to yield to an entirely ephemeral preference
on the part of our overseas customers for the articles of crude work
man ship *and indifferent finish is one which must be decisively
rejected.
18. That being so, alike abroad and at home, it is essential that
the banking institutions, subserving the needs of a highly
individualistic commerce and a specialised rather than a rigidly
standardised industry, shall attain in their personnel
a ready
adaptability to continuously changing conditions of trade rather
than that they shall be required to immobilise vast credits in the
finance of grandiose plans for reconquering markets in Latin
America or securing a substantial share of so unsubstantial a de
mand as offers in Soviet Russia.
19. Liquidity of assets is so paramount a necessity for banks
of commerce that it is impossible otherwise than emphatically
to reject counsels, from whatsoever quarter they come, which
would have as their consequence the ear-marking for years ahead

of such revenues as might or might not result from so many super
ficially attractive propositions as have been dangled before us.
20. This same consideration causes me to view with no less
distrust the continuance o n the boards and, may be, in the
management of the joint stock banks of a personnel so obviously
drawn from families, traditionally associated with the constituent
firms by the amalgamation or absorption of which " the B i g Five "
and the several more provincial banks have swelled to their present
impressive proportions, linked altogether too closely in blood rela
tionship and in business connexions with great industrial enter
prises urgently needing to be subjected to what Sir Josiah Stamp
described as " a few healthy bankruptcies." I cannot rid myself
of the feeling that much of the criticism levelled at the Bank of
England by the spiokesmeai of the industrialists and their friends
among t h e joint stock bankers is motived by such " unmention
ables " as the frozen credits of the boom years of inflation.
21. The volume of overdrafts which, in the event of a general
movement to liquidate the cotton, woollen, coal, steel, shipbuild
ing and certain other industries one after the other, if not all at
once, would be discovered to be as rigid as the Greenland ice-cap,
the wary answers of witnesses coming before us from the joint
stock banks made abundantly evident. To be brutally frank with
the critics, let me say that the suppleness and ingenuity of their
argumentative methods have in no sense detracted from the im
pression made on m y mind that their real grievance against the
system of credit control exercised by the Bank of England is that
it compels, as an alternative to extinction, an accommodation of
industrial, commercial and banking practice to the conditions of
a world economy that will not wait upon the customary convenience
of England.
22. Exposed, the one much more and the others much less imme
diately to the buffets of the external money market, after all these
years of experience, it ought not to be beyond the powers of the
Bank of England and the banks of commerce to adapt themselves
to an epoch of economic change which, far from approaching an
end, is only at its very outset.
Either those in control have not yet felt to the full the discomfort
and distress which, in ever widening circles, sweep upwards through
the rest of society or else these people, highest and, therefore w e
may assume, oldest in the hierarchy of capitalism, are in the
economic sense so senile that they are incapable of evolving any
new ideas of practical utility.
23. Since no new form of organisation can properly take its place
on the stage of history until that out of which it springs is already
outworn, there can be no question of substituting the present con
irollers of the credit system so long as they can satisfy the reason
able needs of the public.

B u t the latter cannot tolerate indefinitely the continuance of
those mutually exclusive poses which have, from 182.6 onwards, in
greater or lesser degree characterised the relations of the new
banks, arising out of the Industrial Revolution and the old Bank,
that has held on its haughty way ever since it was constituted to
give permanent shape to the principles of the W h i g Revolution.
24. Both of them continue to live, so far as practicable, in the
past. So, not needing unduly to make a virtue of its necessity, I
content myself with, recommending to the banks of commerce the
timely example of the B a n k of England which has relegated the
profit-making instincts of its stock holders to the rear, has selected
its directors much more with a view to give expression to the
several economic interests of the country; than was formerly the
case and is slowly but surely accustoming itself to the idea,
altogether without precedent, that it should become t h e servant
not of property alone but of the entire public.
For neither party can the change-over be easy. Each of them
shares too much in the rigidity of mind and method that
characterises a commerce and an industry which have so casually
evolved over generations from such rudimentary origins as have
those of Great Britain.
25. Here, in a measure equalled nowhere else in the world, the
three fonns of economy have grown up not apart from but in
extricably entangled with each other. T h e merchant has been
manufacturer at one and the same time that he or his nearer
relations have been engaged in the business of banking.
The
entire economic structure of this country requires overhauling and
to complain as querulously as many people continue t o do that
it is too big a problem is no more and no less than moral
cowardice.
26. Immediately, however, my concern as a member of this
Committee is with banking, finance and credit, and to that I am
addressing myself w h e n I insist that never must there be a repeti
tion of the laxity, the favouritism and the general muddle which
have marked the relations of the commercial banks with the
moribund industries of this country since the end of the War.
27. Sir Josiah Stamp, answering Mr. L e n n o x Lee concerning
the " great personal jealousies " in the business world, went on to
say that " behind them are various banking positions of unknown
degrees of solidity and jealousy . .
I cannot help think
ing—-this is only an impression of mine, and I am not able to back
it up with statistics or facts—-that the joint stock banks who are
carrying the weak members should once and for all give up looking
for better times for those particular members and also maintaining
the priorities for their own benefit and keeping the beautiful
position of their o w n balance sheet. They ought to precipitate

matters by pressing the debtors and making them deal with the
situation." (Q. 4070-71.)
But " hard doctrine " as this seems to Sir Josiah S t a m p , still
harder must it seem to many of the hereditary banking dynasts
whose votes count on the boards of the " B i g Five " as well as in
the ordinary and extraordinary general meetings of colliery, steel
and kindred concerns in South Wales, on the T e e s , around
Sheffield and to the landward side of Newcastle, Glasgow and
Liverpool.
28. The majority on these bank boards would do well, however,
to note that whilst Sir Josiah Stamp said, replying to a question
by Mr. Bevin as to whether by healthy bankruptcies he meant those
of the banks, that the latter " are so strong that they can stand a
good bit of i t , " there may well come a point at which even they
may be pulled over. So soon as that point is approached it is
probable that opinion will undergo a subtle modification and that,
so far from it being insisted that " it is best to keep politics o u t , "
the responsible heads of the commercial banks will have discovered,
as on other occasions, that there are limits to the risks that private
enterprise can reasonably be expected to incur. B u t it is equally
probable that opinion will have altered at least as much, if in an
exactly opposite direction, so far as concerns the role of the state
in relation to private enterprise suffering from the consequences
of its own ineptitude.
29. This warning is perhaps the more necessary in view of the
disposition shown before this Committee of bankers to expect t h e
Chancellor of the Exchequer to be as reluctant to restrict borrowing
by means of Treasury bills when they have difficulty in finding
employment for their cheap money, as he should be eager to do so
when the difficulty in finding employment is confined to the wage
workers.
30. At this stage it may be as well to remind the Bank of
England that the wage-workers, constituting as they do the over
whelming majority of the electorate, are labouring under no un
warranted apprehension when they see in the raising or lowering
of the Bank Plate a means deliberately designed and operated '' to
adjust " their wages. The possession of such a power by an
institution, acting in complete independence of parliamentary
control, is an anomaly which could not continue to exist in this
country, side by side with popular sovereignty, were it to be
exercised other than with an ever-growing discretion.
Unless it be that w e are the least logical of people or that the
exercise of this power rests with a man held in immense regard,
there is no reasonable explanation to be offered for the perpetua
tion of a condition of affairs that flies in the face of common-sense.

31. But whilst, i n principle, I agree with Mr. Bevin and Sir
Thomas Allen that the Bank of England should not be an institu
tion owned and.operated privately, I a m unable to see any case
adequate for the change they propose in its constitution other than
as an integral part of a carefully co-ordinated plan for such a funda
mental re-organisation of our national economy as lies beyond the
terms of reference of this Committee.
Already acting under Charter from t h e Crown and hedged about
in their control of the currency by Parliament—from a whittling
away of which control, as will be seen below, not they, but I dissent
—so long as the Governor and the Court of the Bank of England
continue to show themselves, in the essential spirit of our unwritten
constitution, so eminently ready to adjust their methods to fit in
wiith those of the Government of the day, I am not prepared to
waste words over what seems to m e to be purely a point of political
theory.
32. At the same time I dissent, along with Lord Bradbury, from
the proposed reform in the law relating to the note issue recom
mended by the Majority of the Committee. I t is a relaxation of
the control properly to be exercised by the Treasury (and so' by
Parliament) over the monetary attributes of sovereignty, from time
immemorial vested in the Crown.
Eobed in whatever fine phrases, supported by whatsoever
specious reasoning, it remains a challenge presented naturally
enough at this particular stage of social democratic advance to par
iiamentary ascendancy by the protagonists of private property
ready, as soon as the State no longer reflects their interests, to
push it to one side.
Collaborating, as it is ever more necessary that the Bank of
England should, with the Central B a n k s of other sovereign States,
it must not cease to be, in the final analysis, at all times en rapport
with the Treasury.
Released from the legal limitations imposed upon its powers of
note issue, extremely improbable as it is that under t h e existing
control there would be any departure from the solid gold basis of
the currency, the human factor alone would stand between the
country and the possibility of inflation. There is no guarantee
that another Governor might hot reverse the policy of the present.
The latter is probably strong enough a personality to stand up
against the influences to which, i n the event of the adoption of
the Majority recommendations, he would certainly be ceaselessly
subjected. B u t there is no guarantee that his successors will be
as unbending. .
I n any case, I am at one with Lord Bradbury in regarding the
proposed change as in t h e highest degree mischievous.
33. An expansion of credit is something that can only be em
barked upon with safety to the extent that collaboration can be
assured between the Central B a n k s . The bigger the reserve of

gold or the less the degree of uncertainty existing in and between
the several countries the greater can be the amount of credit made
available.
34. But the experience the world has had of the results of credit
expansion in the United States during the last decade, w h e n the
powers of production have been developed without any effort at
regulation other than by the rate of profit to be made over a very
short period, should have afforded it a salutary lesson in the falsity
of the quantity theory of m o n e y . Drawn thither by a number of
forces, not least powerful among which was the desire of the
propertied classes of Europe to evacuate the not inconsiderable
pant of their wealth that could, under present day conditions, be
transferred abroad, the gold that poured into N e w York became
the basis of a fabric of original bank credit which found embodi
ment in a technique of production capable of attracting to it a
mass of labour-power that, despite the high level of wages, grew
by leaps and bounds. Remaining in private control in the same
way as had done the much less phenomenal gains of British manu
facturers during the heyday of their prosperity, it found outlets
of re-investment that were no more economically sound (or, for
that matter, socially desirable) because they happened to be located
at home rather than sought overseas. Put back into the businesses
of the owners or made the basis of loans to others, the actual and
anticipated profits of American capitalism in the twentieth century
differed in degree rather than in kind from those of British
capitalism in the nineteenth. That the collapse has been cata
clysmic is to be explained by reason of those tremendous changes
in technique to which, in his evidence, Dr. W . W . Stewart, former
Director of Research t o the Federal Reserve Board of the U . S . A . ,
and, later, Adviser to the Bank of England, so continuously re
ferred. The industries of to-day as distinct from those of yester
day are locked into great chains of production, process linking
with process, so that finance has had, willy-nilly, to follow suit.
The immobilisations of capital and of credit so demanded having
been such as bankers are properly loath t o make, the tendency
in this, as in previous cycles of " boom " there and elsewhere,
was for the pyramiding one on top of the other of ill-considered
and ill-managed corporations given the flattering n a m e of invest
ment trusts.
35. The dire and long-drawn process of liquidation of all the
multiplicity of crazy ventures—and not a few that did not e v e n
go crazy, but which have been pulled down in the common wreck
—should, supposing it stops before it completes the ruin of an
already war-shattered world, leave the tangible assets of the m a n y
in the effective possession of few enough financial houses to m a k e
their reduction and reorganisation according to something like a
world plan of rationalisation possible.
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36. Such being the obvious tendency consequent upon the con
tinuous deflation of credit, hitherto available from banking as well
as non-banking sources for the unregulated development of the
world-wide production and distribution complexes made possible
only by the most modern technique, it seems to m e essential that
whatever plans may be evolved i n this country for the recondi
tioning of the basic industries should not run counter to this drift,
ever becoming more definite and deliberate, towards an inter
national economy.
Since dominant political influences in all
countries without exception reflect the passions and prejudices
surviving from a dead past rather than any purpose in a living
present, the more separate these new economic entities c a n be kept
from the structure of the national state, here as elsewhere, the
better. Whilst it appears, unhappily, all too probable that gov
ernmental compulsion will require to be applied in this country
—and that quickly—to overcome the opposition and inertia of old
fashioned business m e n to what is called rationalisation (much
better if brought about by the banks) and that a National Plan
ning Council may become a necessary organ of the State, it
would be calamitous that the basic industries of this country should
be reorganised into national units with a view to make them ready
to compete rather than to be co-ordinated with their opposite
numbers in other countries.
37. Such a development must involve ever more rapidly repeated
calls for new capital expenditure which, whether made by public
or private enterprise, will come to entail an intolerable drain oh
the resources of this country.
Not once only will it be necessary to accept such recommenda
tions as, with the commendable logic of capitalism, Mr. Brand is
frank enough to make in his addendum, but again and again, as
often as new funds must be attracted to or, at least, dissuaded
from fleeing the country.
38. However, wages cannot be cut and social services slashed in
this and in the way that Dr. Goldschmidit, of the Darmstadter und
National Batik of Berlin, made it plain in his evidence (Q. 7345-48)
he considered economically necessary, without provoking just such
industrial, social and political reactions as have followed upon their
adoption in Germany. They must, in their turn, affect unfavour
ably the credit, first of one country and t h e n , as this desperate
remedy becomes general in its application, of all countries.
39. Quite apart from the question whether this country can hope
to command the resources necessary to retain a lead which it may
have been found practicable for awhile to recover, the external
repercussions of such an effort must be disastrous to the peace of
the world.

40. The present opportunist drift in all parties towards an
economic re-organisation either national or imperial in its loyalties
must militate against the attainment of those conditions of stability
with flexibility, alike at home and abroad, which can alone permit
of the orderly because essentially automatic operation of the gold
standard and of the credit system.
41. For that reason particularly desirable is it that the provision
of the long-term credits necessary to re-habilitate British industry
shall foe entrusted .to a corporation such as the Bankers' Industrial
Development Company, the responsible heads of which are engaged
in the finding of funds for similar enterprises in other parts of the
world. Members of firms which are continuously figuring i n
consortiums of financial houses, international and intercontinental
in their scope, for the collection and allocation of credits to re
organise and re-condition the basic industries and public utilities
of many and varied countries are surely, subject to the checks
appropriate to be provided by a National Planning Council, acting
in consultation with the Bank of England, best qualified to under
take the task.
42. The actual range and method of the re-organisation of in
dustry are no concern of this Committee except in so far as it
is necessary to envisage the potentialities of the credit resources
available to meet the demands that may be made upon them and
to estimate the reaction of such long, intermediate, or short-term
immobilisations of money on the financial fabric.
43. The urgency of improving the national trade balance does,
however, require that consideration should be given to such alter
native proposals as m a y tend i n that direction. Whilst deprecat
ing most strongly the adoption of either the expedient of a tariff
of a general character, whether for revenue or protectionist pur
poses, or of a reduction in real wages and salaries, I would place
the maximum emphasis on the need, if only as a temporary
expedient during this period of acute national difficulty, for a
revision on the part of everybody from the highest to the lowest
of what have come to be customarily regarded criteria as to what
constitutes essential expenditure.
The dissipation of capital
reserves, actual or potential, in the rendering of services or t h e
manufacture of commodities which, whilst they m a y attract t o
the persons interested therein high wages and considerable profits,
detract from rather than add to the productive capacity of the
national labour force, is an extravagance which this country can
no longer afford. It is monstrous that policies so calculated t o
dislocate our commerce as a revenue tariff, to disturb our industry
as wage reductions, and to shatter our whole financial structure
as a serious canvassing of devaluation, should foe so much as
listened to in advance of a nation-wide stock-taking of what indivi
dually, even more than collectively, w e can or cannot afford. I n
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the event that no sustained initiative in this matter is forthcoming
from those w h o are supposed to set the tone and give the lead to
their less favourably situated fellow-subjects, then the same end
must be sought by other and less agreeable means. Whether this
shall be by taxation bearing much more heavily on income un
economically expended, by drastic extension of excise duties or by
a stringent limitation of imports contributory to the luxury trades,
it will be for others to determine. However it is done, by voluntary
action or by discipline enforced from without, steps must be taken
without any further procrastination to encourage savings so that
these may be made available for the re-conditioning of the basic
industries and the transport services as well as for the provision
of housing, health and higher educational facilities necessary to
raise the intellectual n o less t h a n the physical -standards of
efficiency of the national labour force.
44. Going outside the terms of reference of this Committee as
it would be to indicate the industries to which financial assistance
might well be given, there is one exception to which it is par
ticularly pertinent to call attention. E v e n as it is essential to
reduce the volume of dispensable imports so is it necessary to
increase the amount of exports. Eor this country there is a category
of unusual importance, the so-called " invisible exports."
45. Amongst these is one capable of very considerable expansion,
provided always, of course, that it is possible to throw off the
lethargy and dispel the conservatism of those who are needed to
make of it a commercial success.
The Tourist Industry has great potentialities, having regard to
the romantic as well as the more nearly sentimental appeal of
Great Britain and of Ireland to the more prosperous as well as
the more cultured of the emigrant nations. B u t until much has
been done to modernise hotel accommodation, to improve transport
in the more picturesque parts and generally to cater for people
w h o are accustomed t o superior plumbing and a more rational
system of interior lighting and heating—just to mention a few
of the deficiencies—a revenue running into tens of millions sterling
will continue to be lost to this country.
W i t h the rapid falling away of our shipping prosperity, as well
as the reduction of our overseas investments, this is a source of
income which w e can n o longer neglect.
T h e constant presence in their midst of visitors from other lands
across the seas may also prove helpful to the inhabitants in what
a distinguished French economist recently described as '' the Happv
Valley."
J . T. WALTON NEWBOLD.

RESERVATION

BY SIR W .

RAINE.

1. After a most careful study of the Beport and its recommenda
tioiis I feel that it is too indefinite i n its practical issues, conse
quently I consider I should express what I believe are some prac
tical proposals for t h e improvement of the present position, because
in m y opinion it is useless to tinker longer with a situation which
has every appearance of becoming even worse, unless w e dras
tically alter our methods.
2. The Report has been largely devoted to a survey of our Finan
cial Institutions, in order to show what important part they have
played in developing British trade. I t is true that in the Century
concluding with 1914 the British people were so '' busy '' that the
policy of laissez faire w a s readily accepted.
I t suited British
psychology. The period since 1914 has shown the British people
that the British system, which has worked so smoothly for them,
requires revision; i n fact, bitter experience h a s revealed t h e fact
that had we taken earlier notice of some of the disadvantages we
would not have found ourselves in the position w e are to-day. The
War, undoubtedly, exposed much which had before remained
covered : there.is no doubt also ithat the events which have followed
in the last decade have so far as Great Britain is concerned revealed
to us that, however good and efficient our system w a s , w e must
in the light of recent history adjust ourselves to the altered con
ditions, or the alternative will be that w e shall be left behind.
3. Leaving aside the world slump which has affected everybody,
the root of the trouble has been the re-division of Europe as t h e
result of the Treaty of Versailles. Several small nations, which
previously formed parts of larger units, are now working out their
own destinies.
The smaller nations wish to enjoy the same
standard of living as hitherto. They found themselves in 1919
with legacies of war machinery, which were quickly converted into
weapons of industry—new factories with up-to-date equipment. I t
must not be overlooked that Great Britain was not invaded during
the W a r ; Belgium and large portions of France were not only
invaded but devastated. I n the process of reconstruction these
countries have obtained the most modern equipment. W e being
an older country were unable to quickly grasp t h e significance of
all this new machinery; we were still very busy and wages were
high. True we had various set-backs, but it can hardly be denied
that the Ruhr trouble of 1923 again put this country in a false
position; judging by subsequent events Great Britain would haye
suffered less without the monetary but doubtful benefits of inflated
prices and booming trade of 1923. H a d that not occurred, w e
should probably have come face to face with the realisation of the
altered conditions before 1924, and with this great advantage to
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ourselves, that the position would not have become so desperate as
to cause us to grope almost in the dark to find a way out.
It is useless to 1 egret what has gone, but rather, calmly and
deliberately, to find a solution of the problems which beset our
path.
4. T w o factors require to be mentioned at the oat set :—
(i) These new nations, in particular, have by means of Tariffs
never hesitated to protect their industries, enabling their people
to have constant employment—true at lower wages and on
worse conditions than in Great Britain, which has permitted
them to produce cheaply and to send us their surplus products
at prices with which we could not compete.
(ii) Since 1925, we have only had on one occasion less than
1,000,000 unemployed, whereas in the meantime the Continent
of Europe, as well as the United States, has enjoyed a period
of almost unexampled prosperity.
These two facts, the second of which is really a corollary of the
first, are worth careful examination.
5. The end of the W a r brought with it an ethical fervour in
this country, which unfortunately had no solid foundation. Honest
and praiseworthy attempts have been made by our people in all
walks of life to bring about an international state of affairs, the
results of which were intended to raise the standards of living
of the nations, but for one reason or another success has not
attended these efforts, and in particular in the realm of trade and
industry.
6. I n 1927 an International Conference at Geneva expressed the
opinion that Tariff walls were too high. It is interesting to quote
from the Report of the British Representatives. They stated
that, " If other countries do not move towards a policy more in
accord with the views of the Geneva Conference, a reaction from
its traditional open market policy seems probable. If is believed
there is a growing volume of public opinion in this country, which
will not continue to accept without effective protest the present
high tariffs and barriers which confront the British exporter."
The reply to all this is that Tariff walls are higher to-day than
ever before.
The present Government has made serious attempts to obtain
reductions of Foreign Tariffs, but in vain.
7. F r e e Trade was undoubtedly the cause of the great prosperity
of this country in the latter half of last century, but w e are faced
to-day with a new condition, inasmuch as the countries of
Europe, and some in Asia, have reached a state of industrial
development which carries with it a standard of efficiency in most
respects equal t o and in some cases superior to our own.

8. W e have had some experience of Protection in this country
from which it is safe to say that, were w e to embark upon a
regular system of Safeguarding, we should not be sailing upon
an uncharted sea. Figures taken out of their proper setting can
be made to prove anything, so I dismiss the statements as to
whether in any particular year we exported more or less of any
safeguarded article than before the trade in question was safe
guarded, but hasten to look at the essential facts :—
(i) Are there more factories in this country producing say
Motor Cars and Tyres than in 1925?
Have not some of these factories been built by foreigners
as the result of Safeguarding?
British labour is employed
which means the wages are spent in this country.
(ii) Have not the prices to the consumers been reduced?
(iii) Are we not importing fewer of these commodities?
(iv) Are not more people employed in these and other safe
guarded industries?
9. The forecast of the British Representatives to Geneva has
proved to be correct. The volume of public opinion has grown
which is protesting against high Tariffs that are preventing the
free flow of our manufactures into other countries, whilst our
open market policy enables these countries to send into Great
Britain surplus manufactures at prices which in some instances
would barely pay t h e British costs of labour. Bankers, manufac
turers and even some economists w h o were traditionally Free
traders are amongst those who, whilst still theoretically Free
traders, now take the view that owing to the serious position in
which w e find ourselves some drastic changes are absolutely
necessary.
10. I may add that an ex-Chancellor of the Exchequer recently
addressing an assembly of business m e n stated that unless some
thing is done at once this country will in the next two years become
further embarrassed. The argument that imports must be paid for
by exports is undoubtedly true, but how are w e accomplishing
this? Very fortunately for us, w e , in our days of prosperity,
invested vast sums abroad from which we derive annually some
hundreds of millions of interest; w e also render great services for
which we axe paid, such as shipping, banking, insurances, etc.,
but the policy of discximination in regard to shipping has lax gely
leduced this source of income and produced unemploymexxt. Still
further attempts in this direction aie now being considered which
will further cux-tail our revenues from shipping.
W h e t h e r the
calculations by which w e arxive at the figures of our annual Balance
Sheet are sciexxtifically correct or not, the basis of comparison is
moxe or less accurate, and the fact evolves that this account, which
a few years ago showed an available balance for further investment
of £150 to £ 2 5 0 millions, was last year only £ 3 9 millions. The
-

world slump had no doubt something to do with this low figure,
but the naked fact remains that this process already described is
proceeding with relentless certainty. It will find us before many
years pass with a debit instead) of a credit balance.
11. The Committee has been considering proposals to meet the
present emergency. Summing up t h e situation I am forced to the
conclusion that protection of our industries i s essential and that it
is necessary to state the fact in unequivocal language. I would
limit the protection, however, at the outset to a Eevenue D u t y on
all imported manufactured articles, which should be imposed
immediately, the only exception being that the usual preference
should be accorded to our Dominions. I do not minimise the
difficulties of such a course, but I a m reminded that this country
is still the greatest creditor nation and w e are the largest market
in the world. Drastic remedies are required.
12. I do believe that such a remedy would, notwithstanding its
difficulties, have the immediate effect of creating an atmosphere
of confidence which would be the forerunner of a rapid improve
ment in trade.
13. I am not unmindful of t h e fact that exports are vital to the
well-being of this country but I am convinced that our Dominions,
as well as those foreign countries which have almost unlimited
quantities of various food supplies, would be only too wishful to
enter into arrangements with us for our mutual benefit. Besides,
some of these countries as well as our Dominions must continue to
supply us with foodstuffs in order to pay for the interest on and
repayment of their indebtedness to us. T h u s , if we did not arrive
at the ideal state of Free Trade, we would at any rate enjoy freer
trade.
14. It is unquestionable that We have lost sight of the import
ance of our home market. Should expectations not be realised that
all foreign nations, both those who supply foodstuffs as well as
those who do not, did- not meet our changed policy by an adjust
ment of their o w n , some at any rate would be obliged t o do so.
It is anticipated w e would recapture a large portion of our home
trade in manufactures.
15. There is a measure of agreement amongst commercial people
that this intricate question should be lifted out of the realm of party
politics. I m a y say that I am approaching this subject with as
much impartiality as is possible, but with the sincere idea that
Protection of industry is one of the chief steps t o be taken to save
our country. Immediate action is necessary in order to save the
situation; the undoubted adjustments which would have to h e made
could be reached later as the result of negotiations.
16. Some reference must be made t o what is known as '' Capital
Development S c h e m e s . " During the whole of the last decade

Local Authorities have spent many millions in this way, in order
as was hoped to deal with what was expected to be merely a
temporary phase of unemployment. H o w e v e r , as the years have
passed and the situation has become worse instead of better, t h e
number of such possibilities of Capital Development has steadily
decreased. E v e n after the deduction of m u c h Government help,
which the taxpayer has had to find (and which has kept up to a
certain extent the high rate of taxation), the Local Authorities
have been left with debts the liquidation of which will for some
years prevent that reduction of local rates which is essential to help
our manufacturers and producers to reduce their overhead costs.
Moreover, it must not be overlooked that many of these schemes
have not been carried out on an economic basis.
17. Judging by the limited experience of Safeguarding, n e w
factories would undoubtedly be required, so that efforts in this
method of Capital Development would be beneficial because, as
soon as they were completed, they would become the means of the
production of wealth.
18. Apart from such schemes just mentioned, there are t w o
others of such magnitude that they would take years to complete;
in the meantime large numbers of unemployed would find work.
An additional benefit would be increased employment in t h e trades
producing the necessary materials. Further, it is common know
ledge that for every man in ordinary employment another m a n
finds employment to produce the necessities of life for t h e first
named and his family. T h e two schemes are :—
(a) The electrification of the railways.
(b) Drainage of those parts of the country which are so
frequently flooded.
19. W i t h regard to the first, the Report of the Committee on
the Electrification of Railways has just been published. It is
safe to say that the change over from steam to electricity would
take at least t e n years, not only for monetary reasons, but also
from the fact that unless it were carried out gradually t h e m e n
displaced might easily outnumber, for a time at any rate, the
number engaged in the new work essential for the change over to
electricity.
There is no doubt, judging from t h e experience of other countries
which have electrified their railways either wholly or partially,
that the ultimate result of the chamge would give us a n e w lease
of life in our transport system, besides being a great step i n the
direction of enabling us efficiently to compete again i n the world 's
markets, provided that Tariff walls were not further raised against
us.
20. I n respect to (b) Drainage, there is little doubt that well
devised schemes would avoid, probably for ever, t h e devastating
effects of flooding which at certain seasons of the year the traveller

can see for himself from the railway train as he journeys to different
parts of the country. I am informed it would improve the naviga
tion of those rivers which are navigable. The cost of this work
could in the first instance be paid for by public loans, the subsequent
liquidation of which ought to be met by a small charge per acre
which would amount to far less than the costs incurred at present
by those concerned.
21. Both these schemes would have the result of equipping us
better for the battle of life. In the case of the agriculturist it
ought certainly to remove from his mind the constant fear of loss
and even bankruptcy, through causes for which he is not per
sonally responsible and over which he has no control.
Certain
Harbour Authorities should also derive great benefit. T h e main
spring of enterprise is profit. That an "industrial or commercial
enterprise should make profits is not injurious to the community,
but under free competition rather a measure of its usefulness. The
employee rightly desires his fair share of the fruits of his labour.
It has been distressing to employers to have to insist on reductions
of wages, but could they have acted otherwise under existing con
ditions?
22. I believe that, with the introduction of changes such as are
advocated above, real wages will advance and the state of affairs
produced will approximate to the conditions of pre-war days. Of
course, we shall have Cycles of Trade, as in former days, but we
will not see ourselves merely enjoying the overflow of booming
conditions of Continental countries.
T h e British are a practical people. If they find that the expec
tations of the suggested changes in our Fiscal System are realised
they will be grateful, but if I am wrong i n my suggestions it will
be recognised that an honest attempt has been made to rectify a
very grave situation which has become so perilous to our welfare.
Moreover, are our foreign competitors wrong in their policy?
23. I do not feel myself competent to express an opinion upon
the recommendations regarding the Note Issue as set out in Part I I ,
Chapter H I .
24. I dissent from the " Proposals Relating to Information and
Statistics " detailed in Part I I , Chapter V . I consider that the
trouble and expense is unnecessary, as the statistics when available
will be out of date; besides there are now published such masses
of statistical information, which should enable the practical person
to form correct judgments on trade and commerce, whilst the
ordinary theorist has adequate data at his disposal for the examina
tion of all the abstract problems which he may desire to investigate.
WALTER B-AINE.

MEMORANDUM OF D I S S E N T BY LORD BRADBURY.
]i. I regret to find myself in disagreement with most of the
conclusions formulated in this report. Leaving out of account for
the moment the effects of the recent heavy fall of world prices, I
think the main causes of the economic troubles of Great Britain
since the War have been (i) the burden of unproductive debt, (ii)
over lavish expenditure by the State and local authorities, (hi) ex
cesjsAve cost of transport and distribution and of the products of
sheltered and protected industries, and (iv) the attempt by all
classes to maintain a standard of living higher than is justified by
the facts of the economic situation.
2. The burden of unproductive debt is partly that of the dead
weight' debt arising out of the War.
B u t this is by no means
the whole story. The debenture debts of, and bank loans to,
industries which cannot, or can only just, make ends meet, and
the maintenance of railway rates at the level'necessary to provide
a return on capital which has to a large extent ceased t o be
economically productive—to take only t w o instances—are burdens
of a very similar nature.
Out of the total produce of industry the creditor and the State
—on behalf of the rentier and also- to meet public expenditure on
services other than the debt on a vastly enhanced scale—take a
much larger proportion than before the W a r ; transport and dis
tribution also take a larger proportion (teste the wider gap between
wholesale and retail prices). The remainder after providing for
the remuneration of labour is in many industries not enough to
leave a sufficient margin to induce the entrepreneur to continue
his exertions or hazard fresh capital. The weakest close down and
the maintenance of the workmen thrown out of employment in
creases the pressure on those still at work. The next weakest then
succumb and the process seems likely to continue until the volume
of production is so reduced as to foe unable to support over the
whole country even the standard of life at present enjoyed by the
unemployed.
It is no doubt true that the payment of the interest on internal
debt and allowances to unemployed workmen* are merely '' a trans
fer of incomes within the country ", but (except in so far as they
are met by the taxation of rentier or the unemployed workman him
self) it is a transfer from the producer to the non-producer.
If
it goes far enough it will leave the producer with no motive to
produce and in the end cease perforce because there will be
nothing to transfer.
* The burdens on p r o d u c t i v e i n d u s t r y a r i s i n g from tho charges for dead
weight debt a n d those a r i s i n g from t h e cost of m a i n t e n a n c e of t h e unemployed
are very similar in oharacter and effect, b u t t h e l a t t e r have t h e peculiarly
devastating p r o p e r t y of v a r y i n g inversely with t h e p r o d u c t i o n which has to
support them.

That catastrophe has not occurred earlier is mainly the result
of the tremendous strides in the technological efficiency of industry
which have taken place concurrently, but to take full advantage
of these considerable capital expenditure is necessary and when
industry is unprofitable the necessary capital is not forthcoming.
3. If this is a true diagnosis it appears to m e that the malady
is too deep-seated to be removed by any manipulation of currency
or credit.
True if it were possible to raise the price level the burden of
debt would be decreased and, in the (what seems to m e improbable)
event of the workmen being content to accept the same money
wages notwithstanding the increased money cost of living, the real
cost of labour would be diminished. But any appreciable rise in
the price level above the level of world prices without reducing the
gold value of the pound or abandoning the gold standard altogether
is impossible, and I agree with the majority of the Committee that
recourse to either of these expedients would be most undesirable.
I am of opinion that the real remedies for our economic troubles
lie in the main in a field outside the terms of reference of the
present Committee.
4. I n regard to the international working of the gold standard, I
agree that efforts ought to be made to secure by international
agreement a better distribution of existing gold stocks and greater
economy in the use of the metal but the attempt made in the
Report to formulate the objectives to be aimed at seems to me
in conception too ambitious and for application too nebulous.
5. Under the head of International Monetary Policy of a Per
malient Character (Part I I , Ch. II) a word of caution is necessary
particularly as regards the objective in the more distant future.
I doubt whether the fixation, by co-ordinated action of the Central
Banks, of the world value of gold at such a level as would secure
a stable average level of wholesale world prices is feasible or even
desirable.
Such a proposal really means the substitution of
an index figure for gold as the standard of value and (apart
from the utilitjf of gold as an ultimate reserve in the event of the
new system breaking down—a contingency which it would be im
prudent t o ignore) the n e w unit of value would, if the proposal
were adopted, be better represented by a counter to be issued by
a trustworthy international authority. T h e world would then be
saved the labour and expense of gold-mining and the Central
Banks the worry of having perpetually to devise expedients to
adjust the value of that no longer necessary commodity to the value
of the new unit.
Whatever theoretical case can be made
tion—with or without the retention of gold
whether the proposal will come within the
national politics during the lifetime of the

out for such an innova
as an accessory—I doubt
range of practical inter
youngest of us.

Nor is stability of average prices necessarily desirable. Suppose
that the present progress of scientific agriculture is not maintained
and that, owing to the increase of the population of the world,
food and raw materials tend to rise in price relatively to manu
factured products even though manufacture does not become more
efficient, is it ideally desirable to have stability of average prices,
i.e. a fall in the prices of manufactured goods to compensate for
the rise in the price of food and raw materials? Surely that would
intensify the difficulties of adjusting costs t o prices on which my
colleagues have laid so much stress.
I would, therefore, in regard to the more remote future, confine
myself to aiming by international co-operation at such economies
in the use of gold as will correct the ill effects of the probable
failure of gold production to keep pace with the growth of world
requirements. The difficulties in the way of effective international
agreement to secure such economies are so formidable that any
theoretical danger of excessive economy resulting in world-inflation
may safely be ignored.
6. W h e n I come to the measures outlined for dealing with the
present world crisis, I agree that a general increase of the world
price level would materially alleviate the present economic
depression, and incidentally obviate the painful adjustments which
will otherwise be required to bring our domestic price level into
relation with that of the outside world. It seems to m e , however,
that the treatment of this subject in the Keport is at once too
sweeping and too sketchy. I cannot associate myself with such
statements as that in paragraph 271 that " a failure by the Central
Banks of the world to attempt to redress the fall of prices would
endanger the principles on which modern economic society is
founded." Nor do I regard it as advisable for the Committee to
treat what may i n fact prove to be impracticable as an " immediate
necessity." Further, if the remedy is to be administered, those
who prescribe it should at least be prepared to specify the manner
and extent of its application. B u t the Committee (paragraph 266)
" do not consider that a high degree of precision in the definition
of this (price level) is necessary or practicable." I n paragraph 277
similarly, they admit that they cannot " give a confident answer
to doubters " as to whether a restoration of the price level is i n
fact feasible. Again, on the cardinal question as to whether
Central Banks are to attempt to counteract a fall in the price of
one commodity by a general rise in other prices, the Committee
(paragraph 300) " do not think it necessary to give a dogmatic
answer to such questions." Moreover, the trouble is admittedly
an international one which cannot be solved by this country alone,
and it is well known that in certain other countries, particularly
France, public opinion is not only unwilling to promote an increase
in the price level but is determined to oppose it. The Central
Banks in France and most of the continental countries have no.

power to undertake open market operations which will be required
if any such attempt were to be made. This being the case, even
if theoretically there may be much to be said for the Committee's
views, they seem to have little relation to the real facts of the
actual world.
7. I am in agreement as to the necessity of co-ordinated effort
on the part of the creditor countries to aid the debtor. But it
must be remembered that, even before the crisis, many of the
debtor countries were applying new loans not to the creation of
productive assets, but to meeting international deficits on revenue
account—a process which if continued leads inevitably to default.
I n such circumstances the drying up of the supply is sooner or
later inevitable and it is difficult to see how the stream can be
made to flow again until they have put their houses in order.
W h e r e there is evidence of the intention and ability to do this,
the granting of loans to tide over the necessary interval should
be arranged. I n some cases, no doubt, guarantees will be neces
sary. I n such cases I should prefer, whenever possible, that the
guarantees should be those of groups of private institutions, both
because this would secure that the propositions handled were limited
to those involving only fair commercial risks, and also because
mistakes w h e n made would be wiped out by the painful but salu
tary process of ordinary liquidation instead of going to swell the
already well-nigh intolerable burden of permanent deadweight
debt.
8 . The revival of enterprise in the creditor countries themselves
will, as pointed out in the Report, in itself improve the situation
of the debtors and this is equally true whether the revival takes
the form of increased production of capital or of consumable goods.
The tendency of long-dated high-class securities to rise in
value, which is invariably observable in times of commercial depres
sion, will undoubtedly encourage certain classes of constructional
enterprise, but I cannot accept as valid much of the argumentation
on this topic contained i n Chapter X I of Part I or the conclusion
that it would be wise to create credit for which there is admittedly
no demand with the hope of artificially inflating security values
and so cheapening long-date credit for capital enterprise.
T h e Report itself admits that such surplus credit would become
dangerous and would require to be retracted once a trade recovery
were well under way. T h e retraction would inevitably depreciate
the value of the securities into which its creation had lured the
investor and an unpleasant impression would be created.
I n an individualist society capital can only be provided by
inducing individuals to forego present enjoyment in exchange for
future advantage. It is no doubt a convenience to all except the
individuals who have made the present sacrifice that, the capital
having been provided, the future advantage should be diminished

or fail to materialize altogether. W h e n the capital investment
takes the form of securities representing money claims this will
happen if the rate of interest is reduced by artificial supplies of
cheap money and if the enjoyment value of the capital claim
itself is diminished by raising the price level. Both these results
can be brought about by expanding credit. Indeed, if the expan
sion is great enough, the future advantage reaped from the sacri
fice may easily in terms of enjoyment be less than the sacrifice
itself—the ultimate loss of real value in respect of the capital
claim being greater than the interest received in the meantime.
This superficially clever device will, however, cease to be effec
tive the moment its modus operandi is understood, since it makes
fixed money claims dear at any price and destroys the motive for
saving in order to invest in such claims.
So far as the result might be to encourage investment in equities
instead of fixed money claims the change, within limits, might be
salutary, but the plan is put forward for the purpose of stimulat
ing capital development by means of loans, and this it can only
achieve in so far as it m a y succeed in hoodwinking the real
investor.
If currency " management " is to be used to facilitate
manoeuvres of this type, the sooner we return to an " automatic "
system the better. Honesty, even if stupid, is a better founda
tion for credit than the most adroit finesse.
9. Turning to the proposals contained in the Report for action
in the domestic sphere, I find little which appears to m e to be
likely to be useful and much that will in m y opinion be positively
harmful.
The recommendations for fundamental alterations in the regula
tions governing the note issue and for the amalgamation of the
Issue and Banking Departments of the Bank of England fall into
the latter category.
To allow expansions of the volume of legal tender money to
be made otherwise than in exchange for gold appears to m e to
be a dangerous innovation which is likely to jeopardize the main
tenance of the gold standard.
It mast be remembered that the times at which an increase i n
the legal tender circulation is required are times of trade activity
and rising prices—conditions which invariably go together. At
such times money* tends to be plentiful and inflation is apt to
develop unless the expansion is kept in check.
An outflow of notes into circulation under the existing system
tends to contract the basis of credit by reducing the cash reserves
I say ' money " rather than " credit" because a large part of the increase
of purchasing power arises from the coming into employment of balances
previously idle without any increase in the total of bank deposits.

of the banks. If the exchanges are favourable the deficiency i s
made good by the import of gold. If they are unfavourable, credit
expansion is checked until they become so, with the result that
the price level is prevented from rising to the point at which it
will cause an actual gold outflow and require an even greater
degree of restriction t o stem it.
10. T h e gold reserve for the currency should, in my view, never
amount equal to the m a x i m u m foreseeable contrac
tion of the circulation at any given m o m e n t , plus whatever may
be regarded as the irreducible minimum figure required to main
tain public confidence and provide a reserve for great national
emergencies.
If gold is accumulated w h e n trade is on the upgrade a reserve
is created to meet exchange requirements should these arise when
trade is static or on the downgrade and pro tanto the evils of high
money rates and restriction of credit are avoided at moments when
these are particularly harmful.
Indeed to insist on gold import as a condition of currency expan
sion tends to slow down the processes of raising and lowering
internal prices to adjust them to variations of world prices and
so contributes towards that stability of the internal price level
which the Committee recognize as" a desideratum.
11. B u t quite apart from these considerations of practical ex
pediency, in regard to which the balance of advantage is in my
view heavily in favour of the existing, regime, there are funda
mental differences of principle between the two systems.
The
system of the Bank Act of 1844, which is continued in its essen
tials under existing legislation*, is based o n the principle of safe
guarding the gold value of legal tender m o n e y by providing that
expansion and contraction in volume can only take place in ex
change for gold, and of leaving the volume of banking credit,
whether created by the B a n k of England on the basis of the
legal tender money in the Banking Department, or by the joint
stock banks on the basis of legal tender in t h e n o w n hands or Bank
of England credit, or again by other institutions on the basis of
joint stock bank credit, free to expand or contract according to
the ease or difficulty of obtaining legal tender m o n e y .
So far from this being a rigid system it is, with a free gold
market, a perfectly elastic system, subject only to the qualification
that expansion can only take place when the foreign exchanges
are favourable and contraction is enforced w h e n they are
unfavourable.
* The provisions of Section 8 of the Act of 1928 do not in themselves mean
more than giving statutory recognition to the practice previously followed
without legal authority in emergencies and providing machinery for varying
the amount of the fiduciary issue i n the event of permanent changes taking
place in the total currency requirements of the country.

12. The system proposed by the Committee if carried to its
logical conclusion,* ignores the volume of legal tender altogether
and seeks to maintain the gold value of the pound by direct action
by the Bank of England on the volume and price of bank credit.
It does not, however, provide any real criterion of the occasion for
such action, or of how far it should be carried when embarked
upon, but leaves the settlement of these questions to the uncon
trolled judgment of the Bank of England upon economic and
financial tendencies which are admittedly most difficult to interpret.
Under the old system we have a currency system administered
it is true by the Issue Department of the Bank of England but
in regard to which the Bank has n o discretionary power, and a
credit system under which both the Bank of England and the
joint stock banks are free to create such amount of credit as bahk
ing prudence permits on the basis of the available supply of
currency. They have a commercial inducement for expanding
credit to the maximum amount compatible with the safeguarding
of their banking reserves and are in a position to reply to criti
cism (which so long as human nature remains unaltered will
always be readily forthcoming) that they expand too slowly or
contract without necessity that at any rate they are sacrificing
profit to safety.
Under the n e w system the Bank of England is to have free dis
cretion (subject only to certain extreme limits which would not
in practice be enforceable) to take, according to its judgment of
what is in the general interest, without risk or cost to itself—
indeed the plan goes out of its way to safeguard the bank from
loss arising out of its discretionary action—steps which will acutely
affect the lives and fortunes of the lieges. The facts on which
it has to form its judgment are so difficult to interpret that legiti
mate differences of opinion as to the wisdom of the steps taken
are likely to arise on almost every occasion.
This surely is to place a private corporation in an impossible
position and must lead before long, in a democratic community,
ito complete government control of the Bank of England to be
followed in due course, since the plan will not work without giving
wide discretionary powers to the joint stock banks also, by govern
meht control of these banks.
I am in agreement with the
majority of the Committee that such control is undesirable.
Further the Bank of England and the joint stock banks
are not the sole credit-creating organs. A comprehensive plan
* Under the proposals as they stand the maximum limit of the fiduciary
issue and the minimum limit for the gold reserve would, indeed operate to
require an attempt to be made to revert to something like the old system in
the event of an acute crisis, i.6., in the face of the very conditions which
necessitate a temporary suspension of the old system even when it has been
in operation. I regard it as certain that the suggested maximum and
minimum could not in practice be enforced.

for the direct control of credit would have to have regard to those
institutions (which are increasing in numbers and importance)
which build credit structures o n the basis of deposits in joint
stock banks not unlike those built by the joint stock banks ithem
selves on the basis of their cash in hand and at the Bank of
England.
13. It is no doubt true that a loss of gold sometimes—in the ex
ceptional circumstances of recent years it would perhaps be true to
say often—arises from causes other than a real tendency of the
pound to depreciate, and similarly a gain of gold from causes other
than the opposite tendency. I agree that fluctuations of foreign
balances, particularly w h e n the result of political rather than
economic causes or of exceptional economic disturbances in par
ticular foreign countries, are apt to disturb t h e normal working
of the gold standard!. I agree also that special reserves in this
connection are most desirable. Such reserves might properly take
t h e form of the maintenance by the Bank of England of liquid
resources at various centres in foreign countries or of balances with
the Bank for International Settlements (if that institution proves
suitable for the purpose). B y this means an additional demand
on the world'-s gold stock would be avoided.
T h e same expedient might usefully be resorted to in regard to
further additions t o the currency reserve proper if and when a
figure is reached which it is undesirable to exceed for considerations
of general economy of gold.
14. On the question of the desirability of " strengthening " the
Bank of England I have no real data for expressing an opinion.
Whether its reserves (published and unpublished) are- sufficient for
the efficient performance of all its duties is a matter on which the
B a n k alone is i n a position to judge, and the Bank has not only
not asked for an increase but not even remotely hinted that an
increase would be welcomed.
I see no objection to the Bank of England being allowed to
increase its capital if it thinks it necessary or desirable either in its
o w n interest or the public interest to do so.
On the other hand I see no reason for asking the joint stock
banks to increase either their legal tender reserves or their balances
with the Bank of England above the amounts required to provide
for their actual requirements and their own security. Per contra
I would not relieve t h e m of t h e necessity of maintaining the
reserves necessary to protect themselves against the depletion of
- their stocks of legal tender by expansion of the demand for internal
circulation.
The right to issue legal tender money being a prerogative of
the Crown, it is right and proper that the profits of the Issue
Department should accrue to the Exchequer. This is secured by
the present arrangements, which I see no sufficient reason to alter.

"The Bank of England is placed in exactly the same position finan
cially as it would be if there were no note issue and all money
of unlimited legal tender were gold. I hold that the Bank of
England, like any other banker, should in regard to its banking
activities so arrange matters as to be able to afford to keep in the
Banking Department whatever reserves of legal tender money are
necessary for safely carrying on its business. After all, the object
of increasing the fiduciary issue, if an increase is made, is a simple
— t o provide the Banking Department with more legal tender
money either to use or to hold in reserve. I n so far as the acldi
tional money is used, it will be income-producing, in so far as it
is! held in reserve, it is either necessary or unnecessary. If it is
a necessary addition to the reserve, the cost of keeping is an in
cidental expense of the banking business : if it is unnecessary, why
create it at all?
It is no doubt true—as indicated in paragraphs 334 and 335 of
the Report—that if the Banking Department runs short of ready
money it may have to part with income-producing assets. But
that is quite a common experience in the world at large and it is
not usually considered to be a ground for compensation.
It is also true, as pointed out in paragraph 337, that the cost of
" sterilizing " gold imports which could not be allowed to have
their normal effect of expanding the basis of credit might seriously
embarrass the Bank. But this has nothing.to do with the profits of
the note issue, and in fact, in the interests neither of world economy
of gold stocks generally nor of the proper working of our own
currency system ought such surplus stocks to exist except accident
ally and then for very limited periods. If surplus gold is the result
of an excessive influx of foreign balances, its accumulation should
be checked in the manner indicated below : if it is the result of an
unduly low domestic price level, it should be allowed to form the
basis of credit until the disequilibrium is corrected.
Under the gold standard, gold in quantities which can be digested
is a food, in excess it becomes a poison. The system ought to be
worked in such a way as to leave to other nations what they require
for food, not to take it and then have to lock it up so as not to be
poisoned by it.
o l i e

15. As regards the proposed amalgamation of the Issue and
Banking Departments of the Bank of E n g l a n d , this would no doubt
be a natural—perhaps a necessary—consequence of the adoption of
the other proposals in regard to the N o t e Issue.
If the present note-issue system is maintained, I would also
retain the independence of the two Departments.
Apart from
the objection that the amalgamation removes familiar land-marks
and involves a more or less prolonged period of uncertainty in the
minds of those who are concerned in monetary business before
experience has taught them what practical conclusions t o draw
from the new figures, the separation is in fact the embodiment of

the principle which has dominated the British monetary system
for nearly a century that, with a strict control of currency, a large
degree of freedom can safely be given to credit. The Issue Depart
ment is bound by precise rules. I n the Banking Department the
Bank of England has free discretion.
W h i l e it is no doubt true that since the restoration of the gold
standard it has not been possible for the Bank of England to be
guided in its credit policy wholly or even mainly by the level of
the reserve i n the Banking Department, the traditional recognition
that that reserve has to be protected has undoubtedly strengthened
the hands of the Bank in taking measures which though necessary
are bound t o be disagreeable.
16. I am not satisfied that all the difficulties which have caused
the B a n k to depart from traditional practice in the direction of
elaborate " management " are permanent or irremovable.
A large part of t h e m were the consequence of currency derange
ment at h o m e and abroad resulting from the war and subsequent
stabilisation.
Other disturbing influences in my view have been the enormous
accumulation of liquid credit arising mainly from too narrow a
margin between short and long money rates and the excessive
volume of Treasury bills, and possibly the attempt (due to w h a t I
believe is a misreading of the report of the Cunliffe Committee) to
maintain the gold reserve in the neighbourhood of £150,000,000
instead of allowing it to find its o w n equilibrium point.*
* Under the existing currency system, either as i t existed before the War or
in the form in which i t was re-established by the Act of 1928, the total
volume of legal tender adjusts itself to the requirements of the country at a
level of prices determined by the balance of payments operating on the
exchanges. The amount of gold which can be retained is therefore equal to
the total legal tender required for circulation and bank reserves less the
fiduciary issue. If, as I believe to have been the case, the total of legal tonder
required has since the fiduciary issue was fixed at £260,000,000 been less than
£410,000,000, it follows that an attempt to retain £150,000,000 of gold is
trying to put a quart—or at any rate more than a pint—of water into a
pint pot.
The proposal of the Cunliffe Committee was gradually to reduce the fiduciary
issue until a figure was reached which experience should prove was consistent
with the retention of £150,000,000 of gold under normal conditions and then
to fix the fiduciary issue at the amount to which i t had actually been reduced.
It became desirable, however, to make the transfer of the note issue to the
Bank of England before the experiment initiated on the recommendation of
the Cunliffe Committee had been continued long enough and before conditions
had become sufficiently normal to arrive at a reliable judgment, and the
fiduciary issue was fixed on the best evidence available at £260,000,000. If,
once the £260,000,000 fiduciary issue had been fixed, the gold reserve had been
left t o find its own equilibrium point and this had proved to be less than
£150,000,000, we could either have contented ourselves with the smaller figure
or, if we still attached importance to the £150,000,000, have reduced the
fiduciary issue (choosing a moment when gold was flowing in) by the necessary
amount.

17. It is in my opinion highly probable that the embarrassing
accumulation of what are euphemistically termed liquid funds, but
which I should prefer to call surplus credit, which has been a
characteristic feature of recent years has been to a large measure
due to the attempt to retain a larger stock of gold than is required
for the working of the currency system on the lines of the actual
fiduciary issue from time to time—since 1928, £260,000,000.
An outflow of gold arises from one or more of the following
three causes, an unduly high internal price level, an excess of
foreign lending or a withdrawal of foreign balances. It may be
stemmed by a return of foreign balances, a withdrawal of m o n e y
lent abroad* (or sale of securities having an international market)
or an alteration in the relative volume of exports and imports by
a fall in internal prices. A rise in bank rate will tend to bring
the first two corrective forces into operation more quickly than the
last, but if the outflow of gold has caused a reduction of the basis
of credit the return of foreign balances and withdrawal of money
lent abroad will not increase it again unless and until they actually
cause gold to flow in. If such an inflow begins before the price
level has been adjusted t h e maintenance of a high bank rate can
do nothing but mischief. The rate should be lowered to the point
necessary to check the inflow and leave the reduction in the basis
of credit to have its effect on the price level.
But if an attempt is made to maintain the actual stock of gold
above the figure which represents saturation point on the basis of
the actual amount of the fiduciary issue, it means that equilibrium
of the exchanges will be produced by the attraction of foreign
balances by means of a high bank rate with a volume of credit and
currency too large to bring about the necessary adjustment of price
level. If it be desired to retain the surplus gold, these balances
must either be retained by the continuance of a high bank rate,
or brought back by another rise, if a lowering of the bank rate
has caused their withdrawal and a consequent renewal of the gold
drain.
Thus the high bank rate becomes chronic and so far from doing
any good merely makes matters worse, since by depressing industry
it diminishes production and by releasing credit from industry
increases the amount of short money, whereas, if the gold had been
allowed to go and the basis of credit had been restricted in the
first instance, remedial forces would have been put into operation
with which no subsequent movement of balances could have inter
fered.
Indeed we owe the creditor position which w e occupy in the
world more than to anything else to our willingness in the old days
to part with gold freely whenever the exchanges required it and
* i.e. British liquid funds in foreign centres or foreign bills held in London
(which a bank rate higher than that of foreign centres drives to the centres
having a lower rate). Long-date loans cannot, of course, be withdrawn.

to defer raising the bank rate until the depletion of the reserve in
the Banking Department of the Bank of England made it necessary
to do so. This kept our internal prices almost continuously down
to the level necessary to secure a favourable balance on the inter
national exchange of goods and services, which was largely absorbed
by foreign investment before it could lead to an excessive gold
influx.
18. The fact that this creditor position exists is not without
danger, since it is obvious that it makes it possible for us to dispense
with the favourable balance on goods and services so long as the
deficiency can, be made up by an excess of interest on existing
foreign investments over new foreign investment and indeed
longer if we are prepared not to increase or even to diminish the
corpus of our foreign investments themselves.
B u t a diminution of new foreign investment will probably con
tract the volume of our exports and so reduce our visible exports,
while the weakening of our creditor position will reduce our remun
eration for international services which is a very important part of
our invisible exports. Any temporary relief therefore that w e might
secure in this way would be at the cost of a progressive future
decline.
19. B u t , quite apart from the undue accumulation of short money
which results from attempting to deal by means of bank rate alone
with a situation for which the proper remedy is an efflux of gold,
the volume of such money generally since the W a r has been of
such magnitude as to render the task of the B a n k of England
i n controlling the supply (as distinct from the price) of the basis
of credit extremely difficult. The main cause of this has been the
enormous amount of Treasury bills. This has resulted not only
in increasing the dimensions of the bill market (and so making
larger scale operations necessary to produce a given effect) but
also in altering its character. W h e n the holdings of the market
were mainly commercial bills drawn on London on foreign account,
a rise in bank rate diminished the supply of these bills. N o w that
the market holdings are largely Treasury bills and other Govern
ment " floaters," a restriction in the volume of bankers' cash,
followed by a reduction of their market money, merely drives the
" market " " into the B a n k , " i . e . , forces the Bank of England
to recreate the credit it has previously withdrawn—the discomfort
traditionally associated with that lodging being largely mitigated
by the fact that the general taxpayer bears a large part—sometimes
more than the whole —of the expense in the form of a higher dis
count rate when the bills fall due for renewal.
:

20. Apart from the difficulty which it creates in the control of
the volume,of credit by,the Bank of England, the excessive volume
of Treasury bills has harmful effects of a more general character.
W h e n credit has to be restricted the renewal of the bills comes

into direct competition with the demands of industry, tending to
force up the rates which industry has to pay for accommodation.
Further it encourages both directly and indirectly the accumula
tion of liquid funds by industrial concerns.
Treasury bills not
only provide a convenient and profitable vehicle for the employ
ment of such funds, but they enable the banks to hold large fixed
deposits at comparatively high rates of interest without risk to
themselves.
The result has been that large and wealthy concerns to a much
greater extent than formerly carry on their business by means of
accumulated funds instead of with borrowed money. The con
sequence of this is that the pressure of credit restriction, w h e n
it becomes necessary, is rendered very unequal in its incidence.
These large concerns are in no way hampered by a rise in short
money rates—indeed they actually profit by it—and the whole
burden is thrown on the weaker concerns which trade with
borrowed money. I n so far as the latter may be compelled to
curtail their activities, the former can expand to fill the gap with
out cost to their profit and loss account for interest charges, since
the loss of interest on the liquid funds so employed will be offset
by the higher rate on the remainder.
2 1 . It thus follows that the first result of an attempt to restrict
credit is merely to transfer business from the weaker to the
stronger concerns, and before an impression can be made on the
total volume of active purchasing power the pressure on the weaker
concerns may become so acute as to drive them out of business
altogether. W e might reach a state of affairs in which the whole
of the trade and industry of the country would be carried on on
the basis of credit balances against which the banks would hold
cash, Treasury bills and securities only. H i g h money rates would
then be powerless to check expansion unless and until a point
was reached at which it would be more profitable to the industrial
concerns to keep their balances on deposit than to employ them
in industry, or prices had risen so high that they not only had
to employ the whole of them but borrow as well.
7

The former situation would be an impossible one for the banks
except in so far as the deposits to be immobilized did not exceed
their own short-date assets—otherwise they would lose money
heavily, while the latter would not arise until inflation had gone
far enough to disorganise the whole financial structure.
The truth is that any considerable volume of idle deposits repre
senting dormant purchasing power which can at any moment
become active purchasing power, not merely without the help but
even in the teeth of the opposition of the banking system, is a
menace to the system itself. So long as the volume of such deposits
is small in proportion to bank advances, the banks can, by bringing
pressure to bear on debtors, counteract the increased activity of

creditors, but a point may be reached at which this is no longer
possible and then the whole machine breaks down.
22. It is very desirable—it may even in the not remote future
become vitally necessary—that idle deposits in the joint stock banks
should be reduced to a m i n i m u m and that the total deposits of
these banks should be confined, as far as possible, to the necessary
circulating medium of trade and industry.
T h e best methods of bringing this about are :—
( 1 ) Reduction in the volume of Treasury bills, thus diminish
ing the field for the profitable employment of liquid resources
generally.
(2) Working the gold standard in such a way that when a
rise in the bank rate becomes necessary the period of the high
rate shall be of brief duration, and for the rest keeping short
money rates as low as possible (see above).
(3) Avoiding any action which will tend artificially to inflate
the prices of long-date securities and so diminish their relative
attractiveness as an investment for reserves.
23. I am aware that Treasury bills are a source of considerable
profit both to the banks and the market and play so large a part
in their daily life that they can scarcely picture—at any rate aie
unable to contemplate with equanimity—a world without them.
But the Sabbath was made for man not man for the Sabbath,
and if it is desirable, as I believe it is, in the interests of the
financial system as a whole, that the amount should be drastically
curtailed, the banks and the market must adapt themselves.
Inland trade bills (the revival of which would be very healthy
for trade and industry themselves) might with advantage fill up
a part of the gap.
24. I t would be well also that the volume of inactive deposits in
the joint stock banks should be reduced by the sale by the banks
of long-date securities to their customers. The improvement of
their cash proportion would enable them w h e n occasion arises to
increase their active deposits by purchase of inland bills and by
advances to trade and industry. W h e n there was a large number
of banks whose advances were largely confined to particular locali
ties and particular trades, a reserve of high-class readily market
able securities as a second line of defence was essential and an
" over-lent " position was rightly regarded as evidence of weak
ness. This is still the case in regard to the surviving smaller
banks and might be the case in regard to the big banks if they
pursued sufficiently different policies to cause large cash transfers
from one to another, but so long as they " keep in step " and
confine then advances to proper banking propositions (covering
any which become " frozen " by creating reserves) there is now
no real necessity for maintaining a large volume of investments.
-

25. It is a mistake to suppose that, during the period from the
restoration of the gold standard until the beginning of the world
slump, trade and industry in Great Britain were uniformly or even
generally unprofitable. - The Income Tax returns, indeed, are con
clusive evidence to the contrary. Generally speaking, apart from
the export industries and industries (including agriculture) directly
exposed to foreign competition in the home market profits were
above the normal, and this notwithstanding the. burden of taxa
tion, unemployment and high money rates. This to my mind
proves that the trouble w a s due not to a shortage but to an
excess of currency and credit which had the effect of raising prices
wherever prices could be raised and raising costs generally, includ
ing those in the export industries and industries in which prices
could not rise because of foreign competition.
The effect of
" safeguarding " in certain of the latter industries was to extend
to them the advantages of the naturally " sheltered " industries
and increase the pressure on the remainder. In these conditions
—I am dealing with the period prior to the world slump—a
diminution of internal purchasing power resulting in a fall in
the domestic price level would have been far from being the
unmixed evil which some of m y colleagues appear to imagine. A
comparatively small fall in prices would have encouraged the export
trades and diminished the pressure of foreign competition in the
home market on those industries which are exposed to it. Even
assuming the rigidity of money wages, which is by no means
absolute, some costs would have fallen and more certain markets
and increased output at the lower price level might have com
pensated largely for the lower prices themselves. T o the sheltered
and protected industries on the other hand and to the distributing
trades, reduced purchasing power in the hands of the public would
have meant diminished sales, with the result that they would
have cut prices (as they could well afford to do) in the hope of
recovering their turnover. The result would have been a much
healthier distribution of profits as between sheltered and un
sheltered trades, and a diminution in the cost of living greater
than the fall in prices in the unsheltered trades. This would have
paved the way to a reduction of money wages without diminution
-possibly even with increase—of real wages in these trades and
in the transport services.
The latter, if it could have been
effected, would" have reduced the cost of living still further and
given further help to the export trades.
26. It is possible that these desirable changes may still come
about without deliberate restriction of credit if recovery from t h e
world slump proceeds more slowly in this country than abroad—a
not improbable event, regard being had to the fact that our dis
equilibrium before the slump began was more pronounced than
that of most foreign countries.
A rise in world prices with
domestic prices remaining stationary, or following only slowly,

would have the same effect as a fall in domestic prices not reflected
in world prices and would avoid a large part of the friction
inseparable from the latter process.
B u t this hope will be disappointed if the price level is pre
maturely raised by well-meant but ill-advised measures directed
to accelerating trade recovery.
27. I n the case of a country situated as w e are, a recovery to be
durable must begin with the export trade. This will give a firm
foundation for expansion of the home trade. Attempts
the home trade while the export trade remains unprofitable will,
if successful, merely re-establish the old disequilibrium.
28. Another cause of trouble has been the excess of long-term
foreign investment over what was available from the balance of
international payments. This became possible without loss of gold
by reason of the inflow of foreign short money but it made neces
sary the stereotyping of high money rates to retain that short
money. T h e effect of continuously high rates for short money was
to increase the attractiveness of short as compared with long-date
investment at home. This should have been counteracted by a fall
in the price and improvement in the yield of long-date securities
but the excessive amount of unemployed bank deposits, and prob
afoly to some extent the necessary preoccupation of the Treasury
and the Bank of England to secure the most favourable terms for
funding maturing obligations and to pave the way for a conversion
of the 5 per cent. W a r L o a n , inhibited this tendency, thus increas
ing the relative attractiveness of the high rates offered by foreign
long-term borrowers.
Governments can, and do, do much—sometimes salutarily but
more usually with mischievous consequences—to interfere with the
free play of economic forces but no Government has yet succeeded,
though many have tried, to prevent capital finding its way to a
more attractive market. Measures designed for that purpose are as
effective as the fabled enterprise of building a wall round a swallow
in order to enjoy the blessings of perpetual spring.
I n the old days the British investor was content with a much
lower return on home than on foreign investments by reason of
his conviction that the former gave him better security. This was
an enormous advantage to British industry. More lately the prefer
ence has been less marked. Becent and prospective events rather
tend to show that after all Great Britain may not compare un
favourably with the rest of the world for political and' economic
stability and the old preference may revive. But be that as it
may, excessive foreign investment and consequent trouble with
the exchanges can only be checked by a fall in price of home
securities to whatever may be in fact the competitive level.
29. It is in my view of great importance that the present oppor
tunity created by the prevailing distrust of foreign investment,

cheap money and absence of industrial competition which have
restored the market in home gilt-edged securities to favour should
be taken advantage of first to fund a considerable proportion of
the Treasury bills (other than those held by the Bank of England
and public departments) and other Government debt of early
maturity and to effect, if possible, a conversion of the 5 per cent.
War Loan, and that thereafter home securities should be left t o
find their natural level.
30. It will be seen, therefore, that so far as domestic action in
relation to currency and credit is concerned I pin my faith to the
removal of obstacles which have arisen to the proper functioning
of the existing system and have no confidence that benefit would
result from a radical change in the system itself.
The steps which I have suggested for removing such obstacles
would, I believe, restore to our financial system the ability to dis
charge its proper function—that of honest broker between those
who have real values to exchange at home or abroad. T o expect
more of it is to fall into the ancient fallacy of mistaking money for
wealth.
The existing system thus restored to efficient working would
resume its old role of an efficient policeman to prevent our buying
from abroad more than w e can afford.
The proposed system gives no such safeguard and requires the
creation of elaborate machinery for securing t h e maintenance Of
a proper balance of international payments.
As to the nature of that machinery the Report is silent, but I
understand that various members will have divers and possibly
conflicting panaceas to present in addenda.
Until light shines
upon this chaos it seems imprudent to- proceed further with the
creation of the new world.
31. The Report contains proposals relating to International
Monetary Policy of a Per-manent Character, proposals relating to
International Monetary Policy to meet the present emergency and
proposals relating to Domestic Monetary Policy of a Permanent
Character, but there are no proposals relating to Domestic
Monetary Policy to meet the present emergency.
Here again alternative suggestions will, I believe, appear in
addenda.
Expedients which have been much canvassed'—not necessarily a s
alternatives-—are intensive capital development and attempts t o
stimulate agriculture and the industries whose products are subject
to foreign competition in the home market by import duties.
32. The latter seems to me to be merely enlarging the list of
sheltered trades at the. expense of the export trades while, if these
are compensated by bounties, we may find ourselves subsidizing the

foreigner^ to buy British goods at the expense of the British
consumer of foreign imports—a net loss to the national economy
as a whole.
33. A s regards intensive capital development any suggestion
that this should be stimulated by credit inflation regardless of the
real savings available to finance itt is wholly mischievous. Such
expedients if successful are likely to create a situation which can
only be dealt w i t h by wide-spread liquidation, followed by still
more acute depression. Further, it is doubtful whether the infla
tion of bankers' cash would have any early result other than to
stimulate the purchase', of securities by the banks from their
customers, thus increasing their idle deposits with the danger of
creating an unmanageable credit situation w h e n a real revival
begins.
I n this connection it must be realised that only current savings
are available for capital expenditure. Past savings in the form of
idle bank deposits can, it is true, be so employed by their owners,
but, if and when they are so used, the use of them, unless credit in
general is restricted pro tanto, will have the same effect on the
price level as the creation of an equal amount of n e w credit.
T h e same considerations apply to works undertaken by the State
or Municipalities out of the proceeds of state or municipal loans
and to works financed under state guarantee, unless real savings
are available, with the further objection, even w h e n this condition
is satisfied, that unless the works are sufficiently income-producing
to cover the loan charges their effect is to increase the burden of
dead-weight debt which is already crushing industry.
If there were substantial reason to hope that works of this
character would permanently reduce unemployment and so save
an appreciable proportion of the present expenditure on relief, it
would be worth incurring this latter risk, but I am not satisfied
that real savings sufficient for any considerable effort on these
lines are in fact available.
Savings are hard to make in hard
times. Unless they are available, it is not feasible to start a last
ing trade revival by intensive capital expenditure at home. The
essence of such expenditure is that it does not create an imme
diately saleable product. The expenditure itself, however, is in
* This would not be the case if the effect of the tariff was to raise the
general domestic price level by a percentage equal to that of the duties and
bounties, but in that event the duties would cease to be protective and the
bounties to be helpful. The only advantage of such a plan would be that it
would pro tanto reduce the real burden of debt upon production. Apart from
many other objections to it, it is questionable whether i t would afford relief
on a scale sufficient to compensate for the friction and loss which its operation
would entail.
.
t I have not space for a critical examination of the doctrine of the new
school of economists.that the profits resulting from capital expenditure will
themselves provide the savings to finance it.
The cynical maxim ' let us eat
and drink for to-morrow we die " has at least the common-sense to recognise
by implication that difficulties may arise from the policy if death fails to ensue.
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the main, through wages, upon articles of consumption, and,
through materials, upon other immediately saleable products some
of which are available for export. It will stimulate production
at a rising level of prices of the articles of consumption and
materials, it will also encourage imports and diminish exports in
the industries immediately affected and increase costs in other
industries. It will, in fact, have an inflationary effect comparable
with that resulting from the issue of forced currency.
34. Part I I , Chapter I V . — I concur in the recommendations con
tained in this chapter in regard to the Capital Market for H o m e
Investment.
35. To sum up, I am of opinion that the causes which have
impeded the development of trade and industry and led to increas
ing unemployment during recent years are in the main outside
the domain of banking, finance and credit and that any reform
within the scope of the terms of reference of the Committee can,
at best, merely touch the fringe of the real problems.
36. As regards the matters falling within the terms of reference
my conclusions are as follows
(1) It is to the best interest of this country to continue to
adhere to the international gold standard at the existing parity,
but efforts should be made to secure by international agree
ment a better working of that standard.
(2) Our existing domestic currency system should be main
tained, reform being directed to removing the obstacles which
have interfered with its efficient working and not to funda
mental alterations in the system itself.
(3) T h e banking system discharges adequately and efficiently
its proper function of providing short-date credit. It is not
advisable that its functions should be extended, but a closer
touch with industry in certain respects would be advantageous.
(4) Better machinery than at present exists should be
devised for providing domestic industry, through institutions
other than the ordinary banks, with long-date credit and
permanent capital.
(5) The best contribution which the State can make to assist
industry and promote employment is strict economy in public
expenditure and lightening the burden of debt by prudent
financial administration. Attempts to give positive assistance
by diverting international trade from its natural channels, the
State-financing of enterprises other than the ordinary public
services, or the artificial cheapening by State guarantees of the
supply of capital to particular undertakings are more likely
to retard than to accelerate the restoration of a healthy and
progressive national economy.
BRADBURY.
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