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MONEY, CREDIT AND PRICES 
" : L e c t u r e  b ~  D r .  c h a r l e s  O ,  H a r d y ,  E c o n o m i s % . :  

~: ~ " ' " "  . O c t o b e r  3 , . t 9 3 2  . :  . .' . : -. 

. .  , . :  ~ - "  • . , :  ' . ;  . .  : - . . : ; , . - ; . - . ~  . .  - . ;  

~ : She subject: "~oney~, C~4dit:;::a~d ~rices" is a: very large 
and inciusive Sor~ of t0pic and. l~aves;or, e the gr~eatost discretion 
as £oWhere to begin and where t~o stop. I~ isa~ubject over which 
professional economistS' have alwaysbeenable ;to~ enjoy :themselves 
~ran~ling with one another ~, and non-professional economists have.. 
perhaps been more prolific with schemes for applying knowledge 
and lac~ Of kn6wied~e t0 human b~ttermeh~ ~n thi~ •field of 
regulation Of money and prices than in any other field of the 
economic organiC.at i6n6 • -. ~ : 

, ' . : .  • " : i • " " 

' I ' w a n t  ~ b  c o v . ~ , ~ e n t  a m o m e n t  o n  ~ h e  r e l a t i o n  o f  mon.e.y. . . :  .. 

to credit, and of money ~d credit, to prices. So far as the, .. 
relation of money'to credit is con'cerned the' situation can ~o : 
summarizedin this way - that thr0u~hd~t all recorded hista~ the' 
credit element ~n money has been '~ gettlng, b:i~;~er and bigger u~t,i! i 
at the present tTme what is' used as money consists almost ent:ir.ely 
of ;Qredit. ina souiety •where there is no confidence on the ~par, tl I 
of the individhal~ in other ind~viduals~ and particularly no ,~ 
confidenceTn' brganizations, it fs necessary to use as .money.~ 
some~hin~ w.~ich'h0.s a definitevalue in .itself. So we have usc[,~ as 
money, ~0:ld, silver 'and other thlngs having high:value co~tent : 

. . . .  . : .. : 

and durability. Just as soon, however, as h he state of social. 
or~ahiZatioN and d6'~ree Of confidence• is sufficient, the pr, ocess 
begins of substituting some sort of credit instrument for .the " : 
thin~ that has intrinsic value. That takes two forms: first, 
substltution of a credit instrument whiuh is representative of 
the ~pec~fic item such as gold but which is in a more:convenient, 
form t0 handle, and second, a. credit instrument v~ich wholly or 
:partlally represent s:a promise %o p~y:b'at not ownership of any 

,thin~ reserved• for that speuific use. You get thei.:s%me condition 
in regard ~o other con~odities, such as wheat.. You may ha~e an 
organiza.tion where you have a warehouse Tec~ipt for wheat. The warc- 
h o J  may s~ll part of the wheat, :~s- he is under no obliGa~.i0n 
to ~aep the full amount of whea~ to rapt,sent She full: amount of 

the- certificate _you hold. : 

' ~ 'In the field of money the first stage is reached when 
yoa~suhStitute a.gold• •certificate for the gold in circulation. ' 

The Uni.ted States and France ~ are the only countries where credit 
 one.y is of this character,  i The oth r type,  fiduci l money, 
res%"s .on,the a b i l i t y  of ,the user to. obtain"mo'.ffey bn'd'emand a s  
represented by our •bank currency. Credit is merely c~nfidence 
~hat ~ the note (credit instrument)"has been issued in go'od-faith. 
We do business with checks and drafts dra,~m against the ability 
~nd willingness of :institution..s to furnish money as demanded by 

L - - " "  t .  - " ~ 

carrying :~ relatively small Stock fo the purpose The situation 
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• ,i: i .~:•1 ~•~ i •:< i ~ • i <•71•̧ •̧  
in regard to credit money .~s: not different,from the situation in 
regard to the Bulk of paper "c1.~rrency, In the one' case you have 
an obligation not backed by g01d but by:ownership of saleable 
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 ass~h but merely confidence 6n the part of 
the holder that:the money will be forthcoming if he demands it. 
The proportion of this fgduciary money has been increasing 

steadily over the past century and a half. 

The expansion df the volume of e'ffective money through 
the use of credit far beyond the amount-'of glold or silver has " 
made possible a raising of the price lev6ls, far'~hf~her than 
would otherwise be possibl~ with existing stack s~of money. " 
Whatever your theory ~y be as to the relation of money and 
prices, it is clewr that you could not possiblysustain the 
present Volume of ~usiness at present price levels if yqu did 
not have this system of expansion and b~lance of paper money 
beyond the amotmt of gold. That is not to say that any 
particular benefit 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 m~ntiin 
it. Anything which happens, such as has 'happened durin~ ~he 
last few years~ to destroy confid ence.• i.n the responsibility and 
solvency, of the power whose credit is bein~ used as money, 
opera.tes: to create a shrinkage in its value and operates very 
disastrously in effectin~ an. eventual reduction in t~he quantity : 

of money. : ~. 

That: Sdunds as though I am ~vor.king up ~o a statement 
of the relationship between quantity 'of money ~,nd price level- 
with the conclusion that price level is to be controlled in 
the interests of whatever objective ~jou .think worth ~:~hile throug:h 
manipulation of the quantity of 'money. A zoreat many ezonomists ~" 
Go very far: in that direction. This is" a Very ancient controversy 
~uad I think perhaps it will make for clearer thinking if I state 
my own position after Warning you it is not a statement-to which 
all economists would agree. Then~ is no question at all that ~the 
big' changes in the quantity of money are bound to bave roper ~ 
cussionsin the field of prices. Take for instance the silver 
discoveries of the 16th century, the great gold discoveries of 

th oenturv- certainly they can be trac'~d through to 
the 1:9 . . . . .  :-. ~-~ -~:~ces~ Ih is quite 
• ~." . • ect on the changes zn tne .~.w;- u~ ~ - _.- . thelr~eff . -±-~ ,~,~a amplify its~qu~n~l~y 0~: 
~nconce!~able th Y g - : - :- ~-~ ~ elve dx~zts as has~ 

• r.enc" b numOers -n u • tN ...... standxn - cur ~ ~. Y • v:" -- " - ~ : out '. ~ .... .~.~ x .... ~.~r~+.hnut: ~~very not~icQ~b:le Qf!ec~ :on 

of. a :small frantion of the outstand'inz money .could Duy any~nlng~. 

On the o~h~r hand~ t.hel price. level is, in my ovnl :mind,. 
not ver sensitive to small ch~h~eS, and ~s .not se~s-~tiVue~[~'~ 
short p{riods to fairly considerable changes, zn h q " Y 
of money, and certainly is subject to very considerable chang@~ 

i " 



which h~ve...th~ir ori'gi~ out~ide the: mon(ita~y-f/ctor, The 
industrial plx~-~.in the hon%munity is beingoperated at :'s6me " 
p~rcentage ~of. icipacity which is, s!ly, a~.~r~%ge; the l,'ibor " ' .... ~... 
forces ~.~...tA;e ~6~munity are reasonaSly ° fully ompigyOi4; ;iVe 
goods ;belOng :pr.oduced are being sold; p _%rt to: ind~stries' as 
means::bf!:Dp~r:itin~- additional capit.c~l ~quipment and part to '~;: '" - 
consumers. .~he ~h~Ing~ that is ~/mport/n-'~ f'.rom the standp:oin~ ~ 
of tl~e: money and ipr.lc~ theory is thhh. y~1.r m0ney' stock is 
going around and aroulud through a circuit ~vheth,~r being paid 
as ~-~bbr, to creditors as interest, pc.rt to the landlord as ::! 
rent and part to people who arc to b'o •paid for raw materials 
and half finished goods. In a situation i@herc no new 
monetary- factor is entering the picture,: v~ht~6 the~o is no i 
credit wxpansion oh the part of banks: and no activiti&s :on 
the part of. counterfeiters, you can-got d situation Where 
at some price level the wages will, bc sUffici0nt to buy the: 
consumers' "goods at the price asked. The:situation' from 
the standpoint of national income will b:e as S a:hisfac~[6ry as 
can b~ under the existing state of tHblarts ~nd th9 exlstxng 
efficiency of labor, distribution, etc. Once you got.a n i 
equilibrium therefore, the situation is satisfactory no 
matter -what the price level is, bec,:~uso he matter V~hat it is, 

it is such as to move the goods, " ' ! " " 

• Now, if in this state of affair~ tlie situation is 
disturbed by thein3ection of a new m6nby supply ~.ihto the 
circuit or the withdrawal from the circuit~ you k et~a 
different picture. First take the injectS-on'of nev~ money. 
Let us say there arc new gold discoveries and go!~ ~s• being 
spent, or there is an extensive counterfeiting o~eration, 
or the lowering of the ratio at banks by loans. The effect 
is that the people into whose hands it goes have purchasing 
power to offer to industry that exceeds t[he purchasing 
pov~er industry has disbursed as costs. Cons~que~tly tlnat 
money will be spent; the existing ggods will be bought at 
a figure which exceeds the costs; ~rofits ~Vill go up and 
prices of connnoditiss will be pushed out of line with wages, 
and there will be an era of prosperity. To keep our picture 
from getting too complicated, we will make t~e assumption 
that there is a single discovery of gold and that when this is 
put into circulation, the thing is through. In that case 
there will be abnormal p ro~xts on the fxrs~ turnov.er; ~ * 
industry getting higher prices and bigger profits naturally 
will pay out larger amounts for labor and it is only a qmestion 
of time before you get a nev~ ~ level of costs,, and~there are no 
longer any abnormal profits, and your boom has played out. 
Then comes the reaction in the other direction and that is the 
sort of thing that has happened repeat~o@!Y in the history of 
the world., You get temporarily a great impe.tus to production 
and ih is possible to soil goods at mor~e thanltheir cost of 
production. Now that same situation could arlse if the consumers 
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who are also wage earners and interest receivers, instead of 
now gold discoveries and now injection of bank credit, he.re -~. 
decided not to hoard money any longer. Nearly a billion 
dollars we~t into hoards last fall. If, in a short period, 
this money could be released and spent for the products of an 
industry it would give tremendous impetus to business, putting 
up wages. It would, • he;rover, be a tempor~-ry factor and 
necessary in the process of getting from one level to another. 

Take the reverse situation. %~o hcqr a gre.°.t deal about 
the importance of spending as compared -:~ith the import~nc(- of 
saving~ The really import~nt thing now is not how much you 
Save c.s how it is saved. Let us assume in the f'ormer situation 
that the con~nunity which h.qs been saving 5% of its income 
suddenly doterz.ines to save 15%. In making that saving, 
howevorj it does not hoard money, but merely goes out and 
buys securities. The result would be tho.t you .vould have a 
greater demand for the products of those industries that 
produce machinery and build bridges, and '~. smaller demand for 
the products of industries that produce for ~modi~tc consumption. 
That would not make a cb.-ngc in the level of prices o If the 
increase of saving .;~orc permanent it would be noces.'~..ry to gear 
up this productiw~ machiuery to produce a larger L~mount of 
capital goods end a smaller amount of production goods in the 
future. If, however, the com;nunity decides to savc, not by 
buying capital goods, but by sticking c~sh .-~way out of use, 
or if it decides to do it by merely holling b;..nk deposits 
idle~ .then the result is the same as if it destroyed that 
money. Where $1000. is exp~nded in costs of production by an 
industry, it gets back only $900. The price level w0:sld have to 

fall. " 
i 

The loss of money by shipwr~.ck, through abrasion "~nd 
through hoarding, all hc, ve &~J~ctly the s.mc effect. They all 
result in pressure on th'e pgice level, industry not being able 
to sell for as much as it cost ~o produce. Th-~t could 
theoretically hapoen in on~ of a 5cod many ways. ~~ith reg~...rd 
to hoarding, the %hin~ can work elther we.y, and its results 
may be v~ry disturbing. You may have i.~msdi'~te changes in 
the quantity of moz;ey represented by bank deposits bec:~use of 
a change, in bank policy. Asstune that the banks suddenly decide 
thqy will carry ~6% reserves and lov~r their lahding rates, 
till they succeed in lowering their r~tibs fro~;~ 20 to 15%, 
The effect is th-~t'a lot of fresh buying power is created, 
during the transition, but once we are on the now price level 
there is no longer an excess of buying power above the amount 
which existed before, Tl~t suggests the possibility of very 
great disturbance in the functioning of industry if these 
changes in bank policy take pl~ce irr~aticnally and hon c~:'~he 
necessity of some system of control. 

• . " i '/.<... . - . 
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Out of this has come the theory of central bank cooperation 
in the int~er-ests of ~rorld pr0sperity,---;~The theory is very simple. -:_ 
If at an~giVen ti.me~you do not have labor fd~.Iy employed, it will 
have a:ben~ficial influence to lower.interest rates and push 
fresh purchasing power into circulation, because that. will be 
used to take up the slack. The only sound reason for. having 

~.-~ , . 0 ~  ~a~n central-banks is-on the assumption that. you h~,ve ~ --' 
times a lot of slack which can be taken ,~0 by a~if..:.~.~J.y 
inje.cting a-new moneta~ supply into ci_~cu2atioh, .~,.d ~re 
have been many kinds of antivities all over the. wo.c).d .~-ince the 
war designed to accomplish that sort of thing, ~and. wi~h very 
little success, I think we are justified in ;~hying we have no 
evidence that the world has on the whole been more "~,rospcrous" - 
that is, has hs, d fewer years of depression and ~memployment - 
over thelast ten years than it would have been if ~$ had not ha~' 
the Federal Reserve system, etc. Some .forms of contr~l have been 
useful for other purposes (such as clearing checks, ~aking care 
of seasonal shares in the money nmrkct, and so on) but so far as 
their activities that are intended to control Fr[ce l~,vels are 
concerned, I do not see any evidence~ that t}=ey h,~ve, be~;n at all 
successful. I think the• reason is this: - Th~-~r~ .~ , . r  inherent 
bias in the scheme of things in favor of const~~z ~x]:ansi0n. 
There is never going to come a period when pub]iz o-~nion is 

:~" . - 

going to sanction anything but an easy-money pc.,. 'c~/ - a policy 
" ' - c  " J +- O f  expansion. In the second place; unfortum_~.~ . ' 7 ,  ~eoms .as 

though the efforts of bank-lug systems to expan@ tLe c.~.oun# O~: ,: 
money in effective circulation are more succes~-~_:l ~.': ~.f.mes 
when l'east no~eded - when business is moving r~%1.'=~..y.~- when .- 

• ~ ~ = ~ , _ n g  systems prices are movihg upward. It is easy then for ' '~ . : . 

to expand. , :  

.On the other hand in periods like 1930-1932 when the 
theoretica~ argument for doing it is stronge.st., it appears to 
be impossi'blo to accomplish the purpose by any sort of central , 
banking activity. Take for instance, the trcnlendo1..,~..: cxpcrimont. 
made last Spring. The Federal Reserve Svs-tem~ ..,.~-i ~.~'~..,. 
embarked on a program of bLkviug .twenty'five m.~.').~ ~:~ ~.ollars 
worth of United States securities a wcek:~ Th,~'~ w-,~- ".-'.n'~lly 
put up higher. By doing that they. were ~ble to puf: ,~,m~i:crcial 
banks in possession of a great deal more funds.. ~,_._"'-'~ fer n. •time 
the results were pretty clear. A part came back t,~. t:he .Federal 
Reserve Bank in p:~yment of debts, a part -v,-ent abro~.d _rod 
part piled Up. as excess reserves in the banks, :Thu.~'~ is' 
no evidence that any considerable part'of it W"-~ ..~b~]~.rbed by 
the public in. increas-ed spending operation° ]~. i~ v3~'y: easy 
to encourhge an expansion movement at times uh~n there is.no 
real necessity for it, but difficult to ox, ercome the,.thrust of 
public opinion in ~the other direction. We are deal.~ng with 
mass phenomena of enormous magnitude ~nd any. gr~up .~f ~ndividuals 
tr~ing to manipulate price levels and appease milii0~.s of people 
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always ~emind ~ne of the ~tory,of th~:~little boy~whe~ saved ' ~ ••••.~, ::. 
Holland lby~thrustingilhis thumb into ~he hole., in' the dSke and -z.- 
holding~baok "the North Se~ all'~night. It is out gf: ~he relm 
of the pr.actical, ihat sdunds-; like a:council-of despair, but ~ . 
so far <S. any activity i in the-field of. money and prices that 
is going to reverse the tide :~ in either direction is .concerned, 

I am extr~emely pessimistic. " • : •• 

>~: There is another angl.e howeve~,:-which gives a iittie ~" " " 
more prbmise It is .qaite possible ithat if we eem grasp the ~ 
situation early enough Wemay find that the seeds of deprelss~qn i~ ~ 
and d~flation are being sown in the previous period_of expansz9 , 
a~dlit may be possible todo sbmething to prevent developmen~ ~;~ " 
o.f the .condition that star~s it'. I ~am not over-opt-~mist~ic°~ i: Z,i j 

about ,ti~is either. • ~ ~. . '~ ! 
[ :: 3 " • " • 

It is fairly clear. I think, that whenever YoU do have' ~'- 
a general expansion of bank credit, whenever you ha~e. a .... ~ .... 
pros.perity movement engendered by giving the people m0re money ~ .... 
to spend for goods •that the producer, s~ are disbursing, Y6U~ipUt .... 
funds [in the hands of people WHo ~ar4 -~;~ to use t~em~for ..... 6:~s' " ~end~ :~ 
investment instead of consumpti~n~ . if t, he.;bank/~o!~ns ~o 
business men it is for productive purposes zr.-ather than loans ..... 
to oons~,~ers, the tendency ~'i~ for this added .purchasing. power 
to go out on the business side rather tha~ the c:onsumer[sp~re~asing side. 
This is the s~ne as the effect of an increase in savings. 'I#'ii~,, 
tends to. divert a lot Of our labor and natural., resources ihto .... 
production of capital gOod's j ,An fnc.reas, e,-:in.the, c.o~munity~,s : " 
production of capital goods is all to the good if it takes .... 
place .as a response to the willingness of a eom~munity ~o"saVe, : 
If the savings are not hoarded'but are-spent for capi-bal goods~ 
the result is that you have more. and:better tools. ~n the.next 
circuit• That"is the difference he~weenthe civilized and- • .. - ..° 

uncivilized parts of the wo.rld. • The ~ountries f.arthest .... . ' 
advanced and which have the largest national." ~" "' ~nc0mes -are ' ' •/~.-... ..... 
enjoying the fruits of vast savings• ~ . ~, ~. 

If however, the production of this capital goods z s - 
not made possible by the willingness to save but 5y the :" 
injection of fresh purchasing power the result is that when ~ 
the injection stops you find yourself-with an actual shortage i 
of capital, to complete the jobs th~ t ha~e been st~irt@d., ~ 
You find that you have a more c apita!isti, c .~pe of organizat'io.~ 
than• you can support. Take~ for .instance. expansion of r~ilway 
building. We built a lot of railways in ne~-~-~erri%ory; then. 
we reached a s itua~ion wher~e -no furtherjftn]ds< wet e forthcoming 
frominvestors to develop the. farms %6 ~p~ovid@°th@ ~.g.rain for- .. 
the railroads to. haul~ so the railroad ~:We'r~ useless and theze~ 
had to come a period of adversity. :~he'~s-".ame:thing haPp~ ned• ~ 
in canal building in the thirtles~ it~h~pp.ens,.in,every case • °. ~..., ,~..-~" ..-... ,.-..~.,: 
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where you have .one o£ thesemajor industrial crises ~n~ !ong 
continued-depressions." You had the same situation in the. 90~s 
where the flow of capital "into undeveloped parts of.the world 
h~d been too great. • It set a pace t~t the community could 
notecontinue to keep up. It was as though we had ,agreed that 
we would temporarily lay aside ether 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 cl,ot.hing, consequently 
never to realize the saving we had begun. There might be other 
reasons for that. It m.ight result from a temporary burst of 
saving, wh~6h the community might be induced to undertake by . . :: 
promises of profit because of a new invention; it' ha.~ happen.e~.: ..- 
because.'of some sort Of monetary expansion that ' could not be ..... . 
c ontinued indefinitely, .. ; ...... 

• : ..,: '[ . 

Take Germany for instance. The effe¢t of...t.he expansion 
of 1921-1922 was an inm;ediate inflation of ~&pi~.al.....Business 
men were put in posit{on of con~;%antly increasi:'g products, and 
when that process came to an end they• .~udden],~..-:r!i~,:~,.",~,od that 
the ~ommunity did nut have capital enough ..~o .c.a~.C',:.-:.':,~ ~.:.,-;ng 
t h r o u  h t o  p roduce (cmp~,ementary goods e~ct oth3~ ..~_ .:. or 
c a p i t a l  .to buy -i:he .pro.;;u~ts o .There y.oui~.$et ov-n -- --.a~.~.-:: :..~' 
no t  i n  terms of  c a o a c i " v  0£ the  eon~un i%y  to .  C~.~s~cr': hu~ i n  : 
te rms o f  capao: i ty  o f  on e typ.e 6 f  dap i .~a l -pz 'odu~ . -g  i n d u s t r y  
to buy the'products of andth@r. 

That suggests then that it may .be difficult to 
attempt to improve on the working of competition by measures 
which do temporarily stimulate production but which, if they 
cannot be continued indefinitely, iay 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 howe~er that the conclusion we are 
forced to is that nothing v:hatever can be done. I do not 
be.]'i:~Ve~iit is incumbent upon the banking system or ~pr,n the 
price regulating 9.ge~cy to simply sit back and ~ffait for orices 

to ..~orrect themselves'. 
i" 

The hcarding pr.~ctise is one tha~t V:-~~' ~_an me~~sure 
pretty correct].y~ Last fall six 'or scTen ~,u-~dr ,'3 -:.! ~-~r,.] 
dollars were: p~t out which could be e ~r-~-~c~'<c(: .... ~ -~;-'~'"'~'-g 
been dr.a~ua for hoarding, it seems bO me .n~ "_'.v.. [': ~ ~erfectly 
iegitim:~te functio~ o~ °. the banh.i.ng S~S'tem ~0 c.fJ:'~zL " i-.n[:b. 
That does not mean that you .~rtificially ~,~:,,~: lai-.e ib.e 
production of capital-goods o It means' yml a. ~ .-,ffse+,~.:[ng. an 
artificial hindrance, to not"mal flow Of f{~d~, :,~.:-. [ than'= the 

• ~:~.. ~ ~ useful 3 ac-t:ion.-~he F e d e r a l  Reserve ha~k -book w.~s oc:.~,,en.~';.;, .~'~-, 
and probably :prevent'ed a ve.ry muc h ~orse panic -Lhd.n -,,~ na~ _ 
likewise with regard to certain other forms that sa~Tings ~ake. 
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The useful-activity of the banking system is not so much in 
..-.. 

direct ~ction o.s" in indirect action, particularly action .... : ,: 
designed to all::ly unrer~.soning fear~ and ito-:a certain::egJtent" :":~ ' 
reasoning fear, and prevention of failures. It seems to me 
that of all the action taken in the last three years ~in connectrOn : 
with the depression, the most useful thing h~s been the creati6n 
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 all banks:; good 

-, .[ . 

and bad, should go down. 

Much that has been done in the way of.,dir@ct stimulus 
has been useless. It :is necessary to do somethfng if yon' 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 v~hen 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 ~n the banks, there will be a tremendous 
inflation. The wnrst of it is, of cOu~'se, that in its early 
stages it will be highly beneficial and it may bring up '.an 
extremely difficult question of pub1~fc 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 deflation there 
has been created a capacity for a great desl mere expans'ion 

than we can bank on . . . .  ~ 

--00~-- "- ~ ~: • . . - .  . - - , /  

• j . 

Q. I take it from your remarks that really the fundamental 

cure is saving on the part of the connnfinity " ......... : 

A. I say the fundamental cure is .a rate of capital productibn 
t h a t  i s  k e p t  i n  harmony w i t h  t h e  r a t e  o f  s a v i n g s .  ? lha t  happens  
is that you get capital production that outruns" the rate of saving; 
t h e n  y o u  have t o  c a t c h  up .  The f i r s t ,  i s  a d e p r e s s i o n  and t h e  
second a boom. 

Q. - Was not the cause of the depression the diminishing Of 
the saving pov,~er of the community. We were all tied up in ]~uying 
radios on time, v~ashing machines,: " automobiles,~ . etc. 

A. My o~m view is not.' When we were p~-yingfor these: ': 
things we were putting that purchasing power: back into the :hands. 
of t~e people who loaned, it to_us. ~hen we ~bught that ~:automobi~e : 

somebody bought . . . .  securities to enable,, us ~o buy-it;. Theltroubi~::::: " :' 
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comes when ~he person whom we ~ ~ay does not loan it ag~in or spen d 
it. The existence of that big batch of indebtedness and the 
holding' of-the corresponding batch of securities need not 
necessarily make' the thing difficult except to the extent that when '~ 
the con~nercial credit corporation •that paid for the automobile 
which I bought, receives my payment I have to contract my expend- .• 
itures -~nd there is no corresponding expansion. ~It is just as if 
the money were hoardedo ~ 

- 

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" .... 

Q. Is it pQssible for the price level to get back to that 
of 19087 That was the last year in which the Army Got a raise in 
pay. I was wondering if the Army had any economic reason to • 
present to Congress why our pay should not be cut. 

A. I~ is a bol~ man who would say anything was impossible 
in the light of recent events. As to what is probable, you could 
put the case this~way: %hat this deflation movement has run th e 
same course as defl~'~tion movements have in the past;, and certainly 
the pay ought to be adjuste~ on the theory that this is a deflated 
price level now. Forecasting is an extremely dangerous business. 
However, I do not see any probability of getting back to the level 
of 1928. - 

Q. ~o what do you contribute the real cause of the depression? 

A. From 1923 to- 1929 there was in a gr~eat many countries, an 
inflow of capital fr0m murces from which it could-not be .permanently 
obtained~ Itdoes not-make anY.d~fference-whether it is loanedj er 
how you get ~ it, if you get an in-flatfon of capital from sources. 
which cannot be maintained, I think ~the 'I difficulty, can ~b e .summarized 
as-follows: International ~ loans of!"a, type that will not be c0n%.inued 
indefinitelybecause-.they ar.e based on.lask of knowledge; investment 
based on bank credit expansion that cannot be-indefinitely main_tainedj 
and the stock.mhrke~ psychologywhich is-~bound ~ t~o change, T~hese three 
f~l-ctors"comb<incs ~o cremate-, a situa~ion- where it. was impossibl e. to get 
.~,,n'~ s~ ~oht inue our re.to of capital format ion; ~ hence- we- got a 
collapse of activity in industries producing for indust~.i~s which 
h;~d to have fresh capital in order, to keep on buying. . 

Q, '~ Can y0u tell us something :abou~ ~ the situation, which arose 
-in Europe last, Summer. or S pr inG~whioh even~na~ly drove England 
.off ~ t h~ •gold" st:~ndar~. Was that-a~ ~ues~t ion of •hoarding, or what • 
happened, to reduce the amount of gelS, fiz-s~ ~ in Austria., then 
in Gern~ny- andEngiland~ . - ....... - -, - ~. 



t 

A, ~ ~~ ':- I cannot, answer that fully.but perhaps I can throw some 
:li.ght oh it.. On.e.~uns.e%tled issue is how far the French policy ~ 
-~as resoonsible. In .Austria, "HUngary and .Germany the-ra w~ • . . ,!- " " - b  

great dependence on foreign ca"p'itai. They l~ad sold bonds .in ..~ 
this-country and had c4pital fr6m bank.deposits. •' I saw the 
figures for Bulgaria -something!ilk e 90% of the bank deposits 

-~erb"owned outside .the country. Germany was a case in particular 
"w~ere ~ a country hid been financed by short borrov(ing- and then 
used ~.he funds either for:Capit~al investment or for loaning it 
to Poland and Roumania, money which they .were liable to have 

"-to';p~-~ on demand. All banks arc always in the position of owing 
money " ondemand which they have loaned• on time. Those countries 

" w~re in"that situation with the'added difficulty that the • ;- 

creditors were foreign, so there was likely to be a demand on 
all banks if the cause of the trouble v~.s political. The .../." " 
only reason you can run a •bank is that you expect the demhn~s . 

~on it will not be simultaneous. If the reason for the ~ . 
withdrawal is political, it may effect the..whole country at 

o n c e ,  

.... --~~: " In t h e  c a s e  o f  A u s t r i a  t h e  s i hu .~ t ion  was w o r s e  b e c a u s e  
"- t~o ' "%hi rds  o f :  t he  b d n k i n g  m ~ e y  vats in  one . -bank .  The d e p o s i t s  

i ~ e r b  ovmed c h i e f l y  in  E n g l a n d a r ~ t  t h e  .Uni ted S t a t e s  b y  l a r g e ' b ~ s ~  
'.E~"h~if doz~en in England, a dozen in the B~ S., and a small 

J ntunfloer in-Franc~. The funds w@re withdrla~.~m from Austria• for two 
reasons: particularly because rtuuors ~ got abroad the bank was in 
bad shape; it was well knovm that they had-been compelled by 
the government to absorb other banks in order to prevent christ 
f~iiures. That situation was bad enough for a run on the 

°" Kreditanstalt might have been started. 'Then the ~overnment 
announced a Custo~.m Union between Germany .and Austria. 

• ) ~ Announcement of'the Customs Union brought protest and presshre 
' was brought to bear by France to pr@vent that arrangement from 
"~ ' going through. There is no doubt a%out that.. They did the 

• Same thing in .Germany in 1929 in order ~to bring pressure in 
• ' ! .... connection-with.the Young Plan. That is <hinted at very .br..oadly 

• : "' in • r~per~ of ~ ths -German Reichsbank of that-.year.-.. When they 
~rought ~that pressure in 1931 .the national banking sy. stem 
of Germany and England came to Austria:s assistance:. ~he next 
" .~.ihg that happened was pressure in Germany. My own opinion 
:is %.hat it was French~politi cal pressure, There is a plausible 

• .~ .@xplanEtion on the other side in the ac!~uowledged weakness of 
the Kreditans%ai% .enough to en~ourage doubt in people's minds.. 
about the big German banks. Just as soon as American~ bankers 

./~ S~mwtha~ theybegan to draw:mo~eY ~ out&~ No political pressure 
WaS~brought ~o bear~in:thisc.ountry-~or that. No ba~k~ing 
system iS::~s~irong enough to .,resist ~nified pressure - the•re are 

~se e~ ~ m et this ~ituatlon, world? o" " • on  t he:i one 

side you have undoubtadlY a legal right to~ withdraw~ money .... on .~ 
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demands, ~Onithe ether hand, this scrambling to withdraw money 
out of Germany was very bad business ethics~because anybody.• 
who ~smoney out at 8% interest knows it has.~olbe 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 trying to get into 
the lifeboat first. He has a legal right but there is a 
6ertain moral obligation on individuals•who put their money 
in a country at 8%. ~ , 

• . .. 

Q. Do you think Gre'~t Britain came to the assistance of the 
U.: s. in April, May and June when France ~mas withdrawing from this 
cquntry so heavily? What saved us then? 

A. The fact that we had enough. I think if anything the 
British probably withdrew more than they put out: I think the 
great weakness in the stock market last Spring ~s a great 
deal a matter of British sales of American securities, but the 
thing that •saved us was that we had engug)}i gold (in 1830 we 
imported a lot)to pay off the Fre noh~tnd leave our banking 
system intact. It is claimed by Einzig that the demand was 
made by France to dictate wh%t the. Federal Reserve Bank discount 
rate should be in New York. I doubt if that is true. 

Q. You sugges~ in the conclusion of your remarks that 
during the next pcriqd of inflation it might be a good idea 
to inject artificial control, but you do not say what kind of 

control. - " .. " 

A. There h~-s been a great deal of urtificial control in an 
ef'£or%~to stimulate ~he upswing, Econom~C.al!y speaking, it Would 
bc desirable to begin pretty early to curb the .possib~il~ity 
of over-expunsion. The tendency is t) go faster and farther when 
you ~ i~.re ~try~ng:to effect an expansion. The other i~easures, of 
course, would be comparatively easy to reverse. ~. The Reconstruction 
Finance Corporation can stop making emergency loans. The important 
thing is the question of reserves in order to enable the hanks : ".: 

to pursue a liberal policy which is badly needed. I would not 

suggest any new agency of control. 

Q. what do you consider will be the ultin~te .~utcome of our 

So-called cancell:~tion of debts on Our money system? 

A'. The effect on the money system is the Same if you cancel 
the debts or if you postpone paying them. That is the real issue. 
Theyi are not going to pay them an}u~.ay. The question is which is a 
better way to lose the money. I think th:~:t if the war deb t 
payments could be continued on the basis of resources of the 

countries that o~:~e the debts wi.t,hout ou~" h[:ving to make loans 
%o them, so far az the fiscal s~tnation is concerned it would 
boa gre:,'~t help to the ~nnerican taxpayer. There are %w~o difficulties: 



that the~ ~ ought ire pay. ~he ethe~ difficUity is the~effec%~on -'! 
the trade situdtion'. You cannot make • thls large paymon~/an~ ~ 
maintain an excess 6f ~aports over exports. I thinku some 
people would .prefer not • to have thempay than~to haveL tLhQ ta riff~ 
barriers iQw~red~. There is one possible way to collect the 
debts; that: is to make foreign loans out oftheproeee&s 'of which 
the governments can make the payments. I have always contended ~ 
it ,would,~hQ~a .go.L>d thing ~if the war debts wore gradually converted 
into/debts t.o private individuals because you e.~n leave private~ 
'individuals in debt with much less fr-ictlon than you Can-govern- 
ments. No Government has ever yet paid obligations approaching 
in magn$.tud0 the. 0nee involved and I do not think they are going 
to. I do think, however, it'is a political que~stion ~nd the 
issue should be faced squarely; the foreign Governments~sh0u I~: 
repudiate rather:thah have us cancel. Of course, the objecti6n 
to that is ~hat it/would be very much easier to float another " 
loan if ~..m ~:6u]d'cancel, Th,At should not be the governing . . . .',. . 

consid0ration. The s6iuti:o.n is for those countries to say 
wh t they wil  rathe÷  han to say aCCept' 
when"they have already dc6i.ded. • " " -~ " 

• . .~ - ~. ..~ .-" 
: ~ . 

q. You are not officially connected with the Federal .... 
f _ • . - 

Reserve System. I would like to get your opinion as to th e ,' 
most effective me.th0d of restricting credit. [ '. . ... ~ 

A, ~ view of that is that the set-up is such now t'K'~t ~: 
the •open market opero-tion is the one .bY which almost all the 
i~fluence ~ is •exerted. The r e.Siscount rate has alm gst~ no effec~.,: 
0riginall~ it was thought thA~" the eligibility woul& have .a~.'Ereat 
deal •of infiUcnce. What is eligible paper has e&ased to "be the 
m~in consideration. As betw~eenl the two things "~it lie in ti{e 
hands of the F~deral Reserve. System to decide yfhich shouid be 
the ef.fective inst:rument, and they have encouraged! an attitude 
• toward berrying which makes rediscount rdtes relatively 

unimportant. .~ ' ,-~i. 

".']• . . . 
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