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The s e r i ousnes s o f the f i n a n c i a l d i f f i c u l t i e s which 

a re engag ing p u b l i c a t t e n t i o n i s perhaps not f u l l y r e a l i s e d 

because o f the constant use o f t e c h n i c a l terms such as the 

" g o l d s t a n d a r d " , " d e p r e c i a t e d c u r r e n c y " , " f l i g h t from the 

p ound" , 1' i n f l a t i o n " , " e x cha nge s1 1 e t c0 

I t may t h e r e f o r e be u s e f u l b r i e f l y t o s e t out the 

e le i i ientary f a o t s 0 

Grea t B r i t a i n i s a ve ry sma l l country of under 

90;000 square m i l e s w i t h a v e ry l a r g e p o p u l a t i o n c f about 

45 ,000 ,000 . 

Wi th the e x c e p t i o n o f c o a l the s c a r c i t y o f n a t u r a l 

r e s ou r c e s w i t h i n her own bo rde r s i s such t h a t she has t o 

r e l y on o t h e r c o u n t r i e s f o r the bu lk c f the raw m a t e r i a l s 

r e q u i r e d f o r her i n d u s t r i e s ; and the measure o f her dependence 

cn o the r c o u n t r i e s f o r f o o d s u p p l i e s may be i l l u s t r a t e d by the 

f a c t t h a t f o r t en months i n the y e a r her b r e a d comes from 

abroad 

I n o the r words Great B r i t a i n , i n o rde r tha t her 

p o p u l a t l o n may l i v e a t a l l , has t o o b t a i n from o the r c o u n t r i e s 

the b a s i c n e c e s s a r i e s o f ex i s tence . , And i n the e x t e n t and 

na ture o f t h i s dependence on o the r c o u n t r i e s Great B r i t a i n i s 

qu i t e un i que . 

These o the r c o u n t r i e s r e q u i r e o f course t o be p a i d 

f o r the commodit ies we need from them. 

O r i g i n a l l y the on ly method o f payment known t o man 

(when he dicta.' t t h i e v e ) was the b a r t e r or exchange o f one 

p e r s o n 1 s handiwork or produce f o r a n o t h e r 1 s j but w i th the 

g radua l development and t h e r e f o r e i n c r e a s i n g i n t r i c a c y of 

p r o d u c t i o n and t rade a t home - and l a t e r , as i n t e r c o u r s e 

between d i f f e r e n t c o u n t r i e s g rew , o f what we now c a l l i n t e r ­

n a t i o n a l t r a d e - t h i s s imple system o f exchange p roved i n ­

adequate,. So i t was found necessary t o i n t r oduce a s p e c i a l 



intermediary which we c a l l money and th i s token came to he 

known as coins and l a t e r , more comprehensively, as currencies . 

I t served the double purpose of providing a measure of value 

and of opening up l i m i t l e s s opportunit ies of exchange 

(buying and s e l l i n g ) ; in other words i t made pos s i b l e a 

genera l ly understood p r i ce and easy t r ad ing . 

In the course of time th i s spec i a l intermediary, or 

medium of exchange, became i d e n t i f i e d with the precious metals , 

go ld and s i l v e r ; and fo r many centur ies purchases were 

e f fected with coins made of these two m a t e r i a l s . (Other 

metals l i k e copper - or more recently n i cke l - c i r cu l a t e 

i n t e r n a l l y as a subs id ia ry co inage ) . The scarc i ty of gold 

gave i t the higher and more s t ab l e v a l u e , and therefore by 

degrees i t came to be accepted as the in te rna t i ona l measure 

of values and medium of exchange. I t s very s c a r c i t y , however, 

coupled with i t s weight and bulk made i t s everyday use as the 

medium of t r ade , and e spec i a l l y of i n t e rna t i ona l t rade , 

inc reas ing ly d i f f i c u l t as that trade developed; and in time 

i t came to be replaced by paper tokenB such as bank notes, 

cheques and other b i l l s of exchange - that i s undertakings in 

w r i t i n g to pay - which of course have no va lue as mere b i t s 

of paper but only in so f a r as they correspond with rea l 

va lues in goods (o r s e r v i c e s ) and u l t imate ly in go l d . Each 

country has i t s own currency - e . g . d o l l a r s , f r ancs , pounds ­

and so long as the currency of a country (whether in the form 

of bank notes or cheques and other b i l l s of exchange) i s 

accepted i n t e rna t i ona l l y as the equivalent of gold or i t s 

va lue in goods or s e r v i c e s , as i s at present the case with 

these three cu r renc ie s , the capacity of that country to 

purchase abroad on the strength of i t s paper undertaking to 

pay i s exact ly the same as i f i t had ac tua l gold to sh ip . 



This p r a c t i c e o f us ing p i e c e s of paper l i k e cheques 

and o the r h i l l s of exchange -- or in the case of s n a i l t rans ­

a c t i o n s hank no t e s - f o r e f f e c t i n g payments must, however , 

no t he a l l owed to b l i n d us to the f a c t tha t the goods supp l i ed 

to us by o the r c o u n t r i e s are r e a l l y in exchange f o r goods which 

we supply to them o r work which we do f o r them or r ep r e sen t 

payment f o r i n t e r e s t due from them to us on our investments . ­

abroad . I f these goods end s e r v i c e s p r o v i d e d by us are no t 

enough, g o l d has * to be pa id . Other c o u n t r i e s w i l l only supply 

us w i th goods to the combined va lue of these i n g r e d i e n t s o f 

purchas ing power and no amount o f p i e c e s o f paper., however 

b i n d i n g t h e i r t e rms , w i l l secure anyth ing f o r us except to the 

e x t e n t tha t the paper r e p r e s e n t s r e a l v a l u e s and t h e r e f o r e 

commands conf luence. . 

7, Of the work which we do f o r o the r c o u n t r i e s an 

Impor tant pa r t i s t o ac t as a s o r t of I n t e r n a t i o n a l hanker , in 

which c a p a c i t y we r e c e i v e on d e p o s i t v e r y l a r g e sums of f o r e i g n 

moneyo Th is f o r e i g n currency i s , on r e c e i p t by u s , c onve r t ed 

i n t o Eng l i sh currency and we use the money i n j u s t the same 

way as aa o rd inary bank or sav ings ban Is: uses the money o f i t s 

cus tomers , namely we r e - l e n d i t a t a p r o f i t f o r the purpose 

o f f i n a n c i n g a l l h inds o f commercia l and o t h s r t r a n s a c t i o n s . 

Th i s use of f o r e i g n money banked here i s of g r e a t va lue to us 

a l l and xs f a r more than j u s t a means o f l i v e l i h o o d f o r the 

p e o p l e a c t u a l l y engaged i n the b u s i n e s s ; f o r i t enables 

£60,000^000 of our impor t r equ i rements to ho pa id f o r and we 

should have to do w i thout them i f t h i s p a r t i c u l a r t ype o f 

bus iness were l o s t . 

8 . This " i n v i s i b l e expor t ' ' as i t i s c a l l e d i s one of 

our ways o f pay ing f o r i m p o r t s , but i t s contJ.nua.ace depends on 

our r e t a i n i n g the c o n f i d e n c e o f our f o r e i g n d e p o s i t o r s . This 

means tha t they must f e e l sura tha t whenever they want t h e i r 

money back In f u l l they can be c e r t a i n o f g e t t i n g i t 

http://contJ.nua.ace
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(reconverted of course into their own currency). Here again 

we see the comparison w ith a bank or savings bank; for, i f 

the institution is sound in i tse l f , no d i f f i cu l t i es arise uh­

less the depositors get doubtful or frightened aoout the 

safety of their deposits in the bank, when at once a "run" 

commences and the bank has to put up i ts shutters, as the 

proportion of the money which the bank has kept in hand, i. e. 

does not put to profitable use by lending', i s quite insufficient 

to meet the demands of i ts customers for immediate repayment 

of their deposits in fu l l . 

In other words the foundation cf a l l banking business 

i s the confidence of the customers in the bank's stabi l i ty ; 

i t is this confidence which leaves the bank free to -put most 

cf the money entrusted to i ts care to profitable use. 

The moment that the owners of the foreign deposits 

in London begin to feel any doubt about the safety of their 

money, they want to have their money back and a "run" commences. 

And, as they of course want that money in the currency of their 

own country, it is no use offering them £1 or 1 0 s / - notes or 
. . . . . . . .  . . .. . . 

cheques drawn in our currency, for these are (or may become) 

from their point of view mere pieces of paper. 

9. Nov.' the self-same reason which makes the foreign 

depositor nervous about the security of his money here makes 

i t d i f f icu l t for us to obtain the necessary amount of foreign 

currency (e .g . dol lars or francs) to repay him on demand. 

That reason is that the combined aggregate of the 

ingredients of purchasing power (other than gold) mentioned in 

paragraph 6 above by means of which we pay for the goods we 

have ordered from abroad i s insufficient to pay for the goods 

ordered, and therefore we have been buying goods "on tick". 

This means that we owe foreigners on balance more than they owe 

- 4 - : " ' ' ' 



u s , and tha t c onsequen t l y we a r e s h o r t o f d o l l a r s or f r a n c s . 

Such a s t a t e o f a f f a i r s , i f i t c o n t i n u e s , e v e n t u a l l y r e s e t s 

on the f o r e i g n d e p o s i t s banked, w i th u s ; f o r i t b e g i n s t o 

r a i s e a doubt i n the mind o f the d e p o s i t o r whether he can g e t 

back h i s money ( i n h i s own cu r r ency ) whenever1 he wants i t . 

A " r u n " t h e r e f o r e s t a r t s ; and as in consequence o f our b e i n g 

"down" on ba l ance in our i n t e r n a t i o n a l t r a d e t h e r e are no 

d o l l a r s or f r a n c s owing to us (but on the c o n t r a r y we are i n 

d e b t ) , we cannot l a y hands on these f o r e i g n c u r r e n c i e s and 

have t o pay out g o l d to the f o r e i g n e r s who are c a l l i n g i n 

t h e i r d e p o s i t s . 

And as the t o t a l o f these f o r e i g n d e p o s i t s here i s 

e q u i v a l e n t to s e v e r a l hundred m i l l i o n s o f g o l d pounds, i t i s 

c l e a r t h a t , even i f we p a r t e d w i th the l a s t ounce o f our 

g o l d r e s e r v e , we should s t i l  l be q u i t e unable t o repay i n 

f u l l trie m a j o r i t y o f our f o r e i g n c r e d i t o r s . 

10. Un l ess the p o s i t i o n can be r e c t i f i e d i n t ime so as 

to stop the " r u n " the r e s u l t would be tha t we should have 

d e f a u l t e d and t h e s e u n f o r t u n a t e p eop l e who had r e l i e d on the 

t r a d i t i o n a l f a i r name and c r e d i t o f t h i s country would have 

been b i l k e d o f a t a l l e v en t s some o f t h e i r money. 

1 1 . I t w i l l have been seen from paragraph 9 above that 

the r o o t cause o f the " run " on the pa r t of the f o r e i g n 

d e p o s i t o r i s the f a c t o f our l i v i n g beyond our means as 

e v i d e n c e d by our o r d e r i n g from abroad more goods than we 

cou ld pay f o r , and t h e r e f o r e our owing t o o the r c o u n t r i e s 

more in d o l l a r s and f r a n c s than they owe to us i n s t e r l i n g . 

12 , C l o s e l y a s s o c i a t e d w i t h t h i s f a c t in the f o r e i g n 

mind i s the q u e s t i o n o f cur n a t i o n a l Budget . A f t e r the war 

a c e r t a i n number o f c o u n t r i e s cont inued to have d i f f i c u l t i e s 

i n b a l a n c i n g t h e i r budgets and i n s t e a d o f p u l l i n g i n t h e i r 

b e l t s r e s o r t e d t o the exped i en t of meet ing d e f i c i t s by 

p r i n t i n g innumerable bank or cur rency n o t e s . V/henever t h i s 
- 5 ­



was done, the n a t i o n a l currency l o s t jnuch or a l l o f i t s va lue 

i , e . , purchas ing power, and w i t h t h e c o r r e spond ing r i s e i n 

p r i c e s ha rdsh ip , even hunger , was w idespread . At the same 

t ime the f o r e i g n i n v e s t o r i n the count ry l o s t most i f not a l l 

o f h i s money. Consequent l y , when any o f t h e s e c o u n t r i e s 

subsequent ly d e s i r e d f i n a n c i a l a s s i s t a n c e from o the r c oun t r i e 

b e f o r e the c i t i a e n s o f the l a t t e r cou ld be induced t o l e n d , 

they i n s i s t e d on t h e bor row ing country ba l anc ing i t s budget . 

And no one was more emphatic than ou r s e l v e s in p r each ing 

t h i s d o c t r i n e . 

A n a t i o n a l Budget has thus come t o be r e ga rded as a 

touchstone o f a c o u n t r y ' s f i n a n c i a l s t a b i l i t y second only in 

importance t o i t s i n t e r n a t i o n a l ba l ance o f t r a d e ; and i f , as 

the case at p resen t w i t h us , we a re "down" on our ba lance of 

t r a d e w i t h o the r c o u n t r i e s , f o r e i g n e r s t o whom we owe money 

a u t o m a t i c a l l y t u r n a m ic roscope on t o our Budget . And i f 

the Budget i s not r e a l l y b a l a n c e d , but i s mere ly d ressed up 

to l o o k as though i t w e r e ; or aga in i f t h e n a t i o n a l expend i ­

t u r e i s o f a scope and t ype such as t o i n v o l v e (by means o f 

t a x a t i o n ) t a k i n g p e o p l e ' s saved, up c a p i t a l and spending i t as 

i f i t were r e c u r r e n t income, the d i s t r u s t abroad o f our 

soundness would be i n t e n s i f i e d . 

And any e x p e c t a t i o n t h a t we might cont inue on a 

" r a k e ' s p r o g r e s s " would comple te t h e d e s t r u c t i o n o f i n t e r ­

n a t i o n a l c o n f i d e n c e and thus r e s u l t i n the f i n a l c o l l a p s e of 

our g r e a t e s t a s s e t , i . e . , our c r e d i t . 

The p i c t u r e d e s c r i b e d i n the p reced ing paragraphs 

i s tha t o f a dense ly popu la t ed country p r a c t i c a l l y d evo id o f 

n a t u r a l r e s o u r c e s ( e x cep t c o a l ) and t h e r e f o r e unable t o e x i s t 

w i thout impo r t i ng f ood and raw m a t e r i a l s which have t o be s 

bought f rom o the r c o u n t r i e s - and t h i s country o r d e r i n g from 

abroad more goods than i t can pay f o r , be ing c a l l e d on t o 

repay i n f u l l the f o r e i g n d e p o s i t s en t rus t ed t o i t , and 



simultaneously indulging in an unsound Budget. 

A country consequently with its international credit 

undermined. 

Up to this time its currency (or medium of exchange 

as described in paragraph 6 above), v iz : the pound sterl ing, 

has for international purposes been valued and accepted as the 

equivalent of a gold pound or of 4. OS dollars or ,124 francs. 

Once, however, the facts of our international trading 

position make it clear to foreign countries that the 17th 

century taunt 

"In matters of commerce the fault of the hutch 

" Is giving too l i t t l e and asking too much" 

is coming home to roost, ana that neither as traders nor as 

hankers are we any longer able to pay in f u l l what we owe to 

foreigners, there w i l l be a drain on our gold reserves until 

we cease to be able to supply gold to meet the balance of 

our l i a b i l i t i e s . Then the l ink between sterling and other 

currencies w i l l be broken ana the value of the pound in relation 

to those currencies w i l l f a l l . (This is what is cal led going 

off the gold standard). It w i l l not be possible to stop 

this f a l l so long as we s t i l l have to pay foreigners more than 

they have to pay us; while its pace wi l l be accentuated hy the 

legitimate desire on the part of foreigners with deposits or 

other convertible assets in sterling to change them into 

currencies which have a stable value, such as dollars or francs. 

The point or points to which the pound w i l l he­

written down wi l l depend on a combination of factors; but, i f 

(say) i t were to sink to a value of 2.43 dollars (or 62 francs) 

in effect a nominal hi w i l l as a measure of value have become 

an actual 10s/-, 



Thus? f o r example 5 Americans would f i n d that for e v e r y 

pound tha t they have on d e p o s i t here ( a t 4=86 t o the pound) th03 r 

would only g e t hack the e q u i v a l e n t o f 2,43 d o l l a r s , and they woul 

n a t u r a l l y he r e l u c t a n t t o run the r i s k o f a s i m i l a r e xpe r i enc e i n 

f u t u r e . 

15o W i th the £ s t e r l i n g reduced by h a l f as a measure o f 

v a l u e , i t s purchas ing power o v e r f o r e i g n goods i s a l s o h a l v e d : 

and t h e r e f o r e , whereas h i t h e r t o £25 would secure 120 d o l l a r s ' 

wor th c f goods the same number o f pounds would now secure on ly 

60 d o l l a r s ' worths. 

As we are dependent f o r our e x i s t e n c e on imports from 

abroad the p r i c e o f such commodi t ies here i s doubled and the 

amount we can buy f o r a pound i s ha l v ed - The extant o f the 

drop i n the purchas ing power o f each pound may be I n f l u enced by 

o the r c o n d i t i o n s as w e l l ; and one o f the most important o f these 

i f the pound i s not t o s ink t o no th ing - . i s the r e a d i n e s s on 

the p a r t o f us a l l t o con t inue work ing f o r the same number o f 

nominal pounds as b e f o r e the s l i d e In I t s va lue ( c a l l e d 

d e p r e c i a t i o n ) had commenced.- Mow suppose £1 becomes e q u i v a l e n t 

t o 10/ - t h i s would mean not on l y that f o o d s c l o t h i n g e t c ; w i l l 

cos t us t w i c e as much; hut t h a t everyone who has put h i s sav ings 

i n Sav ings C e r t i f i c a t e s 5 or on d e p o s i t at Sav ing s Banks or i n 

any o t h e r form o f s e c u r i t y w i l l have been d e p r i v e d o f h a l f i t s 

v a lue c 

I f i n an attempt t o r e l i e v e t h i s p o s i t i o n we 

proceeded to p r i n t s u f f i c i e n t a d d i t i o n a l £ n o t e s so that each 

o f us should have £2 f o r e v e r y £1 which we p r e v i o u s l y had. (a 

p r o c e s s known as i n f l a t i o n )  we should mere l y make ma t t e r s wo r s e j s

the v a l u e o f the £ might be f u r t h e r reduced i n r e l a t i o n to 

d o l l a r s or f r ancs ( i , e * the e q u i v a l e n t o f g o l d ) and the number 

o f £ ' s required, t o o b t a i n goods abroad would be inc r eased 

a c c o r d i n g l y ; at t h e same t ime the p r i c e o f a r t i c l e s i n terms o f 

the £ would aga in r i s e , and consequent l y t h e purchas ing power 



o f the pound would s ink aga in ( s a y ) t o 5 / - . And so on. 

1 6 c The remedy i s t o r e v e r s e the p r o c e s s which has been 

r e s p o n s i b l e f o r the t r o u b l e , and t h i s means that? i n s t e a d o f 

l i v i n g at a l e v e l which has e n t a i l e d o r d e r i n g abroad more 

goods than we can pay f o r , we must r e l a t e our o r d e r s to our 

c a p a c i t y t o pay a And u n l e s s we can produce and s e l l abroad 

more goods ( i n c l u d i n g " s e r v i c e s " ) than we have been do ing , 

wo s h a l l be f o r c e d t o cut down our o r d e r s abroad, and our 

standard o f l i v i n g must be r educed accord ing l y . , 

I V . P r o v i d e d that we do t h i s - and a l s o abs t a in f rom 

unsound Budgets - the i n t e r n a t i o n a l v a l u e o f the £ w i l l not 

d e t e r i o r a t e f u r t h e r ; and, a l though the c o s t o f our impor ts 

reckoned i n terms o f pounds w i l l cont inue h i ghe r than h i t h e r t o 

i t has been , t h i s may be o f f s e t by the f a c t tha t the f o r e i g n e r 

may be ready t o buy more o f our e x p o r t s than b e f o r e as i n s t e a d 

o f hav ing t o pay 4 o 8  6 d o l l a r s or 1 2  4 f r a n c s f o r £ 1 '  s wor th o f 

commoditier3, he w i l l not have to pay more than ( c a y ) 2 o 4  3 

d o l l a r s or 6  2 f r a n c s . 

Th i s l a t t e r r e s u l t i s , however , c o n d i t i o n a l on 

f o r e i g n c o u n t r i e s not r a i s i n g t h e i r t a r i f f w a l l s so as t o preve: 

what they might r e ga rd as  u dumping"o 

1 8  . Two v e r y important heads o f our expo r t t r a d e (which 

are Inc luded i n the e x p r e s s i o n " i n v i s i b l e e x p o r t s " ) w i l l 9 

however , i n any event have been c r i p p l e d , p robab l y f o r e v e r . 

As a l r e a d y mentioned i n paragraph 7 above , London 

has f o r many g e n e r a t i o n s been r ega rded by the wor ld as a s o r t 

o f i n t e r n a t i o n a l Lank ( o r s a f e ) , and i n tha t c a p a c i t y has 

r e c e i v e d on d e p o s i t v e r y l a r g e sums o f f o r e i g n money which have 

been put t o p r o f i t a b l e use by r e - l e r x l i n g and have earned some 

£ 6 0 , 0 0 0 , 0 0  0 a y ea r towards the payment o f our imports^ 



Obvious ly i f T.ve f a i l to repay the f o r e i g n d e p o s i t o r , 

o r o n l y repay him p a r t o f h i s d e p o s i t , he i s not in f u t u r e 

g o i n g to e n t r u s t h i s money to u s ; and "by d e g r e e s , and sooner 

r a t h e r than l a t e r , he w i l l choose a c e n t r e , e , g , hew York o r 

P a r i s , where be can l e a v e h i s money w i t h o u t the r i s k o f b e i n g 

defrauded,, 

19 , The o t h e r p a r t o f our e x p o r t t r a d e j u s t r e f e r r e d to 

i s the i n t e r e s t due to us f rom our inves tments o v e r s e a s , Th i s 

has h e l p e d i n the p a s t t o pay f o r some o f the impor t s we need 

to an e x t e n t e x c e e d i n g £200,000,000 a y e a r 0 As tract o f these 

i nves tmen ts a re i n the form o f s t e r l i n g , and the i n t e r e s t i s 

t h e r e f o r e c a l c u l a t e d i n pounds , the immediate r e s u l t o f a f a l l 

( s a y ) by h a l f i n the i n t e r n a t i o n a l v a lue o f the £ would be tha t 

we should r e c e i v e commodi t ies to the v a l u e o f l i t t l  e more than 

h a l f what we h i t h e r t o have had , p e rheps no t much more than 

£100,000,000 w o r t h , 

20 . Thus our c a p a c i t y to purcha.se what we need from 

abroad would be r e d u c e d , under these two heads alone:, by about 

£160,000,000 a y e a r i f we f a i l e d (and i t would ha^e been 

through our own f a u l t ) t o ma in ta in the i n t e r n a t i o n a l va lue o f 

our £ s t e r l i n g . 

T h e r e f o r e our s tandard o f l i v i n g -- which has been 

h i g h e r than t h a t i n Europe l a r g e l y because o f t h e s e r e c e i p t s 

from abroad on account o f our pas t l oans and o f our s p e c i a l 

banking s e r v i c e s - would change f o r the w o r s e , cm-n though we 

were to succeed by s e l f - d e n i a l i n d i m i n i s h i n g the adverse 

"balance o f t r a d e i n the sphere o f v i s i b l e e x p e r t s arm! imports 

i  e  . o f c ommod i t i e s . c 

2 1 . And our p r e s t i g e due to the u n i v e r s a l b e l i e f o v e r the 

c e n t u r i e s t h a t we are eommerci a l l y and f i n a n c i a l l y honest w i l l 

http://purcha.se


have been d e s t r o y e d f o r e v e r 0 The ep i t aph o f us Eng l i sh o f 

t o -day w i l l be w r i t t e n by h i s t o r i a n s to come in Shakespeare ' 

words ( R i c h a r d I I  , A c t 2, Scene l ) ­

"Eng land , bound i n w i t h the tr iumphant s e a , 

"v/hose rocky shore b e a t s back the env i ous s i e g e 

"Of w a t e r y Neptune , i s now bound i n -with shame, 

"Wi th inky b l o t s and r o t t e n parchment bonds : 

"That Eng land , t ha t was wont to conquer o t h e r s , 

! 'Hath made a shameful conquest o f i t s e l f " c 

T r e a sury Ch amb e r s , 

September 11 th , 1931. 


