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The gsevriouesneas of the financicl difficulti=a which
are engaging public attention iz perhaps not fulliy reslised
becziuse of the constant use of Toclinical terma such aa the
"gold standard", "depreciated curroncy, "Flizit from the
pound”,; "inflation', Yexchangss" ate,

It may therefore bas usefl briefliy to set pul the
elansntary Tacts,

Great Britain dis 'a very smell country of undep
90,000 aquare mniles with a varﬁ larpe population of sabout
45,000 . 000,

¥ith the excepiion of ccal the scarcliy of ngatural
regsources within ey own borders ia such that she has to
rely on other countries for the bulk of the rew raterisls
reguired o2 her industries; and the mesgure of her depandence
cn other countries for food suppiies may be illiustrated by the
fact that for ten meinths in the year hex bhresd com=s fron
shrmaad,

In other words Great Britgin, in erds= thot Lep
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population mey ve at all, has to-¢cbhbitain from oiher countries

the bosic necessaries of exigsbence. ind Lo the extent and
nature of this dependence on other couniriss Great Britain is
quite unigque.

Theee otler counbrles requlre of course to be paid
for the commodities we nsed from then,

Qriginally the only nethod of paymeni YXnown to man
(when he didn't thieve) wae the barier or cxchange of ons
persen’'s handiwoerk or produce for another's: but with the
gredual development and therefore Increasing intzicoscy of
prodﬁction and trade at home - and later, &8 intercourse
betw@&n diffevent countriss grew, of what we now c¢z2ll inter-
nﬁtiénnl trade — this simple systiem of exchange proved in-

|
adequsbe, Ho 1t was Tound necessary to introduce a special
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intermediary which we call money and this token came to be
known &s coins and later, more comprehensively, &s currencies.
It served the double purpose of providing a measure of value
and of opening up limitless opportunities of exchange

{(buying and selling); in other words 1t made possible =
generally understood price and easy trading.

In the ecourse of time this special intermediary, or
medium of exchange, became identified with the precious metsls,
gold and silver; end for many centuries purchsases were
effected with coins made of these two materials. (Other
metals like copper - or more recently nickel - circulsate
internally us & subeidiary coinage). The scarcity of gold
gave it the higher and more stable value, and therefore by
degress it came to be acceplted as the internsational measure
of wvalues and medium of exchenge. Its very scarcity, however,
coupled with its weight and bulk mzade its everyday use s the
medium of trede, and especially of international trade,
increasingly difficult as that trade developed; and in time
it ceme to be replaced by paper tokens such as bank notes,
chegques and other bills of exchange - that isg undertakings in
writing to pey - which of course have no value as mere bits
of paper but only in so fer ass they correspond with real
values in goods (or services) and ultimately in gold. Each
agountry has its own currency - e.g. doliars, franes, pounds -
and s0 long as the currency of a country (whether in the form
of bank notes or cheques end other bills of exchange)} is
accepted internationally as the eguivalent of gold or its
value in goocds or services, ws is at present the case with
these three currencies, the capacity of that country to
purchase abroad on the strength of its paper undertaking to

pey is exactly the same ss if it had aetusl gold to ship.
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Thig practice of ueing pieces of paper like shogues
and other Tills of exchenge - or in fhe cuse of aoall 3rveng-

1y tar eay s
Bowew oy

actions bank noles - for effeciing neyomenls must,
not be allowed to blind us to the fact that the goods supplied
to us Ty oiher countries are really in exchenge for goods whieh
vig supply 0 themn 0r work whieh we do L£or thew pr rTeprosgnt

payment for Isterest due from then to g on oy iuvaestizentds;

aurosd. If thess gcods end services provided by 1is are not
nough, gold hes -0 be peid. Cther countries will conuly sunoply

ugs with goode Lo the combined velunes of thasse Ingradiznts of
prrehasing power and no amount: of pilescms of papsr, howsver
binding thelr termis. will secure anyithling for uvs excent to ths
extent thal the paper Tepresents re=al valiles and tharefors
commends econfidonce.

Of the work which we do for ocher sonniriss sn
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iwportent part ig to act os & sort of internationzl baazer, in
whioh copacity we receive on deposit veiry largs swns of foreign
money. Toilas foreign currency is, oo rsesipt Ly ws, soaverted
Iinte Buglish currency ehd we Use the money 1 Just ths seme
way s8 an ¢rdinary benk or savings bsnk voes the mozey of dts
custﬂmérs; hamely wa re-lend it At o profit for the odrpose
of finuncing &1l Iinds of commercisal and otbar troosaciiona.
This nse of foreign money banked herg is of grealt wvalue to us
all and 28 far more than just s meana of livalilh
paopliée ectdally engaged 1n the busincas; for it encbles
£60,000.,000 of our lmpsri reguirementa 0 bo paiid for =od we
ghould have to do without them if this pazticular btyps of
busninesa wers lookb.

This Minvlsible expori®™ as it is called 13 ohs of
our ways ©f paying Tor lwports, but itz coptinunance depenisg on

f our Forsign deposiidrs. This

()

our retzining the confidence
raans that they wust feel sura that wheoever Lhsy want their

money bsek in full they cen be certsain of geiting it
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(reconverted of course ints their own curreicy). fllers again
we see the comparison witn a baunk or savings bank; for, if
the inatitation is sound im itselly; no difficuliies arise un—
isas the depositors get doubbtful ov frightomed dout thea
safety of their deposits in the bank, when at once a "run®

-
o

o put upidits shattere; asg tho

(7

commences and the bank has
proportion of tho money which the bank hes kept in hand, i.e.
does nol: aud o 2rofitalic use by lending, 15 guite insuificient

to mest bthHeodemends of its customsrs Tor dmszdisale repaymsnt

[}

of their dsposits-in flily
I other worda the foundation of 211 banking busginess

ig the confidense of the customers in the bank's stability;

==
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ia this confidsnce which lesves the benk fres teo put moskh
of the money enitrusted to its eare Lo profitaeble use,

The moment that the owners of the foreign depoeits
in London begin to feel any doubt sbout the safety of their
money, they want to havs thsir noney back and a "run" commencssa.
And, A they of courase want that money in the currency of their
oWn country, it is no use offering them £1 or 18s/- notes or
chegques drawn in our currency, for these are (or may becoms)
from thelir point of wiew mer pieces of paper.

MNow fthe selfl-same reason which makes the foreign
depositer nervous about the security of his money hers makes
it difficult Tor us to obtain the necessary ampunt of foreign
currency (e.g. dollars or france) te repay him on demand.

That rcason is that the cosbined asguregate of the
ingredients of purchasing power {other than gold} mentioned in
paragreph & sbove by means of which we pey for the goods we
have ordered from sbroad is insufificient io pay for the goods
ordered, and therefore we have been buying goods "on tick".
Thie means that we owe Toreigners on balarnce more than they aowe

St



usg, and that consegiently we are shert off CollaYs or rancs.
Juch a state of sffaira, if it continucs, eventually rsacta
on the Toreipgn deposits banked with usy Lfor it begins o
raise a doubt in the mind of the depositor wasther s can get
back his money {(in nis own currency) whenever he wints it.
A& Y"prun® therefore starts: eand as in consegquencs of our being
“"down" on balznce in our internationsl trads there ave no
doilers or francs owing to us (but on the eoitrary we are in
debt), we cannot lay hends on thess forcign currsncies and
hawve to pay ouy goldds the foreizners who &re ¢slling in
tileir deoosils.

And ac the total of these foreign deposits hers is
emiivaient %o severul hundred miilions of gold pounds, it is
clear that, even if we parted with the lsst ounce of our

gold regerve, we sghould s£il1) be oulte unable 6 repay in

=y

dll the mEjority of our foreifn cvreditors.
1. Unlesgs the position cen te regiified in time BO as

to ston the "run" the result would be that we should have

defanlted and these uatoriunste Hécpis wao

i

wmd relied on the
traditional fair neawe and credit of this country woulid have
baen bilked of at a2l events some of their mornsy.

i It will have been sgesen from parsgrepir § above That
the Poot cause of the “run" on bthe part of ihe fozeign
depositor 1s She fuct of cur living beyond our means &8
evidenced by our ordering from Borosed nors goods than we
couléd pay for, and therefore cur owing to other countries

more in dollare and francs than they owe to ua In sterling,

L Clogely assoeciated with this fact in tne foreign
mind is the guestion of cur nationsl Budset. ATter the war

g eoprtgin number of countries contimied ¢ have diflficuliles
in balancing their budgets wnd instead of pulling in thelr
balts resorted Lo the expedisnt of meeting delicilta by

printing innumerable bank or currsncy notes. Yhensver fthis
e P
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was done, the national currency lost much or &£ll of its veElLue,
i.e., purchasing power, and with the corrésponding rise in
prieces hardship, even liwager., was widespread. At the geme
time the foreign investor in the country lost most if not sll
of his money. Conseguently, when any of these countries
gubsequently desired financial essistance from cther countries,
before the citizens of the latter could be induced to lend,
they insisted on the borrowing country balancing its budget.
ind no one was more emphatic than ourselves in preaching
this deoctrine.

A mational Budget has thus come to be regarded as a
touchstone of & country's finencial stability second cnly in
importance to its international balance of trade; =and if, as is
the ¢ose &t present with us, we are "down™ on our balance of
trade with other countries, foreigners to whom wWe owWe money
automatically turn a microscope on to cur Budget. ind 1T
the Budget is not really hbalanced, but is merely dressed up
to look a3 though it were; or sgain if the nationel expendi-
ture is of a scope and type such as to involve (by means of
taxation) teking pecple's saved up capital and spending it as
if it were recurrent income, the distrust abroad of our
soundness would be intensified.

And any expectation that we might continue on =a
"rgkels progresa" would complete the destruction of inter-
nationgal cenfidence and thus result in the final eollapse of
our greatest asset, i.e., our credit.

The picture described in the preceding paragraphs
is thet of & deisszsly populated ccuntry practically devoid of
natural resources (except coml} auod therefore unable to exist
without importing food and raw m=terials which have to be
bought from other countries - and this cousntry ordering from
abroad more goods than it can pay for, being ecalled on to

repay in full the foreign deposits entrusted to it, and

e




simultansously indulging in sn unsound Budget.

A couniTy corgeguently with its lnternstional credit
undermined.

Up te this time ite currency (or medium of exchangs
as described in paragraph 6 above}, viz: the pound aterling,
has Toy internationsl purpoaces been valued and eccepbtsd as the
eguivalent of ¢ gold pound or:of 4.385 dellars or 124 francs:

Once, however, the facts of our dinternational trading
pogiticn make it clear fo feareizn ccountries thet the 17th
century taunt

Ui matters of comrerce the Fault of the Datch

"Is giving too little and asking tos much!
is ooming howm= Lo roosh, anc that Heitber as braders Nor ag
bankers ave we eny longer able ta pay in full what we. oWe o
forelszners, thers will be a drain on our gold Teserves until
We ceaze toe be able to supply gold to mset the balance ox
pur-liebilities: Than the link between: sterling and other
currencies will be brokan ena the walue of the pound in releabion
ta those currenciess will fall. [(Thia dis whst iz eglled suing
off the gold standard}. It will not be pessible to stop

his fall so long as we still have te pay forelgners pmore than
they have te pay us; while its pace will be acecsntueted by the
legitimate desire on the part of foreigners with deposits or
nther convertibie assets in sterling to change them inte
currenciss vwhich hove a statle value, such as dollaers or franca.

The point or pointe to whickh the pound will be
written down will depend on a combination of feoeotors; but, if
{gay) it were to sink to a value of 8.43 dollars {or 62 franca)
in effeet a nominal 21 will as a measure of value have become

an actual l0s/-.




Thog, Lor exsmple, Amerlcang would find ithat for every
pound that they heva on depoait here (at 4.85 vo tha pound) they
would only get boack Sthe eguivelent of 2.48 dnllose; and they would
naturelly be reluciant to run the zisk of a similar sxperieérnce in
future.
158. Witk ithe £ sterlins reduced by helf s5 a mesasure of

-

value, its purchasing powsr over foerelagn gpoods 1s alsd halved)

and therefore, whereas hitherta £25 would secures 120 collara'
worth of goods the sane nuwber of pounds would now sSscure only
60 dolliars' worth,

4As we are dependent for our exliatence on imporls from
abroad the nelcs of puch commodlfiss here 1g dounled and the
pnéunt we cail puy Tor a pound is helved. The extont of the
drop in the puarchasing power of each pound may be influenced by

ofther conditions g8 wells and ‘ong of fthe ' most jmportant of thege -

ey

]

if the pound is not to aink t¢o nothing - is the rsadiness on

g

The pard of g 2ll o eonilnne ' worklyge for fhe game nupher of

nomiinogl pounds &s belfore the slidée in its velue (czlled
depreciation) hed commenced. Now stoposs £1 becouiss eoguivalent
to 10/~ this would tuean not only that food, clothing ete: will
cost us twice as much; ®Wt that everyone who has put his savings
in Savinge Certlficaten, or on deposit at Savings Banke or in
any other form of security will have been deprived of half 1fs
value.

If in an attemwpt to relisve this position we
rroceedsd WO print sufficlient sdditional £ notes so that esch
of ua should have £8 for every #£1 which we previcusly hsd (=
process known as inflation), we should merely meke matters WOrse;
the valne of tie & might be further reduced in reletion to
dollars or francs (1.2, the eguivalent of goid) and the mumber
of £'s required to obtain goods sbroad would be increassed i
accordingly; &t the same tilme the price of articlsg in terms of

the & would agsin rise; and cogﬂ&quently the purchaaling power
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of the pound would sink agein (say) to §/-. Aind so on. E 15;9
16, The remedy is to reverse the Process which has been
responsible for the trouble, andéd this means tﬁat; ingtead cof
living at a level which hes entailed ordering abroad more
goods than we can pay for; we musi relate our orders Lo our
capacity to pay. And unless we cen produce and sell sbroad
more goods (ineivding “eervices") than we have been doing,
wo shali be Torced to cut down our orders ghroad, and ou?
standard of living must be reduced aceordinsly,
1%. Erovidsd that we do this - £nd aleo sbetaln from
unscund Budgets - the internationel wvalue of the £ will not
deterlorate further; and, slthough the cost of our imports
reckoned ih termsa of pounds will eﬂntinue'higher than hdtherto
i1t has been. this may be offpel by the fact that the foreigner
may be ready to buy mére of our exnorts than before as instead
of having to pay 4.86 dollsre or 124 francs for £1's worth of
commodities, he will not have to vay mors than (cay) 2.43
dollars or B2 ITancse.

This latter result is: however; conditional cn
foreign countries not ralsing their tariff walls so ss to prevent
what they might regard sz "dumping".
18, Two very impoirtent heeds of our export trade (which
are ingluded in the expression "invizible exportas") will,
however, in any event have been crippled, procebly for ever.

As already mentioned in paragraph 7 above, London
heeg Tor many gonsrailions been reganded by the world as a sort
of international benk (or safe), and in that capsclty has
received on deposit very large sumns off ferelgn money which have
been put.ta profitable uae by re-~lsrding and have earned SHSome
£60,000,000 a year towards the payment of our imnorts.
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Obvicualy if we fall to repesy k2 forcign depoaitorn;
or only repay him npart of his depesit, he is not in future
going to entrust his meney to ue: and by degrees, tnd dconer
rather than later. he will choogs & centre, e.m. Now York or
Paris, where lLe caon Iseve his mollgey withoui the risk of bteing
deireudsd,

The ofher part of gur export trads just referved fo
is the interest dus to us Trom cur investments cversess. This
hag helped in the mnast te pay Tor some of the imporis we necd
to an extent excecding £200,000,000 a year. ds 1ot oF these

uh

fornm of sterling, =iid the intaprsat is

investiments are in the
therefore calculated 1n pounds, the irmediats resuli of a fall
{Bay) by hdlf in the internstionsal value of the £ would be that
we should recelve commodities Lo the welue of 1ithl= wmore Than

half vhaos we hitherito heave lied, parhops not much more than
5]

-

fhus ouvr capacity o purchacse whet we need from
abirosd vould be reduced, under these two hesds slona, by shout
E180.000,000 & yoar if we Ffailed {snd 1% would have Daan
throuzh cur own T ultj to mainteoin the internstiongl wolune of
our & Htcrliné.

Therefore our standard of living - which has been
higher then that in Burope largesly beceusce of thoss reccipts
from AabYroepd on account of our past loslis ond of our aveacial
banking services ~ would chenge for the worse, even thouch we
wers Lo sacceed by celi-denicsl in diminishine the adversa
balsnce of trade in ﬁhc ephiere of vigsible exporits end iporis
1.2, of commoditiecs.

A nur progtige due to the universal Beliel over the

anturles that we ere comrercially snd Tinancially honest will
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have been destroyed for ever. The epitanh of us Enzlish of
to-day will be wriiten by historians to come in Shakespeare's
words (Richard II, 4ct 2, Scens 1) -

"England, bound in with the triumphant ses,

"Whose rocky shors beats back the envious siege

"Of watery Ueptune, 1s now bound in with shame,

"With inky bleis 2nd rotten parchment bonds:

"That Englend, thet wae wont to conguer others,

"Hath mede g shameful conguest of itself."

Treasury Chambers,
Heifela

Beptember 1i1th, 1951,




