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Is there any such thlng as economlc Isolatlon for th~s 

/ 

It Is as posslble for thls country as for any other. I 

suppose you mean to malntaln the standard of l~v~ng - not to be llke 

Chlna v~th a lowered standard of llvlng. I would say after a perlod of 

readjustment, yes. We should have to learn to do wlthout coffee and we 

would be in serlous d!fflculty In regard to rubber, b~t these are the 

chlef thlngs the import of whlch is absolutely necessary and if you are 

golng to imp~rt them you have to have somethlng to pay for them. It is 

obvlous that if ~e stop consumlng coffee we would have more money to spend 

for cotton and It ~ould be a dlfflculb process to readjust the tastes and 

hablts of the people. I don't know what we could do In the automobile 

industry in regard to rubber, if you could tC~efof that and magneslum, 

tln, etc., I see no reason Why, glven tlme to ad3ust itself, thls country 
# 

could not function in economlc ~solatlon. We would have to do wlthout a 

lot of thlngs or flnd substltutes for them. 

Q - I understood you to say we recelved sllght beneflt from golng 

off the gold standard other than an increase in forelgn trade. V~at was 

the real galn ~n golng off the gold standard ~ 

A - ~ don't thlnk I sald 3ust that - it was not what I meant to convey. 

England I thln/c beneflted from golng off the gold standard but for the 

U. S. the net b&lance Is agalnst it. I am worklng on that questlon now 

but have not yet reached a concluslon. It certalnly looks as if England 

beneflted, however There you had a very dl_ef~cult sltuatlon for when 



she went back ~n 1925 she went back at a value of the pound that dld not 

correspond to the wage level internally. As a consequence she was very 

much handlcapped ~n export markets by the prlce level at home. The result 

was a prolonged acute condltlon of unemployment whlch lasted untll 1931. 

In the latter part of that perlod she would have had it an~ay, due to 

the world depresslon. There was a case where the value at whlch they 

restored gold was such as to call for cont ractlon of clrculatlon inter- 

nally. That necessltated reductlon of the value of the natlonal ancome 

as measured an pounds whlch would not have meant auythang at all as 

measured in actual llvlng condltlons. ~ages had fallen but the Bratlsh 

wage level is controlled more by ~age unlons than in any other country. 

Furthermore, publlc pollcles were darected vlgorously toward brlnglng 

about readjustment,no% to postponlng it, and the devaluatlon dld enable 

them to overcorrect that sltuat~on, l~oreover, the Brltlsh had been 

unable to pursue, durlng the earller years, the pollcy of credat expanslon 

pursued in thls country, Sweden and Aust~alaa, and golng off the goE 

standard enabled them to do at. They dad ~t v~th a great deal of cautlon. 

They dld not utlllze thelr new-found freedom as a means of creatlng a 

blg deflclt~ they dld not undermlne the confldence of the country in 

a 
thelr investment. It Is~hlghly debatable questaon as to whether the~ 

could have gotten by wlthout go!ng off the standard, and the argument 

is greater in thls country. 

In the case of the U. S. the s~tuatlon was qu!te dlfferent 

The general wage level had fallen off 15%, we were not dependent on 

external trade, there wa~ an excess of exports over Imports and gold was 
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flowlng In. ?~en gold Is flowlng in, on the whole currency is undervalued. 

If country A sells more goods to country B so that gold is flov~ng from 

B to A the monetary action would be for country B to expand and country A 

to contract. What we dld zn th!s country was to take actlon approprzate 

to a country loslng gold when we were obtalnlng it. We pulled gold out 

of the world - one b1111on two hundred mllllons dollars worth of !t, 

seven hundred m~lllon at a tlme when we were forolng the dollar down to 

a new level. %~at beneflt was derlved? The trade benef!t was thls the 

Government buys, say one b111~on dollars worth of gold abroad. It puts 

forelgners in possesslon of one bllllon dollars in Amerlcan money whxch 

~ey can hold or spend In thls country Obvlously, that country v~ll 

tend to ~ncrease its z~ports. What beneflt does that glve~ There is 

one way !n whlch it may bene9it. If you had normal employment !t would 

not be of any beneflt. The country would be paylng one bllllon dollars 

for the purpose of export wlth no economic reason for dozng so. But In 

a ease where the country is concerned over a large volume of unemployment 

and where the wage level does not adjust ~self, what yo. do is shlft 

unemployment from one country to another. It means that a m~ket Is 

created for one blll~on dollars of a dlflerent p~oduet and the effect of 

oreatlng unemployment in thls country zs the same as buylng that Dilllon 

dollars worth ~ products and dumplng them Into the sea. ~at happens is 

that the South Afrlcan mlnes expand and take out a lot of gold and we 

put ~t back ~n. As soon as ~t ~s actually utilized you reverse that flow. 

Theoretically, xf you absorb ~t for a t~me ~n a country v~th large amount 

of unemployment you create employment ~n th~s country at the expense of 

unemployment abroad. You s~mply sell the countrzes and are then able to 

~mport commodities which vall be of real value to the oommun~tyand not 



create unemployment. As!de from that, the other thlng that devaluatlon 

accempllshes !s that by golng off the gold standard you prevent belng 

drlven off. If you pursue these pollcles, under the gold standard you 

,~/l~order to %vold beln~drlv~,Qff., 
m~ght as well be drzven orr~ ~e were no~ arlven orr in ±~o ana we had 

an enormous amount of gold, loans were relat!vely small and It would have 

been the best thlng if we had loaned one b!ll!on dollars or so but it 

does make It posslble wlthout exc!tlng publlc dlstrust to pursue a cheap 

money policy whlch has a temporary beneflt. Cheap money stlmulstes 

buslness actlvlty at a tlme when a communlty is tend!ng to hoard money 

and It may be successful. In 1927 It was dlstlnctly successful. 

Q - You have glv~n us a very Interestlng explanatlon of the ~ffect 

of forelgn trade. Is that appreclatlon of the value of forelgn trade 

general throughout the Unlted States or llmlted to the coastal cltles 

where they have to deal wlth forelgn currency? 

A - I should judge it was very much llmlted~ communltles havlng 

d!rect deal!ngs and probably In the South. The Texas ~eekly has been 

dolng a lot of propaganda work trylng to educate the people to the 

!mportance of the e xporz market. I have not l!ved in the ~iddle West 
I 

for ten years but my impresslon is that the~e is very llttle interest In 

the thlng one way or another. ~c~en I was at the Unlverslty of Iowa a 

couple of fellows were doing some work ~n the ~nter~st of the Leagus of 

Nations. They asked me my attitude. I told them there wasn't any, the 

community d~dn't care about ~t. You can't do anythln L to create favorable 

sentiment until you create the awareness that ~t exists. The extreme case 

came to my attention ~n Kansas. Two weeks after war ~s declared I talked 
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to a number of people and never heard the war mentloned nf course, some- 

what later, when the draft reached there you heard more about it. That 

was the only reference I heard to it. The s!nklng of the Lusltanla was 

a tremendously Important thlng to those who had seen the Lusltanla come in 

and go out but to people who had never seen a ship it was Dust somethlng 

to read about, as you now read about Ethlopla. The country is st!ll very 

much dlvlded. 

Q - Is the cotton surplus in thls country l~kely to constltute a 

problem of ma3or Importance calllng for great read3ustment ~ In manu- 

facturlng, in flnance, and in agrlcul~ture, as well as export.? 

A - I am not an expert on that questlon. There Is a study now being 

made at Brooklngs on it, but I don't know much abou~ The shrlnkage in 

export has been accompilshed by curtall~nt of stocks abroad. So far as 

the immedlate surplus is concerned at is not qulte as seraous as it looks. 

The seraous thang probably, is the stamulus belng glven the growlng of 

cotton an other parts of the world, partlcularly the export of cotton 

textile mach!nery in Brazil. If as a result of that pollcy ~razll and 

Ind!a and North Afraca develop a cotton industry that will mean permanent 

cuttlng into our market, that will necessatate r~adsustment . That is the 

sort of thlng In whlch thls country is consmstent an lack of exp~rlence 

and knowledge, - the same sort of thlng England accompl!sbed by exportlng 

textile machlnery She helped the machlnery industry for a tlme but 

ultamately undermlned her textile andustry. We are undoubtedly bulldang 

up cotton growang industraes and cotton textile Industraes. Certalnly 

we have a much bagger share of the world's cotton trade than we need. 
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Q - Since thls depresslon there have been several unsuccessful 

attempts to have internatlonal monetary conferences and a~ree on some 

standard of currency. Is the reason for the fallure of that attempt 

due to the fact that some parts of the world are deflatlon mlnded and 

some inflatlon mlnded ~ 

A - Yes It is. The important occasl n of Its breakdown was the 

recelpt of a message from the President of the Unlted States announclng 

our new polocy attempting to ralse the prlve level and repudlatlng any 

3 

effort at currency stab~llzatlon st that tlme. If the U. S. had not broken 

up the conference it probably woula have collapsed anyway because of the 

dlfferenee in attltudes between the U. S. and France. There has been no 

offlclal conference slnce. I attended an unoff~clal conference in 

London in March sponsored by the Carnegle Endowment for Internatlonal Peace 

and if t~t conference was representatlve the chances for stablllzatlon 

would seem to be pretty good. The Brltlsh delegates were certalnly favorable 

to stab111zatlon but I don't thlnk they were really representative, and 

I don't thlnk the American d~legatlon was partlcularly representatlve 

elther. The eontlnental delegatlon included a gentleman who v~nt back 

to Belglumand became Prlme ~inister and they devalued the belga w!thln 

two weeks after the conference closed. He had voted for stab111zatlon. 

I don't thlnk unofflclal conferences of that klnd are very good indlcat~ons 

of the maDor~ty point of vlew. 
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