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_— MONEY, CREDIT AND PRICES
"~ Lecture by Dr. Charles 0. Hardy, Economist.
e ° QOctober 3,-1932 . o o
7. The subject "Money, Credittand Prices" is a: very large
and inclusive sort of topic and leaves-ohe the greatcst discretion
as to where to begin and where to stope. Th is & subject over which
professional economists have always. been eble ‘to enjoy ‘themselves
wrangling with one another, and non-professional economists. have ..
perhaps been more prolific with schemes for applying knowledge
and lack of knowledge to human betterment in this field of
regulation 'of money and prices than in any other field of the.
economic¢ organizations: BRI :

- I‘want to comment a moment on the relation of money .
to credit, and of money and credit. to prices. So far us the. e

relation of money to credit is concerned the situation can be 4
summarized in this way - that throughout all recorded history the’
credit element in money has been getting. bigger and bigger.hﬁtil'.
at the present time what is used as money consists almost entirely

of credit. 1In a society where theére 1s no confidence. on the part’
of the individual in other individuals; and particularly. no L
confidence in organizations, it 1s necessary to use as money
sométhing which has a definite -value in itself, So we have uscd as
money, gold, silver and other things having high value content .
and durability. Just as soon, however, sasthe state of social. '
organizatioh and degree of confidence.is sufficient, the process
begins of substituting some sort of credit instrument foglthe,
thing that has intrinsic value. That takes two forms: first,
substitution of a crédit instrument which is representative of
the specific item such as gold but which is in-a more:convenient
form to handle, and second, a-eredit instrument which wholly'or.
partially represents a promise to pay:but not ownership of any

- thing reserved. for that specific use. You get the@sqme.condit;on
in regard to otlier commodities, such as wheat.- You may have an

organization where you have a warehouse receipt for wheat. The warc-
housdssn mnay s6ll part of the wheat, w@s: he is under no. obligation

to keep the full amount of wheat to represent the full amount of

the. certificate you holde P -

..+ In the field of money the first stage is reached when
you: substitute a. gold certificate for the gold -in.circulation.
The United States and France are the only countries where credit
money is of this character. The other type, fiducial moncy,
rests on the ability of the user to obtuin monéy on demand as
represented by our bank currency. Credit is merely confidence
+hat  the note (credit instrument) has been issued in good-faith,
We do business with checks and drafts druwn against the ability
and willingness qf‘institutions to furnish money as demanded by

carrying 2 relatively small sﬂbqk'for,the purpose. The situation
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in regard to credit money is- not differcnt from the situation in
regard to the bulk of paper currency. In the one'ciise you have
an obligation not backed by gold but by ownership of salcable
assets like securities or acceptances; in the ohher case, notes
based on the taxing power of the Government; in both cases no
claim to a specific assét but merely confidence 6n the part of
the holder that the money will bevforthcomiﬁg'if'he demands it,
The proportion of this féduelary money has been increasing
steadily over the past century and & halfe
The. expansion of the volume of effective money through
the use of orcdit far beyond the amount ‘of gold or silver has
made possible a raising of the price levéls far higher than
would otherwisc be possible with existing stocks of money.,
Whatever your theory may be as to the relation of money and
prices, it is clesr that you could not possibly sustain the
present volumﬁ'of:%usiness at present price levels if you did
not have this system of expansion and bualance of paper money
beyond'the'amouﬁt of gold, That is nob to say that any
particular bencfit has resulted from the existence of this
super-structure, but once you have a credit situation'and a
price situation adjusted to it, it becomes important to maintain
it, Anything which happens, such as has happened during the
last few years, to destroy confidence in the responsibility and
solvency of the power whose credit is being used as money,
operates to creatc a shrinkage in-its value and operates very
disastrously in effecting an. eventual reduction in the quantity *
of moneye : ' " ' - '

. Thot: scunds as though I am wiorking up to 2 statement
of the relationship between quantity ‘of money ond price level
with the conclusion that price level is to be controlled in
the interests of whatever objective you t£hink worth while through
manipulation of the quantity of 'money. . A great many economists -
go very far in that direction. This is a very ancient controversy
and I think perhaps it will moke for clearer thinking if I state
my ovwn position after warning you it is not a statement- to which
all economists would agree. There is no question at all that the
big echanges in the quantity of money are bound to have reper=
cussions in the field of prices. Take for Anstance the silver
discoveries of the 16th century, the great gold discoveries of
the 19th century - certainly they can be traced through to
their, ¢ ffect on the changes in the lsvel of pricese It is quite
inconceivable that any government could amplify.its'quantityvof
outstanﬁing—curn@ncy,by pumbers in ten or twelve digits as has
happened in several cascs without a very noticcable gffect on
the pricc level, If prices ghayed where tthey werse the holder
of, & small franbion of the outstanding moncy could buy anything.

Oon the other hand, the price. level 1s, in my ovn mind, -
not very scnsitive to small changes,and is not sensitive over
short periods to fairly considerable changes, in the quantity
of money, and certainly is subject to very considerable changes,
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which have their origin outside the monctury-factor. The’
industrial plant -in the community is being operated ot ‘some
percentage -of capacity which is, say, avsroge; the libor
forces qff.the community are reasonably fully employed; the
goods -being ‘produced arc being sold, pirt to indiistrics’ as
mesns :of ‘operating additional capital cquipment and part to -
consumers, -Lhe thing that is important from the standpoint
of the money and price theory is that youtr money stock is
going around and around through a circuilt whethur being puid
as labor, to creditors as interest, p=rt to the landlord as
rent and part to people who are to be paid for raw materials
and half finished goods. In @ situation where no now i
monetary  factor.is entoring the picture, where therc is no
credit oxpansion onh the part of banks and no sctivities ‘on
the part of counterfeiters, you can got & situation where

a2t some price level the wagss willi bo sufficient to buy the
consumers! ‘goods st the pricc asked. The situation’ from

the standpoint of national income will be as satisfactory as
can be under the existing statc of thc arts and the' existing
c¢fficiency of labor, distribution, cte, Once you got an ©
equilibrium thereforc, the situation is satisfactory no-
matter what the pricc level is, because ho'mﬂtter-ﬁhdt it is,
it is such as to movc the goods, T o o

Now, if in this state of affairs thé situation is
disturbed by the injection of a new mondy gupply' into the
circuit or the withdrawal from the circuit) you pet'a
different picture, First tukc the injcetion of ‘new moncye
Lot us say there arc new gold discoverics -and zo¥d is being
spent, or there is an extensive counterféiting operation,
or the lowering of thc ratio at banks by loans. The effecct
is that thc people into whose hands it gocs have purchasing
power to offer to industry that exceeds +the purchasing
power industry has disbursced os costs. Conscquently that
money will be spont; the existing goods will be bought at
a figurc which excecds the costs; profits will go up und
prices of commoditics will be pushed out of line with wages,
and there will be an era of prosperity. To kecp our picturc
from getting too complicated, we will make the assumption
that therc is & single discovery of gold ond that when this is

put into circulation, the thing is through, 1In that case
fhore will be abnormal profits on thc first turnover; o g

industry getting higher prices and bigger.profits naturzlly

will pay out larger amounts for labor and it is only a question
of time before you get a ncw level of costs, and there arc no
longer any abnormal profits, and your boom has playcd out.

Then comcs the reaction in the other direction and that is the
sort of thing that has happcned repeatedly in the history -of

the world.. You get temporarily 2 gfe@t;impetus to production
and it is possiblc to scll goods at morc than their cost of
production.. Now that sumc situation could crise if the consumers
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who arc also wage carncrs and intercst receivers, instead of
ncw gold discoveries and nuw injection of bank credit, have
dccided not to hoard moncy any longer. Nearly a billion.
dollars wemt into hozrds last fall, If, in a short period,
this moncy could be recleased and spent for the products of an
industry it would give troemendous impctus to business, putting
up wagese It would, however, be a temporory factor and
nceessary in the process of getting from one level to anothor,

Take the roversc situation. We hear a great deal about
the importance of spunding as comparcd with the importunce of
savings The really importunt thing now is not how much you
save os how it is saved. Let us assumc in the former situation
that the community which has been suving 5% of its income
suddenly dctermines to save 15%. In making that saving,
however, it does not hourd moncy, but merely goes out and
buys securities, The rcsult would be thot you would have a
groater demand for thc products of those industrics that
producc machinery and build bridges, und o smallcr demand for
the products of industries that produce for immodi.te consumption.
That would not makec a chunge in the level of prices. If the '
jncreasc of saving werc permanent it would be noces:iary to gear
up this productive machinery to produce a larger smount of
capital goods snd 2 smaller amount of production goods in the
futures If, however, the community decidacs to suve, not by
buying capital goods, but by sticking cush mway out of use,
or if it deccides to do it by merely holding bank deposits
idle; -then the result is the sume as if it destroyed that
money. Where $1000. is expended in costs of production by an .
industry, it gets back only $900. The pricc level would have to
fall, .

The loss of moncy by shipwrcek, through abrasion and
through hoarding, all huve_gfiqtly the samc elffect. They all
result in pressure on the price level, industry net heing able
to sell for as much as iti¢osﬁ to produce, That could

theorctically happen in one of a good mony ways. With regurd
to hoarding, the thing can work cither way, and its results

may be Very disturbing. You may have immediate changes in
the quontity of money reopresented by bank deposits because of
a change in bank policy. Assume that the banks suddonly decide
‘they will carry 6% roserves and lower their lending rates,
till they succeed in lowering their ratios frowm 20 to 15%.
The effect is that'a lot of fresh buying power is created,
during the transition, but once we arc on the new price luvel
there is no longer an excess of buying power above tho amount
which cxisted befores That suggests the possibility of very
great disturbance in the functioning of industry if *these
changes in bank policy take place irrationally and hencgi'the
necess ity of some system of control. B 2

iy,
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Out of this has come the theory of central bank cooperation
in the interests of world prosperity. The theory is very simple, °
If at any given time you do not have ldbor fully employed it will
have & beneficial influence to lower interest rates and push
fresh purchasing power into cirgculation, becauserthﬂt will be
used to take up the slack. The only sound reason for having
central banks is on the assumption that you hive ct.csrtain
times a lot of slack which can be taken up by grliticiully
injecting a new monetary supply into circulation, rnd 1lzre
have been muny kinds of artivities all over the. worid eince the
war designed to accomplish that sort of thing, and with very
little success, I +hink we are justified in saying we have no
evidence that the world has on the whole been more "prosperous’ =
that is, has hod fewer years of depression and unemployment -
over the last ten years than it would have been if we had not had
the Federal Reserve system, etc, Some-forms of control have been
useful for other purposes (such as clearing checks, taking care
of seasonal shares in the money markct, and so on) but so far as
their activities that are intended to control pr.ce levels are
concerned, I do not see any evidence thut they have veon at all
successful, I think the rcason is this: Therc ¢ - inherent
bias in the scheme of things in favor of conshins sxpunsions
There is nsver going to come a period when publis onrinion is
going to sunction anything but an easy-moncy peiiey - a4 policy
of expansion. In the second place,; unfortunutely. st secms -as
though the efforts of banking systems to expand %ie castat of o
money in effective circulation are more succes: i at vimes
when least nesded - when business is moving rup:~.v; when
prices are movihg upward. It is easy then for bialing systems .
to expand, :

On the other hand in periods like 1930-1932 -when the
theoreticak argument for doing it is strongest, it appeurs to
be impossiblc to accomplish the purposec by any sort of central
banking activity., Take for instance, the tremendove cxperiment

made last Spring., The Federal Reserve Svster siidion’y
embarked on a program of buying twenty-five mi’iiLg nollars
worth of United States securitics o woek, Thut wos Tintlly
put up higher, By doing that they were uble to put: ;omacreial

banks in possession of a great deal more funds. arxd Jor o time

the results were pretty clear. A purt came baclk £ vhe ¥ederal
Reserve Bank in payment of debts, a port went abvord and

part piled up as ©xcess rCsSCYVes in the banks. :Thers is-

no evidence that any considerable part-of it w:s shiscrbed by
the public in increased spending operation, 1t 1s viry.eusy
to encourage an expansion movement at timcs v hen there is . no
real necessity for it, but difficult to overcome the .thrust of
public opinion in the other direction, We¢ arc dealing with

mass phenomena of enormous magnitude and any group <f individuals

trying to monipulate price lsvels and appecse miliicas cf pqoplg
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always remind me of the story-of the=little boyiwholséﬁed”-

Holland by thrusting his thumb irto the hole.in the dike and

holding bask 'the North Ses all’might, It is out of:the relm

of the practical. ihat'sbundéfiike a’council- of despair, but

so far ‘ds. any activity in the field of.money and prices that

is going to reverse the tide ' in. either direction is concerned, =

I am extremely pessimistics d ot ; rar o

... There is another ‘angle however, which gives a little

more promise. It,is=quite possible that if we can grasp the l"'

situstion early enough we may find that the seeds of depression

and deflation.are being sown in the previous .period of expansion, -

apd it may be possible to do something to. prevent development =~

of the condition that starts it, I-.am not over-optimistic" ., ;‘ :

about this either, ' = pa o
_ It is fairly clear I think, that whenever you do_have

o general expansion of bank credit, whenever you have.a, , .

prosperity movement engendered by giving the people more money o

to spend for goods that the producers are disbursing, yéu put

funds in the hands of people Wwho ‘are going»to‘usehthe%équﬂ{ o

invgatmsnt instead of consumption. - If the bank/Louns to p

business men it is for productive purposes rather than louns

to consumers, the tendency is for this added purchasing. power R

to go out on the business side rather than the cpnsumériéfpurQ%QSing side,

This is the same as the effect of an increase in. savings. ‘It

tends to. divert a lot of our labor and notural resources into

production of capital goodss ‘An increase-in the community's’

production of capital goods is all to the good if it takes =

place as a response to the willingness of a community to“save,

If the savings are not hoarded:but are:spent for capital goods,

the result is that you have more.and:better tools. in the next

circuit. That is the difference between the civilized and |

uncivilized parts of the world. - The countries farthest ’

sdvanced and which have the largest national incbmes are

enjoying the fruits of vast savings. B i :

&

If however, the production of this capital goods is ™ -
not made possible by the willingness to save but By the -~
injection of fresh purchasing power the result is that when -
the injection stops you find yourself with an actual shortage -
of." capital, to complete the jobs .that have been -sturted.. -
You find that you have & more capitalistic type of organization
than you can support. Take. for -instance expansion of railway .
building. We built a2 lot of railways in new térritory; then.
we reached a situation where .no further, funds" were forthcoming
from investors to develop the . farms_to providé the grain for .
the railroads to haul, so the railroods were useless and there
had to come o period of adversity. :Thewsqme=th1ng.happ§ned k

in canal building in the thirties. It:happens.in.every case |
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where you have one of these major industrial crises and long
continued depressions,  You had the same situation in thc 90's
where the flow of capital into undeveloped parts of the world

had been too great. It set a pace that the community could

not continue to keep up., It was as though we had agreed that

we would temporarily lay aside other pursuits to build a great
machine and then found before the machine was finished that ;
we had to drop the work to produce food and clothing, consequently
never to realize the saving we had begun. There might be other
reasons for that, It might result from a temporary burst of
saving, which the community might be induced to undertake by
promises of profit because of a new invention; it has huppenéd._,
because of some sort of monetary expansion that could not be
continued indefinitely. ‘ '

Take Germony for instance. The effect of the éxpansion '
of 1921-1922 was an immediate inflation of tapital, Business
men were put in position of conmstantly increasitg prolucts, and
when that process came to an end they.éuddéﬂjy;di.J‘f~rod that
the community did nct have capital enough to ani. o0 Ruing
through to preduce ¢~mplémentary goods and oths “yp: 7
capital to buy the products. There you get ovor-wavi-ily
not in terms of capuci'y of thé community to. corsarc hut in
terms of capacity of one'tyﬁc'df capitale~producing incustry
to buy the products of another,

T4

That suggests then that it may be difficult to
attempt to improve on the working of competition Dy me:zsures
which do temporarily stimulate production but which, if they
cannot be continued indefinitely, may leave you with a more
unbalanced organization than you had to begin with. That is
what has happened in recent years.

I do not believe however +that the conclusion we are

forced to is that nothing whatever can be done, I do not
believe it is incumbent upon the bunking system or tpnn the
price regulating agency to simply sit back and wait for prices
to correct themselves, '

The hcarding practise is one that vsu can meisure
pretty correctiy. Last £2l11 six or seten bundr.d T lica

dollars were put out which could be @ Al =Ral CCh uk i ¥aing

been drawn for hoarding. It seems bo me .hat i i o rerfectly
legitimite function of the banting system to efr-70 Lante

That does not mean that you artificially stlmulate ite

ane
production of capital goods. It means' you 2 ¢ ~{fsehiing an
artificial hindrance to normal flow of fu-ds, -nd L thin’k the
action the Federal Reserve Bark Look wie ceaenic e i nseful,
3 . n -~ 1 ok 1 35 Y Bl
and probably prevented a very mach werse panic whin ws LA
likewise with regard to certain other forms that savings <ake.
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The useful activity of the banking system is not so much in

dircet action os in indirect action, particularly getien: o r -

designed to allay unressoning fear, and to 2 certain extent "

reasoning fear, and prevention of failures. It seems to me

that of all the action taken in the last three years in connection

with the depression, the most useful thing has been the creation

of the Reconstruction Finance Corporation, not because of the :

benefit to stockholders of the individual concerns which receive

aid, but in the effect of allaying fear least a1l banks’, good

and bad, should go down. : TR
Much thut has been done in the way ofdiréct stimulus

has been useless. It is necessary to do something if you are in

the public eye and for the time being it could not do any harm,

The real danger lies in the risk that we cannot properly damp

down the next upswing when it comes.  That sounds ridiculous

now, but there is a tremendous possibility that once you get

public sentiment reversed, that is, the policy toward hoarded =

currency and unused money “in the banks, there will be a tremendous

inflstion. The worst of it is, of course, that in its early

stages it will be highly beneficial and it may bring up an -

extremely difficult qucstion of pubITe policy as to how far the

thing should be allowed to run before precautions: are taken to

prevent full utilization of the capacity for credit expansion

that has been created., In the effort to check defldtion there

has been created a cupacity for o great deel more expansion

than we can bank on.

——o0a== «

Qo I take it from your remarks that really the fundamental
cure is saving on the part of the community '

A. I say the fundamental cure is a rate of capital production
that is kept in harmony with the rate of savings. What happens

is that you get capital production that outruns’ the rate of saving;
then you have to catch up. The first. is a depression and the

second a boom, ’

Qs Was not the causc of the depression the diminishing of
the saving power of the community. We were all tied up in buying
radios on time, wishing machines,'automobiles, ete,

A. My own view is not. When we werc puying for these
things we werc putting that purchasing powcr back into the hands
of the people who loaned it to us. ~When we bought that automobile -
somebody bought seccurities to enable us to buy it. The trouble’ .

~—
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comes when the person whom we pay does not loan it again or spend

it. The existence of that big batch of indebtedness und the

holding  of- the corresponding batch of securities need not

necessarily make the thing difficult except to the extent that when
the commercial credit corporation that paid for the automobile

which I bought, receives my payment I have to contract my expend= .
itures and there is no corresponding expansion. It is just as if

the money were hosrded, 40T -

There is a very nice point of theory there when install-
ment credit expands in this way. Apparently little thought has
been given to where the money goes when people pay their installment:
debts, :

Qe Is it possible for the price level to get back to that
of 19087 That wuas the lust year in which the Army got a raise in
paye. I was wondering if the Army had any economic reason to
present to Congress why our pay should not be cut.

A, - It is a bold man who would sty unything was impossible
in the light of reccnt events, As to what is probable, you could
put the case this way; that this deflation movement has run the
same coursc as deflution movements have in the past, and certainly
the pay ought to be adjusted on the theory that this is a deflated
price level now. Forecasting is an extremely dungerous business,
However, I do not sce any probability of getting back to the level
of 1928, ' .

Qe To what do you contribute the real cuuse of the depression?

A. From 1923 to 1929 there was in a great many countries, an
inflow of capital from surces from which it could not be permanently
obtained, It does not make any difference whether it is loaned; or
how you get it, if you get an‘inflation of capital from sources.
which cannot be maintained, I think the difficulty can be summarized
as follows: International louns of a type that will not be continucd
indefinitely because they are based on lack of knowledge; investment
based on bank credit expansion that cannot be indefinitely maintained,
and the stock market psychology which is bound to change, These three
factors combincs to create. a situation where it was impossible to get
fmds ke continuc our rote of capital formation; hence we got a
collapse of activity in industries producing for industries which

had to have frosh capital in order to keop on buying.

Qe " Can you tc¢ll us something‘ébout the situation which arose
in Burope last;Summer. or Spring which eventually drove England
off the gold standard. Was that a question of hoarding, or what .
happened to reduce the amount of gold, first in Austria, then

in Germany and England? . :



A I cannot answer that fully but perhops I can throw some
‘1ight on it. One unsettled issue is how far the French policy
was responsibles In Austria, Hungary and Germany there was
great dependence on foreign cupitals They hud sold bonds in
this country and had capital from bank deposits. . I saw the
figures for Bulgaria - something‘1ike 907 of the bank deposits
Tiere owned outside the country. Germany was @ case in particulur
~where o country had been financed by short borrowing and then
used Fhe funds either for capital investment or for loaning it
to Poland and Roumania, money which they were liable to have
“-to-pay on demand, All banks arc always in the position of owing
money on-demand which they have loaned on time., Those countries
weré in-that situstion with the'added difficulty that -the
creditors were foreign, so there was likely to be o demand éh
21l banks if the cause of the trouble was political. The . -
~only reason you can run & bank is that you expect the demands
*on it will not be simultaneous. If the reason for the
withdrawal is political, it may effect the whole country at

once,

h

Y | In the case of Austria the situation was worse beccause
‘tivo<thirds of the bidnking méﬁey wds in one-bank. The deposits
:Wgré'owned chiefly in England ond the United States by large banks,
"4 half dozen in England, a dozen in the Us S., and a small :
number in France., The funds werc withdrawn from Austria for two
reasons: particularly because rumors got abroad the bank was in
bad shape; it was well known that tnay had been compelled bv
the government to absorb other banks in order to prevent otner
foilures. That situxtion was bad enough for a run on the
Kreditanstalt might have been started. ~'Then the Government
‘announced a Customs Union between Germany .ond Austria.
Announcement of the Customs Union brought protest and pressure
was brought to bear by France to prevent that arrangement from
going throughe There 1is no doubt dbout that. They did the
some thing in Germany in 1929 in order ‘to bring pressure in
connection with the Young Plan, That is hinted at very broadly
in-réport of the German Reichsbank of that year.. When they
‘brought that pressure in 1931 -the national banking system
'6f Germany and England came to Austrials assistanpe, The next
ﬁﬁing that happened was pressure in Germany. My own opinion
is thet it was French political pressurce There is a plausible

7 gxplanation on the other side in the aclknowledged weakness of

' the Kreditanstalt enough to encourage doubt in people's minds
about the big German banks. Just as soon 2as Americans bankers
saw. that they began to draw money outs No political pressure
was brought to bear in this country for that, No basking
system is strong enough to resist unified pressure - there are
notvggﬁﬁﬁ;e%n the world., ~ Youget this situation; on the one
side you have undoubtedly 2 legal right to withdraw moncy on
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demand, On the other hand, this scrambling to withdraw money
out of Germany was very bad business ethics.because anybody
who bas money out at 8% interest knows it has.to be tied up
more or less permanently and if he does rush to get it out he.
is in a position very much like that of tryimg. to got into
he lifeboat first, He has a legal right but there is a

¢ertain moral obligation on individuals who put their money
in a country at 8%, -

Qe Do you think Great Britain came to the assistance of the
U. S. in April, May and June when France was withdrawing from this
csuntry so heavily? What saved us then?

A, The fact that we had enough. I think if snything the,
British probably withdrew morc then they put out, I think the
great weakness in the stock market last Spring wes o great
deal a motter of British sales of American scecuritics, but the
thing that saved us was that we had cnough gold (in 1930 we
imported a lot) to pay off the French.and leave our banking
system intact. It is claimed by -Einzig that the demand was

made by France to dictate what the Federal Resorve Bank discount
rate should be in New York, I doubt if that is true.

Qe You suggest in the conclusion of your remarks that
during the next period of inflation it might be a good idea
to inject artificial control, but you do not say what kind of
controle - 5 ‘

Ao Therc has been a great deal of artificiol control in an
effort to stimulate the upswing. Economically speaking, it would
be desirable to begin pretty early to curb the possibility’

of over-expansion., The tendency is t> go faster and farther when
you rre trying-to effect an expansion., The other measures, of
course, would be comparatively easy to reverse., - The Reconstruction
Finance Corporation can stop making cmergency loacns, The important
thing is the question of reserves in order to enable;the banks

to pursue o liberal policy which is badly needed. I would not
suggest any new agency of control,

Qe What do you consider will be the ultimate outcome of our
so-called cuncellation of debts on our moncy system?

A, The effect on the money system is the same if you cancel

the debhs or if you postpone paying them, That is the real issue.
They arec not going to pny them anyway. The gucstian is which is a
better way to losc the moncy. I think that if the war debt

payments could be continued on the basis of resources of the

countrics that owe the dcbts without owr huving to make loans

to them, so far as the fiscal sftuation is concerned it would

be a great help to the American taxpayore. There arc two difficulties:
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the point is long past where there is iy fecling on théir *phrt
that they ought to pay. The other difficulty is the effect on
the trade situdtion., You cannot makc this large payment and”
maintain an excess of imports over exports. I thinl some

people would prefér not to have them pay than to have the tariff
barriers lowgred, There is one possible way to collect the
debts; that is to make foreign loans out of the proceeds of which
the governments can makc the payments. I have always contended
it would be .a -go-d thing if the war dcbts were gradually converted
'ihﬁondebts to private individuals becausc you oan leave private-
i dividuals in dobt with much less friction than you can govern=
ments. No Government has cver yet paid obligations approuching
in magnitude the. ones involved and I do not think they arc going
to, I do think, however, it*is a political question und the
issuc should be faced squarcly; the forcign Governments ‘should’
repudiaste rather than have us cancel. Of course, the objection-.
£o that is that it would be very much casier to flout another -
loan if we would cancecl. That should not be the governing
considoratiocn, Thc solution is for those countrics to SR
what they will pay rather than us to say what we will accept -
when they have already decided. ' - ol

Qe _ You arc not officially connected with the Federal
Reserve System. I would like to get your opinion as to the
most. effective method of restricting eredite U ' o A

A iy view of that is that the set-up is such now that

the open market operation is the one by which almost all the
influcnce is exerted, The rediscount ratc has almost no effects
Originally it was thought that the ¢ligibility would have & great
deal of influcnce, What is eligible paper has céased to be the
main consideration, As between the two things d@t ds dn the
hands of thc Federal Reserve System to decide which should be . =

the effective instrument, and they have encouraged’ un attitude

toward borrowing which makes rediscount rates relatively

unimportant. ki
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