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Honey, Credmt, and Prmces 
by 

Dr. Charles O. Hardy, Econommst 

Colonel Jordan, Gentlemen 

It ms s~ays a pleasure to meet Lhms apDolntment, 
partly because the topmc on whmch I speak m~ broad enough that 
I never feel any real qualms of conscmence mf I remember 
afterwards bhat I ]eft out something that should have been 
mncluded mn the sub3ect. I hope mt ms merely colncidence that 
my makmng thms sermes of talks began at the same tlme the great 
depressmon bGgan --1929. 

The relatmonshmp between money, c~edmt, and plmces has 
been the sub3ect of, I supuose, more study than any other smngle 
topmc mn the fmeld of economzcs, wmth ~he exceptmon of the 
problem of the dmstrmbutmon of mncome bet~een labor and capltalo 
The relatmonshmp ~s close and has tended to grow closer and closer. 

~o hundre~ years ago I do not belleve mt would have 
occurred to any one to imnk to~ether money~ credmt, and prmces as 
a smngle topic, money was no more credmt than agrmcultural 
mmplements were credmt or houses were credmt. Honey was one thmng 
and cred!t ~as another, but for ~o hundred years the tendency has 
been more and more for forms of credlt to functlon as money. That 
tendency has been accentuated even smnce the war untml mt ms 
practmcal!y correct, nov a hundred per cent correct but certamnly 
nmnety-seven and smx-tenths per cen correct, as they say, that 
money ms somcbody's cledmt, and as a prelmmmnary I will attempt to 
3ustmfy that statement. I want to dmscrmmmnate between tyro kmnds 
of credmt, not two meanmngs of the vord "credit" but two forms 
of credmt that for thms purpose mt ms mmportant to dmstmngumsh. 
One ms the type of transacbmon to which ormgznally the word "credmt" 
was properly applmed, namely a transacvmon mn ~hmch I transfer my 
purchasm~g po~er to you or you transfer your purchasmng p~rer to 
me wroth the expectat ~on that I will make a retransfer to you out 
of my mncome at some later tmme and presumably wlth some payment 
for the servmce~ a t~ansactmon zn whmch the purchasmng power that 
i galns ms identmcal ~m~h the purchasmng p~er that B foregoes, so 
that the transactmon ms oust a reallocatmon of exmstmng command 
ovem the resources of the communlty and not a net addmtmon to the 
volume of purchasmng p~rer ~vhether measured mn money or meesured 
zn the goods that are to be bought or mn labor, or mn any other 



~ray. That ms the smmple and or±g~nal type of credmb~ and 
all forms of credit ~rould come under that descrmptmon ~4~ it 
vJe~e not [or th~ ass~mmlatmon el money mnto the credmt 
struclur% to ~hmch i re±erred a m~ent ago. ]~at I mean 
ms thms /o have a second type of credit in ~mch the 
bo±r~cr gains the use of purchasmng p@rer wJthout the 
len@~r losmng mtj so that there ms a nat addmtlon to 
cifect±ve purchasmng po~er. Now ~hat sounds anomalous. It 
ms ~u~ to the fact that there is a consmderable demand mn 
ev~/modarn l~dustrm~l co~mmsmty for reserved purchasmng 
po ~r. To bake the smmplcst case~ and a very unmmportant case 
±n practice but one thab perhaps opens up the concept better 
that bhe rote important ones --mi you take a case of a mmser 
~,ho ceases ~o be a mlaer and dcc~des to loan out hms money 
and dmgs up out of the hoard under hms floor flve thousand 
dollars sn hmdden gold and leans mt to somebody~ the result 
is that the borrower becomes an ~ffsctlve buyoz of somethmng 
in the communmty ard the mmser does not reduce h±s purchases 
accordmngly. It ms a chongmng of mn~ctmve mnto actmve 
purchsslng oo ~or~ ~ h~ch mt mn effect ~n mnerease mn the total 
amount of nurchasmng p@~c~. That ms a very rare and 
unsmport~nt tyne el transacbmon- on~ that probably wmli be 
offset by some other person ab about th~ ~sme tmme mncreas~ 
hm~ boar~ of ~a~ctmvo funds~ at least one zn ~mch the 
pr~pon~ez~a~c of ~ransactmons ~s not l~ely to be great one 
way or ~h~ other. But you get the same sort of transactmon 
mf mn~±wauois ~ho h~ve been carryzng c~sh mn themr pockets 
for spcndmng money puxposes~ or holdmn~ cash mn safety deposit 
be cs and s~±es~ ,tc ~ dcposm5 that cash mn banks and proceed 
to co~t ~hos~ bank deposzts as a pa~t of their cash holdmmgs 
end ~o u ~ ~I am for the same purposes for ~mch ~hey have been 
us~rg cssb~ ~he pomnt bemng that the bs~k ~urns around ~nd 
losn~ out the money so that the p~rson ~o borr@~d from the 
bank has ~n mncrease of purchasmng p~ ~r o~£ the person ~ho 
deposmted mn the bank does not have a d~c£csse because he has 
mcro!~ %~snoformeu a cash holding mnto ~ no!dmng of bank 
d,pos±ts ~h~ch se~ves h~ bhe same ourpose of reserve and hms 
baymnj po ar ms as x e ~8±ly usable a~ ~ as th~ cash. N@~ 
oovmously ~bat tr~ns~ct~on ms more !±kely to tak~ place on an 
~xtended sc~le~ and the balance ms ~ore Izkely to be one way 
and not off~ct by trsns~ctmons of the onposmt~ character 
than ±s tht ca~e of ~c ~I~ type I r(fer~ed to fmrst. 

There aas bc~n over the lat one isundred and f i f t y  
years a ot~sdy tendency for purchasmng po,~er measured in 
~ney to be augmented becaus~ mndmvmduals have elected to 
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hold~bhnk deposmts instead of cash, ~mth the result that the 
banks have h~d mo~e to loan our ~] hour the mndmvmduals who 
put the money In the banks havzng any less to spend. Thus 
we have had s bypo of credmt extensmon that ms not merely 
cr~dlt oxtensmon but credmt expansmon~ ~ereas the fmrst 
type of transactmor ms properly descrmbod as credmt extenszon 
wzthout credmt expsnsmon. That has gone on to such an extent 
that In the econommc system of the Unmted States~ and of the 
other le%dmng mndustrmal countrmes, the fmnancmng of short 
terra co~lercmal busmncss has come to be tmedup ~th the 
expansmon and contractmon of credmt, whcress the fmnancmng 
of long ~erm mnvestments and f!oatmng of bonds and the 
fmnancmng of governments (mr ms not qumte so true mn the 
fmnancmng el governments~ I shall pass that for the moment) 
has contmnued to be the smmpler type of ere&it extenszon~ 
whmch does not mecn an augmentatmon of nommnal purcbaszng 
po~er but merely a transfer of It from the one to whom mt 
ms presumably less useful at the moment ovor to somebody 
to whom mt Is presumably more useful. ~De transactmons sre 
not msterma!ly dmfferent from the standpomnt of mnd~vmduals 
who take part mn ~hem but are very dmfferent, of course~ 
from the standpomnt of the total smtuatlon of the co~odmty. 
The result of a sermes of 5Dat sort of transactmons ms 
greatly to mncrease the ~mount of nommnal money in the 
conmlunmty and to decrease the value of money, and so thatj 
as some one was pomnt~ ~g out before ~e came mn here~ the 
tendency has b~en for the valae of a unit of money to tend 
d~m~ard rather than u~mrd although there are f!uctuatzons. 
Now ~e tenaeney of money to go d~ mn value runs back 
further thsn thst partzcular ohenomenon of bank~ng~ but 
~hat hcs been takmng place zs a scr~es of changes~ the 
m~3o~mty of ~mch constantly have a tendency to mncrease 
rather than decrecse the effeotmve supply of money not only 
absolutely but mu proportmon to ~he ~m~er of p~ople snd 
the n~nber of transactzo~s and the amount of ~ealth~ etc. 

~ thmrd typ~ of transact!on, wh!ch ~orks out the 
same wsy, ±s the traosactzon mn Jhmch a government mssues 
paper money. If s government mssues paper money ~ud psys mt 
out the gover~ncnt obvmously has purchasmng power ~¢hmch ms 
not subtracted from the monetary purchaslng po ~cr of anyone 
else. It is technlc~l!y ~ borrowlng operstmon. The government 
ms borrowmng from anybody ~ho ~ccepts that paper money and 
carrmes it in hms pocket, but mf mndmvmdu~Is are content to 
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a~cept mt and pass mt from one hond to another and turn ~t 
over as money there Is no reason necessarmly why the government 
should ever have ~o pay off t~at loan or psy shy ~nterest on 
mr. ~nd the same thmng zs ±rue~ of course, of the bankmng 
method el doing the sam~ th~ng. So long as ~nd]vmduals are 
content to use bank deposm~s as money~ ~hen the mnd±vmdual 
who or~mna!ly borrowed the money from ~he barfl~ gets resdy 
to spend mt the pe~son to whom he pays ~t leaves mt ~n the 
barJ~, and the person to ~vhom he pays ~ leaves ~t mn the 
bank, and as long as zt ~s turned over mndefmnmtely that 
way ther~ ms again no reason why the bank should ever pay 
off th±s borrowzng. It ms p~rm~nent. Of course there are 
eyceptmons~ there are occa~mons ~hen banks are called on to 
pay off in yreat~r volume than they are able to contract 

zn new oblmgatmons. L~I ewzse there arc tmmes mn the hmstory 
of govermmenbs~ v~hen ~hey are called upon to make good the 
prommse to pay on d~ma~d, but mn ooth cases~ of course~ mf 
the @emand ms at all w~despread the Imabmlzty under the 
prommse ~s apt to be suspended. ~at hap ens mn effect ms 
that mn each case there ~s a flolatmon of a perpetual loan~ 
mn ~he one case by the bank end mn the other case by the 
gove~nment~ ~t 5he exoense of the communmty at large 
wmthout any mnd±vzdual being corscmous of hms partmcular 
contrmbutmon to ~t, 

i! thms credm% expansmon ms to be dlstmngumshed 
from m~e cr~dmt eTvenslon -- the typG rhcn a government 
sells a long tel~ bond to sor~ebody ~ho saves the money out 
of h~ s mncom~ and v~ou!d othe~vmse tanrest ~t zn some other 
sor~ of ente~prlse or ~pend it. All ~hms oredlt exp~nslon~ 
as dmstin~ymshed from credmt e~tensmon, armses from t]~e fact 
tha~ the ~ub]mc prefers to hold a cons~derabl ,~ amount of 
wealth ma izquld form and ms wmlling to forego any mnte~°est 
or other dmrect return on the money in order to do mt~ and 
that th~ amount tends to Intrease wltb the mncrease of wealth 
and th~ comp±¢xlty of mndustrmal olganmzatmon~ so that there 
±s a resource thele mn tbc form of the ~mll!ngness of 
indmvmdua!s to forego th ~ utllmza~mon of some of themr 
±ncom% a resource ~hmch can only be tao ed throush poolmng 
those resources. The ~vays o~ poolln~ them ~re p~mmar~ly e~th~r 
bankzng or governmentsl zssuance of peper money. The nocessmty 
of poolmng ~s thms The savmngs 5hat X makes out of hms 
mncomo to be utmlmzed must be ez%h6r spent by hmm for the 
cr~atzon of som~ sort of weolth or borrowed by somebody else 
for tlmt purposa~ and ~ hen they a~e ~o ~pen~ vbey are t~ed 
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V up. Ther~ ms no l~ortant prodactlve use for funds that 
does not ~m~obm!mze them. ~oney that ms spent to bumld 
a ramlroad or put up a bulldmng or even to mncrease the 
amount of goods mn process through a manufacturmng plant 
cannot at the same tmme be held at the dmsposai at a 
noments notlce of the people who saved mt. Now you have the 
smtuatmon wh~re people ~ant imquldmty~ vhere they arc 
mnsmstent on puttmmg thelr sav±ngs mn the formwhore they 
wmll be zmnedmato!y avsmiable~ and at th~ same tmme the 
mndustrmal communmty~ the ag~ mcultural communmty~ the 
producmng half of the communmty zs seekmng for funds to 
put znto zllmqumd fonu~ and the ~ay mn ~hmch the gap between 
them has been brzdged ~s to pool a lot of the clamms, whmch 
arc ~n~zvmdua!ly demand c3amms~ and utmlmze them ~n ~ays that 
are mncouszstent~mth themr bemng pamd on demand~ on the 
assumptmou that nob all of them ~zll be called for~ on the 
assumptmon that mf a thousana people put themr money mn a 
bank and all want mt avamlable on demand~ not all the 
thousand ~mll ever ask for zt and consequently a large 
fraction of mt can saicly be mmmobmlmzed. Thus you get 
bumlt up the vorld over a great bsnkzng structure whmch 
conszsts on the one hand of a mass of vmrtu~lly demand 
oblmgat~ous and on the other hand a mass of clamms agaznst 
• nd~st~y ~ hmch ore not demand elamms~ not oven short term 
clamms mn faet~ though ~hey may be such ~n form. 

There was a great deal sald along about 19~I~ the 
tmme of the collapse of fmrst the ~mstrman and then the 
Gerpan imnancma! system~ of the recklessness of the German 
flnancmal communmty mn borr~mng money on demand from Engllsh 
and Ne~ York banks and tymng it up mn assets they could not 
get mt out el. Thers ~,as recklessness there undoubtedly~ 
but the recklessness was only a lltt!o more acute th~r~ than 
mt ±s mn the ~hole bankmng structure of ~he world~ because 
there ~s no other ~ray mn ~moh the bank can pool that frsctmon 
of the savlngs of the con~u~a~mty for ~$mch mnstsnt Imquzdmty 
ms demanded. There ms no ~ay mn whmch mt could pool them v~thout 
undertaklng to do ~h~t mt cannot in fact do mf called upon 
to do ~ mt must accumulate mllmqumd ~ssets agamnst demand 
obl~ga%mons. Thah ms true even though the assets are 
consmderably the most desmrable assets- short term, sel£- 
llqumdatmng pap~r~ for t~is reason Though the mndmvldual 
transactlon may be one thet could be qu!ckly closed out and 
the money released~ mt ~s alv~ayo the case that the possmblllty 
of closing out to an mndmvldua± trsnsactmon depends on mrs 
not bemng done ~Jmth regsrd to some other mmdmvmdual trans- 
sctmon. 
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~{y standard case of mlTustratmon of thms polnt ms 
the case of ~rmou~s mn the panmc of 1907. The packmng 
mndustry before the w~r ~as fmnanoed~ to a much larger extent 
than it is now~ upon bank loalhs. Packmng house p~per was 
consldercd an ideal type of hank asset (refcrrlng to cattle 
rather than pork paper) because the packlng house bought 
cattle for cash~ slaughtered tbem~ converted them mnto b~fj 
and sold them for cash at a very ~apmd Lurnover. Frequent3y 
as short s permod ss two weeks elcpsod bet~ een the t~me the 
cash was pared out and the tmme they got it back. %11~ the 
bapks go? mnto some dmffmculty mn 1907 and they went to ~{r. 
~rmour and asked him to pay up hms loans. He replmed that 
ce~ ba~nly he could pay up hms loans ~us~ as fast as he could 
sell out the beef he had on hand~ but he sand "If I do 
that ± cannot buy any more cattle~ and i do not thmnk the 
banks of Chmc~go ~mll izk~ mt very ~ell mf ~ rmour stops buying 
c~ttle." Th~ s ss~pt~on under whmch wc exammne all these 
th~ngs always has to be the assumption that the ~ndustr~al 
process ms gomng to go on. Ox course mf ~ rmour stopped buymng 
cattle ~nd people stopood ~atmng beef ard %he farmers stopped 
rsmsmng cat~le the bsn~ s could be pamd off~ or~ mndced~ mf 
rmour stopned and Swift expanded correspondmngly~ mf when 
rmour's ba~$~ loans ~ere pamd of Swmft had contracted more 

bank loans, or vmce ~ersa~ the mndmvmdaal transactmon could 
be imqumdatod, but the point ms 0bat the assets whmch ize 
back of the money~ the real money~ the bank dcposzts of the 
worl4; sre zhe assets that are vmtal to the contmnuat~on 
of the process of the ~orl~ makmng a l~vmng end are not 
l~qumd mn any large amo~mt. 

Th~ same thmug~ of course~ ms true of the government 
money. ~ ny strong government oan~ of coursoj redeem mrs 
obl~g~t~o~s to pay off mn gold~ mf mt has an oblmgatmon to 
psy An ~o±d~ any twenty dollar bmll~ and zt can do mt more 
readily than any bank can fulfmll its oblmgatmons because 
gov~rm~ents custcmarmly carry much larger idle ~eserves for 
that purpos~ end because th~mr c~dmt ms of such strong 
ch~rscber %hot ~hcy c~n bolrow from other countrles much 
Isrger amounts. Nevertheleso~ mt ms agamn merely a questmon 
of degrce~ for the volume of ±hose government oblmgatmons to 
be net on demand ms necessarily v~ry much larger than the aRount 
that could possmbly be ]mqumdated. The same thmng ms takmng 
place you see -- c~edmt extenslon has merged into crsdmt 
~xpansmon mn the form of the creabmon of our demand oblmzatmons 
mn ±brms tba~ arc constantly accentable as money by the people 
of the world and the ofi scttmng of them in the one case by 
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co~aercmal assets~ and mn the case of govcrnments by all 
sorts of past expendmturos expendmtur~s for defense~ 
expendmtures for publmc ~rks~ cxpendmtures for rclmef -- 
ell of them ways mn whmch the money has been completely 
mmmobmlmzed~ the rcal thmng standmng back of the money 
bemng the p~er of the government to ta w and the power 
of the government to tax bezng s po~er ~o put value znto 
the ~_r~yby acceptmng mt for tax purpos~s~ That ms to 
say, mf you have s pspcr prommse of the government to pay 
and the government redeems mt by taxing you the amount 
of that pspcr promzse~ the government can s~ays me~t mts 
oblmgatmons. There ms thst fmnal resource of all govern- 
ments to put a tax on thcmr own oblmgatmons suffmc~cnt 
to imqumdate them. 

The mere acceptance of money mn payment for ordmnsry 
±sxes has often b~en suf~mc!ent to m~intamn th~mr voluc 
wzthout any provmsmon for adoptmon in any other way. For 
instance~ take the sltuatmon mn thls country befor~ the ~mr. 
From the tmmc of the ~epca! of the Smlvcr Purchase ct mn 
1895 ~e had a smlvcr currency whmch contsmncd only about 
half ~nough silver to ma±ntsmn the vslue of thc eurrcncy~ 
but that sllv~r ~ss freely seceptable mn taxes. Thcmr was 
no other 3egsl provmsmon for redeommng !t~ and the fact 
that mt could bc used for the paynont of taxcs just ss ~cll 
as the gold dollsr was sufficmcnt to mcmntomn mt~ va]ue 
cqua! to that of the gold dollar~ plus the fact tbat most 
people ~o took mt dmd not know the dmff~rencc botwcen that 
snd any other money an~vay~ ~hmch sgamn ms a rosourcc but an 
e~d~sustmblc resource. 

Now sll thms polnts to the fact that It ms possmble 
to ~xpand the volume of money by a mere process of borrowing. 
It ms obvmous that ss the communmty gr~s, both in numbers 
snd wealth, there ms an mncr~asc in the amount of money that 
can be used can be k~pt mn cmrcul~tmon ~mthout dzsturbmng 
prmces aria the meanmng of the oblmgatmon of contracts. The 
cr~a~mon of ~nough purchosmng p~rer to mc~t the mncr~scd 
need for mon~y~ for cmreu]atmon 3 for hoardmng~ creates no 
dlsturbsncc~ a resource that can bc tapped by somebody 
wmthout loss to others. ~ governm~nt can do mt by issu±ng 
money year after year ~nd thus me~t a certcmn amount of mts 
expanses ~mthout anybody havmng to p~y taxes~ wmthout the 
government havzng to pay mnter~st~ provmded the amount 
ms no greater than the normal mncr~asc mn th~ holdmngs of 
money of the communmty. Lmkewlse~ a bankmng system csn 
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Have you not±cod how over bh~ ltth century~ on the 
one hanc~ ~ho fr~e~ loznrblc fund ~ of b e ~  m~cr~as~d~ cnd~ 
on th~ ogh<r hand; the L~rvmcos~ such rs collect±on s~rvmcos 
nd bookk~pmng mn eonn~ at±on ~nth bho ±so of cnecks to pry 

mn¢~vmdual ob]mgrt±ons~ th~ use of ch~cl~ im~tmcu]arly for 
r~n~%i no~ ~ place of drsfts~ all sorts of m~emdcr~tal 
sorvmcc ~ traded be go up, apd so the co~unmty zn pert 
~bsorb~d th~s r~ sou~c~ through bhc ~ncxc-s~ of free scrv±cos 
,_nd ]~ par~ pared ±f ov~r to bankers thzough ohe mncrcesc of 
ban~zng profmts~ and the gov~r~m~ont absorbed part of zt 
through th - xpansmon of gay r~cnt loans at l~ss than 
nervy! ~n0~rc~t rates (bb~rc yes ~ompar±tmvcly imttl( 
cxpansmon of currency b~t~ cen the bmm~ of the C~vml I~r 
and th~ ~ tm~ o£ the ~lor!d ~ar). 

So f~r ~o good. It is else posslbl~ hom~vur~ 
thzt such cr~dmt c~catmon may preened st e r~oro r~pmd r~tc 
thzn m~ oust!fmcd b y the ~x~ansmon of th~ o'dmnary uses of 
~on~y. In thrb ces~ you ~ot a smtuetmon ~h~r~ somebody has 
pemc ov~r to hm~ largo~ ~o~its of mon~y th~.n he ms 
accusoor~0 to holdmng~ or h~s ~ny d~s~rc to ho!d~ rmn~y n~ 
mnc]udJns chcks on brnk~ o± course, The smtuatmon ms not 
r~m~dz, by the p~rcon s~ymn# "I ha~ or~ 1ahoy mn the 
bank t]mp I ,-nt~ i ~rmll ~ra~,~ ±t out", b~causc zn th~ s~tuatzon 
to ~¢hmch i x~f~r h~ does no? rent mon~y ~h~cb he has drawn 
out of the bank ~ny mole then hc ants nancy mn the bsnk. 
Th~ t~ro~uc~ ~r±li b~ to !oa~-, or spend el pay off has ba~k 
!oa~s~ as th~ c~s~ may b~ or ~t least to push mb on to 
somebody ~ is~. N~ obv±ously zf cvc~%ybody cls~ ms mn the same 
posmtt~n bh( only rcsu]t of that ~roul~ ~ bca %occdmng up of 
tr ms-sirens ~u~ mncr~rs~ mn the vo!tn°~ of money pcyn~nts~ 
whmch do~s ~ot rc~dy lhc s~tu~tmon untml the icv~l o£ prmccs 
go~s up to bcrc the n~ amount of nancy bc~ rs roughly the 
sez~ r~l tmon to th~ nc~ cr~ce !~v~l that tl-~ old s~¢ount of 
nancy Lor~ to the old pr±c~ l~vcl~ ~nu tb,t ms the gmst o± 
wh~t h~s b~cn thr~.~hcd over among ~conommsts for many y~crs 
under th~ nzn~ o£ "The quani±ty Theory oi ~don~y. '' The 
g~cr I outl]n~ o± the proc~s~ ar~ ~ot a matter of dmsputc~ 
th~ b~mn~ %h~ t hrs graven rms~ %o dmsput~ m ~ tb~ att~npt of 
edvoc~±~s el the doctrmn~ to slo~r th t the relat±onshzp 
bct~r~cn the q~ant~ty o£ ronoy ~nd th~ r±so of prmc~s ms more 
exact tn-n It octu_lly ms. It ms pot ~xc(% for tbzs 
r~rson Not only ms tl rc rn mncr~ sc ±n the ~ount of ~oney 
no dad ~o fulfmll ±h~ d~szrc for bal~c~s zf the nunbcr of 
pockets nd pocketbooks go~s up end th~ volun~ of wealth goes 
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up~ but there ms also th~ lector thet fron tmnc to bm~te 
people's 3ud~onts ss to he,, much of th~mr ~ncoao they ~ent 
to hold mn cash fluc~u~ ~ a gre~t docl. On the ~hole~ the 
tendency to hold one's rcelth mdle end forugo mnter~st on 
zt ms hzgher mn t±m~ of depressmon then mt ms zn tznc of 
prosp~rmty~ h~oh~z mn any t±me of uncertainty and r~sk than 
~_t ms mn s tmn~ when lhcr~ ms greet canfldence mn the future~ 
provmded thet the m~ccrtamnty and rmsk does not att~ch to the 
money mtself. In s p~rmod ~hcn m~cortcmnty and rmsk ms 
attached %o the ~oney mtsclf there ~nll b~ s tendency to 
speed up pa~n~nts end hold less then nomua! cost balances. 

fe have hod mn the lss: fmve or smx yoars~ 
espccmally mn 19B5~ o pormod of grist dmstrust es to the 
future o: :ndastry ~ith conparat:vcly Imttle o:strast as 
to th~ future of govorm~ent. Consequently there was an 
oxpansmon :n the proportmon of :Ls :oolth that the co~:unmty 
wsnb~d to hold mn the for:: of gov~rr~ont money os sgamnst 
bsnk doposmts~ an~ we ]:o~d to protect banks by ~armous extreme 
measures~ as ~, consequence. But the fluctust:on mn the dcsmre 
to hold belsnces omther of cash o~ of bank deposmts~ ~orPs 
out :n a fluct~tmon of the rote ct :hmch ~he r:on~y ms vurn~d 
over and thms factor 8estroys ~ny clos~ relatmonshmp botaeen 
the quantity of the honey ~nd the p~mc~ level. 

The fluctustlons in poopl~ 's c~smrcs to hold r:onoy 
idle~ ms unfortunately ~ b~mnC for wbmch there ms :o procmse 
s:stmstmc~± m~asure, lloreovcr~ ~n :ncrcase mn the p~opl~'s 
dcsmrc to hold money :leans a decrease :n themr wmllmngness 
to :nvest ~nd spend for the future. In other : ords~ the 
usual phonon~non of busmness recessmon ms an rant:case :~ the 
quantmty of money n~edod. But an mncroase desmgned to supply 
that dellsnd :nay very roll :ncrcase the apprehensmon, 
part±cularly mf mt gmves rmse to doubt as to th~ future credmt 
of the credmt :ssumng ~gency~ so that v]~e :ncrcascd sup21y 
groves rmse to a further mncreascd do:~and a1~d you bet an uF:ard 
splrol :n ronoy volues - rhlch ~e call mnflatmon. 

II ±hms Ins g!ven rmse to a d~nsnd for so~c I ~thod 
of control±zng the {hol~ smtuatmon. TboI~ s~ hmstorzca!ly 
%:o :~a~n t~pes of control. On~. ms ~ h~t ~ou ~:gh% cell ~'T.hO 
autonstmc control" -- nile gold st: :acrd or smlv~r standard, 
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the gold standard as be±rig much the most mmportant, whmch 
ms an attc~\ot to control th~ smtuaTmon by prevcntmng the 
barks from xpandmng cr~dmt b~yond a certamn tattoo of 
the a~ounb of gola that they hsv~, or ±s hold for then~ to 
pro.vent govorr~nts from exp~ndmn~ beyond an amount fmxed by 
thuzr ~bmlmty to psy Gut gold s so thEt the ~hole structure 
~s t:ed to gold and moves np,on!y as the quantity of gold moves 
up. Gold ms a co~z odmty of v¢hmch ordmn~rmly the supply 
chsngos only s]o~ly End mndustrm~l consumplmon chsngcs only 
sio~ly s so that a v~y h~gh degree of s[ab~l~ty ~.~th r< fe,ence 
to th~ money supply hss b~n secured or, r the past seventy- 
f~vo ye zs s soy do~ru to th~ f±fty ye{rs befor~ the great war s 
by tyang the money systems of the ~orld togetber ~th gold. 
It ms s control ~hmch operates s of ~ourse~ mn a ncgat±ve way. 
It prevents governments from usmng the noney-cr~atzng po.~oz 
to exc~s ~ mn order to f~nance themselves and avomd ]ovymng 
tsxcs~ whmch ms thc reason s o± course s that mn the tmme of 
~v%r~ or oth~r greet publmc c,~ergency~ govezm]cnts s~e very 
apt to leave the gold stsndard and p~occed to use the money- 
croatmng po~or as a means of fmnancmng mn ~xtre~e cases, such 
eases~ of course; bezng cas~s such cs that of Russma, Poland~ 
and G<rm~ny 3ust sft~r the ~{o±id ',{az~ }~h~rc the mncrease mn 
supply ,~nt mnto astzo~o;~ cal fmgurcs. 

The other type of control s the more modern type, 
Is the typ~ usually exorcised through ~_ central bank, mn th!s 
countr% through the Federal Rusorve Syste~ ~hlch has for m~s 
mamn job the task of ~ncouragmng or dmscour~gmng tmc creatmon 
of cr~d~t~ as dmstmnguTshJd from the m~rc extorts±on of crcdmt 
tbat I spoke of fmrst, mn accordanc~ ~th the judgment of a 
suppos~.dly ~xpert body ss to ~,~hoth~r the co1~m~ty needs 
stmmulavlon of ~n expan@ed money suppiy~ the stsrdard technmque~ 
of course s bemng th~ cncouragmng of the b~nks to loan by 
furnmshmng them r~serv~s on cheaper ~rms. I~ thms co~intryj 
the vol~ of d~posmts the Fodu~al l~es~rvc Barks hold detcrmmnes 
tho lendmng po~r of vhe coi ercma! banks~ ~nd the volume of the 
gold of the Fedo~sl Reserve Bank dct~rmmncs mts abmllty to 
lend to the mcmbor banmso Tlm r~ ms Zhms dzffer~ncc between 
a dmscr~tlona~y system of thms bert and an autom~atmc gold 
standard. Under the automabmc standard everyone k~eps expanded 
ss far as he can b~caase he loses bms profmt mf he does not. 
Under c~pt±osl bankmn 5 sysz/om your contrsl bsnk ms not 
expanded up to ~he l~mt so thab the gold does not really 
control its actmvmty. It should s mf mt ms to i tmctmor the 
way mt ms suoposcd to fupctmop s hove a conszderablc unused 
,~rgmn of gold so tha~ m~ can expanc~ ~f mt thmnks that 
~xpsns~ on ms d~mr~d~ ~,nd mt ms not alio~cd to mak~ profmt 
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beyond a certamn amount so mts dmrectors do not lose anythmng 
by con~ractzng mf they t~ink the credmt of +he country ms zn 
need of contractmon. Th~ nesns by ~hmch mt effects that varmes 
s good doal mn the dmffe~ent com~trmes. The central bsnk ms 
c~empt from carnmng profmts for stockholders, and ms to hsve 
some slack, Its oxnansmon ms Immmtod by mrs reserves-- 
but thms l~Imt ms not o~dm~rmly ~ffectmvc boc~so thcr~ 
ms slack ~ mn the system. Hence ~t can, mn ~he supposed 
interest of the publmc, make money cheaper by buylng securmtmes~ 
by loworlrg the rstes at ~hmch mt londs~ or vmce versa can 
make mt dc~rcr by revor~mng the operatmons. The newest turn 
mn that ms the devmcc of pormmttmng the R~sorvo Board to 
mncrease~ ~mthmn Immmts, the resorv~ roqumromcnts of the 
member ban~s, s po~r ~hmch mt oxercmsed for the fmrst t~e 
a month or so ego ~hen the reserve rcqumrements of all the 
member banffs ~erc zncrcased by fmfby pe~ cent. It ms obvmous 
thst mt v~ou!d b~ possmb!o to operat~ ~m±h ~hat devzce end no 
othe~. You do not really need R~serve BanFs, you do not need 
anythmng out s bocrd ~hmch, ~i ~t ~ants to t~ghtcn money, 
~mll say to the b~nks" "You have to ca~j bragger r~sorves~ 
call m~ lo~s until you got your b±gger reserves accm~ulated"~ 
or~ mf mt ~mnts bo~ mt cau lower those reserve ~equmr~nents. 
It ms at present r~garded as an extrso~dmna~y erergoncy 
pov~cr ~nd only utmlmzed b~cause of the cxmstencc of an un- 
precedented omount of reserve mn %he barks~ but mt could be 
u~od the other ~y snd redmscount ~stc~ and open market 
oporctmons becom~ qu~t~ supe±fluous TPo dmffmculty, of course~ 
~ould be tLat ~t ms too conspmcuously olfmcmcnt. By ~orkmng 
~n s roundabout devmous ~ethod you can avomd s lot of crmtmcmsm 
end a great deal of nocessmty for exp!anmtmon and dmscussmon 
of ~hat you sre domng, whereas the actzon by whmch you s~ply 
opo~sto dmrcctly on the banks of the country ms one ~hmch ~mll 
be on the front pag~ of every n~spsper as soon as mt ms taken. 

That ms the genersl set-up mn the ~Jorld today. You 
have the gold standard s ormgmnally an automatlc, non-dmscretmonary 
control whmch exposed the ~orld to the uncert~mrtmes of 
fluctuatmons mn gol~ p~odt ztmon~ ~hmch o~er a pormod of years 
mmght he scrlous but ~ero not at all serious so tar as short 
rtun chsnges ar~ concerned~ snd the dlscretmorary system of 
central oar~ control, plu~ the co~plmcstzons of the fact that 
every so often governments get mnto pos±tmons ~rhere they have 
to~ or they thmnk they have to, ut~!mze Lhms crodmt-crcatmng 
po~r to fmnance themselves mrresp~ctmw~ of th~ n~ed of th~ 
cormmnmty for money~ plus tbc fact that from tmme to tlme bhere 
occur large changes mn the desmro of the cor~unmty to held mts 
money as sgamnst the desmre to mnvest mts money so that you 
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o~t th~ phenomena of mnflstlon and d~flatmon thor are quit ~ 
ap~t fr~l any action taken vlth regard to the quantmty of 
llon~y, P~rhaps that ough% to b~ ampllfled a moment. Suppose 
you take s slmplc co~munmty mn ~mch there ms nothmng but 
gold coin mn cmrculahmon and the per capmta hold±ng of gold 
coLn aversges fruity do]l~rs. The ~ndzvmdual ms takmng in a 
hundred dollars on pay day and sp~ndlng mt d~a~ be zero on 
the next pay dzy so the ~ye~age ms f±fty tlu ough the month~ 
but some t~n~s of the tenth some p~oDlo haw it and some times 
of the month o~Ior people hove rot. It ms obvlous vhat would 
happen mf sorlebody dlscov~red % gold nmne snd put s lot more 
gold mn cmrcul~ bach, or ml the rcvoxse thmng happened--if 
th~ Japanese c r~c ~n nd carr!ud off s lot of gold of the 
cor~unity. But tzkc o dmff~runt s!tuctlon. The ~ndlvmdua!s 
decldo that fifty dol~ rs overcgo cash belanoe with ~ monthly 
in<omo of a h~ndro4 dollars ms not enough snd begin to try 
%e o~ve by ~ot sperdmng %11 the ~drcd dollars they take in, 
They tske in the hundred dollars the fm~st of the month but 
mnst~ad of spending mt all over the course of the month they 
spend only nmneby of mt ov.r the course of ihe month. It ms 
obvious thst that do~s not mncrezs~ or decrease the amount 
of gold in the cor~unmty, It merely ne~ns thst the p~ople 
who storied this thing ~de sor~e saving ~mthout mnvestmng. 
They accumulsted some ccsh balsnccs s snd of course the people 
to ~non they ~oull have norna!iy pamd that moncy got loss 
income mn the n~xt p~rmod so the evoroge r~osey income of the 
co~munltyhsd to shr~nk by the amom~t that represented the 
amounb of thms sort of sovmng, s the ~mrculatlon shrmnks 
either some peopl~ have %o scccpt lo~r ~sges and lower 
proflts or else some people have to be thrown out of work s 
snd both things are very likely to happen. At the end of the 
process If you get d~m to ~oro 5he sverage money mncome 
of the co~¢~unmty ms only nmnoty dollars e month mnstcad of a 
hundred dollars a month end you h~v~ nmne-tnnths of Four ormgmnal 
amount of gold clrculated snd the other tenth h~Id ou% as 
sourer hosrds s you are right ~er~ you ~cr~ bcfore~ that ms~ 
you have a l~¢cr ~ncon~ sc~lo ~nd a l~r~r prmce scale and e 
lower amount of money mn cmrculatmon end you are egsmn In 
cquilmbrmum s because all prmccs ~nd rages and profmts hove 
b~en brought d~m allk~o But it wmll bek~ years to accomplmsh 
that s end in the n~am~imc you gel the fenilmar phenomenon 
of business depre~sxon. 

On the other hand, of course s mf by the tmme that 
ms sccompllshed~ peopio decldu it ms tmme to spend thls money 
ta~y haw ssvcd in thls vsy the ~ everse phenomenon will tsko 
plcce~ moreover you get the further compllcetmon that if some- 
boay stsrts this thlng of ssving m ncy by acc~nulctmng cash 
and not mnv~stlng It~ he los~s hls mnterost~ but he does 
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gaTn ~n this woy thst as prmecs fall th~ value of that gold 
he h3s hid a~vay or bank d~Doslts h~ is ho3dmng mdlc ms tvi~dlng 
to mncreaso~ which encourages soluebody else to do tbc se~c 
thing snd the more thc trend ms d~ord the mor~ there is 
on cncourog<mont for individuals to do bhe {ane tbmng~ snd 
~{n~n the ~oversc ph~nom<non does start the more people 
accei~rate the s p~ndlng of money and the more prices go up 
thc more recsom ther~ ms ~rhy people should sp<nd their money 
before they go up nore~ on@ you get a process ~hmch tends to 
be cu~ulstive mn wither dmrectmon and to be accqntusted by 
the foct~ thst in the ups~{mng~}~on profits src good~ peoplc 
sre ~nllmng to borio~ end banks are more ~ mlmmng to !~d. 
~me ~hlng m~ to a certemn ~xtcnt s se!f-gsnerotmng process~ 
corsequently a big problem ms sot bofolo these cortrel agcncm~s 
!mk~ the Federal Reserve Board snd the Bank of Ehglsnd and the 
Bznk of Frznce of offsettmng ~hus< t~ndcnc~es of cr~atlng 
money at a tmmc vhcn the tendency of other peop!~ ms to absorb 
mt~ and vice verss~ a tosk at ~hmch they h~vo been only vezy; very 
moSersto!y succosslul. In loot, i thmnk it could have boon 
ssfcly sold ~o or three y<ars age that no govcri~ent or central 
bank or other ascncy hod c{er done anything be h~ip the leost 
bmt in respect to th~ problem, i do not fc~l ssfc ±n saying 
thst }~mth regard to 91e lost three yesrs becaase there has been; 
of coursc~ s gr<st business m~provemunt the ~orld ovur~ a 
gr<sb many things have bce~ donc and it ms oltogether imke!y 
that some of these thln~s ~hmch have been done have been 
bulpfu!. Ho~ever~ it mos question on ~d~ieh it ms extremely 
difficult to mak~ a seen@ statclmnt becaus~ ~hat has happened 
has been that some countries have tried one policy end some 
another~ some have run up deficits o~8 some have balanced 
their budgct~ so~ lik< ~ustralma have ~rmcO te force orlccs 
d~m rnd others l±ke th~ United Stoics bav~ trle¢ to force 
prmcss up~ and on th~ face of it they hove all b~n successful. 
Th<y bavu all achlcv~d a consm~errbic mcasare of improv~ment~ 
~h th~ exception of eoum~rius imk~ France rnd &~mtzer- 
landth~t ~cfused to play alon[ mu the dovoluatlon game ~ith 
the others. Thcro ~os b~9~cen S ~edon~ ~ ustralma; England~ 
sn~] the Unmbod States t~e ~mdost dmverslty in progrsm~ a prctty 
gee< m~ductlvc evidence ~hat all the progrsms src rlght~ ~mch 
can hsrdly be any more tru~ then to soy tn~t the domm~ing 
from i$~ to l~gZ ~ as 4uc to thc fact that they ~cre all ~rong~ 
~hen agsin some ~re doing one th±ng~ some snothor~ end a gr~at 
many ~vcr< doing notmmng~ 

T think that Is as long es I ought to talk~ Colonel 
Jordan. 
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Money, Credit, and Prmces 

(D1scusslon following lecture by Dr. Charles O. Hardy, Econommst) 

September 28, 1936. 

Colonel Jordan: 

Q. Doctor, would you please say somethlng to the Class 

about what effect thls devaluation of the franc ms golng to 

have on us. Isn't it golng to leave us in exactly the sa~e 

sltua~±on that we were in before the present devalued dollar 

down to 59¢? 

A. I would ansv~er that In this way It will put 

us in the position that we were in before England devalued 

in 19S1 rather than the posmtion we were ~u in 1935. The 

thlng really starts v~th England golng off the gold standard 

in '~l. ~y o~na 3udgment is that if none of the important 

countrmes had done mt the world would have been better off 

than mt has been over thms perlod~ but when certaln countries 

start the thlng it is almost imperatlve that other countries 

should follow. Of course the case of Australla was unimportant, 

and Gemany succeeded in stavmng off the pressure to do it in 

1951, when England went off the gold standard and Scandlnavla 

and a good many of the countrles of the Brltlsh 4omlnlons 

followed. There were two ideas, I would say. In Great 

Br!taln there were those who regarded mt as a very unfortunate 
[ 



necesslty and wanted to go back to gold as soon as they 

could, as they did !n 1925. There were those who considered 

that it would be beneflclal because it would enable the 

banks of the country to expand credlt more freely by increas!ng 

the gold base measured in pounds~ and the second groupwho 

thought it would be beneflcmal because it would glve them a 

trade advantage as compared v~th other countries. Now those 

two lines of argument are qulte d!stlnct from one another. 

Both views have been held byadvocates of expanslon in all 

countries, indeed a great many people advocate it on both 

grounds~ but they are dlstmnct in thls way: that if the 

devaluation is motivated by the first ob3ectmve, that of 

easing up the bank reserve sltuatmon~ then it is desirable 

that all other countries should do the same thlng. If it 

ms being done for the advantage of trade you want your 

country to do it and no one else. 

JVhat ms the reason for the trsde advantage? Simply 

this: Take the sltuatlon as we had it in 19~l wmth the pound 

around ~4.86 and the franc around 4¢ in Amer!can money -- 

there was a relatlonshlp between the wage scales and the tax 

scales and other cost scales in those countrles whlch had 

( 
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enabled each country to obtaln certaln advantages mn 

mnternatlonal trade. Each country had certamn thmngs that 

It could sell in other parts of the world, emther in the 

other countrles concerned or !n South Amer!ca and the 

Orlent, and there was a rough equ111brlum. 

Now competitlve devaluatlon is s~mply that by 

devalumng, say the pound to $5.50 instead of $4.86, you 

would enable people to get the pounds to buy Brltmsh goods 

wlth a much less expendlture of themr ~vn money and thereby 

you would greatly mncrease your exports and at the same tlme 

you would decrease your mmports and Fake employment at home. 

And, of course, as soon as you do that the tendency is for 

somebody else to do the same thlng. As soon as New Zealand 

devalued, Denmark ~amedmately devalued in order to equallze 

the prlces of butter ~n the Brltmsh market; and mn cases of 

that sort, ~i%ere a country ms very heavily dependent upon ~he 

export of some commodlty whlch Is a comparably small element 

in the trade of the world, the theory ms undoubtedly sound. 

There ms no questmon at all that if Denmark had not 

followed mt would have enabled New Zealand to expand its 

butter productlon and Denmark would have to contract it~ and 

in a sltuatlon where there is unemployment the world over 

its effect would have been to shlft the unemployment from 

New Zealand to Denmark. When !t comes, however, to the 
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total output of a great country llke Great Brltamn or 

Great Brmtamn plus Australla plus Canada and countrles 

that make up a quarter or a thlrd of the effectlve 

econommc world, the thlng ms not so smmple because they 

cannot increase the whole range of thln~s that they 

export and sell them abroad and at the same tmme decrease 

) 

themr purchases abrogd, other countr!es are forced in 

self defense to take some sort of measures, othe~vlse 

thelr avamlable money supply would be dralned out mn 

payment of the adverse balance, and when !t was dralned 

out then prlces would fall In the countr!es that had not 

devalued, and to less extent r!se in the ones that had. 
an 

Equmlmbrlum would flnally be restored, but only by/extremely 

palnful process. 

What happened was that France whlch dld not devalue, 

put up tarlffs and trade barrlers and other thlngs so that 

the loss mn themr purchases offset the loss in thelr sales, 

etc. The Unlted States devalued mn 19~5; the gold bloc 

countries held out untll a few days ago. I do not thmnk there 

can be any questlon at all that after the Unlted States and 

Great Br!tain and most of the Brltlsh Emplre had devalued it 

was extremely dlsadvantageous for France and Swltzerland and 

Holland to try to ma~ntaln the standard that they had. For 

one throng, all those are countrles whlch have a very large 

mncome normally from tour!st trade and the fact that the franc 
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and the guilder cost flfty per cent more than they dld 

befor~ vas a very dlrect deterrent to the tourlst trade. 

It dld not mean, of course, that other countrles contlnued 

to sell them commodltles and not buy from them, it slmply 

meant the total volume of trade was contrscted. 

When we went off the gold standard In 1938 the 

internatlonal trade effects were much less notlceable than 

when England went off, or are llkely to be when France goes 

off, because our foremgn trade ms a much smaller fractmon mn 

our total economy, but what happened was undoubtedly that a 

good many llnes of indust~y dld get an Increase in sales. 

If you exammne the flgmres country by country you will flnd 

~hat the ~ncrease mn sales was rather to the countrmes whlch 

devalued than those that dld not, and that there was an 

increase in purchases abroad that corresponded wlth the 

increase mn sales. That !s not qulte true in 19Z4. We dld 

Import somethmng l~ke seven hundred and flfty to nlne hundred 

mmlllons of dollars worth of gold and that was offset by an 

export of goods. We dmd galn in exports balance for that year, 

I thlnk we dmd it smmply by the government buylng gold and 

puttlng it away and the country exportlng goods. There was 

undoubtedly some contrlbutlon to the rellef of unemployment. 

The money whlch the government might otherwmse have spent for 

rellef it spent to buy gold and thereby put forelgmers mn 
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possesslon of money to buy goods made by people who other~Ise 

would have been on rellef. So it worked around to employment 

bemng subsldlzedwmth purchases of gold instead of unemployment 

belng subs~dlzed dmrectly. But the strlklng thlng is the Increase 

in trade both ways, whlch polnts to the fact that it was not 

the competltlve advantage that was the Important thlng ~n the 

revlval of 19Z5, in splte of the fact that it dld rather seem 

to pass by those countrles that dld not devalue. 

Now as to the other polnt: the devaluation meant 

that a country that had four dollars in gold before, now had 

f~ve or slxdollars ~u gold and consequently had a much 

blgger base on whlch its banks and governments could expand 

credlt than before. That, I should say, would have been very 

Important mn 1929 and still more ~mportant in 1920 when there 

was a s~tuat~on mnwh~ch the credlt structure was expanded 

well up to the l~m~ts of the gold base, but the sltuatlon in 

1932, 1955, and 1934 was such, partlcularly in thms country, 

that that was smmply pourlng water Into the sea. There was 

already a much more ample base than was belng ut111zed. The 

mncrease of the credlt resources of the country mn order to 

expand productmon ~as llke ~ncreasmng the labor resources of 

the country ln order to expand productlon at a tmme when 

the l~bor resources were already so large/theunemployed. 

That was not qulte so true of Great Britain. At the presen~ 

tmme devaluatlon ms not go!ng to help France and Swmtzerland 

and Holland as far as glvlng them a more adequate base for 



expansmon. We had more gold base mn 19~5 than we knew 

what to do v1mth, and they have more now. It was of some 

~mportance in the case of England, and stzll more important 

mn the case of Australmaj where the credlt resources were 

greatly stramned, and gomng off the gold standard was 

undoubtedly a real relmef to the credmt smtuatmon, takmng 

throngs as a whole I should analyze it very much in thls way 

~n reply to Colonel Jordanls questmon, namely that the total 

process over the fmve years ms 3ust about zero, the present 

devaluatlon was certalnly a help to clear the smoke. There 

has been a great deal of holdlng back because of the 

antlclpatlon that there must be further devaluatlon, and 

there has been a constant p111ng up of barrlers to trade 

because of thls unbalanced sltuatlon -- the price of wage 

levels were all out of llne wlth one another. If thls 

thlng !s stralghtened out and If other countrles do not 

start in to compete on these thlngs, if we get in rlght 

relatmonshlp wlthmn a range of ten or flfteen per cent; 

• f we get a relatlonshlp that commands the confidence of 

the moneyed people of the world as belng permanent, I should 

antlclpate there bem~g a great Increase in investment and 

expend!ture generally as a result of that clearlng up thls 
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s!tuatlon. Of course that ms a falrly safe prophecy because it 

rests on the econommc transactlon that ms Dust taklng place 

without any regard to the mmlltary smtuatlon, and the ~orld 

military sltuatlon is going to control anyway, so that whatever 

comes it will be mmposslble to say whether these monetary 

transactlons had one effect or another effect because obviously 

the European mmlltary situation wmll control anyhow regardless 

of the financlal policies° 

Q. Doctor, I want to ask one other questlon, that 

is about silver. I do not understand the silver questlon 

and I do not belleve there are many- people mn the class that 

do. I would llke to know if we are holdlng the bag for the 

rest of the world in connection v~th silver? 

A. Holdlng the bag primarily for Amerlcan silver 

interests. The silver interests of the country have been 

able over a perlod of a great many years, oh, runnlng back 

!nto the eighties, to get more for nothing than any other 

mnterest in the country. The!r effmcmency mn that procedure 

has stmdmly mncreased, mrrespectmve of polmtmcal partles~ 

and is at an all time peak, I should say, at the present 

tlme. Of course we are holdlng the bag for silver produclng 

interests for the rest of the world, too. Thls ms one thing 
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on which I can speak wlth emotlon, rather than wlth 

intellectual aloofness, because it is the only questlon 

on which econon~sts are agreed. I do not know any other 

questmon of publlc pollcy that has come up on the New Deal, 

or precedlng the depressmon, that we could not flnd econommsts 

to take e~ther slde of mt but I do not know of any who on 

the silver questlon do not feel that thls whole silver pollcy 

has been one of entlrely polltlcal expedmency and had no 

redeeming features as far as economic effects were concerned. 

Is that clear~ 

A. Yes slr. 

Q. I would llke to ask a question about gold. What 

effect has the actlon taken by Congress and the Presldent in 

golng off the gold standard had on the functmon of our gold 

reserve ~n serving as a base for the currency? In other 

words, precedlng that actlon mt ~as perfectly clear to me 

what the functlon of the gold reserve was. You could take 

a paper dollar or any other form of currency that ~e had 

and go to the Treasury and get a gold dollar if you wanted 

it. Now you cannot get the gold; nobody ever sees a gold 

dollar. ¢~nat dlfference does ~tmake whether they set the 

quantity of gold mn the dollar as flfteen gralns or forty 

gralns? Is mt the eflect on exte±mal commerce? Or just 

what is the effect~ In other words, what effect has thls 
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actlon of the Federal Admmnmstratmon mn restrmctmng the gold, 

as they have, had on its functmon as a base for our currency? 

A. Answerlng the last questlon, it operates in thls 

way: It has cut the government paper s the greenbacks, entlrely 

loose from gold. But thms Is an unmmportant element mn the 

total money~ anyway. The bulk of our money consmsts of Federsl 

Reserve notes and bank deposmts whmch rest on Federal Reserve 

credlt as a reserve. That is not cut loose. The reserves of the 

Federal Reserve System are gold certmfmcates mnstead of actual 

gold, but asmde from the gold that went mnto the stabmlmzatmon 

fund and about four hundred mlllmon as a free balance in the 

Treasury, the bulk of the gold of the country ms represented 

by gold certmflcates that belong to Federal Reserve Banks and 

constmtute themr reserve. If it had not been for the settmng 

up of the stabillzatmon fund the effect of gomng off gold would 

have been to create a grest manymmlllons of dollars worth of 

gold s somethmng over two bmllmons of dollars worth of gold. 

It would have created that much gold in the sense that it 

would have marked up the number of dollars that the gold 

represented and enormously mncreased the reserves of the 

Reserve Banks. However, at that tmme, and mt ms stmll true, 

the Reserve Banks already had so much more reserve than 

they knew what to do wmth that thet ha6 no mmmedlate effect. 

Then at the same tlme they set up a stabmlmzatzon fund, whmch 

has for mrs purpose furnmshmng the Treasury v~th the means to 

manmpulate the foremgn exchanges, and prevented mt from emther 

gomng up or ~omng down more than as desmred but also had the 
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effect of sterlmzmng the bulk of that mncrease mn the gold 

supply~ thus v~th one hand ~e create a lot of gold s whmch 

mmght have been bank re~erves~ then wroth the other hand 

we locked that up agamn mn a stabilmzatmon fund so that 

there is ~ cancellation of nearly all of rot. There were 

two hundred mmllmons~ of coursej that were put into the 

Emergency Bankmng Fund s and some of that has been spent, 

some of mt presumably had been used mn the s11ver purchase 

program s but the amount ms so small that at no tmme s mn 

fact not only durmng the depressmon but durmng the whole 

permod stance 19~ -- I should say that at no tlme has the 

supply of gold been small enough so that the Federal Reserve 

polmcy~ wroth respect to the base and the bank currency s was 

serlously inf!uenced by it. It is a potentlal check and the 

devaluatmon has oushed that potentlal check further away. 

In 1920 that was not true. In 1920 the Reserve Banks v~ere 

down close to thelr lmmmt, and the ralsmng of dlscount rates 

and pushlng up of the creatmon of the slmdlng scales s and all 

that credlt contractlon of 1920 and the flrst part of 1921 

was entlrely dlfferent. That was not mere pollcy, it was the 

operatmon of the automatlc check of the gold stock. Gold 

had been commng mn but not fast enough. It contlnued to come 

in through the period of depresslon and clear down to 1924, 
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and we never agaln got a credit expansion anywhere near 

caught up wlth the increase in gold stock. So far as 

the present and the immedlate future is concerned that 

devaluatlon has had only remote theoretlcal effect on the 

gold base In Australla it as dlfferent. There was an 

importance there because theywere short of base, and 

that was probably true of Sweden. It certalnlywould not 

be true of Swltzerland, France or Holland In the present 

emergency. The effect on Internatlonal trade is a very 

compllcated questlon, as I just sketched a moment agoj and 

I do not know that I could say any more than I have sald on 

that. 

Q. Has the increase in gold mlnlng of poor deposlts 

of gold and the intenslve campalgn of old gold ourchases 

from the people materlally Increased the physlcal stock of 

gold9 

A. Yes, enormously. The gold output of the world 

before thls serles of devaluatlon began~ much more than half 

of it, I have forgotten the exact ratlo, but somethlng llke slxty 

or seventy per cent was comlng froz South Afrlca (the ratlo was 

50 per cent In 1925 and 48 per cent in 1929, 39 per cent in 19~4.) 
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The gold production outsmde of South Afrmca has increased 

by leaps and bounds under the mnfluence of thls actlon. 

That reflects two throngs. In thms country it reflects almost 

entlrely the fact that the prlce that the runners got was 

marked up and the cost dld not go up so that the profit was 

tremendously mncreased. In the case of Canada, of course, 

it reflects that, plus the fact that they made very Important 

dlscoverles about the same tlme anyway. In the case of 

South Afrlca, the prlnclpal producer, the output did not go up, 

curiously enough, but that was because the mmnes there are 

largely under centralzzed control, the government has a very 

large control over them, and the pollcy was deliberately 

adopted of working the low-grade ores and conserving the 

high-grade ores so that the current output dld not go up 

but the potential output over the next twenty years ~ent up 

tremendously. The hlgh grade ore has been conserved and 

k 

at the ss~e time an enormous amount of capital has been used 

in sinking new shafts, the mmprovement of hoisting machinery, 

the ]~provement of ventmlatlon, the mmprovement of health 

condltmons, all sorts of !nvestments~ which will show the 

advance over a permod of twenty to tw~enty-f!ve years. Zhat 

is ~ery important because those mines are a mmle deep and air 
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coollng is of very conslderable importance for health and 

efflc~ency of operatlon; and the slnklng of a shaft is a 

matter that takes flve or slxyears before it shovzs any 

results. 

In the case of the manor gold-producing countries 

outslde of Russla, the increase has been conslderable, and 

in Russla it has been slmplyphenomenal. Under governmental 

pollcytheyhave put a lot of government capltal in and 

transferred a lot of the workers !nto the goldmlnmng areas~ 

and obvlously the devaluatlon in other countrles meant that 

the amount of forelgn exchange they could get by developlng 

thelr gold and exportlng it was tremendously Increased. 

Russla Is now the second largest gold producer. Its output 

has increased at least fourfold in the lat f~ve years and !s 

apparently destlned to increase still further. It !s most 

astonlshlng° So the result is that qulte apart from the mark 

up ~n the nomnal value the actual physical output of gold is 

up nearly flfty per cent, and a conslderable part of that w~ll 

be permanent. Even if prlces went back to 19Z9 prices so 

that the premlumon operstlon was lost, the results of thls 

investment of capltal would not be lost. The improvements 

that have been made in Russia, South Africa, and Canada in 
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the physlcal condltlon of the extractmon of gold, will be 

influentlal for many years to come even mf gold mmnlng 

becomes relatlvely unprofltable. 

Q. Concernlng silver, what !s your predlctmon for 

the future? Is thms th~ng gomng to cont!nue that we are 

faclng now?. 

A. I suppose so. I do not see any mndmcatlon to 

the contrary. The difficulty ms, you see, that thms silver 

mnlng mndustry is concentrated in sparsely settled states 

and those states have ~ust as many senators as any other 

states so that it ms possmble for any party that ms mn power 

to wln votes more cheaply by domng somethmng for silver than 

for any other industry. That sltuatmon is gomng to contlnue 

for some t~me to come. 

Q. And the increaslng productmon mn the ¢~orld also 

has to be consmdered and we are buymng that? V~at ms the end 

to mt ~ 

A. The smlver resources mn the world are not as 

readmly expandmble as the gold resources, curmously enough, because 

smlver ms the by-product of other metals, but I would not want to 

make a forecast as to what ms the end to it. It ms qumte outsmde 

the realm of the econommst to talk about smlver. (laughter) 
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Q. Doctor, I would Imke to ask what would be the 

result of the further devaluation of the yen and the pOsslblllty 

of that occurrlng 9 

A. Well, I suppose that there is a posslblllty of 

anythlng happenlng there. I samd a moment ago that the varmous 

coun~rles are experlencmng recovery ~th the most wldely 

dmvergent polmcmes: England ~wmth a balanced budget, the 

Unlted States ~th a moderately unbalanced budget, (laughter) 

and Japan ~th an mmmoderately unbalanced budget, all gettlng 

recovery, and I should say that the effect of the deprecmatmon 

of the yen would be tha~ further barrzers ~ould be put up 

agalnst the mmportatlon of Japanese goods mnto the leadmng 

countrmes but that they would probably galn some advantages 

mn the trade wroth South Amermca, for instance, and wroth the 

other Ormental countr!es. I really have not follov~ed that 

sltuation closely enough to speak wmth any expertness on mr. 

Q. Smnce all the European countrmes have devalued, 

leavlng only practmcally the Unlted States and England, regardless 

of the actmon that ~as taken 3ustthe other day of trymng to 

stablllze the franc, wmll not England's foremgn trade, f or whlch 

she ms so dependent, suffer~ wmll not that force her to 

devaluate rather than lose that trade? 
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A. I ao not thlnk so --no. If anythmng like that was 

going to happen it would have been when we devalued In 1955. 

Any trade dlsadvantage In England -gould have been very much 

greater from our @evaluatlon than it could be from France' and 

Switzerland's and Holland's devaluatlon. After all, Engllsh 

trade ms so sllghtly dependent on those thlngs, and the 

restoration of general conf!dence the world over that some 

stabllmtyhas been reached and a revlval in mnvestmentwmll 

be worth much more to Engllsh shlppmng and heavy industry than 

any dlrect advantsges it mlght galn by a competltlve devaluatlon. 

Of course it gill mean thst more Engllshmenwlll go to the south 

of France now to spend thelr retlrmng penslons and thlngs of 

that sort. 

q. Doctor, ~ould you say sometblng about the effect 

of devalustlon of the currency on the standard of llvlng In the 

country lnquestlon? I thlnkeconommsts generally agree that 

ralsmng the tarmff lowers the standard of llvmng and It would seem 

that devaluatlon of the currency ms very equlvalent to ralslng 

the tariff. I would llke to hear a word or two on that. 

A. I ~msh I could auswer that. I started to do some 

work on it at one time but I dmd not get concluslve enough 
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results to publlsh them. It seems to operate mn some respects 

one way and mn some respects the other. I should tentatlvely 

answer mt mn thms way: that a moderate devaluatmonj if not 

mmmtated by other countrles, would be very llkely to effect 

some mmprovemen% in the standard of Imvlng, provlded the 

country had a large amount of enemployed labor at the %rome. 

It would operate somewhat to reduce the purchasmng po~ er of 

wages~ whlch means some reductmon of the standard for people that 

already have employment~ on the other hand It would operate %o 

shlft the unemployment to other countrmes and ralse the standard 

of llvlng by mncreased employment. However~ m% ms imposslble 

to trace It statlstlcally. I dld qumte a llttle work on that 

and came to the conclusmon that I was not provlng anythmng. I% 

was no use to tryj because apparently what happened was that the 

exports and mmports both increased m and that was true of 

England~ Australma, thins countryj and Sweden. Of course a lot 

of other thmngs happened about the s~e tmme: the NKi came~ 

the drought came~ agrmcu!turel adjustment came, and we also 

got nesrer the natural end of the depressmon~ mf there ms 

such a throng -- that ms~ mf nothmng had been done mt would 

have ended some tmmej and ~e were nearer that tmme -- all 

those thmngs entered mn~ the !mports as well as the exports 

went up. The people in certamn !ndustrmes benefmted by the 
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mncrease of exports of those mn4ustrles, notably typewrmters, 

a6dmng machmnes, and throngs of that sort that sell at more 

or less a fmxed prmce~ and mt ~as posslble for foremgners to 

buy them a great deal more cheaply, and wroth no mncrease 

mn cost here~ but a general theoretmcal an~-er of the 

questmon I could not base on statmstmcs, In general the 

questmon of whether the balance was a gamn or a loss would 

depend on what extent of unemployment you had. If you 

already had pretty full employment you could not gamn anythmng. 

The same would be true of a tarmff. I would say a country that 

had an abnQrmal degree of unemployment could gain by increasmng 

somewhere else mn the gorld. You can work out tarmffs on 

paper that wmll accomplmsh so many thmngs. You can work out a 

tarmff chat ~;mll tend to conserve natural resources that you 

ought to conserve~ or tend to waste recources that you ought 

to conserve, or one that wmll tend to mncrease your self 

suffmcmency mn tlme of war, but when you get to workmng v~th 

a tariff what you have to fmgare on gettlng ms not the klnd 

of tarmff you work on paper that you want, but the kmnd of 

one you get by tradzng votes mn order to get the one you ~ant, 

and that means puttmng mt on a great many other thlngs that 

are not a part of the net scheme you have vorked out, and 

further, deallng wmth the faat that you cannot ever take mt 
\ 
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off. I had a conversatmon w!th one of the best knovnBrmtmsh 

econommsts on that questmon !n 1930. He was a man that had 

always been a free trader but ~as advocatmng a tarmff at the 

tlme because of the speclal trade export sltuatlon that 

Great Brltamn ~as mn. Thls was before Great Brltaln abandoned 

gold. I samd t~ hmm: "You thlnk thls is a specmal emergency 

measurej but you ~wlll have to go on wmth mt. If you put it on 

you cannot get r!d of mt for a hundred years." 

He sald: "Wel!~ of course ~hat ms true." 

He seemed to thmnk~ nevertheless~ that that ~as not serlous, 

that they could afford to carry mt for a hundred years mn 

order to meet the smtuatlon mn 19ZO. 

s 

{ 

h 

-19- 


