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Money, Credit, and Prices

by
Dr. Charles 0. Hardy, Economist

Colonecl Jordan, Gentlemen

It 1s olways a pleasure to meet lhis appointment,
partly because lhe topic on which I speak it broad enough that
I never feel any real qualms of conscience 1f I remember
afterwards that I left out something thet should have been
included in the subject. I hope 1t 1s merely coincidence that
my making this series of talks began at the same time the great
depression began ——1929.

The relationship between money, credit, and prices has
been the subject of, T supuose, more study than any other single
topic 1n the field of economics, with cthe exception of the
problem of the distraibution of income between labor and capital.
The relationship 1s close and has tended to grow closer and closer.

Two hundrea years ago I do not belicve 1t would have
occurred to any one to link together money, credit, and prices as
a single topic. woney was no rnore credit than agricultural
implements were credit or houses were credait. lloney was one thing
and credxt was another, but for two hundred years the tendency has
been more and more for forms of credit to function as money. That
tendency has been accentuated even since the war until 1t is
practically correct, not a hundred per cent correct but certainly
nincty-seven and six-tenths per cen correct, as they say, that
money 1s somebody's credit, and as a prelimnary I will attempt to
jJustafy thal statement. I want to discriminate between two kinds
of credit, not two meanings of the vord "credit" but two forms
of credat that for this purpose 1t is amportant to dastinguish.
One 1s the type of transaction to which originally the word "credit®
was proverly applied, namely a transaction in which I transfer my
purchasing pover to you or you transfer your purchasing powver to
me with the expectation that I wall make a retransfer to you out
of my income at some later time and presumably with some payment
for the service, a transaction in which the purchasing power that
I gains is identacal vach the purchasing power that B foregoes, so
that the transaction 1s just a recllocation of existing command
over the resources of the community and not a net addition to the
volume of purchasing porer whether measured in money or meesured
in the goods that are to bo bought or in labor, or in any other
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waye. That 15 the simple and original type of credit, and

all forms of crcdat rould come under that description i1f it
uere not lor the assimilation of money into the credat
structurs, to Jhich I reierred a moment ago. Vhat I mean

1s this J¢ have a sccond type of credit in which the
borroucr ga.ns the usc of purchasing porer without the

lender locing 1t, so that there 1s a nel addation to
cifective purchasing powcr. Now thal sounds anomalous. It
15 au~ to the fact thot there 1s a considerable demand in
gvory modern 1idustricl cormunity for ressrved purchasing

po <re To lake lhe simplest casc, and a very unimportant cese
in pract.ce bul one that perhaps opens up the concept better
thar lhe rorc important ones —1f you teke a casc of a miser
who ceases 1o be a miser and decides to loan outb his money
and digs up out of the hoard under his floor five thousand
dollars in hidden gold and loans 1t to somebody, the result
15 that the borrorcr becomes an .flzective buyer of somethang
in the communily ard the miser docs not reducc his purchases
accordingly. 1t 1s a chenging of incctave into actave
purchasing oover, 1hich 1t in effcet «n increase in the total
amount of purchasing povwer. Thal 1s a very rare and
unimport-nt lyme of transactions on- that probably will be
offsct by some other person ab about the seme time increasipg
his roera of raective funds, at least one in vhach the ‘
proepoudersace of transactions 1s not l.kely to bc greatb onc
vray or the other. But vou get the same sort of transaction
1f wndivacu~ls /ho have been carrying cash in their pocketls
for smending money purposes, or holding cash in safety deposit
bo ¢s ana s.les, (te , deposit thet cash in benks and procced
to count 1hos. bank deposils as a part of their cash holdings
oad to u ¢ tlon for the same purposes for vhich they have been
usirg cesh, the poinl being that the bank turns around ~nd
loens out the mongy so thet thc person who borrowed from the
bank bos en increesc of purchasing povor ond the person who
denosited 1n the benk does not have a decreese because he has
merel; tiencformew a cash holding into - nolding of bank
deposits vhich serves har the same ouvrposc of roserve and his
baying po 2 1s as re.cily usable a< 12s the cash. Now
ooviously ihat trans-ction i1s more likely to tak. place on an
wxtended scole, and the balance is more lakely to be one way
and nol offoct by treunsnctions of the onposite character

then s the case of the ~anple type T rcferzed to first,

Therc nas boen over the la t one hundred and faifty
years a <tusdy tendency for purchasing poger measured in
money to be  augmented because andavaduels have elected to
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jholdlbhnk/éep081ts 1nétead of cash, with the result that the

banks have had more to loan out wi hout the individuals who
put the moncy in the banks having eny less to spend. Thus
we have had 8 Uype of credait extension that 1s not mercly
credit oxtension but credat expancion, vhereas the first
type of transactior is properly described as credit extension
without credit expension. Thal has gonc on to such an extent
that in the cconomic system of the United States, and of the
other leading industrial countries, the financing of short
term commercial busincss has come to be taed up with the
exponsion and contraction of credit, wherees the financing
of long term investments and floating of bonds and the
financing of govermments (1t 1s not quite so true in the
financing of govermments—— I shall pass that for the moment)
has continued to be the simpler type of credit extbension,
which docs not mecn an augmentation of nominal purchasing
pover but merely a transfer of i1t from the one to whom 1t
is presumably lcss uscful at the moment over to somcbody

to whom 1t 1s presumably morc useful, 7lbe transactions arc
not meteraially dafferent from lhe standpoint of individuals
who take part in them but are very different, of course,
from the stoandpoint of the total situation of the comrodity.
The result of a scries of that sort of transactions is
greatly Lo increase the amount of nominal money in the
commnity and to decrease the value of money, and so that,
as some one was pointiig out before we came in here, the
tendency has been for the value of a unit of money to tend
dovmward rather than uovard although there are fluctuations.
Now the lenuency of money to go down in value runs back
further thon thet particular vhenomenon of banking, but
what hes been taking place 1s a scries of changes, tlhe
me.joraty of which constantly have « tendency to increasc
rather than decrecse the effective supply of money nol only
absolutely but in proportion to the rumber of people and
the number of transactions and the amount of wealth, etc.

w third type of transaction, which works out the
scme way, 18 lhe transagction in shich a government 1ssues
paper mongy. If & government issues paper moncy and peys 1t
out the government obviously nas purchasing power which 1s
nol subtracted from thc monetary purchasing povcr of anyone

else. Tt 1s technic.lly ¢ bocrowing opcration. The government

1s borrowing from anybody who cccepts that paper money and
cerrics 1t in his pocket, but 1f individuals arc content to




accept 1t and nass 1t from one hoad to another and turn 1t
over as money there 1s no reason necessarily why the goverrnment
should ever have to pay of{ tuwat loon or pey any interest on
1t. .nd the same thing 1s true, of course, of the baniing
method ol doing the same thang. So long as individuals are
content to use baink deposibs as money, when the individual
who ori.inally borrowed the monsy from the bank gets reedy
to spend 1t the person to whom he pays 1t leaves 1l in the
bank, and the percon to whom he pays 1t leaves 1t in tlhe
bank, and as long as 1t 1s turned over indefinitely that
way there 1s again no reason why the bank should ever pay
off this borrowing., It 1s perm.nent. Of course there are
erceptions, tnerc are occasions 'hen banks are called on to
pay off in preater volume than lbhey are able to coatract

in new obligations, Inlewise there arc times in the haslory
of governments, when they are called upon to make good the
promise 1o pay on demard, but in ooth cases, of course, i1f
lhe demand 1s at all widespread the liability under the
promise 1s apt to be suspended. That bap ens in effect is
that in each case there 1s a flotation of a perpetual loan,
in the one case by the bank ¢nd in the other case by the
govermment, ot the exoense of the community at large

without any individual being corscrous of his particular
contribution to 2t.

/11 thas credit expansion is to be distinguished
from mrre cr-dit ervension —— the typce then a govermment
sells a long term bond to somebody who saves the monay out
of has ancome, and vould otherwise invest 1l in some other
sort of enterprise or cpend 1t. ALl this credit expansion,
as distinguished from credit estension, arises from tle fact
that the -ublic prefers to hold a considerabl~ amount of
wealth 1n liquad form and ais willing to forego any interest
or other direct return on the money in oras¢r to do at, and
that thé amount tends to increase with the increase of wealth
and the compicxity of industrial organization, so that there
1s a resource there in the form of the willingness of
indivaiduals to forego the utilizabtion of some of thear
income, a resource which can only be tao ed through pooling
those resources. The ways of pooling thoem cre primarily either
banking or governmcntsl issuence of peper money. The nocessaty
of poolang 1s this  Tho eavings that X makes out of has
income to be utilized musl be either spent by him for the
creabion of some sort of wealth or borrowed by somebody else
for that purpose, and vhen they aie oo opent ey arce taed
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up. Therc 1s no important productive use for funds that
does not immobilize them. Noney that i1s spent to build

a railroad or put up a burlding or even to increase the
amount of goods 1n process through a manufacturing plant
cannot al the same tine be held at the disposal at a
noments notice of the peoplc who saved it. Now you have the
situation where people want liquidity, vhere they arc
insistent on puttiug their savings in the form where they
will be imnediatcly aveilable, cad at the same time the
industrial community, the agracultural community, the
producing half of the community 1s sccking {or funds to

put into 1lliquid form, and the way in «hich the gap between
them has been bridged 1s to pool a lot of the claims, which
ar< individually demand claims, and utilize thom in ways that
arc inconsistent with their being paid on demand, on the
assumption that not all of them will be called for, on the
assumption that 1f a thousana people put their moncy in a
bank and all want 1t available on demand, not all the
thousand will ever ask for 1t and consequently a large
fraction of 1t can safcly be immobilized. Thus you get
built up the vorld over a great benking structure which
consists on the onc hand of a mass of virtuslly demand
obligations and on the other hand a mass of claims against
indvstry «hich ore not demend claims, not cven short term
claims in fact, though they may be such in form.

There was a great deal said along about 19381, the
tume of thc collapse of first the .ustrian and then the
Gerran financial system, of the recklessness of the Germen
finencial community in borrowing moncy on demand from Englash
and New York banks and tying 1t up in assets they could not
get 1t oub ol, Thers was recklessness there undoubtedly,
but the recklessness was only a 1ittle more acute thoere than
1t 1s 1u the whole banking structurc of the world, becausc
there 1s no other way in which the bank can pool that fraction
of the savings of the community for which instent liguadaty
1s demandcds Therc is no way in which 1t could pool thom wa thout
undertaking to do shot 1t cannot in fact do 1f called upon
to do — 1t must accurmlate 11liquad ¢sscts against demand
obligations. That 1s truc cven though the asscts arc
considerably the most desirable assetse short torm, self-
liquidating papcr, for tiis reason  Though the indivadual
transaction may be onc thet could be quickly closed out and
the moncy relecased, 1t 1s alwaye thc casc that the possrbilaty
of closing out to an individual trensection depends on its
not being done with regerd to some other individusl trans—
aclion,
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My standard case of i1llustration of thas point is
the case of :srmous 1n the panic of 1907. The packing
industry bhefore the wer was financed, to a much larger cxtent
than 1t 1s now, upon bank loans. Packing house paper was
considerced an 1dcal type of bank asset (referring to cattle
rather than pork paper) becausc the packing house bought
cattle for cash, slaughlercd them, converted them into belf,
and sold them for cash at a very rapid turnover. Frequently
as ghort e period es two wecks clepscd betieen the time the
cash was paid out and the tame they got it back, Tell, the
barks got into some dafficulty in 1907 and they went to Mr.
armour and asked him to pay up his loans. He replied that
cer baunly he could pay up his loans just as fast as he could
sell out the beef he had on hand, but he saad "If I do
thet 1 cannot buy any more cattle, and I do not ithink the
banks of Chicago will like 1t very wrell af .rmour stops buying
cuttle s The esstription under which we examine all thesc
thinge aivays has to be the assumption that the industrial
process 15 going to go on. O1 coursc 1f .rmour stopped buying
cattlc and people stoponed cating beel ard the farmers stopped
reasing catile the bent s covld be paid off, or, indced, af
. rmour stopned and Swift cxpanded correspondingly, 1f when

raour!s bank loans rerc paid of Swift had contracted more
bank loans, or vice versa, the indivadual transaction could
be liguidatcd, but the point 1s that the assets which lie
back of the money, the recal moncy, the bank deposits of the
world, ere the assets thal are vital to the continuation

of the process of the world making a living snd arc not
lrguid in any large amount.

The same thing, of coursc, is truc of the government
moeneys. .ny strong gsovermment can, of coursc, redeem 1ts
obl.iretaons to pay off in gold, 1f 1t has an obligation to
pey -n Jold, any twenty dollar bill, and 1t can do at more
rcadily than any bank can fulfall aits obligations because
goverments custenarily carry much larger idle 1cserves for
that purpose ond becausc lhieir crcedat as of such strong
chrrector thet they com boirow from other countries much
lerger amounts. Nevertheless, 1t 1s again merely a question
of degrce, for the volume of there govermment oblaigations to

bec et on demand 1s neccessarily very much larger than the anount

that could possibly be liguidated. The same thing s taking
placc you seco —— credit cxtension has merged into crzdat
wxpunsion in the form of the creabion of our demand oblizations
in forms that arc constantly acceoplable as woncy by the people
of the world and the offsclitting of them i1n the one case by
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commercial assets, and in the casc of governments by all
sorts of past cxponditures  expenditurcs for defensec,
expenditures for public works, cxpenditurces for rclief ——
21l of them ways i1n which the money has been completely
amnobilazed, the rcal thing stonding back of the moncy
beang the power of the govirmment to tax, and the power
of the government to tax being 2 power vo put value into
the r.rey by accepting 1t for tax purposcss That 1s to
say, 1f you have 2 peper promise of the govermment to pay
and the goveornment rodcems 1t by texing you the amount

of that peper promise, the government can always mect 1ts
obligations, There 1s thet final resource of all govern—
nents to put a tax on their own obligations sufficient

to liguidate them.

The merce acceptonce of moncy 1n peyment for ordinery
texes has often been sufficient to mauantain their volue
without any provision for adoption in any other wey. For
instance, teke the situation in this country beforc the war.
From the time of the rcpeel of the Silver Purchasc ct in
1895 we had a silver currcency which conteincd only ebout
half cnough silver to maintein the velue of the currency,
but that silver wes freely ecceptable in taxcs. Their was
no other Jegel provieion for redecming 1t, and the fact
that 1t could be used for the payrment of taxcs just as well
as the gold doller was sufficicnt to rmeintoin its value
cqual to thal of the gold dollar, plus the fact that nost
people who took 1t dad not know the diffirence botween thot
end any othcr mon ey anyway, which €gain 1s o resourcce but an
exhrustible rcsource.

Now 21l this points to the fact that 1t 1s possible
to cxpand the volumc of money by a mere process of borrowing.
It 15 obvious that s the community grows, both in numbers
end wealth, there 1s an increasce in the amount of money that
can b uscd can be kept 1n circulation without disturbing
pricaes ano the meaning of the obligation of contracts. The
creetion of cnough purchesing power to mect the inercescd
need for moncy, for circulation, for hoarding, creatcs no
disturbence, a rosource thot can be tapned by soncbody
without loss to others. & government can do 1t by issuing
nmoncy year after ycaer <nd thus mect a certoin amount of its
cxpcensces without anybody heving to puy taxes, without the
govermnent haviag to pay interest, provided the anount
1s no greater tanan the normal incr.asc in the holdings of
money of the community. Likewisc, a banking systom cen
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Have you noliced how over the 16th century, on the
onc hand, Jhe free looaecble funde of benkes iner.ascd, ond,
on the othir hend, the courviccesy such ¢s collection survices
«nd bookk. .ping 1in connection »nth the use of caccks to pey
incividucl obligetions, thce use of checks mriicularly for
roriti nees 1n place of drofts, all sorts of 1icidental
scrvices tond-d to go up, and so the community an pert
cbsorbed this rosou.c. through thc tncrc-se of free services
«nd 1n pert paid it over to bankers through dhe increesc of
banving profits, ocnd the gov.rmment absorbed part of it
through th~ xpansion of gov rument loans at loss than
nori1"1 inc recl rates (bherc vos comparitively little
orpansion of currency beti cen the bine of the Cival Isr
and the tone of the Torld iar).

So fer 3o goods It 1s olso possill:, houuver,
that such crudat crcatlion ney proceed ¢t o rore ropid role
than 1. gustaficd by the cvxpension of the ordinory us.e of .
noney. In thetb cesc you yob a situetion fore somcbody heas
pcic over bo har larger ~rounts of rmoncy then he as
accusoor o to holdang, or hos ny desare to hold, roncy now
incluaint ch cks on bonk., of courscs, The situation i1s not
romedl. by the percon s-yans "I have orc 1oney in tlo
benk tiier T ~nt, I wall drav 1t out", beceouse in the satuction
to which I rofer he docs not sont woncy which he nas drawn
out of ine bent cny morc then he ants monoy an the bank.
The teracncy will he to loazn or snend or pay off his bark
loans, as the cosc ney be, or ot lc~st to push 1t on to
corebody (lsce Noo obviously if overybody <lse is an the same
positiun Lhe only rcsult of that weould be a poecding up of
tr ns~ctions ~ma 1nereese in the volw-. of uoncy poynents,
which doos aol raicdy the situntion until the level of prices
gocs up Lo here the noev amount of moncy becrs rovghly the
sark rol Lion to the ncu pricc 1ovel thet the old anount of
roney Lovre to the old price lovel, ~au tht a1s the gist of
wh~t hes been throshed over emong cconcomists for neny yeors
under the none of "The “uant ity Theory oi Monsy."  The
geoer 1 ooutlaines ol the process are »ob o metler of dispute,
the tnang the t hes gaven raisc to daspute 1~ the atturpt of »
advocctos of the doctrance to srow th t ithe rolsationship
belween the quantity of roncy .nd the risc of prices 1s nore
exect tn~n 1t cetunolly s It 1s rol wxocl for this
r.eson Not only 1s tl ro on anere oo in the wount of roney
ne ded to fulfall th. desire for balme.s 1f the nunber of
pockets nd pockelbooks gous up ond the volurie of wealth gocs
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up, but therc is also the fector thet fron tine to btine
people!s judgients es to ho. much of thoeir income they went
to hold in cash fluctu tca great decls On the thole, the
tendency to hold onc's recelth i1dle and forcgo intercst on
1t 18 haigher in tire of depression then 1t 1s in tane of
prosp.rity, hi her in any tine of unceriairty and risk than
at 1s 1n o tine when there 1s greet canfidence in the future,
provided thet the unccrtainty and risk does not attcch to the
roncy 1tsclf. In 2 period when uncorteinty and risk is
attached to the rongy 1tsclf thore v31l be 2 tendency to
spced up payitents end held less then normal cost balancese

Je heve hod an the lest fave or six yeors,
espcclally in 1935, o period of greet distrust os to the
futurce of industry «1th comparatively little aistrast as
to the fulure of govermients Conscguently thero was an
cxpansion in the proporlion of 1ls reolth that the comr unity
wenbed to hold in the forn of governrment noney os against
bank deposits, and wo hod te proteet banks by various cxireme
measures, as ¢ conscquenccs But the fluctuotion in the desire
to hold bezlences cither of cash of of ban't deposits, sorls
out 1n a fluclrtion of the rete ¢t rhach the nonly 1s wurn.d
over and this factor destroys any clos. relationship betucen
the quantity of the noney .nd the price level.

The fluctueticors in peoplet!s acvsires to lhiold noncy
1dle, 15 unfortunately ¢ bthing for “thaich therc i1s 10 prccise
stetistical neasure. loreover, .n incrcasc in the people's
desare to hold mongy 1ieans a decreasc in their willingness
to 1nvest ~nd spend for the futurcs In other 1ords, the
usual phcenornenon of business recession i1s an 1ncicasc in the
guaniity of noncy ncededs Bub an incrcase designed to supply
that denend may very rell ancrcasc the apoirchension,
particularly if 1t gives risc to doubt as to the future credat
of the credat issuing agency, so thet the incroascd sup/ly
glves rise to e further incroascd devand end you cet an upvard
spiral 1n roncy velucs — ‘hich re coll 1nflotion.

11 thais hes given risc to o dunend for sorc 1 .thod
of controliing the vhole satuation. Thore cic historically
Wwio rein types of control. One s 1h~t rou oaght cell the
autorietic control! —— the gold stewecrd or silver standard,
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the gold standard as being rmch the most wmportant, whach

1s gn atteont to control the situation by preventing the
banks fron rxpanding credit boyond a certain ratio of

the arount of gola that they heve, or is held for them, to
proevent governments from cxpandang beyond an anount fixed by
their obilaity to pey cut gold, so thet the whole structurce

15 tied to gold and moves up:only as the quantity of gold moves
upe. Gold 15 a cory odaty of which ordincrily the supply
chenges only slowly end industrai~l consumption chenges only
slouly, co thet a vary high degree of stabality with rcference
to the moncy supply hes been sccured ovir the past seventy—
five ye 1s, scy dovm to the fifty yecrs before the great war,
by tying the moncy systems of the world together with gold.
It 18 ¢ control wvhich opcrates, of roursc, in a ncgative way.
It preverts governments from using the noncy-creating poiex
to exc.s~ in order to finance themsilves and avoid Jovying
texcs, vhich i1s the reason, oif course, that in the timc of
w2r, or othcr groet public ciergency, govermicnts 2re very
apt to leave the gold stendard and procced to use the woney—
creating pover as a neans of finoncing in oxtrene cascs, such
cascs, of coursc, being cascs such ¢s that of Russia, Poland,
and Goermeny jusl ofter the Jorld wai, wherce the incrcase in
gupply wnt into astronomical figures,

The other type of control, thc norc nodern type,
1s the type usually cxercised through o contral bank, in this
country through the Fedoral Reserve Systerr, rhich has for ats
nain job the tesk of ncouraging or discouraging tuc creation
of crudat, as dastinguish.d from the ncre extension of credat
that T spoke of first, in accordance ath the judgnent of a
supposcdly wxpert body es to whoether the corrmiity nceds
stim.lation of ~n expendod money supply, the sterdard technique,
of coursc, being the cncouraging of tho benks to loan by
furnishang thert reserves on chuaper turmse. In this country,
the volume of deposits the Federal hescrve Banks hold deternines
the lending power of the cou creiel banks, ~ad the volume of the
£01d of the Federel Rescrve Bank determines ats abalaty to
lond to the nember bangse There is this difference botween
o discrctionary sysien of this sorl and an automatic gold
standard. Under the aulonetic stondard everyonc kecps expanded
¢s far as he can becaasc he loses his profit 1f ho does not.
Under  euntrel bonking sysyem your cuntrel benk 18 not
expandcd up to the limt so that the gold does not really
conlrol 1te actavaty. It should, 2f 1t 1s to functror the
wey 1l 1s supposed to function, heve o considerable unuscd
e rgin of gold so that 1b can cxpand 1f at thinks that
cxpension s deoired, ond 1t 1s not 2lloucd to make profat
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beyond a certain anourt so its dircctors do not losc anything
by contracting 1f they think the credat of the country is an
nced of contraction. The meens by which 1t cffccts that varies
¢ good deal 1n the different countrics. The central benk is
caompt from carning profits for stockholders, and i1s to heve
sonc slack, Its oxvension is limited by 1ts rescrves——

bul this limt 1s not orlaneraly (ffectave beecovse thore

15 slack - in the systome. Hence 1t can, in the supposcd
intercst of the public, make noney cheaper by buying sccuritics,
by lowerirg the retes at which 1t londs, or vice versa can
make 1t dcarer by reversing the operations. The ncwest turn
in that 1s the devicc of permitting the Rescrve Board to
increase, within limaits, the rescerve requircments of the
nenber hanks, ¢ power which 1t oxercised for the fairst tame

a ronth or so ago when tho rescrve requirements of all the
mertber banlks were increased by fifty per cent. It 1s obvious
thet 1t would be possiblc to operate vath that device end no
other. 7You do not rcally need Ruscrve banks, you do not necd
anything out ¢ bocrd which, 1f 1t .ants to taghten noney,

w1ll say to the banks* Y"You have to carry bigger rescrves,
call 1n loans until you get your bigger rescrvers accuwmulated!,
or, 1f 1t wents bo, 1t can lower thosc reserve iequarcnents.

It 1s at presert regarded ¢s an extraordinary crergency

power .nd only utilized becausce of the cxistence of an un~
precodented emount of reserve in the barks, but 1t could be
used the other woy ond rediscount ictes and open merked
opcrotions becorie quite supcrfluous  Tre difficulty, of caursc,
would be that 1t 1s too conspicuously cificicnt, By working
1n @ roundsbout devious method you can evoid 2 lot of criticisn
ond a great deal of nocessity for cxplanation and discussion
of vhat you <ore doing, whereas the action by which you simply
oporate directly on the banks of the country is onc which wall
be on the front page of cvery nowspeper as soon as 1t 1s laken.

That 1s the generel set-up in the world today. You
have the gold standard, originally en autonatic, non~discretionary
control which cziposed the world to the uncerteirtics of
{luctuations in gola prodistzon, which over a period of years
might be scrious bul were not at all serious so far as short
run chenges arc concerned, end thoe discretiorary system of
central vank control, plus the corplicetions of the fact that
every so often govermnents get into positions vhere lhey have
to, or they think they have to, utilize this credit-creating
porer to finance themsclves irrespeclive of the nieed of the
cormunity for money, plus thc facl that from time to time therc
occur large changes an the desire of the corrunity to hold its
noncy as against the desire to invesl its moncy so thal you
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ot the phonomena of infletion and deflation thet are gquite -~
aptt fron any action laken with rogard to the quentity of

11o1ncys Purhaps that ought to be arplificd 2 moments Supposc

you toke o sirple comrmunity in which there is nothing but
gold coin an circulation and the per capita holding of gold
cown avercges fafty dollors. The individual is taking in a

hundred dollars on poay doy ard spending 1t down bo zero on
the next pay day so the wverage i1s fifly through the month,
but sorne tinws of the ronth some peoplc have 1t and some tinces
of tho month other people hove at. It 1s obvious what would
apren 1f soncbody dascovered n gold ninc ond put ¢ lot morc
gold in circvle btion, or 1t the rcverse thing happened——af

the Japanctse ¢ nc .n nd carricd off 2 lot of gold of the

cort untty. But take o daffirent satuction. The andivaducls

docide that fifty dolicrs ~veroge cash beolance with o nonthly
i ore of 2 hundraed dollars is not cnough ond begin to try )
te enve by 0t spending 211 the hundred dellacs they take in.
They toke an the hundred dollars the first of the month but
instead of spending 1t all over the coursc of the ronth they
spnd only nincbty of 1t ov.r the course of the month. It 1s
obvious thet that dous not increasc or decrcase the amount

of gold in ithe corrmmnity. It nmerely ncons thet the people

who sterted this thing oode some saving without investing.

They accurmleted some cosh balences, end of course the pceople

to vnon they woull have noraally poad thet noncy got less

income 1n the next porrod so the overege rorgy incone of the
cormunity hed to shrink by the anount thel represcnted the

amount of this sort of soving. s the rirculation shrinks

caither some people have to cccept lorer veges and lowoer

profits or (lsc some people have to be thrown oubt of work,

ond both things arc very likely to happens, At the end of the

process 1f you get dovm te where the everage moncy incone

of the cormunity 1s only nincty dollars ¢ nonth instcad of a

hundred dollars a month ond you hrve nince-tenths of your originzl

amount of gold circulated end the other tenlh hild out as

sceret hoerds, you arc raight where you wwcro before, that is,

you have a2 lower incone sc~lce ond a lover price scale and o *

lover anount of moncy in circulation end you arc £gein in

cguilibrium, becausc 21l praces and wages and profits heve

boen brought dowm alikes But 1t wall toke years 1o accomplash

that, oend in the neentimce you get the ferinliar phenorienon

of busincss deprcssion.

r

{

On thc other hand, of coursc, 1f by the time that
1s eccomplished, people decide 1t 1s time to spend this mongy
they have  seved in this wey the rcverse phenomenon will take
plecee, morcover you get the further complicetion thet af somo-—
bouy sterts this thing of seving m nuy by cccumuleting cash
and not investing 1t, he loses his antercest, but he does

()

12~



()

/

gain 1n this woy  thet as priccs fall the valuc cf that gold
he hos hid away or bank deposits he is holding 1dlc 1s tounding
to increasc, which cncourages somcbody clse to do thc semc
thing end the nore the trend is downwerd the rore therc is

en cncouregement for individuals to do the dane thang, end
when the roversce phenomenon does start the more people
accelerate the spunding of noney ard lhe norc prices go up

the more recsoa there 1s why peoplc should spind their moncy
before tney go up nore, end you get a process which tends to

be  curmletive in cither dircction and to be accgntuated by

the fect, thet in the upswing,vhen profits erc good, peoplc

ere willing to boriow, end banks arc nocre 11liing to lund.

lne thing 13 to a certein uxtent & self-gonereting process,
corsequently a big problem s sct befoie these cortrcl agoncics
lake the Foderal Rescrve Board snd the Bank of FEnglend and the
Bank of Fraonce of offscttaing thes. tundencies of croating
noncy at e tainc vhen the tendency of otlier people 1s to absorb
1t, and vice verse, a tesk at which they heve been only very, very
moderetely successfuls In foct, I think 1t could have been
safely s-1d two or threc yoars age thal no governrent or central
bank or other agency hed cver donc anything to hclp the leest
bit in vespect to the problem. I do not feel sefc in saying
that with regard to the lest tbrec yecars because therc has boeen,
of coursc, & griet business improvernint the world over, a

greal meny things have bcen done end 1t 1s eltogether likely
that sone of thesc things which have been done have been
belpful.  However, 1t 1. 2 question on which 1t 1s oxtrencly
difficult to nake a sound statcnent becaus. what has happened
has been  thet some countrios have tried one policy end some
another, sorie have run up deficits and sore havs balanced
thear budget, sone like wsustralia have tric! te force nricos
aovn ¢nd others like the United Stetes bavs triod to force
pricts up, and cn the face of 1t they heve all bouen successful.
They hove all achicved a consicereblc measure of improvenent,
qith the cxception, of counuvrics like France ond Suitzor-

land that rofused to plav along 1n the develuation came rith

the others. There wos betucon Sreden, s ustralia, England,

enc the United States the ridesl daversity in progren, a prctiy
gooe inductive cvidence that all the progrems arc right, vhich
can herdly be any more truc then to ssy th~t the do msiing

from 1926 to 1822 vas duc to the fact that thoy were all rong,
sen agean some “rere doing onc thing, sonc another, end a gr.at
many were doing nothinge

T think thet 1s as long es I ought to talk, Coloncl
Jordan.

~13—~



A 7 o

Money, Credit, and Prices

(Discussion following lecture by Dr. Charles O. Hardy, Economist)

September 28, 1936.

Colonel Jordan:

Q. Doctor, would you please say something to the Class
about what effect this devaluation of the franc is going to
have on us. Isn't 1t going to leave us in exactly the same
situavion that we were in before the present devalued dollar
down to 59¢7?

A. I would answer that in lhis way It will put
us 1n the position that we were in before England devalued
1n 1931 rather than the position we were in in 193%, The
thing really starts with England going off the gold standard
in '31l. My own judgment is that i1f none of the important
countries had done 1t the world would have been better off
than 1t has been over this period, but when certain countries
start the thing 1t i1s almost impergtive that other countries
should follow. Of course the case of Australia was unimportant,
and Gemmany succeeded in staving off the pressure to do 1t in
1931, when England went off the gold standard and Scandinavia
and a good many of the countries of the British dominions
followed. There were two 1deas, I would say. In Great

Braitain there were those who regarded 1t as a very unfortunate
L
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necessity and wanted to go back tec gold as soon as they
could, as they did in 1925. There were those who considered
that 1t would be beneficial because it would enable the
banks of the country to expand credit more freely by increasing
the gold base measured in pounds, and the second group who
thought 1t would be beneficial because 1t would give them a
trade advantage as compared with cother countries. Now those
two lines of argument are quite distanct from one anolher.
Both views have been held by advocates of expansion in all
countries, indeed a great many people advocate 1t on both
grounds, but they are distinct an 1his ways that 1f the
devaluation is motivated by the first objectave, that of
easing up the bank reserve situation, then 1t 1s desirable
that all other countries should do the same thaing. If 1t

1s being done for the advantage of trade you want your
country to do 1t and no one else.

Vhat 1s the reason for the trade advantage? Simply
thist Take the situation as we had 1t in 1931 with the pound
around $4.86 and the franc around 4¢ in American money ——
there was a relationship between the wage scales and the tax

scales and other cost scales in those countries which had
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enabled each country to obtain certain advantages 1n
international trade. Each country had certain things that
1t could sell in other parts of the world, either in the
other countries concerned or in South America and the
Orient, and there was a rough equilibrium.

Now competitive devaluation is simply that by
devaluing, say the pound to $3.50 instead of $4.86, you
would enable people to get the pounds to buy British goods
with a much less expenditure of their own money and thereby
you would greatly increase your exports and at the same time
you would decrease your imports and rake employment at home.
And, of course, as soon as you do that the tendency 1s for
somebody else to do the same thing. As soon as New Zealand
devalued, Denmark immediately devalued in order to equalize
the prices of butter in the British market; and in cases of
that sort, where a country is very heavily dependent upon the
export of some commodaty which 1s a comparably small element
in the trade of the world, the theory i1s undoubtedly sound.
There 1s no question at all that 1f Denmark had not
followed 1t would have enabled New Zealand to expand its
butter production and Denmark would have to contract 1t, and
1n a situation where there is unemployment the world over
1ts effect would have been to shaift the unemployment from

New Zealand to Denmark. When 1t comes, however, to the
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total output of a great country like Great Britain or
Great Britain plus Australia plus Canada and countries
that make up a quarter or a third of the effective
economic world, the thing 1s not so simple because they
cannot increase the whole range of things that they
export and sell them abroad and at the same time decrease
their purchases abroaé, other countries are forced in
self defense to take some sort of measures, otherwise
their available money supply would be drained out in
payment of the adverse balance, and when 1t was drained
out then prices would fall in the countries that had not
devalued, and to less extent rise in the ones that gid.
Equalibraum would fainally be restored, but only by/extremely
painful processe.

What happened was that France which did not devalue,
put up taraffs end trade barriers and other things so that
the loss in their purchases offset the loss in their sales,
etc. The United States devalued in 198333 the gold bloec
countries held out until 2 few days ago. I do not think there
can be any question at all that gfter the United States and
Great Britain and most of the British Empire lhad devalued 1t
was extremely disadvantageous for France and Switzerland and
Holland to try to maintain the standard that they had. For
one thing, all those are countries which have a very large

income neormally from tourist trade and the fact that the franc
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and the guilder cost fifty per cent more than they did
before was a very direct deterrent to the tourist trade.

It did not mean, of course, that other countries continued
to sell them commodities and not buy from them, 1t simply
meant the total volume of trade was contracted.

When we went off the gold standard in 1933 the
international trade effects were much less noticeable than
when England went off, or are likely to be when France goes
off, because our foreign trade 1s a much smaller fraction in
our total economy, but what happened was undoubtedly that a
good many lines of 1n[dust1ry did get an 1ncrease in sales.

If you examine the figures country by country you will find
that the 1ncrease i1n sales was rather to the countries which
devalued than those that did not, and that there was an
increzse in purchases abroad that corresponded with the
increase 1n sales. That 1s not guite true in 1934, We did
import something like seven hundred and fifty to nine hundred
millions of dollars worth of gold and that was offsebt by an
export of goods. We did gain in exports balance for that year,
I think we did 1t simply by the govermnment buying gold and
putting 1t away and the country exporting goods., There was
undoubtedly some contribution to the relief of unemployment.

The money which the govermment might otherwise have spent for

relief 1t spent to buy gold and thereby put foreigners in
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possession of money to buy goods made by people who otherwise
would have been on relief. So 1t worked around to employment
being subsidized with purchases of gold instead of unemployment
being subsidized directly. But the straking thing 1s the increase
in trade both ways, which points to the fact that 1t was not

the competitive advantage that was the important thing in the
revival of 1933, in spite of the fact that it did rather seem

to pass by those countries that did not devalue.

Now as to the other point: the devaluation meant
that a country that had four dollars in gold before, now had
five or sax dellars in gold and consequently had a much
bigger base on which 1ts banks and govermments could expend
credit than before. That, I should say, would have been very
amportant in 1929 and still more amportant in 1920 when there
was a situation in which the credit structure was expanded
well up to the limts of the gold base, but the sitvation in
1932, 1933, and 1934 was such, particularly in ilhis country,
that that was simply pouring water into the sea. There was
already a much more ample base than was being utilized. The
increase of the credit resources of the country in order to
expand production was like increasing the labor resources of
the country in order to expand production at a time when
the lagbor resources were already so 1arge7%ﬁg-unemployed.
That was not quite so true of Great Britain. At the present
time devaluation is not going to help France and Switzeriand

and Holland as far as giving them a more adequate base for
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expansion. We had more gold base i1n 1933 than we knew
what to do with, and they have more now. It was of some
amportance in the case of England, and still more important
in the case of Australira, where the credat resources were
greatly strained, and going off the gold standard was
undoubtedly a real relaef to the credit situataion, taking
things as a whole I should analyze 1t very much in this way
in reply to Colonel Jordan's question, namely that the total
process over the five years is just about zero, the present
devaluation was certainly a help to clear the smoke. There
has been a great deal of holding back because of the
anticipation that there must be further devaluation, and
there has been a constant piling up of barriers to trade
because of this unbalanced situation ——- the price of wage
levels were all out of line with one another, If this
thing 1s straightened out and i1f other countries do not
start in to compete on these things, if we get in right
relationship within a range of ten or fifteen per cent;

1f we get a relationship that commands the confidence of
the moneyed people of the world as being permanent, I should
anticipate there beifig a great increase in investment and

expenditure generally as a result of that clearing up this

— -



| 83

situation. Of course that 1s a fairly safe prophecy because 1t
rests on the economic transaction that is just taking place
without any regard to the mlitary situation, and the world
military situation is going o control anyway, so that whatever
comes 1t will be impossible to say whether these monetary
transactions had one effect or another effect because obviously
the European military situation will control anyhow regardless
of the linancial policies.

@« Doctor, I want to ask one other question, that
1s about silver. I do not understand the silver question
and I do not believe there are many people in the class that
do. I would like to know 1f we are holding the bag for the
rest of the world in comnection with silver?

A. Holding the bag primerily for American silver
interests. The silver interests of the country have been
able over a period of a great many years, oh, running back
into the eighties, to get more for nothing than any other
inlerest in the counlry. Their efficiency in that procedure
has staadily increased, irrespective of political parties,
and 1s at an all time peak, I should say, at the present
tame. Of course we are holding the bag for silver producing

interests for the rest of the world, too. This is one thing
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on which I can speak with emotion, rather than with
intellectual aloofness, because 1t 1s the only question

on whach economists are agreed. I do not know any other
question of public policy that has come up on the New Deal,

or preceding the depression, that we could not find economists
to take either side of 1t but I do not know of any who on

the silver question do not feel that this whole silver policy
has been one of entirely political expediency and had no
redeeming features as far as economic effects were concerned.
Is that clear?

A. Yes sir.

Q. I would like to ask a question about gold. What
effect has the action taken by Congress and the President in
going off the gold standard had on the function of our gold
reserve in serving as a base for the currency? In other
words, preceding that action 1t was perfectly clear to me
what the function of the gold reserve was. You could tzke
a paper dollar or any other form of currency that we had
and go to the Treasury and get a gold dollar i1f you wanted
1t. Now you cannot get the golds; nobody ever sees a gold
dollar. @hat difference does 1t make whether they set the
quantity of gold in the dollar as fifteen grains or forty
grains? Is 1t the effect om external commerce? Or just

what 1s the effect® In other words, what effect has this
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action of the Federal Administration in restricting the gold,
as they have, had on 1ts function as a base for our currency?
A. Answering the last question, 1t operates in this
wayt It has cut the govermment paper, the greenbacks, entirely
loose from gold. But lhis i1s an unimportant element in the
total money, anyway. The bulk of our money consists of Federal
Reserve notes and bank deposits which rest on Federal Reserve
credit as 2 reserve. That i1s not cut loose. The reserves of the
Federal Reserve System are gold certificates instead of actual
gold, but aside from the gold that went into the stabilization
fund and about four hundred millaon as a free balance in the
Treasury, the bulk of the gold of the country is represented
by gold certificates that belong to Federal Reserve Banks and
constitute their reserve. If 1t had not been for the setting
up of the stabilization fund the effect of going off gold would
have been to create a grest many millions of dollars worth of
gold, something over two billions of dollars worth of gold.
It would have created that much gold in 1lhe sense that i1t
would have marked up the number of dollars that the gold
represented and enormously increased the reserves of the
Reserve Banks. However, at that time, and 1t 1s stall true,
the Reserve Banks already had so much more reserve than
they knew what to do waith that lhet had no immediate effecth.
Then at the same time they set up a stabilization fund, which
has for its purpose furnishing the Treasury waith the means to
menipulate the foreign exchanges, and prevented at from either

going up or going down more than is desired but also had the
-10-
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effect of sterlizing the bulk of that increase in the gold
supply; thus waith one hand we create a lot of gold, which
might have been bank reserves; then with the other hand

we locked that up again in a stabilization fund so that

there 1s 2 cancellation of nearly all of 1t. There were

two hundred millions, of course, that were put into the
Emergency Banking Fund, and some of that has been spent,

some of 1t presumably had been used in the silver purchase
program, but the amount 1s so small that at no time, in

fact not only during the depression but during the whole
period since 1982 —— I should say that at no time has the
supply of gold been small enough so that the Federazl Reserve
policy, with respect to the base and the bank currency, was
seriocusly influenced by 1t. It is a potential check and the
devaluation has pushed that potential check further asway.

In 1920 that was not true. In 1920 the Reserve Banks were
down close to their limit, and the raising of discount rates
and pushing up of the creation of the sliding scales, and all
that credait contraction of 1920 and the first part of 1921
was entirely different. That was not mere policy, 1t was the
operation of the automatic check of the gold stock. Gold
had been coming in but not fast enough. It continued to come

in through the period of depression and clear down to 1924,
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and we never agaln,goé a credit expansion anywhere near
caught up with the increase in gold stock. So far as
the present and the immediate future 1s concerned that
devaluation has had only remote theoretical effect on the
gold base In Australia it i1s dafferent. There was an
importance there because they were short of base, and
that was probably true of Sweden. It certainly would not
be true of Switzerland, France or Holland in the present
emergency. The effect on international trade 1s a very
complicated question, as I just sketched a moment ago, and
I do not know that I could say any more than I have said on
that.

Q. Has the aincrease i1n gold mining of poor deposits
of gold and the intensive campaign of old gold purchases
from the people materially increased the physical stock of
gold®?

A. Yes, enormously. The gold output of the world
before this series of devaluation began, much more than half
of 11, T have forgotten the exact ratio, but something like sixty
or seventy per cent was coming from South Africa (the ratie was

50 per cent in 1925 and 48 per cent in 1929, 39 per cent in 1934.)
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The gold production outside of South Africa has increased

by leaps and bounds under the influence of this action.

That reflects two things, In this country 1t reflects almost
entirely the fact that the price that the miners got was
marked up and the cost did not go up so that the profit was
tremendously increased. In ihe case of Canada, of course,

1t reflects that, plus the fact that they made very imporitant
discoveries about the same time anyway. In the case of

South Africa, the praincipal producer, the output did not go up,
curiously enough, but that was because the mines there are
largely under centralized control, the government has a very
large control over them, and the policy was deliberately
adopted of working the low-grade ores and conserving the
hagh~grade ores so that the current output did not go up

but the potential output over the next twenty years went up
tremendously. The high grade ore has been conserved and

at the same time an enormous amount of capital has been used
in sinking new shafts, the improvement of hoisting machinery,
the improvement of ventilation, the improvement of health
conditions, all sorts of investments, which will show the
advance over a period of twenty to twenty-five yearse. That

1s very important because those mines are a mile deep and air
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cooling 1s of very considerable importance for health and
efficiency of operation; and the sinking of a shaft i1s a
matter that tekes five or six years before i1t shows any
results.

In the case of the mamor gold-producing countries
outside of Russia, the increase has been considerable, and \
1n Russia 1t has been simply phenomenal., Under governmental
policy they have put a lot of government capital in and
transferred a lot of the workers into the goldminang areas,
and obviously the devaluation in other countries meant that
the amount of foreign exchange they could get by developing
their gold and exporting 1t was tremendously increased.
Russia 1s now the second largest gold producer. Its output
has increased at least fourfold in the lat five years and is
apparently destined to increase still further. It is most
astonishang. So the result is that quite apart from the mark
up 1n the nominal value the actual physical output of gold is
up nearly fifty per cent, and a considerable part of that will
be permanent. Even 1f prices went back to 1929 prices so
that the premium on operstion was lost, the resulis of this
investment of capital would not be lost. The improvements

that have been made in Russia, South Africa, and Canada in
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the physical condition of the extraction of gold, will be
influential for many years to come even 1f gold maning
becomes relatively unprofitable.

Q. Concerning silver, what 1s your prediction for
the future? Is this thing going to continue that we are
facing now? |

A. I suppose so. I do not see any indication to
the contrary. The difficulty 1s, you see, that this silver
mining industry 1is concentrated in sparsely settled states
and those states have jusi as meny senators as any other
states so that 1t 1s possible for any party that i1s 1n power
to win votes more cheaply by doing something for silver than
for any other industry. That situation is going to continue
for some time to come.

Q. And the increasing production in the{ﬁorld also
has to be comnsadered and we are buying that? What 1s the end
to 1t?

A. The silver resources in the world are not as
readily expandible as the gold resources, curiously enough, because
silver 1s the by-product of other metals, but I would not want to
make a forecast as to what 1s the end to zt. It 1s gquite outside

the realm of the economist to talk about silver. (laughter)
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Qs Doctor, I would like to ask what would be the
result of the further devaluztion of the yen and the possibilaity
of that occurring?

A, Well, I suppose that there 1s a possibility of
anything happening there. I said a moment ago that the various
countries are experiencing recovery with the most widely
davergent policies: England with a balanced budget, the
United States with a moderately unbalanced budget, (laughter)
and Japan with an immoderately unbalanced budget, all gettang
recovery, and I should say that the effect of the depreciation
of the yen would be that further barriers would be put up
against the importation of Japanese goods into the leading
counntries but that they would probably gain some advantages
in the trade with South America, for instance, and with the
other Oriental countries. I really have not followed that
si1tuation closely enough to speak with any expertness on it.

@+ Since all the European countries have devalued,
leaving only practically the United States and England, regardless
of the action that was taken Just the other day of trying to
stabilize the franc, will not England's foreign trade, f or which
she 1s so dependent, suffer, will not that force her to

devaluate rather than lose that trade?
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A. I ao not think so ——no. If anything like that was
going to happen 1t would have been when we devalued in 1933.
Any trade disadvantage in England would have been very much
greater from our devaluation than i1t could be from France! and
Swatzerland's and Holland's devaluation. After all, English
trade 1s so slightly dependent on those things, and the
restoration of general confidence the world over thal some
stability has been reached and a revival in invesitment will
be worth much more to English shipping and heavy industry than
any direct advanteges 1t maight gain by a competitive devaluation.
Of course 1l will mean thst more Englishmen will go to the south
of France now to spend their retiring pensions and things of
that sort.

Qe Doctor, would you sgy something about the effect
of devalustion of the currency on the standard of living in the
country in guestion? I think economists generally agree that
raising the tariff lowers the standard of living and 1t would seem
that devaluation of the currency 1s very equivalent o raising
the tariff. I would laike to hear a word or two on that.

A. T wish I could answer that. I started to do some

work on 1t at one time but I did not get conclusive enough
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results to publish them. It seems to operate 1n some respects
one way and in some respects the other. I should tentatively
answer 1t in this way: that a moderate devaluation, 1f not
imitated by other countries, would be very likely to effect
some improvement in the standard of livaing, provided the
gountry had a large amount of enemployed lgbor st the time.

It would operate somewhat to reduce the purchasing poser of
wages, which means some reduction of the standard for people that
already have employment; on the other hand 1t would operate o
shaft the unemployment to other countries and raise the standard
of laving by increased employment. However, 1t 1s impossible
to trace 1t statistically. I did quate a lattle work on that
and came to the conclusion that I was not proving anything. It
was no use to try, because apparently what happened was that the
exports and imports both increased ~- znd that was true of
England, Australia, this country, and Sweden. Of course a lot
of other things happened about the same time: the NRA came,

the drought came, agriculturel adjustment came, and we also

got nesrer the natural end of the depression, 1f there is

such a thing — that i1s, 1f nothing had been done it would

have ended some time, and we were nearer that time -~ all

those things entered in, the imports as well as the exports

went up. The people in certain industries benefited by the

iy



Aif

I
> Il

increase of exports of those industries, notably typewriters,
adding machines, and things of that sort that sell at more

or less a fixed price, and i1t was possible for foreigners to
buy them a great deal more cheaply, and with no increase

1n cost here, but a general theoretical answer of the

question I could not base on statistics, In general the
question of whether the balance was a gain or a loss would
depend on what extent of unemployment you had. If you

already had pretty full employment you could not gain anythinge.
The same would be true of a taraff. I would say a country that
had an abnormal degree of unemployment could gain by increasing
somewhere else in the world. You canwork out tariffs on
paper that will accomplish so many things. You can work out a
tariff that will tend to conserve nalural resources that you
ocught to conserve, or tend to waste recources that you ought
to conserve, or ofle that will tend to increase your self
sufficiency in time of war, but when you get to working with

a tariff what you have to figure on getiting i1s not the kind

of tariff you work on paper that you wanl, but the kind of

one you get by trading votes in order to get the one you want,
and that means putting 1t on a great many other things that
are not a part of the net scheme you have worked oub, and
further, dealing with the faet that you cannot ever take 1t

N
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off. "I had a conversation with one of the best knom British
economists on that question in 1230, He was a man that had
always been a free trader but was advocating a tariff at the
time becauwse of the special trade export situation that

(reat Britain was in. This was before Great Britain abandoned
golde I said t0 ham: "You thaink this 1s a special emergency
measure, but you will have to go on with 1t. If you put 1t on
you cannot get rid of 1t for a hundred years.!

He said: "Well, of course that 1s true.?

He seemed to think, nevertheless, that that was not serious,
that they could afford to carry i1t for a hundred years in

order to meet the situation in 1930,
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