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Ricardo, father of the orthodox theory of the gold
standard, asserts: "Gold and silver having been chosen
for the general mediﬁm of c¢irculation, they are by the
competition of commerce aistributed in such proporstions
amoungst the different countries of the world as to ac-
comodate themselves to the natural traffic which would
take nlace 1f no such metals exlsted, and trade between
countries were purely a trade of barter."

The‘gold standard,like so many of the man-made
institutions of society, caue in time to be regarded
as a fixed, a non-changing thing. It became part of
our orthodoxy. In 1900 Congress fixed as law what had
for some time been our practice to accept, and we re-
mained on the gold standard until e:rly in March, 1933.
The standard of value within the country was a fixed thing.
It meant (1) a free gold market, and (2) often, although
not always, the unrestricted and unlimited redemption of
notes in gold.

The problem as viewed from the national scene was
relatively simple in the pre-war era. The problem still
remained of fixing, or rather, of accomplishing an inter-

national standard. Each nation came to accept its "unit",



this unit being simrle and universally acceptakble within
the country. Gold became the common denominator in the
international economic systeﬁ which was based on the prin-
¢inle of the division of labor and interchange of commod-
itles, services, and labor. Thus the free movement of
gold between countries assured sﬁable exchange rates,

and permitted a correspondingly free international move-
ment of funds which tended to equalize interest rates

and price levels and consequently, to maintain a certain
degree of adjustment between the national economics of
the princlpal commerical countries.

The international gold standard is essentially a
creation of the second half of the nineteenth century.
At the end of the Napoleonic Wars the Eurrency gystens
of the world, with very few exceptions, Great Eritain
being vty far the most important, were based either upon
gsilver as the sole foundation of the system or upon
silver in combination with gold. Between 1848, when
gold was diseovered in great quantities in Australia
and California, and 1914, there occurred a gradual
but almost universal transition from these silver
or mixeddcurrency systems to gold. Between 1919 and
1925 the international gold standard was restoredc.

Now the gold standard in any country can be

established by national legislation. Its success-



ful functioning as an international standardé depends
upon the existence of conditions too broad to be de-
fined, or to be regulated by the domestic legislation

of one country. There are certain rules for the
operation of the gold standard which any country must
observe if the gold standard is to operate satisfac-
torily: (1) absence of legislation restricting the

free movement of gold from one country to another,

as laws nullifying convertibility of notes, impos-

ition of embargoes on the export of gold and inter-
ference with the ordinary procedure for the purchasge

and sale of gold. Sinece the primary purpose of gold
movements is to facilitate the international transfer

of funds, it follows that dealings in foreign exchange
must also be free of restrictions. (2) a state of
international economic equilibrium, a condition which
can be brought about and maintsined only by a reasonably
free movement of commodities, services and capital, which
tends to create a comparatively stable balance between
the international income and outgo of each individual
nation. Often equilibrium in the international accounts
1s achieved by capital transaetions, and the free move-
ment of long-term capital is just as essential to the

maintainence of the gold standard as is the free move-



ment of gold a2nd short- term funds. Countries with a
congistently favorable balance of payments which are
unable or unwilling to make forelign loans and invest-
ments can be pald the talances due them only in gold,
and the continued accumulation of gold by some coun-
tries at the expense of others must sooner or later
force the losers to abandon the gold standard. Pol-
itical manipulation of credit as seen in the 1914 to
1918 Anglo-American maneuverings created a condition
which caused the abandonment of the gold standard,
because it was impossible to stay on. (3) Willing-
ness on the part of the central banks to permit gold
movements to exercise their full effect on the eredit
structure of theilr countries. If central banks coun-
teract the effects of gold movements through open
market operations, the semi-autom=tic adjustments
which normally correct the conditions giving rise

to gold movements do not take place, and a situation
of disequilibrium is maintained.

(4) The last prerequisite is of a political
nature. The gold standard operated successfully
before the war because political hazards interfered
with the movements of funds, short-term s well as

long-term, much less than in the post-war period.



Political uncertainties not only interrupt the normal
movement of short-term and long-term capital to the
countries affectec, but often give rise to a flight of
cepital which may cause the collapse of one country's
currency system and create abnormal conditions in the
money markets of other countrles.

The international gold standard and the inter-
national credit system built upon it zre a delicate
mechanism which is very eagily thrown out of adjust-
ment. Since the war nations have tended more and more
to adopt policies of national self-gufficlency which,
in violation of the fundamental prerequisites, involve
restrictions of the international movement of gold,
capital, commodities, and services. The result has
been an almost complete breakdown of the international
gold standard and a collapse of the international credit
structure. Superficial observers have hastily concluded
that the defect lies in the gold standard itself; actually
it lies in the impossible conditions, such as the unbal-
anced credit structure, under which the gold standard
has been expected to function.

Under the international gold standard as we see 1t
in the pre-war period, gold was used as & basls for cur-
rency and credit and to a lesser extent, for the settle-

ment of temporary marginal differences 1in the international
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balances of payments. However, a difference existed bet-
ween temporary deficits and more permanent maladjustments.
Here equilibrium was generally achieved by means other
than gold shipments, namely by long-term and short-term
borrowing until such time as the fundamental causes for
the deficit could be rectified. In this era, gold was
not ordinarily used as a medium for the actual payment
of internationald ebts; it was an instrument of com-
merce tut not a commodity of commerce. The use of gold
for settling marginal balances was comparatively small
because the international accounts of the principal
countries were much better balanced than in the post-
war period. Fpreign trade was better adapted to the
international economic status of each country. The
great creditor nation, having an uvnfavorable balance
of trade, thus enabled the debtor countries to pay
their debt in services and commodities. Debtor coun-
tries, young and ecannmicaliy undeveloped, attracted
foreign capital for use in the exploitation of their
natural resources. Thus it was this equilibrium in the
balance of payments of the various countries of the world
which prevented gold from becoming a means of debt pay-
ment and which brought about a more or less satisfacto;y
international distribution of gold.

The usefulness of gold insettling balances was due

to the fzct that, as a commodity with a world market and
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a relatively stable value, it was universally acceptable,
Algo, since the monetary units of most countries were
defined in terms of gold, the movement of gold provided
an automatic check on fluctuations in foreign exchange
rates. Whenever a monetary unit on the gold standard
fell below a certain point in the exchange market, gold
exports immediately rectified the situation. Gold ex-
ports for such purposes, however, were generally small.
If they assumed large proportions, a contraction of
credit and an incresse in interest rates ensued, which
in turn led to an influx of short-term funds from abroad
and a rise in the exchange value of the currency.

Thies direct effect of gold movements on interest and
exchange rates led to the general belief that the opera-
tion of the international gold stancard was automatic.
This view was only partially correct, since the central
banks could, end did, influence interest rates and
thereby affect the movement of funds regardless of gold
movements. However, in the pre-war period the central
banks rarely used open market operationg to influence
credit conditions and counteract the movement of gold.
The control over the money market was effected chiefly
by manipulation of the discount rate; but discount rates
as a rule were determined chiefly by the movement of

gol¢, and it was the gold position of a e¢entral bank
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which determined its discount: poliey. Thus, while they
were able to influence and counteract the movement of
£old, in most cases the effects of gold imports or exports
on the money market were direet snd immedlate.

Up teo the outbreak of the war, the gold standard
fun ctioned with relative success in most of the coun-
triee of Europe, in the United States, Australia, Japan,
and in several South American countries. Gold moved
freely from one country to another; actual shipments
were not large, and gold was fairly well distributed
throughout the world, the amount of gold corresponding
more or less to the economie or political neadn of each
country. These needs and the malntainence of stability
constituted the motivetion of the ¢entral benxs of the
world for the bolstering up of the supposedly automatie
tendencies of the warld’a gold supply so to aistﬁihutu
itself as to enadble all gold standard countries to con-
tinue to link their currencies, to gold, the international
currendyyownile at the same time pursue a healthy intere
nal deve;apmenta »

It is the attempted reconeiliation of these two
gime of financial policy, the linking of the national
currency to gold and maintalning a healthy supply of
the internal medium of cireulation, that made the post~
war dilemma. Theorists have regerded the linking of



the national currency to gold as the paramount aim and
to anticipate & 'healthy supply of the internal medium
of eireculation, as gold was "supposed”” to flow towards
the country whose internal development warranted the
flow, and gold holdings upon which thn?inpﬁlyuﬁre&ntarf
Bal currency depended would therefore autematically

ad Just themselves to the legitimate demands of each
country. 4

Te "meintaln a heslthy supply of the internal
medium of cireculation” is one of the reassons given by
the Adninistration for aaéing Congress Tor the right
to eontrol the monetary policy. This request wee granted
the President in the Thomas Amendment of the AAA. _It
was not a request for, nor was peraission given for
government use of eredit for 1ifting iteelf up by
the bootstraps. We were competing in world markets
where inflation was resorted te. We entered the arena
of "managed currencies". President Roosevelt was by
this Amendment given the power to use inflation, or to
threaten to use inflation, as hls wesaron in the econonie
werfare among the nations. _

World conditions however show conclusively that
despite all efforts to retain the desired gold reserves,
with all the hardships, tﬁa lowering of wages with re-
sulting labor strikes, which these efforts lmposed on
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home industry, meldistribution of the world medium ensued.
This maldistribution has led to the suspension of the gold
standard as the measuring rod for the determination of
the value of a number of national currency units. The
fight to retaln the gold atandard entails, while it is

in progrees, steps which if prolonged are normally ine
imical to internal industry. The factore which are
relied upon to redress a threatingly heavy outflow of
gold are falling prices and rising interest rates, both
of which aet as dampers upon the activity of home entre-
preneurs. Thue there may be long periods, during which
~efforts to maintain the gold value of a eurrency will be
in direet opposition to rather than identical with the
internal interests of a country. When these efforts
succeed they will at best merely link the development

of internal industry to the international situation, and
the Internal price level, whose stability is the key to
healthy develovment, will be open to whatever fluctua-
tions ogcur in world orices. When they fail, the ques~

* tion arises of whether it is not wore imvortant to govern
finaneial poliey in the interests of internal price stab~
11ity, while abandoning the internatiomnal gold standard
altogether if necessary, and zllowing the rate of exch-
ange with other currencies to fluctuate freely. The ex~

periences of England and France with Jabor strikes evi-
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dences the repercussions of these internal interests being
sacrificed in an international monetary "management” .
there are two ends toward whiech monetary poliecy must
be directed in order that the finaneial mechaniem may
subserve the goal of inereasing and facilitating prod-
uetion, distribution, and exchange, for whieh purpose it
was created, and may not become am end in 1%5&12; (1), the
uaintainence of a stable internal level of prices in order
to coubat the alternating waves of inflation and deflation
Which make up the business eycle; and (2), a steady rate
of exchange between the national currency and the cur-
renclee of other countries without which 1niarnational
trade must inevitably suffer some dislocation. Orthodox
theorlsis assume the two to be automatically connected so
that a poliey whiech is guided in the interests of thp
latter will automatically react to the attainment of the
former. iodern insurgents rise to say that the two aims
ake generally so thoroughly incom patible that the govern-
org of awonetary polley must confine themselves to pur-
Sulng the one at the expense of the other, and since
internal stablility 48 of greater lmportance than foreign
trade, it should be given priority. Proposed "menaged
international gold standard" policles which nay attain
the two aims still have opportunity to prove themselves.



The international gold standard worked so seeuingly
smoothly before the war that with hardly a dissenting voice
it was reestahlished at the earlliest possible moment after
peace was made. The return was made in the beliel that
monetary stability would provide a basis for necessary
read justments in the wider field of financizl and trading
relationshipss V¥ithin a decade the gold was abandoned,in
some cases unavoidably; in other cases, the move was taken
ag a voluntary aseassure of monetary poliey. ur. J.id. Keynes
expresses himself thus anent Fngland's experience in this
field, " . . the disastrous ilnefficiency which the iétar~'
national gold standard has worked since 1lis restoration
five yesrs apgo(fulfulling the worst fear and gloomiest
prognostications of ite opponents) and ihe @eonomie
lossea, second only in amount to those of & great war,
which it has brought upon the world . . . "1

dr. Keynes' proposal for reform, contained in his
Mopetary Reform, suggeste stabllity of internal prices,
at the sacrifice Af necessary of exchange stahility;
the means to this end would be the regulation by the
central bank, alded by the treasury, of the volume of
erodit, and the complete severance or'the voluane of

currency from the gold reserves. Gold would be im-

1. The Money Revolution, Sir Charles Morgan-Webb,p.44
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rortant only to meet sudden emergencies and "as a ueans
of rapidly correeting the influence of a tewporarily ade
verse balance of international payzuents and thus wnain-
taining day-to-day stability of the sterling~dollar-
exchange."l

In the post-war period the departure from equil-
ibriua, &s shown above, was 80 extrewe that adjustments
under the pressure exerted by gold movements seemed im-
sracticable, Iamediste collapse was threatened,s Pole-
icies of cooperative support were adopted by the central
banks in the hope that somenow adjustments would of them-
selves be made. The result was s8till further departure
from equilibrium. Typical msrifestations were a large
inerease in the foreign indebtedness of many countries
and a persistent and growing maldistribution of monetary
gold stocks., The experience of thoge years surely leads
‘to the inevitable conclusion that a reasonably close
approsch 10 equilibrium must be resched before there can
be established an ingernatlonal monetary system which
bromiees to yleld s:tiefactory results to be permanent.
An international monetary eystem i1s a means of main-
taining equilibriun; 1t cannot create equilibrium.
That must te established within nations as well as
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between nations.

The war, on which we have come to blame practically
every difficulty which besets us today, changed the whole
obligation and currency setup. Two factors stand out in
the early part of this era; namely, the breakdown of con-
fldenéo,thus ending old trade channels, and the drastic
reduction in the flow of capital., Pre-war Britain had
bullt up an enormous body of foreign investments. Ger-
aany had boch slower in this trend, but had been very
active during the early years of this century. These
1nveatmehta had been beneficial both ways, were sound,
and were used in the building up of gainful enterprises.
Repayment of principal and interest seldom caused fear-
ful difficulty. But the war indebtednesses were huge,
were for shorter periods, and, nost of all, were used for
the unproductive business of war. Governments nortgaged
their future productivity for the mad business of killing
o;r the enemy, who, very often was a strong customcerf ‘
formér dsys, who had helped him build his wealth. At the
end of 1930 approximat@ly one-third of the total interest
payuents which had to be made to the United States on long-
term account each year were incurred by the borrowers on
loans made for unproductive purposes. Germany, on the
other hand, constitutes the largest debtor on unprod-

uctive account with a debt of annuities, which when cap-
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1talized at 5i% represent a sum of some eight billlons.

The old picture of Great Eritain being the luminary
in the investment world changed and in 1930 the United
States wes & net oreditor on long-term account %o the
extent of some eighteen billion dollars. In the post-
war decade, while the net export of gold was continuing
on & scale undreamed of before the war, the United States
continued to enjoy a sizeable net commodity export bal-
ance varying from $254,000,000 in 1923 to £905,000,000
in 1928, This further changed the pre-war picture,as
Great Eritain now no longer the capital exnorter, has
nad a consistent adverse balance on commodlty account.
fhe United States, a potentially self-sufficlent eoun=
try, thus changed places with Great Britain, who, emzept
for oversea products and trade therein hovbra close to
the poorhouse or starvation.

Another phase of this changed scene is that the
?ar~1ncurred international debts finds the new debtors
ire in muny casea governments rather than private indiv-
f{duals and corporstions who commonly constitute peace-
time borrowers. This is significant in that a govern-
ment fears having its future borrowing power jeopardized
by defaulting. The field of money and banking, hereto-
fore largely dominated by bankers and economists now

became largely a political field.



16

Besides the government-incurred indebtedness, there
was an enovmous nost-war epidemic of forelsn bond 1ﬁves$-
ing by the Amerlcan publie. In 1923 flotatlons of forelgn
‘government bonds in the United States amounted to #1"@.’1*
lloﬁ; during the next five years these flotations averaged
#26 m21111on 2 year. Among these wers the ill-fated South
American bonds. A number of governments having no con-
nectlon with the war were incurring debts for unproduct-
ive purvoses. Peru was saong these.

The new international obligations sre owed largely
to countries whose econonic policy differs from that ét
the chief pre-war_creditor, Grest Britsin. The United
Ptates, and to a much lesser degree, Frence, now assumed
tmportent roles as creditor mations, yet both are strongly
comnitted to & policy of protection, while Great Britaln
herself, the other grest international creditor, has
abendoned her free trade poliey since the war.

The United‘states was becoming a lender of growlng
maturity in the few yeers prior to the war. E£he wag in
g hiph depree of irdustrialization; she was pro§u01n5
isrgely her own raw materlals; end, she had already
sterted on the truck of lending and stlll belng econ-
omically indenendent of those to whom she loaned., Her
debtors had dAifficulty repaying for want of currency
necessary to meet the obligations, as this currency was
already largely centered in the creditor mation. Here
the self-sufficlency of the United States becomes a
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difficulty of primary iaportance, for Sy reason of 1t
she is naturally less receptive to overseas goods than
Great Britain, the historical ereditor. This very self-
sufficiency, moreover, has endowed her with a heritage
from the days when she herself was a debtor nation with
rapldly developing resources, the heritage of protection.
Nor is she alone in this, for France is tightened up with
restrictions and quotas on 1ncom1h5 goods, in addition
to duties. Even Great Britain has forsaken the free-
trede poliey for tariffs. Thus we have three nations,
the United States blessed with resources, and Great
Britain and France, both dependent upon foreign sour-
¢es for a large portion of their requirements, all
demanding that their oversea c¢laims be hbnored.

The bearing of teriff policies u-on the question
of maldistribution of the world's gold supply is now
evident. It has 'steered the course of rolitical action
in these three countries, governments rising and fall-
ing on their stand on this issue. Even though the
philosophy of eentrdl banking had never grown up,
80 that gold movements had continued to have their
traditional effect on prices, the tariff volicies of
creditor nations would have largely, if not totally,
nullified this effect by raising prices on incoming
goods, and so destroying the relative trade advan~
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taze which whould normelly acerue te the debtor nations
under the deflation of thelr prices coused by a stesdy
drain of their gold. Even though internatiounal lending
had continued st o normel rate, the current obllgations
of the debtor coutries could not have been permanently
met by further borrowings, so that 1T tariff policles
¢ontinually precluded them from paying in goods, defenlts
were ineviteble as soon as thelr gold stocks had been
sufficiently depleted.

The normel effect of a prolonged drein of gold must
be to force the gold-losing countyry off the gold standerd,
whether, &5 in the case of Brezil, the drain is allowed
to continue until the whole gold holdings of the ecentral
institution ere exhpusted or whether, as in the case of
Grest Britalr, pgold peyments are suspended when gold holde
ings have sunk to & point where their further reduction
might meke a subsecuent return to the gold standerd s vire
tual impossibility. The suspension of the gold standerd
is the means of rectifying & prolongedadverse bslance of
international peyments, for, in the subsequent depreeciation
of the nationsl curreney, the price of imports is reised
to leveié which discoursges importers, while the world
price of the country's exports is lowered end the volume
of the exports is correspondingly increased, By this
means ‘a stimulus: is given to the favorable export commodity
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balence. -

The part played by gold wovements in the establishment
of the condliions necessary to secure aquilibrium in the
international balences of payment of the various countries
is significant. %The quentity of money in the country de=~
pends ordinarily on mines, and balances Iin the simple case.
This has come to be purely & matter of control in the
present scene., The aggregate woney income depends on
eurrent output of goods, thal Is efficlency, multiplied
by the prices, Gold flows to the country with excess
of imports thus affecting prices, and through prices,
money incomes in botk areas, The country with the
greater eofficiocncy will tend to have the lower level of
prices, and the higher raenge of money lncomes. Spece
ifically, thls flow of gold will affect import and re-
lated industries firet and with greatest forees The
internationel gold standard creabtes nol & conmon price
level but an integrated prics and incoms structure, the
various perts of whieh stand in orgaunlc relatlonshlps to
one enother, These things remai: fundsmenially true when
allowasnces are made for the complexltics of modern cure
rency systems, for the existence of Larififs and of transe
actions other than the dlrect exchange of pressat goods

for present goods, {or exampde, cupilel and lnterest
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transsctions and such extra~economiec payments as tributes.
Thus & transfer of reparations, for example, involves an
adjustment of the price and income structure in both the
paying and recipient countries. ;

The price and income structure 1s determined by the
operations of the organized banking system. It must cone-
trol effective volume of purchasing power so that its
aggregate amount does not exceed the amount dlctated by
the necessities of international equilibrium. Thus, if
in the outside world the price end income structure move
upw;rd, due to infletionery menipulation, the bank must
prevent an upward movement at home until equilibrium is
restored. It mey attempt to lower the level of local
prices and incomes, or attempt to ineresse efficlency
in prodﬁetion to lower selling prices without a lewering
of level of money incomes,

Pariffs alter the relative level of prices and
incomes in the srecs concerned in international trade.
Imports ere checked while exports are not immediately
- affecteds The balsnce of peyments is adjusted by inflow
of bullion which raises both prices and the level of
money incomess At the higher level of prices snd income
the importation of bulllon ceases and goods take the place
of gold., But, if the gold flows are not allowed te influence

the price and income structure in either area, the tariff,
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in one case, and the rigldity of the cost and income structure,
in both cases, may become the cause of a quasi-permenent drain
of pold, and the old equilibrium will not be obtained.

Iﬁtereﬂﬁanﬂ cepital recelpts take shape of excess of
imports over exports, the borrowlng country, as 2 group,
receives more purchasing power for lmmediate disposal, while
peying country has perted with this immediate purchasing
power., Instead of borrowing country paylng for lmports by
exports, they can now pay by these loans, thus a high level
of money incomes and prices maintaina; thls checks exports,
and leaves imports at higher level than formerly possible,

Thus we see that the Iinternatlonal gold standard supe
plies a mechanism for maintaining fizity of exchange and for
keeping the price and income structures of the various coun=
tries in touch with one enother, But, this cells for not
only the existence of & common currency basls, but else the
administration of the gold standard in each and all of the
countries adhering to it, by refralning from inflationary
measures under which the gold standard cennot maintain.

fha gold standerd was resumed by several of the lesd-
ing nations in the post-war era., The perlod of 1918 to
1925 wrought havoe in the gold piecture. Once a depression
hes been initiated, it tends to perpetuate itsell, es the
decline in productivity tends to affect one industry and
branch of employment after another. These fall roughly
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under unemployment being a direct cause of reduction of
demand for consumption goods, partly bescause orders for
raw materials fall off and partly besause the deeline in
business profits check flotation of new loans, Thus
governments fall back on the expedient of abandoning the
gold standerd since it gives the immediate opportunity
of checking the fall of prices. That is the imredlate
raaﬁlt; but the far-reaching consequences mey not make
the move one of raprsreaching wisdom. The lesding nations
have thus far so completely deserted the international
viewpoint in faver of nationally managed currencies, that
results of the international gold stendard "would have
beens" can only be highly problematicel. Again we guote
Keynes, "Even though there is feasibility in departing
from the gold standard it does not follow that these
difficulties were caused by the existence of the gold
standard."

One may view the depression as due to "gold male
distributian ¢« but the facts of gold redistribution
proves nothing sinece it may be an effect, not a cause, _
of change. The concentration followed after the depression
in Burope had begun, so it could not have been & causing
or initlating feature, The dapreasioh has produced drains
by uncertainty as to future position of warious currency
systems; and curreney management has been subjected to
much political "f@otballing". 4in unwise inflationary
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measure,for example, has been resorted to in order to win
an approsching electlon or vote. Again, sometimes gold
drains heve come from impossibility of raising fresh loans
or exporting enough to adjust balance of payments by gold
shipments when 1t wes impossible to reduce local income
by deflationery steps; other times the gold standard has
been abandoned and gold reserves used without effeet on
the local price situation.

In 1921 heavy gold flows to New York and to Paris led
to an orgy of bankerate changes in Europe, ceused dear
money, and aided in producing the depréaaion in those
eenters. The 1929 gold flows were important factors bus
the seeds of the depression were already sown in busi-
ness conditions in the United States. The cheap money
poliey of the Federal Reserve System in the winter of
19237-1928, and the reluctance of American banking authe
orities to put brakes on its amplitude, were contributing
fectors. But the United States wes even then already
helping Europe spend its way out of its depression, The
economic 1life of the world came to a high degree under pole-
itlcel influence; the world has become "inflation conscious"
and eware of possibilitles of a eurrensy becoming worthless;
the economis structure has become rigid to an unprecedented
degree; tariffs have incressed and difficulties of adjuste
ment have thus also inereased.






CHAPTER IX

During the period from 1914 to the present, gold
tended to become grossly meldistributeds It conecen~-
trated in centers lesst receptive to its "automatie"
functions and drained from these countries who were
in dire need of its use as a basis for restoring
wrecked currency systems, This chapter aims to obe
serve these movements and inquire into thelr causes.
The United States hes-been the magnet that lured the
precious metal to hers Gold has aceunulated in her
centers in great quaentities., OShe has chosen a mane
aged currency system, with gold used only for inters
national transactions, and with vast amounts sterilised
and kept in her vaults, Industrial, politicel, end
economie phenomena contributed to this condition we
find preveiling in the present scene, We shall in
the final chapter attempt to look chead and foresee
consequences from present trends.

Gold is not of paramount importance in the present
setup of managed currencies, It might perhaps be sald
that the huge stocks of gold in the United States are
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only of decorative importance. However, one of the primery
functions of gold is elso, of course, to represent the perm-
anence of velue in time and spaces, Likely, with the return
of old trade relationships, we mey find gold coming into its
own egein snd becoming once more the foundation of our nae-
tional monetery systems and reletionships. Gold functions
in a stete where equilibrium exists, it serves to maintain
equilibrium; but it cennot function where conditions over
which it has no control, and with whieh it has no con-
nection, bring such maladjustment that no international
currency free from management can exist.

In 1914 the United States had monetary gold stocks
amounting to §1,813,000,000, From June to Degsember of
1914 exports of gold exceeded imports by $165,200,000.

In 12156 we increased our monetary gold stocks to
¥2,215,000,000 end by 1918 we had §3,160,000,000.
Importations of gold from Europe practieally ceased with
our entry into the war in 101%,

During the perloed from 1914 to 1917, an enormous
balance of trade ran to the United States., War supplies,
-food, and other commodities the belligefents came to rely
upon from the United States so that they could divert their
factories to the manufacture of munitions and wer essentials,
brought the totel "favorable® balance to $5,837,000,000 from
June 1914 to June 1917.1

l. Treasury figures cited from:Documents Submitted to th
Gold Dolegation. League of Nations Series.LOsl 11 A«7,p Xﬁ



Therein lies one of the greatest factors in the economie
dilemma, thls huge treding beom consisted of 3ooda'of
American manufacture,iranded for gold from a depletable
sources Abuse of credlt by foreign natlons was rampaabs
The buge cergoea were peid for in gold and eredlit, not
largely by the exchange of goods as heretofore, and in
1918 end 1919 the trade balance continued high but was
settled in pert temporsrily by credits grantsd by the
United States governmment to Eﬁropeag governuonts, with
whiech it was assoelated in the war.

This heevy buying, supported by gojd, and then by
ereaits, stimulated industry to a helght never before
attained on a national scale, We reached a hlgh polnt
of oredlt inflation. Lumber pilers loft §5.60 a day
Jobs to work ln the shipyards at cXkeven and thirteen
dallars & day. Women entered indusiries never before
open to them. Farmers placed mortgages on their 320
gorg® farms to buy more hundreds of sores to reise wheat,
Lend which never should have been planted now came inte
use for dry ferming in answer to the unlversal cry for
wheet, Nor was the United States alone ian this. The
éxchange of war cammoditias orought the velume of credit
to proportions that eould not possibly be sustained by
their holdings in gold. Postewsr inflation and monetary
chaos followed, The German mark beceame worthless, the
frene fell to one-fifth its former value, Belgium and




Italy suffered, and the pound sterling fluctuated.

The new pold supplies enterins the bank reserves of
the United States enabled bhanks to expand thelr loans,
Tpe Faderal Reaerve Ast reduced requirements and credit
demands wore met with moderate interest rates, Thevr rang

3.45% 1a 1915

3.43% in 1916

4,74% La 1917

5.,87% in 1018
The Awericen ceme to be known as "a man who rides in e
financed cer over s bonded rosd®, Ioens end discounts
in 1914 were {15,339,000,000, end investments were
$5,5685,000,000. Tn 1918 loens and discounts were
$22,515,000,000 and investments were #Q,?&Q,OOO,OOO.I
This inerease is fifty-four percent. However, higher
prices absorbed much of the lncreased purshasing power.
Banks were not pressed‘as interest rates were moderste
and funds were continuelly aveileble. The Federal
Reserve Banks further reduced resecrve requirements,
From 1914 to 1929, the gold stoek geined §2,433,000,000
end bank eredlt asdded #3%7,685,000,000, or fifteen dollars
bank ecredit to esech additlional dollar of gold. Had the
note cirenlation been rigidly kept down to 1ts pre-war
flpure, inflotion conld have been reduced conslderably.

But, in the fece of the urpent necessity of spending to

meet the war recnirements, 1t wes impessible to keep

Pigures clted from Gold Dm%gistion.ﬂizegg.Loagna of
Nations, 1981 II A ¥,pages ¢ ‘




‘to for belancing the budget:. In flation, the "easier™ wigy

pencles of the belligevent countries and would have ine

went to Londeon and to New York, Great Eriteain averted

the nobte circulution dovm. Texation conld not he reaortng

was resoried tos Wherees m@ney WES fnssy", cormodlities wore
8cargce-~~the possivilities of making wuge of this purchasing
power wes curtalleds. JThere was no wholessle Tiight of.eﬁpav
itel to nsutral couﬁzries. A8 oxchange SOﬁtrolun&eﬂgnseu

*

tieally noneexistent at the beginning of the war, sush a

flight would have reduced the exchange value of the curs

oressed the aifficulties .of governmegtsiin making purchases

in neutral couantries. . :
There was 1itble flight of capitel durins the 1914 to

1918 perlod. 3Some there was to Switzerlend from the Cene

tral Powers and from Fraunce, while some French capitel

a flight by paying specisl deposit rates, and mensged teo

atdract considereblie Munds fror neutral couniries, note
withstanding the exchange risk, which was temporarily
concealed by the polley of exchange pegging by the
Alliss, luch of the first war loans fror the United
States to England serbed %o sustain the pound sterling

in hor position ss plvot of currency ratios, 5She pegged

- with the dollar, using the early loans raised by ocur

Liberty Bonds for this purpose, IFranje,too, was bol&htvins'
her gold with our help. The lntersetional oredit structure
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wes becoming pyramided, with the Uuited 3lates playing the
role of the mythical Atless ZIach counbtry had to leern theb
a monetary poliey gulded exclusively by marrow natlonal
eonsiderations wes bound to recoil upon the nation i1tself,

he war ended labe im 1918 in somewhal unexpedied
manmer. Arcies,commodity wmerkets, sold stocks and credlits
were all meladjusted., Peace came with suddenness and
found countries as unprepared for it as four years earlier
War had. Uncertalnty and chaos proveiled except that war
demands for manspower and credit were no longer of sueh
proportions or pressure. Business had to sadjust ltself
to peasce conditions, The year 1919 began with uncertainty
prevailing in Lusiness cireles, then revived es demands of
meny kinds srose, Govermmental expenditures contlnued on &
great secsle, financed by more losns, inflation was rampant,
wages and prices advanced, and owing to the ¢lseorganlized
state of trade and tansportation, a shortage of various
kinds of comnodities appeared to existe Ihis wes a fallaey,
later to be discovered o muck grief, as the stocks on hand
were great indeed in comparison to the ability of the publie
to pay for thems The amerlcan public seemed {o be in some
happy frame of mind, bolsbered up by a philosophy rampant
that there was enough for all of wages and the good things
of life. The merry e¢ircle, they argued, would continue to
go around if only no one halted it with inquiries of why
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and from whence would caﬁe the ablllity to purchese all
these commoditles stlll veing produced st Mboom rates”,
The argunent was often made that if "purchasing power®
were not curtailed, wages would not suffer. Infletion
was present Dut nob yel generally detected., We find
thet during this perlod leens gnd discounts ineressed wo-
tram‘@az,als,oao,ooo in June 29, 1918 to #51,208,000,000
on June 30, 19203 and benk eredit expended from yom, 258
million in 1918 to $42,506 million in 1981 Investmeats
inereased from 9,742,000,000 in June 1918, to ¥12,250,000,000
in June 1919, and decrenzed to $11,538%,000,000 in June 1920.1
On June 21,1919, Governor Herding of the Federal Reserve
Board, sddressed = letter to emch o the Governors of the
twelve federal reserve benks, in which he said;l
“The Pedersal Reserve Rosrd i3 coasecrned over the
existing tendeney towerd axceszszive speculation, snd,
whiie ordinarily this could be corrected by an asdvance
in discount rates st the federal raszerve banks, it is
not practlcahle to apply this sheek ut this time Do=
cavse of Goverament fineomcing,”
This was shortly sfter the flotatlon of the Victory
 Loen. The commercial paper »ats was 4 3/4 percent, but
4% perceant existsd on goverment«secured war loans. iy
two steps thils prelerence was removed and Oy June 1, 1920,
7%, the highest rediscount rate ever established in the
reserve banks, had been reached. Inflation culminated in

1920, prices were rising and the gold exports continued.
1. Gold Delegation Report,Geneva 1931, p 47




In its annuel report at the end of 1919, the Board
saidzl
"Phe expansion of eredit set in motlion by the war must
be checked., Credit wust be brought under effective control
and 1ts flow be once more regulated and governed with eareful
regard to the economis walfaere of the country eand the needs
of its producing industries,”
oney wes tight., The peak of the commodity-price
movement was reached in May, 1920. By 1921 the fall in
prices was hitting a fast stride, Nany busisess fallures
occurred and unemployment was prevalent. We still had a
preponderance of gold and had thet been allowed to serve
as & basls for a corresponding expansion of credit, the
result would have been @ rise in prlees in the United
States which would have faciliteted the repatriatign,ef
gold, This rise of prices would have provoked an upward
trend s11 over the world, but American prices would have
held the lead, Such & policy at that tiwe would have
obvisted the necessity for other countries deslrous of
restoring their eurrencles to thelr pre-war parities to
deflate to that end. Thus, Aecording %o Paul Einzig,
as expressed in his World Finance 19141985, the redise
evibution of gold would have been facilitated and would

1, submitted
GQM'& »

salected !~»umenta on the Distribution of (o
e ne G ial ommititee

to ti
1931+ poﬂ



have brouvght inflation to & number of céuntries, and would
have reduced the value of debts in terms of cammoditias,.
internal_and International slike,

However, such inflation wes not resorted to. The
other countries went through the disastrous consequences
of their deflation, unsided by us. Credit was checked
here and staple export commodities were falling in all
foreign markets, before any reduction of reserve eredit
oceurred.

The old traditional tleups had changed. The center
of the gold universe had shifted from London to New York.
The Allles and Central Powers were, in the early part of
the war, foreced to ralse enormous amounts of money. Even
Germany, reputed to have such fabulous,mysterious wealth,
had to make desperate thrusts for gold. None of the trease
uries was adaquately prepared to meet the critical require-
ments out of its reserves. There were practically no fligﬁtn
to neutral countrles, All Buropean belligerents mobillsed
privately owned resourcecs to pay for purcheses asbroad.
Every government 8ndeavored. %o increase its gold reserve.
Iondon and Berlin sold heavily and st sometimes almost
erucifylng fugres,long-term investments that had been good
and of mutuel benefit. The =export of gold was soon pro=
hibited everywhere and the convertibllity of notes was
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suspended in law or in proctiee.
The All%ss bought enormously from the United States
and st the end of the war, America sssumed her new role
of creditor nation. She was inadaguately prepared by
tralning snd traditlon to assumc thils strategic positions
8he now 1ald over helf the world!s gold supply, hed credits
on every counbtry of the Allles Bap@ly. and stlll entered inte
en intensive strugzgle to sell from her overstocked commodity
belence on hand, at good priczes,paysble in gold, She was a
pation still in the process of industrialisation and ille
suited to be sz creditor, Abuse of eredit by foreign nations
eontributed to the chaotle eonditions. The American manufe
seturers overshot their mavket capacilby woefully and unloaded
on Duropeszn consumers ineepsble of paving, either in goods or
in gold., The credi? structure became piddlly unbalanceds
Breat Baltaln hed fredltionally, since long before the war,
been the worldts creditor natlon. She bousht her raw mate
erials in world marketa, memafastured them and sold te
world markets, z2leaning hesvily of the invisible items,
Thus she had 1lad the world in a pollcy of free trede. The
Enzlish pound sterling was Hhe langusge of world exchanges
Tas Americans felt that Af s crash could be averted,
everythlng would hecone edjusted to the levela anjoye&

during the war period., Politiclens used the war debis
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as g sublect of harknguc, with seemingly en obvious lsek
of intellicence on the part of spesker and avdience, Tariff
walls were erected to keep Huropean countries from "dumping®
their goods on us to ralse enough gold to pay ue what they
owed. Readlng execerpts from the Congressional Record of :
those days we feel prone to egree with Carl Sandburg when

he says in his The People,Yes Mind why not say, 4An emp!
J ) 4 ay

taxiceb drove up to the curb and Senator so-and-so stepped %,
out"? '

Private lending by Amerdean citlzena ecarly in the war
had proved profitable, The government loaned heavily and
hurrledlyfralsing vast amounts by floating Liberty Bonds,
whereas privete loans had been celeulated on sounder basiss
Whon a corporetion comes upon evil days, a diviclezud has %o
be passed. Any stockholder In buying knows thet the rassing
of u dividendiia one of the chances he is taking and theree
fore not so much ocgurs when a private loan defaultss Bub
not so with a government losn to & forelzn power. The
natlional budget s the personal grievance of many taxe
payers,sapecially vhen economle conditions are not running
smoothly, In this he is kept sdquately sgitated by a
certain type of politisien,

Jo¥. Keynes, ﬁﬁi?@ﬁt Enslish coonomist, in his

Eggoys in Peprsussier polnts out that the fmericsn

1. page 54




egonomistes estimated thet in this post-war era, imoriss
was owed more bthen was due from her, qme spart from m
‘interest on the debts of the Allled sovernments; and hep
mercentile marine earned from'rbreignars‘mara than she “,.
j owed then for sinilar services, Her excess of exporﬁl.ﬁf
~ eommodities over ddports approeched #3,000 million &
4 while payments,malnly to Purope, in taurist snd mmi@mt'
‘mitmnces were estimated at not sbove 31,000 minim_*g;"
year, Thus, if the account was to bs balsnced st all,
‘ ’ww& had to lend in one wey or another, {2,000 mi.uigﬁ
& year, to which Interest and sirking fund on the m ;
would, if o be paid, ndd about {600 milllon. This sh 7
have called for a new evaluation of debts and new arre
. ments for thelr sobtlament. Ospacity bo pay should heve
# i\“ﬁ considered., Iad these debtz beon scaled down and
.:‘ %viaiqns for pamen£ agreed upon by both debtor sod
fnmditar, the vexing problem problem could heve been
"'» ! levm, perhaps to mutual beneflt.
: In the perlod following 1919, the United States
Anvested e;nd. speeculated haaﬂ.l:} in foreign markets. FM
1919 to 1921 the losses were particularly spectaculers
Home markets were tig,htahing, the investor, not vet inm
sight of vedroek, invested recklesszy. Losng and dise
; tmmts, and investmente totalod.s




1YL= mmww 42 , 505,000,000

1921 = 40,314, 000,000

1922=mm=wyd0, 407,000,000

1925mmmmwidd, 000,000,000
These figures were based on weekly average of hish and low
rates on choice commersial paﬁar, n8 quoted in the lew York
market.,

The substantial recovery in 1925 was motivated largely
'by the credit expansion based on & new gold movement. From
late 1n 1520 to 1924 thore wes a prepondersnt gold movement
inward, whieh from 1920 to 1922 served Lo reduce amounts of
redlscounts, In 1923 rediscounts ineressed snd in 1024
busincss aslump ed againe 0Gold holdings hed 1lncreased from
Deconber 51, 1920, #2,069,355,000 to §8,047,393,000 on
Decerber 31, 1932.1 It did not seem to bhe the poliey of the
bank %o curb this.
Although interst rates wers lower here thon in Europe,

8016 continued to come Lo our banks. This gold movement
resulted from the disordered state of filnanclel, industrial,
socisl and polltieal conditions in post-war Furope, England
had gone iato the Labor pevermment, with Remsey WecDonald as
prime minister, France's Socialist party had goined sontrel,
and Geruany sud Italy were starting the mareh which was to
lead them ilnto dictatorshins. It is estimated thet nne

billion dollars of operating reserves of foreirn Oentral

banks were iu the form of deollar exshance,




Despair seemed to have gripped Burope, and the longedrawn
out sufierlag had erushed her spirit. Polltical reorgan-
Igation was fraught with denger and uncerteinty, Amnerice
wes imbucd with buoysnt optimism and "Bebbitism” held sways
In the face of obviously disterted economie phencmens, the
averuge ismerican business men whistled cheerily or, attended
his Rotary Club luncheons, and Chember of Commerce meetings
with guest speskers assurlng hism thet Americe led the world,
and 2ll the time he preyed that when the thing toppled, it
it @dd, he would not ve snomg. ﬁhe casueltles,

Starting in 1928, Amoricans began to invest very 3
heavily apreadd and to speculate feverishly at home. The
United States lost $L00,000,000 in gdld in 1925, and Po-
geined approximately thet in 1928, plus $100,000,000 early
in 192%. Then the exports begsu heavlly szgein. The Dawes
Plan reestablished Germeny on zold. Orest Britain and Hole
lend restored the gold standard., The Lesgue Finsnce Come
mittee arrenged the imternctionsl loans, The Bank of Enge
denc together with other Contral Banks 2180 sssisted the
borrowing countries after the 1ssus of stobllisatlion loans
by means of e stabilisatlion ersdit granted to theilr Central
Benks, Austria was wreconstrucded: cnd then Hungery. The
Dawes Plen regulated reparetion paymente in such 2 wey a8
%o prevent transfers inberfering with the stebility of the

oxchange. DBulgaria, Greece, the Ffree Clty of Danzig, and
ang g s ¥ ) 2
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Esthonla obbalned loans under the auspices of the iﬂagna
which enabled them‘to stabllise their currencies and solve
their most urgent finanelal problems. This proved buﬁ
temporary and all but Esthonia and Danzig defaulted on the
loans aimed to stebllise their currencies.

The reserve bank credits showed the United States as
sound and restored. In 1925 end early 1926 gold importations
inereased and the imericen bankers viewed this trend with ap-
prehension as unsound for the eredit structure. It was an
overflow from distraught and shaken European money centers.
Its sudden recall would result in drastia.oontrautlons to our
eredlt structure. From 1925 to 1927 gold was cheap here but ’
bankers discouraged the speculative fever at home. Foreign
loan flotations were grest, both to Eurcpe and to South Amere
lca. Thus was begun the illefated run of South Americen investe
ments and bond flotations that ended so disastrously. It
affected many small investors, i1lleprepared to take such
complete losses.

This unwelcome gold flow from Europe to the United
States in 1926 and early 1927 caused also grave concern.
in Europe. It threatened world eqﬁilibrium and free gold
payments 1in Europe where they were nraking a desperate
effort td stay on gold.

On August 5, 1927, the Federal Reserve Bank of New York



reduced its rate to 5&%3 In April, 1927, the Bankgor Eng=
land hed reduced the discount rate from 5% to 44%. During
the last four months of 1927 gold movements drained $140
million from the United States. Argentine took $61 million,
Bragil {33 million, Paris took %10 million and by 1928 had
taken {345 million.

France stabilised the franc at 25.5 to the dollar.
The declared object of Francé in these gold purchases from
the Bank of England, as well as from New York, was to create
monetery stringency abroad, especially in London, in order
to discourage the transfer of funds to France and thus to
cheek bull speculation in francs. Motives of prestige,
no doubt, also influenced the French gold policy. She
was, perhaps, reasserting France's importance in the
sphere of internstional finance, In the three countries
eyes were focused on the international aspects of the
monetary situation more than on the internal. France pald
ofr a loan of approximately $160,000!000 at the Bank' of
England, in April, 1927, The security for this loan in-
cluded a pledge of sbout $90,000,000 of gold, asnd, when
this gold was relessed, the Bank began shipping it in
$10,000,000 lots to New York. When §30,000,000 had been
shipped,federal authorities purchased the remaining

1. Figures frcm;&olootod Bnaumonta on thc Distribution of
Gold,Loague of Nat e 83
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$60,000,000 to prevent its being brought to New York, and
it was disposed of in London. This incident shows the
attitude of the federal reserve authorities toward gold
imports at that time.l

The peak of gold holdings in the United States came
in May 1927. We exported in 1928, 560,759,000 and im-
ported $168,897,000, a "loss" of $392, 000,000, Unemploy-
ment was mounting, the banks sought to keep money cheap,
averting the "natural™ consequences of gold imports upon
the moﬁoy merket, and ¥alvin Coolidge and Andrew Mellon
were voleing feith in the soundness of American business
and inspiring conflidence in the face of near chaos,

Speculation was rampant, we were becoming a nation
of instalment buyers, buying things we could not af'ford,
but making a down payment and hoping that we could keep
up the balance when 1t had to be met, We bought on
credit and‘repented in instalments. We were in 19028
quite out of balance, purchasing far in excess of our
ability to pay.

On Pebruary 5, 1928 the disecount rate was raised to
4%. Gold exports continued, amounting from January 1 to
June 1, to §300,000,000, Business was reviving but credit
demends were stimulated much more from speculation. The
Americen press began to agitete against such large exports

ls Cited from:Selected Documents on the Distribution of
Gold,League of Nations Geneva . « P :
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as loss of so munh.gezd provoked a contraction of credit.
But the Federal Reserve Benk gave its consent and even
encouraged some shipments so as to bring about a con~
traction of eroditiin order to check the Wall Street
boom.s The high rates induced new gold imports in later
1928 and 1929, a flow amounting to more than §300,000,000.
It enabled the banks to accomplish the expansion of loans
without reising reserve credit. This continued until the
erash in 1929.

In the 1929 erash the credit system contracted, money
became tight, and a wild seramble for gold ensued. The
universal cry was for gold, everywhere we heard of the
shortage of the precious metalj there was not enough gold
"go finance prosperity", which seemed to have taken up
sbode,which proved to be of long duration, right "around
the corner”., However, in June 1931 we find that America's
 gold constituted 42.7% of the world's monetary supply. Gold
holdings of Central Banks and govermments werei

Us8. France England Russie Other Total

countries
1920 3,900  ,1,;633 710 147 3,363 10,207
1930 4,888 8,100 Y18 249 3,087 10,907
June 30,1931;4,503 2,212 7935 262 3,068 11,262

The three leading countries were still on gold in 1929,
England, exhausted from a depression of four years! duratilon,
France, enjoying artifielal prosperity ceused by the repud-
iation devaluing of the frenc greedily piling up more gold



by any means possible; end the United States, having
just experienced a spectacular crash that started in Wall
Street, then spread throughout industry.

When the speculative fever was on in the United States,
preceding the crash, & hoarding fever had reged in Europe.
The rise in the sterling price of gold from 3 pounds, 17s.
10%d per ounce to 7 pounds per ounce increased hoarding and
“paited the profits gained by hoarding.

This speculative hoardlng forced the Bank of England
off gold, From 1822 to 1914, the Bank had successfully
withstood every attack of the sterling price of gold
without resorting to drastic action. But from 1925
to 1931 the profits on gold as a speculative counter
were greater then use as currency, and, naturally, gold
forsook the function of currency and departed to the more
profitable function, hoarding., The higher the bank rate,
the stronger the forces tending to appreclate the price
of gold. The more the bank jured gold from the ends of
the earth, the more conveniently placed 1t was to supply
the hoarding demand from the continent. Gold was apprec=
lating in price and the Bank of England was compelled by
law to sell it at a fixed price. It could control the
price of gold if used for currency but not for any other

use.
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When the Kredit-Anstedt failled in May 1931, continental
hoarding grew to new proportions, When the crisis hit Germany,
the gold drain became even greater from England. Germany was
forced to suspend peyment upon its foreign shorteterm dobt'
The Bank of England lost 30 millions of gold in July 1931,
over 50 million in August, and the demand for September
promised to exceed 100 miliions. The Bank could hold out
no longer end the gold standard was forsakens In a few
months she insugurated a new currency system based on
inconvertible peper. Keynes inslsts that England was forced
off gold, ablding by it as long as 1t was humanly possible.
The prestige of London bankers led them to great sacrifice
before they were finally forced off. :

The inconvertible currency did not seek its level but
was overvalued sbout ten percent. The countries off gold
. thus got an immedlaste trade advantage over gold countries,
forcing down prices in those countries., It also caused
distrust and huge withdrawals from the United States were
made by France.

The United States held out for eighteen months longer
and went off. France alone remained on, squeezing and
hoarding, sacrificing commercial and industrial progress
for gold.

The Young Plan had been based on Germany's purported
capacity to pay in 1929, and on the assumption that pros-
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perity would continue. BEven after the Wall Street slump
this wes not revised. It should have been if the Plan was
to be at all precticable. Germany undertook at the Hague
to pay more than she could afford. ©She had been doling just
that for some time. Until 1925 she financed reperations
payments by selling merk notes to foreign speculators who
hoped the Germany currency would recover. Nuch American
gold came to Germany via this chennel. From 1924 to 1929,
the reparations payments were financed by foreign lending
to Germany. But then long-term‘iasuas abroad ceased, and
the only way to finance was by an increase of short-tem
indebtedness. Had the Hague Agreement not been met in 1931,
this short-term indebtedness might have been smaller. The
moratorium by President Hoover was a bresthing spell. It
served to moderste the disastrous consequences of absolute
defaults, which seemed inevitable then. It should have
pointed the way to a reopening of the whole debt-payment
problem. France defaulted on the December,1932 payment,

Antieipating the 1932 payment, Great Britain expere
ienced a slump of the pound, .and the flight to the pound
after 1ts depreciation brought adverse pressure on the
dollar in Jenuary, 1933. America's insistence on this
December lnstalment became a factor in pushing us off
gold. Until 1932 the Exchange Equalisation Acoount



kept part of its resources in dollars., When the Bank
had to give up 20 millions eof gold on Degcember 15, to
meet the war-debt instalment, dollars acquired by the
Exchange Equalisation Aceount were converted into gold.
This outflow from the United States was part of the flow
that caused the crisis that led us off gold.

England suffered as a nation in the e¢risis that
led her off gold, but the policy was firm and directed,
and they were spared many of the earmarks of a "panie"
that Amerlcans experienced. Professor Luther A, Harr,
of the University of Pennsylvania, points out that
"the Big Five" along with the Governors of the Bank of
Englend and the Chancellor of the Exchequor, meet and
make decisions that affect the entire English Banking
system. In the United States, the Federal Reserve Board,
governors, and state banking officlals and bank presie
dents would make such a great aggregation that such
unity would be impossible. Thus when the crash came,
some banks weathered the storm, some went to the wall
rapidly and completely, some reopened later,

The Federal Reserve had incressed the rate to
five percent in pursuance of its international poliey
and checked domestic industry, which in the depression
could not stend up under such high rate. In the last
months of the Hoover regime, in 19328, numerous banks
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were forced to close. President Hoover publicly stated
that the country had once been within two ieeks of going
off gold. Five months after thils statement had been
mede, we started the march off gold. Governors closed
state banks; the governor of New York closed the banks
after midnight of March 3, 1933 to protect the Pederal
Reserve System from further losses of gold and currencys
President Roosevelt, confirmed thils on March 5, by a
proclametion prohiblting hoarding and the export of gold.
Somé ther: are who point to the staggering withdrawals
of the immediately preceding weeks, but 0.M.W. Sprague

in his Recovery end Common Sense, states, "We abandoned

the pold standerd because it was believed by the govern-
ment that a depreclated dollar would be helpful in
bringing about a trade recovery, not because we were
uneble to maintain the gold standard.”

On Merch 6, 1933, a proclamation was lssued sus~
pending the gold standard, but exports of gold were made
to keep the dollar at par in foreign exchange. The old
price of §20.67 an ounce still held, On 4pril 19, 1933,
the provision for keeping the dollar at par in forelgn
exchange was diseontinued. The dollar immediately fell
below par and prices of a number of commodities responded.
On May 1, 1933, gold was refused to holders abroad of
Uplted States securities. On May 12, 1933, the AAA, with
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the Thomes Amendment was passed, which gave the Presldent
power to regulate the dollar, On June 5, 1933, the gold
clause was cancelled. Since that time the poliecy of the
President seems to have been against stebilisatlion with
any degree of permenency. Regulating the dollar to ralse
commodity price levels, mainly agricultural, has been his
avowed purpose. The price of gold was ralsed, over a per-
1od, to {35 an ounce $6r newly-mined gold. The Secretary
'~ or the Treasury conﬁrolu the stabilisation fund. Gold is
purchased and sterilised. This artificlal bolstering of
prices has led to a huge inflow of foreign gold for three
years. Net imports have averaged §6,400,000 daily from
Januery to June 30 of this year and then dropped to an
average of $4,100,000 a day. Since 1934 the nationst?s
gold stocks have mounted more than §5,000,000,000 to
312,455,190,000.1 Thus far the Treasury has borrowed more
thaﬁ $1,000,000,000 to operate the sterilisation plan.
The increased cost by the sterilisation plan has totaled
$1,898,ooo,ooo.2

‘ In his America Must Choose, Secretary of Agriculture,
}henry A. Wellsce suggests that America elther prepare to

1, "The Morning Oregonien", July 30, 1937
2, "Poreign Policy Report" June 15, 1937
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import heavily to meet this uneven trede balance; become
economically "selfesufficient” and curtall production to
control prices; or choose a middle of the road policy
between these two. Curtailment was plenned to £it into
a synchronized program, &s cotton and certain leading
commodities being curtailed; However, the southern plane
ter found he had plowed under his export es well as his
home market product and his new price was too high to call
for bildders in the world markets. Agreements have recently
been reached with the Japanese producers of cotton textiles
and of hosiery manufacturers. The newer program is being
worked out of curbing in certein flelds of foreign trade,
while working for a development of & larger total of exports.
Lest year the United States sold $440,000,000 worth of goods
to the United Kingdom, a gain of one percent compered with
1935, Ve imported §200,400,000 worth, an increase of 20%
corpared with the yeer befora.l

Importing such quantitles would bring disaster to us
now. Such a progrem must be socomplished graduslly. Plowing
under and other forms of crop curtailment are unsound and
have proved not to be the method of accomplishing the
desired end, namely, the relsing of prices. Thera is
1ittle to commend them except that they point out: the
gsituation and its most glaring bad points in the present
scene.

1. "The New Yokk Times", Mey 16, 1937
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In 1933, prices were low, people demsnded inflation.
Now, as we are recovering, and have @lready experienced a
considersble rise in prices of stocks and commoditles, we
are hearing talk about the "cost of 1iving", and W,shington
1s becoming "inflation conscious". Newspaper agitation, and
the volce of the people glve evidences of this.

For three years a heavy inflow of foreign capital has
been expanding our bank deposits, increasing our excessive
eredit base, and boosting stock prices, This restless
migration of ﬁhat President Roosevelt referred to as "hot
money" presents a problem as there is no way of knowing how
long it will stay with us, how it will be employed, or how
1t will leave. This term "hot money" has now come to denote
money of this nature that we do not want in our possessions

is we are trylng to contro! our price level, we do
not want interest rates to be too easy or too tight. We
do not want interest rates to be the cause of our receiving
any more gold or short-term investments, nor to divert
investment within away from stimulating activity; "nelther
swell nor stifle". This foreign money,coming in, tends
to accentuate inflation, and its sudden leaving may cause
serious disturbance.

After the wer, as noted above, we continued to lend
heavily abroad, end thus inereased our net creditor pos-

ition. Since 1934, however, forelgn money has agaln been
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coming here. Through foreign defaults, and through sinking-
fund purchases of foreign securities, and through new for-
elgn Investments in the Unlted States our creditor position
is repidly melting awasy. During the war, the total resale
of American securities by Europe smounted to two billion

1
dollars.

This, plus the "favorable"trade balance from 1914
td 1918, fihanoed by private loans to foreigners later by
direct advances by the United States Govermment, and pub=
liely offered forelgn issue, taken by our investors, have
been estimated at over two billions for 1914 to 1917. Thus
in 1914 we were a debtor country of about {2,650 million, our
net creditor position at the end of 1918 was $1O,161,000,000,3
These estimetes exclude short-term investments,
AThreeuquartera of that debt, however, represented
intersovernmental obligations held by the United States
Treasury, impossible to collect. The investment history
of this postewar period is shown thus:
net outflow on Govt. capital acecount, 1919-21 2,107
net outflow private cepital account,through 1933 6,060
Gross increase in our creditor position, from 1919 to 1933
was §8,187,000,000 |
ls The Balance of Trade in the United States. "Review of

Egonomics atistics”, July 2P 246,
2, "Forelgn Policy Report",June 15, 1937, p 79.
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Capital outflow continued, despite the 1ntenaification
of the depression, due to fear of currency deprediation in
this country. Foreign-banking funds in the United States
declined from $870,000,000 at the end of 1932 to 487,000,000
at the end of 1936.1 In 1934, following stabilisation of
the dollar, that movement wes reversed; capital began to
return in volume and much new money came in from abroad.

In 1935 the movement reached its peak, most of the flow
representing short-term balances. In 1936, although the
total flow declined, new long-term investments by fereigners
increased. The ¥792,000,000 was the greatest inflow

to our stock and bond markets on record. Net short-term
inflow in 1936 was $397,000,000 and in 1935 it was $064,
000,000, Thus we trace the moveménts: .
private loens abroad, 1914-1933 $11,433

Govte loans‘abnnaﬂﬂ 1917~1921 9,538
QW 26 535

- ’
.+ e T

Of the total canital imports amounting teo ¥2,606,700,000
in 1935 and 1936, slmost one-third, or 829,500,000 came from
the United Kingdom., From Switzerland, France end the Netherlands
came largze amounts, $335,500,000, {299,500,000 and 229,700,000
respectively. PFrom Germany came §83,100,000 and Italy {45,600,
000. Canada contributed $150,500,000; Latin American{l99,600,000

1. Federal Reserve Bulletin,May 193%7,p. 399
2+ "Foreign Policy Report" June 15, ieav,p. 79
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and the Far Est 184,000,000, A little more than half of
the capital entering thils country in 1935 and 1936 was left
in shorte-term belances. 116,100,000 was repatriated by the
United Kingdom and Germany repatriated 22,500,000 worth of
bonds previously floated in New York merkets.
There have been several reesons for the unusual
inflow of capital commencing 1954. Economie and poli-
tical uncertainty in Burope has been a major factor. The
flight from the dollar of 1932 and 1935 came back when 1t
looked safe to Buropean investors, even at about fiftyenine
cents. In 1936, fears of "socialist" measures by the Blun
government sent a gold flight here. War scares, almost cone
stantly occurring, stimulated flbws to the tareyjsof the
“Unitéd States. Then the gradual relesse of frozen funds
also brought back repatriation of considerable American
beluaces abroads In 1936 these had dropped to #657 millien
from 1934's total of §1,123 million.1
Our economiec recovery has been healthy since 1934 and
many forelgners ahticipate an American boom in which they
desire to profit. Also, depressed pfices on some foreign
bonds stimulated the repatriation of those eecurities.
Thus foreign banks increased their working balanoés in

. thils country. Whether or not the §356 an ounce price for

l. Fed.Res. Bulletin, May 1937,p.399



gold has been effective in stimulating a flow is a con-
troversial question.

Through the eyes of 1936, our position as creditor
nation: 1s questioned. Americen long-term investments
abroad gt the end of 1936 were down %o ﬁa',aoo,oco,oob,
which is $200,000,000 less than foreign long-term hold=-
ings here. This,however, is controversial as the flgures
are based on market value, and "direct" investments are not
ineluded and eppraised. Acting “ecresary of Comherce, Ernest
G, Dreper, inslsts that we, at the end of 1935, were a net
ereditor in excess of @7,250,00Q3000. He also offers another
test of the country's net creditor poaiticﬁ in the actual o
flow of money from the respective groups of investments,

As stated before, if we are to become a creditor nationy
we must bring about an "adverse" balence of trade; an excess
of imports over exports, a practice of dubious value end no
expediency in the present setup, when resorted to as an
emergency measure. During the last two years thls adverse
trend has been developing. Meanwhlle, if we are lessening
our creditor nosition, such commodity import stress need not
be continued, The adjustment can come more slowly. 4

The best test of our position is the extent to which
gold movements materislize into real investments. This

movement 1s still heavily in our favor. Our recelpts
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of interest, dividends, and earnings are in exess of our
payments. In our own best interest, we should receive
these payments in the form of more goods and services.

It haz been suggested that with such large volume of
capital movements coming to use, we should force resumpe
tion of war-debt payment, But much of this flow comes
from nations not in default, as Switzerland, the Nethere
lands, and the like. In France, the flight of capital
has erecated serious financial difficulties for the govern-
ment, Agaln, governments have little contrel over private
capitae] they could stop these gold movements, but there
would be no wisdom in such a move.

But this "hot money" 1s not the kind that establishes
us as a creditor netlong nor does it become part of a
chain of longetime investments. It 1s transient. It
mekes our stock mérket more susceptible to international
and foreign developments, It might generate a boom, with
1929 results repeated. Forees over which the United States
has no control might break the securities prices and imerice
would suffer., If 2ll remeins calm in Europe, this will not
ocecur and repatriation will be a normel and slow process.
But Europe 1s potentiel dynamite now, in the throes of three
dictatorships. One cannot depend on stability in this
turmoiled scene.

dMore serious is the effect of this foreign transient
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money on our credit structure. Large imports of gold have
accompanied the inflow of foreign capital. From 1934 to
1936, net gold imports amounted to §3,989,515,000, In the
first four months of 1937, gold continued to come at the rate
of $1,835,000,000 per annum. This swelled our bank reserves
and aggravated danger of credit inflation. Until recently,
member banks of the Federal Reserve System could legally '
extend credit to about ten times the volume of their re-
serves, Thus the importation of about four billion

dollars of gold during the last three years, created the
basls for an enormous expansion of credit, which might

have been serious, had it been uncurbed.

To offset the effects of gold imvorts on bank re-
serves, the Board of Governors of the Federal Bank System
twice reised legal reserve equirements. Under authority
given it in the Banking Act of 1935, the Board on July 14,
1936 ineressed reserve regquirements, by 50% effective
Marech 1, 1937, end 33 1/3 percent end the remeining half
on May 1. On lay 5 excess reserves were down to about
890,000,000 dollars,

NHet imports of gold inte the United States were:

1934 $1,133,912,000
1938 1,739,019,000
1936 1,116,584,000
1037
Jan. 120,525,000
Feb. 120, 326,000
iareh 154,326,000
April 215,332,000
May 165,362,000

Flgures cited from:Hot loney;in Internstional Problem,H.M.
Bratter, Foreign Policy Report, June 15, 1037
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This balence was held down also by American governe
mental poliey of "sterilising" further gold imports. O
December 21, 1936 they announced thelr polley of buying
gold with proceeds of the public debt obligations and
hold such gold in inactive account in the general fund.
By June 10, 1937 the Treasury had in this way bought gold
to the value of 896,110,032,

By these two methods, "sterilising" and raising
reserve requirements, the government has offset poten-

. tiel Inflationary effects of the gold influx. But the
buying of gold in this manner by the Treasury will iné
volve an ineresse in the publile debt of over §1,898,000,000
& year. This 1s particulsrly unfortunate now when the bond
buying publiec is becoming concerned over continued budget
deficits. Moreover, the interest charges on this debt

are not in step with promlsed attempts at economy.
Therefore, the "hot money" problem is vexing. The
government will not coln the gold es that would

restore convertibility of gold at a fixed rate, and the
Administration 1s opposed to that poliey for the present
at least,

Imposition of additional taxes on foreigners might
make our securitles less attractive investments. But,
according to international law, a country mag not tax

foreigners more heavily than it taxes its own nationals.



Also, such o measure would not hal¥ short-term investe
ments, the grester source of this difficulty. As Europe
is anxious to check capltel exports, perhaps Wé&hington
ean cooperate to this end with other govermments. However,
we will not lend abroad when our own money n%rketa attract
foreigners because of superior profit, proaﬁécts, and
safety. '

It 1s only in international economic anh politicel
trends toward security, in which the UniteGEStates takes
an importent part, that this problem of goldémovements
end thelir effects can be solved. The Ameriaan government
appears ready to collaborate in the attainment of inter-
national trade and of monetary stability. |

Budget and price developments, difficulties of dealing
with "controlled" currencies, like the German Reishsmark,
remain obstacles to minimizing the harmful fepevﬁussions

of restless migrations of capitsal. -
5

i

Dropping down from {35 an ounce would not be
feasible unless understanding is reached with France,
and Britein, in the manner agreed to last September,end
to which other nations have since adhered, Existing
relationships wetween the dollar end foreign currencles
would once more force the guestion of whether or not to
revalue their monetery units. Again, if the price of gold
dropped,other prices would drop, although price and gold
are no longer that elosely linked, they are psychologically
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linked in the publie mind, and it would therefore affect
business unfavorably. International agreements providing
for alleround reductions might be wise, but the idea does
not merit much condideration for 1t would involve too much
international cooperation for an end of guestionalle at-
taiment and desirablility.

World gold stocks today, though meldlstributed, are
in the aggregate ample, especlally since gold no longer
clrculates except almost solely for the settlement of
1nterﬁational accounts, Britain and the United States
both have more than enough. Sterilising 1t at publie
expense, and the United States absorbing mueh of cur-
rent outﬁut sctuslly subsidizes British gold producers
in South Africa, Rjodesle, Cenada, and Auatralle, who
together produced almost one-halfl the world production
‘in 1986, Foreign capltal in the Unlted States also meéna
we bear the expense of holding gold reserves which in
reality belong to other countries,

It will hardly be possible to lower the price of
gold within the framework of the tripartite monetary
understanding without distrubing exlsting exchange ratlos.
British opposition would no doubt be aroused by such a
move, as they not enjoy the "subsidies", and it also
forms an important item in the balance of payments.

The United States Treasury, too, would forfeit part of
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the "profit" of #2,800,000,000 obtained through revaluation
in Januery, 1934. However, if the gold price 1s to be
lowered, it »ust be done by international agreement., In
its last annual report, the Bank for International Settle-
ment comments favorsbly on the idea of countries, by mutual
agreement, lowerings the price of gold.

Gold produgtion value and gold resgrves:

volume value in
million of million of
yesr fine ounces dollars World U,
1929 19.7 397 10,166 3,900
1930 20,.% 432 10,675 4,225
1931 22.4 461 10,970 4,051
1932 24.3 - 498 11,540 4,045
1933 25.5 525 11,520 4,012
1934 27.6 258 21,081 8,238
19356 31.0 1,080 21,883 10,125
1936 35,3 1,068 22,663 11,258

The flow of capital, as we have seen, 1s in large

part attributable to factors with which this country cannot
cope alone. The Ldministretion views its monetery poliey
from two angles, thus justifying its monopolistie control
of gold, namely,(1l) to ecope in the international arena, and
(2), to eontrol price levels, particularly of agricultural
and basic commoditles, internally. Thus it wevalued the
dollar at fifty-nine cents, and integrated the program of

1. Bank for Internstional Settlement,Seventh Annual Report,p 3%
2. Director of the Mint,Annual HReport,
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curtailed production with mensged currency to secure the
price levels they deemed desirable, President Roosevelt
is not satisfiled with these prices and haz refused to
stabllise the dollar pafmanently as yet. He expressed
this viewpolnt in one of his redio messages. We do not
know his final objectives-%¥here and when he will be sate
isfled to stabilise.

When the power to regulate the monetary system was
granted, .the maln international problem confronting the
Administration was to cope with gold movements in the
international arena. As we have seen, continental hoarde
ving forced Englard off, Germany drained every possible
resource for gold and then defaulted, France strained
every possible channel to get more gold, and we, Safest
of @ 11 centers In the secene, got huge gold flows, pre-
senting a problem which 18 still with us defying solu~-
tion. Our most significant moves have been in the tri-
partlte agreement, the Hull teriff agreements, and the
proposed AnglO-imerlcan Trade Pact negotiations,

It 1s interesting to note that those countries
producing gold seem to hold it in lesser regard than the
non-produclng countries, Great Britain has led the world
for many yesrs 1n gold production, and is off gold. The
Unlted States 1s trying to check this inward flow, and
8till her production is high. France, a non-producer,
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stifles her industry and commercial life in the struggle
to aequire gold. Belglum, the Netherlands, all desire it.
Germany, whose Dr. Schacht directs her battlo\for gold,
is a non-producer. In the case of Germany,‘dusiru for gold |
is for the purpose of bolstering up her currency, but even
more, for the backing of her armenents program.

There has been in Europe in recent months a more
determined movement of intense nationelism, pointing to
almost ineviteble conflict. Natlons now pit their strength
not as money markets, scrapping for gold as such, but bendihg
every effort towards e sound er-dit basis to finance huge
armaments programs. The United States 1s not among the
lesders in this contest; but, as she is in the er=ditor
position, she holds the whip hand, :

Hamllton Fish Armstrong,editor of"Foreign Affairs!
in a 1ittle booklet,We of They,a discussion of regimented

dlctatorships vs. democracles, which seems to have found
its way to the desk of most soclal science teachers, points
out that the liberal states hold between them the ﬁorld';
purse strings. In rough figures, as of August, 1936, the
United States had 49% of the world's gold reserves, France
16.5%, Great Britain 9, Belgium,S#ritzerland, Holland, and
the Scandinavlan states together about 9; a total of foure
fifths of the-world's gold reserve holdings. Japan had |
ebout 2%, Italy about 1 and Germany practically none.
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American bankers financed Mussolini in the early days
of Pascism, He was, they felt, a safe risk as he was getting
order out of run-down, postewar Italy. Italy 1qaned to Albania
at the same time we loaned to her. The Johnson Act now teche
nically, but not actually, precludes any further loans to the
Faseist or Communistic countries, Italy, Russia, and Germany
ere in default. Germeny has repatriated vast quantities of
its bonds at "fire-sale" prices. It 1s estimeted that longe
term German bonds for which Americans pald $400,000,000 have
been bought back by Germany, =fter she defaulted, at about
$160,000,000, o loss to Americens and a gain to Germany of
sixty peroent.1

Will Germany and Italy rearm by means of drafts on the
future and get Europeean and Americen loans and credits te
meet the dey of payment? Italy went into Ethiopies despite
protest. Then the United States, though not a Ieague meme
4 ber, placed sanctions at 2 loss to herself. She virtually
"outsanctioned" the sanctions. As a government we will stay
out, perhaps, but, with the return of "good times", and "easy
money", much American gold will no doubt go along to the battle-
fields in the next war,

Consider Germeny in pessing. Her armaments program
starting in 1933 totalled ten billion dollars to 19837,
agcording to ¥Mr, Winston Churchill. When Prime Minister

1, Ne or They, H.¥, Armstrong, page 50.
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Baldwin sald that the Rhine is England's frontler, the worid
wondered if Englend would help finance Germany, as she did to
quite an extent, and yet wateh like a hawk lest Germany try to
possess the Low Geﬁntries and the French channel coasts.
Hitler 1s very open in his attitude and announcements that
Frence must be regarded always as the deadly enemy of Germany.
(Mein Kempf). Germen prices, currency and the Germany econony
a8 a whole have become incressingly divorced from the rest of
the world. Since 1933 the government has prohibited private
share and bond issues. Industry has financed replacements
and new investments largely out &f its new resources, but
even Germany admits that borrowing by the Reich 1is likely to
meet with much greater difficulties in the future. Idle
capital is conbtractings Dr. Schacht in his speech of last
December 9, prophesied "en explosion” leeding to forcible
territorial expansion, or the integration of Germany in the
world economy. Germany refuses to negotiste in international
conferences as she claims thet all proposals made to her call
for the secrifice of her "politlcel freedom', Dr, Schacht,
who in many ways seems out of sympathy with the economle
thinking of the Fuehrer and his cohorts, has already made
agreements with Belglum for gold, with trading agreeménts
stipulated, He 1s building a new Reichsbank bullding, and

has publicly declared that the Reichsbank wants "honest

money and honest raw materials" plus a return to the gold
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standard to end "arbitrarily falsified currencies."

German money is 14 to !75% less than face value outside
her borders, but still at par within them. By export sube
sldles and rurthér decreasing her debt payments abroad, she
awelts ovations from other countries to resume her place in
world economys Dr. Schacht has stated that he wants(1) Cer-
man colonies returned, thus enabling her to obtain her own
raw materlals,(2) existing foreign debt cancelled or greatly
reduced,(3) new credits to keep her4curreney stable.

Frederick T. Birehall says in this regard,"In other
words, CGermany wants the rest of the world to pey for her
participation in the "immoral act of devaluation" just as
the rest of the world now is paying in & large part for her
z*earmament."a

Present trends in Germany lead to a complete planned
economy. She is lergely self-contained and has concentrated
upon the 1lnvention of substitutes for materials hitherto ime
ported.,

Mussolini, Hltler, and Japan have shown that when a
strong state attacks a weaker one, the other countries must
either wateh, condone, and accept that aggression, or oppese
1t by preconcerted action., This 1s done by economic channels
or by preparedness. Thls seems to be the motivetion of the

.10 "Timﬁ", July 13’ 1937
2, "The New York Times", Oct. 11, 1936
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tripartite agreement of last September, asgreed to between
England, Frence, and the United States, which will be re-
ferred to later,

The other, or more definite viewpoint, 1s for sctual
preparedness, We heve always inclined to the viewpoint
that armies for the preservation of pesce do not exist.
England states that she 1s departing radically from such a
viewpoint, G&he 1s arming to meke 1t possible to kesp the
peaces The English temper was tried to the near<breaking
point when Mussolini occupled the NMedltérrancan Basin area
wlth such bravedo, and many an Englishmen smarted, even
though Anthony Eden lauded and majestically dreamatized the
glories of peace., Such sction and view cannot continue,
At a certein point, one of these international bluffs
must be called. Spain 18 already an international battlee
field, It may spread. 350 England is launched on a preparede
ness ermement program thet is burdening her people to the
straining polint. The British govermment is trying to dise
gourage the outflow of capitals, It was reported to have
requested Insurence and investment compenies to avoid
unnecessary foreign investments,

"If dictatorships are better to prepare for war, demoe
eracles are better to finlsh wars. Despots have forced Amere
ican and Britein to undertake rearmament and, having undertaken

1t, we must necessarily win the rearmament race", sald United







CHAPTER III

Stabllisation, i1f it is to be accomplished, should be
the final phase of a kind of experimental period during
which there must be restored rational pﬁrchasing power
perity conditions. J.¥, Keynes vehemently asserts,"When
the Couneil of the B,I,S. contempletes(es in thelr last
report) a return to a regime of fixed gold parities, they
are 1iving in an unreal world, & fool's world."

Today's situstion 1s one of dynamie symptoms, the
process of change is evident and we can but follow the
course, not the avowed or even "eventual®™ end. The major
eountries, England, the United 3tates, and France have
esteblished stsbilisatlion funds, Candda hes also set
up & fund, which has never been used. Its existence
is perhaps one of the contributing causes for this
lack of use.

Britain's Exchange Eguelization Fund account is
about #2,000,000,000, ours is of like emount, the new
Prench fund of somewhat under §$500,000,000, the new
Swiss fund 1s possibly ebout ¥133,000,000, and the
fund of the Netherlands is about §159,000,000, Others
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ere of undisclosed amounts. The. aggregate is possibly
$5,000,000,000.

By active dealings in foreign exchange for the pure
pose of eliminating undue fluctuations, these funds can
throw influence on the demand or the supply side of the
market as 1s desired and can usually exercise e compelling
influence on the movement of the rates, The fund of the
United States was established for a three-year period, but
has been now extended to June 30, 1939. The Secresary of
the Treesury is empowered to deal in gold and foreign
exchange and to esonduct other operations which will stabe
1lise the value of the dollar exchange in foreign cure
rencies and maintain the market for government securities,

These funds may become moblle armsments of modern
economic warfare, or they may be employed in the intere
netional money market to curb and stem rushes of capltal
leaving one country to seek refuge in another,

Under the gold standard of former days there was no
need for equalization funds. 3ince every currency was
worth so much gold, each was convertible into the other
at o fixed price called its gold parity. International
shipment of gold, or the fact that it could be shipped,
kept those gold parities from varying more than about
one~half of one percent.

Briteint's suspension of the gold stendard broke this
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automatic control of exchange values, The pound sterling
became an irredeemable paper currency. Its previous over-
valuation caused repercussions, strikes, and the conditions
which we find motivate the British economist J.¥. Keynes

to such fervid denuncietion of this attempt to remain on
gold during that period following 1925. It was in en
effort to protect her interests in s depreclated currency,
while at the same time seeking to gusrd against dlsturbe
ing fluctuations in the exchange, that Britain in April,
1932 estaeblished her exchange equalisation fund, Nost of
the later funds have followed this models. When the United |
States undertook to stabilise the dollar in January, 1934,
it, too, formed a stabilisation fund, Britain established
her fund by Treasury bcfrowings in the London money market,
and the United States set aside 8,000,000,000 of its gold
"orofits" resulting from devaluition, This fund is operated
by the Secretary of the Treasury, the operations carried

on in Wgshington D.C, are secret.

The idea perhaps halled from the international pools
of credit which were mobilised in the poste-war period to
asslst the various European nations to return to golds
’ This fund hes now been in existence for four and one=
helf years. DBritain seems to be satisiled with it and 1t
will likely serve her along with other managed currencies

untlil the concerted return to gold is accomplished or re=-
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jected. Only ten percent of the /merican fund hes been
mobilised for effective use, The workings of these funds
are seérat, and the ides is so new that even those in
control seem to be feeling their way as they go along.
The British fund gets orders from Whitehall, which are
carried out by the Bank of England. Secretary Morgenthau
and the President dlrect ours, and the Federal Reserve Bank
of New York carrles out these policles, Since the primery
function of the funds 1s to influence the value of thelr
respective currencles, thelir chief activities consist in
buying and selling thelr own and other nations! currencies
and gold in the international money markets. They must
glways play on the "wrong side". VWhen the fearful Frenche
men sell francs for sterling, the British Fund must buy
franes and sell sterling, or maybe deal in dollars,
Gritics have sceused the British of usiﬁg the fund as

a monetary weapon to drive down the pound and thus obtaln
g competitive advantege in forelgn trade. The British
steadfastly deny this and are justified 1n this stend.
Externally it must keep the pound steady in terms of
dollers and other currencles; internally, 1t mﬁst offset
effects on London money markets of sudden influxes or withe
drawels of foreign gepital, The two functions interlock.

The fund sterted st a low ebb on' sterling. It has
survived and flourished. It sold sterling for foreign

s il SR
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exchange, then converted to golds The fund was not a
substitute for the gold standard but it depended on it.
Elliott Bell, of the New York Times staff, expresses the
opinion that Britain seems to Dbe attempting temporarily
to supplant the stebilisation fund by the gold standard
as a regulator of currency values,

When the United States suspended the gold standard in
1933, the British could not get gold for dollers, so they
turned to the franc for a gold peg upon which to hang the
pound. Now, with gold suspended universally the situation
elears the monetary highways for actlon. France, the former
obstacle, is now in the game.

Prance remained on gold, directing by stern and strong
governmental control, all attempts to drain the precious metal
frem her. In attempts to stabilise, the United States, and
Grest Britein did not find it feasible, or according to some
guthorities, possible to climb back onto the gold standard
to join her, After the latest political upheavals, France
has now deserted her stand, and the way 1s opens

In the New York Times of October 12, 1936, Sir Arther
Salter, director of the economlc and financial section of
the League of Nations, expressed the opinion that the pound
was overvalued at $4.83, and the consequent deflation caused
a general strike and the fall of the pound.

"Uncertginty of the franc has welghed upon the world
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for years. All the most important impediments to world
trede, whether in the form of new tarlff quotas or exchange
restrictions are mainly due to currency fears," he said.

He believes such conditional stabillisation cean be
reached for long enough to create a stable condiffon,and
& recovery in forelgn trade, now most in demand, can thus
be facilitated, Rigld gold perities would be a hindrsace
to trade.

When Ingland in 1931 went off gold, the world was
amazed and regarded the matter as an economic tragedy.
There followed intemsiflcatlon of the depression into a
world-wide monetary crisis, Todey the devaluation of the
franc 1s looked upon as a favorable economic development,
whereas Britain's departure was halled as a calamity. The
gold standard once heiled as a fundamental requlsite of a
sound financial system, went down with PFrance!s departure,
and the world now anticipates economie development.ﬁhich
will contribute to recoverys That 1s, unless War, or
unforeseen international complications arise., The path
is at least partially cleared for the road to recoverys

As noted above, ell countries had forssken the gold
standerd by 1933 except France, Switzerland, Belgium, and
the Netherlends, Five years of guerrilla warfare in interw
netional monetary affairs having culminated in the downfall
of the pre-depression gold standard in its last stronghold,

the leading natlons have now turned to the cooperative task
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of rebuilding a system of ordered currency relationships.
Fresh importance is being given to the exehange eontrol
funds and increased attention ls fixed on them.

Somewhat paradoxical is the fact that France went off
gold in the regime of the Soecialistsj the move had long been
necessary, but all parties tried to avoid it because of the
great unpopularity of the move and results bound to followe

However, now that all significant countries are off gold,
1t may be possible to begin the task of rebullding a new
system of order in international monetary affairs. As long
a8 a country as significant as France remalned tied to gold,.
no effective monetary system could be evolved. Again, para-
doxically, perhaps out of this new system, the countries may
eollectively tle to gold again.

Banking has become less of a profession and more of
& political phenomena, This is true within the country,
the small self-made,community-proud banker is rapldly
becoming extinet. Banking is becoming linked into large
unitss Internationally this scene 1s frought even more
completely with political maneuverings. President Roose-
velt, through Secretary Morgenthau, refuses to stebllise,
Englend 1s csutious, protedting her existing emplre agree-
ments, and working toward her eventual goale-the restoration
of the internationsl gold standard with London agein the
domineting factor, France, now off the gold standard
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and with an internal situation like a keg of dynamite, is
just now trying to accomplish the drastic measures called
for by her new finance minister, Georges Bonnet, in his
determination to balanece the budget., She sees what Enge
lend has gone through to keep the budget balsnced, only
the task will be harder, as she has delved deeply into
public works and other expensive government activities,

These three countries must cope with the monetary
situation jointly. If out of this organization, bullt around
théir moneteary agreements, there cen come a sound understending
end working agreement to let the price level and credit struce
ture seek 1ts level and be based on economie phenomens rather
than politlcel strategy, we shall have eventually a smooth
reestablishment of trade and finanelsal channels, But this
i8 an pim very hard to realize.

Two or three "possibilities" have heen suggested as
vehicles for accomplishing these aims. The possibility of
using the Bank for Internationel settlement as the nucleus
for a world gold reser¥e, has been proposed by the Royal
Bank of Cenada. 3Some have thought that the Bank would in .
time absorb the functions of banking and the routing of
international monetary channels; that 1t would swing away
from its present trend of serving only or mafnly in an
edvisory capacity. It was created by the Young Pjan which
stated, "the essential reparation functions of the benk were
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such as to form a solld reason for its existence, cognizance
also was taken of the asuxiliary, but none-the-less material .
adventages it might have in the general position of present
international finance.”

The Young Plan mede clear that the bank would be "essime
1lated to ordinsry commereial and finencisl practice"” and one
of its mejor purposes wes "to provide additional facilitles
for the internstional movement of funds and to afford a raa&y’
instrument for promat;ng international financisl relations."”

The Bank, because of 1ts intimate tieup with the League,
is suffering the same sﬁigma. To function with such an
agreement as the praaent tripartite, 1t would have to be
revitalized, would have to become more e? a banking inste
itution, Bankers rabﬁér then advisers and consultants would
have to comprise the staff for the formation @f its poliey. :

More snd more it is the common impression thet the
depression resulted from bad management and lack éf reasons
able cooperation between the dominating finencial powers
of the world, it'will call for intelligence and & keen
internationsl viewpoint to root out the causes of the
depression and point the‘way oute.

Perhaps, hed there been a sudden large volume of new
gold offered in the markets of the world in the early
stages of the depression, it would have tended strongly to

defeat the deflatlonary processes which were then rampant
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and would have mitlgated the severity of the depression.
Hed the volume of new gold been large enough it would
undoubtedly have reversed the trend as fast as such new
money permeated the banking system. It would, for ex-
ample, have made unnecessary the 1931 to 1933 struggle of
Englend sgainst the United States when Britein forsook
gold and we stayed one

Whié reises the question of whether or not it 1is
worthwhile to adeumulate a gold reserve outside the
banking system of the world which may in the Tuturei be
used for these purposes. This was suggested recently
by the Royal Bank of Ganada.l

Dre Charles O, Hardy, of the Brookings Institution,
says, "We believe that, if the gold standerd 1s restored,
the objectives stated can best be achieved by the estab-
1ishment of some plan under which a large part of the
existing world gold stock would be segregated.in\oxtraw
ordinary resea::'vqas.‘3

These reserves, which would not necessarily be
under the control of central benks, would be drawn upon
to teke eccre of extraordinary transfers of balances from

1. "The New York Times." financilal section, August 8, 1937
2, "Is There Enough 0o0ld?" C.0. Hardy
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‘one country to another, but would not be taken into con-

sideration in determining the credit policies of central
benks and other monetary euthorities in their attempt to
éontrol the volume of domestic eredit.

"What is really noodod,.if the percentage reserve
principle is to be retained", according to Hardy, "is a
segregation of the gold stock into two psrts, only one
of which need grow by a given percentage in order to

provide for gn expansion of credit by that percentage;

.the remsinder would be lsolated from the reserve that

gontrols ordinery eredit policy."

. That really 1s what we are doing through our "stere
11ization”" program, by which the Treasury to date has
sterilised §1,239,2290,420 of gold by placing it in an
inactive fund., .

The process 1s expensive, as noted in the pre-
ceding discussion, and lacks the intérnational point
of view. For the United States to be the independent
manager of this increasingly large block of the world's
gold might make for more instablility in world monetary

affairs.

The outward movement has already started with chenged

world conditions, and international movements may drain

this inactive gold supply, so we hang tenaciously to 1te
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The Treasury feels that this gold supply is a decided
advantege to the United States because of its importance
in monetery affairs, and because 1t provides a cushion
ageinst rapld movements of world capital. It 1s a pro-
tection egainst "hot money."

Several other considerations indicate the difficulties
in atteining the degree of international cooperation which
would be necessary to carry out the gold reserve plan., For
example, our historic policy of detachment of the Unlted
States from Buropean affairs, somewhat weakened by the
New Deal, but still en essential element in American
thinking. George Washingtont's admonition to "avoid
entangling alllances” 1s still a very great part of
our thinking as a nations

Again, while the United States is not officially a
member of the Bank for International Settlement, Amerlcan
bankers have served on its board and as 1ts president, and
some banking interests have owned securities. If this Bank
1s going to be used es a vehicle for international agree
ments, we will have to take our wholeshearted part. Our
entrance into agreement with France and Great Britein last
September was accomplished with very little journalistie
"ballyhoo", Maybe the monetary alllances can be kept from
political”footballing”end the United States could play
her part with dignity. |
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St111 enother difficulty to the working of sueh an
agreement, is the controversy between world bankers on :@
whether central banks should be controlled by their ‘ﬂ
governments. Members of the independent school of V
fereigﬂ bankers have frequently eriticised the strong
ties between the United 3tates Government and the Federal
Reserve Bankse This 1s only a discordant note, but is
typlcal of the difficulties that must be clesred up before
a footing is mede for sound spreement,

It is more likely thaet this banking and trade agree-
ment will have to be formulsted by a group chosen for that
specific functions American, English, and French benkers : b
will have to compose the initial board. Later, perhaps,
this will expand to include Japen, perheps Russie, China,
the Scandinavian and South Americen countries snd finally
Germany and Itely may be shsorbed., It is to be hoped ﬁhat

this will materislize within existing agreements,

Within the country two attempts of the government
to ald in the investment field in an advisory or ailding [%
capacity are noted, The United 3totes Congress provided 3
for an analogous agency in o rider to the Securities Act : 1@
of 1933, establishing an agency similar to the Brit;sh
Corporation of Foreign Bondholders. But, because this
smacked of dollér diplomacy, President Roosevelt instige _@
ated o private ageney celled the Poreign Bomdholders : 72
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Protective Council, now headed by Joshua Reuben Clark,dr.,
onetime Ambassador to Mexico, They have published thelr
annual report for 1936, an 866-page study in Americen
"susceptibllity", it was the most complete record of

the country's investments sbroad ever cémpiled. It
showed that of §56,374,000,000 in foreign dollar bonds
outstanding, no less than 38% were in oampiete oY pare
tial default, The South imericen issues seem to be the
greatest in that line, Europe having e better record,
except for Gefmany. Lately the defaulters have indicated
a renewed interest in settling their debts, presumably
looking to the day when they will want to tap the United
States capital market once ageins Even China has resumed
paertial payments on some of its American lssues.

The fact that this book is compiled and eireulated
may be of some significence in slowing up the tendencies
of Americaens to invest wildly, then agitate for aid when
the investment goes bad. It is not a form of regulation,
but 1t ie an airing. We know now thaet it 1s the investments
and eontracts made that make it hard for a country to remain
unbiased and neutral when war bresks out,

The Export-Import Bank wes launched by President
Roosevelt in early 1934 as the nub of a "balanced foreign
trede” which would eventually offset the most fundasmental



change in Ameriesn economie hilstory, the switeh from a
debtor to a ereditor nation., With slmost every foreign
nation in debt to the United States they no longer had
money to buy products from the Unlted States. The Yew
Deal proposed to give them long-term commercial eredits.
But the established United States banking system, provided
no course for such long=term commitments. The first Exporte
Import Bank was created to fill the need in the Gase of
Russia. The original i1dea included several banks, but the
Johnson Act which fofbade extension of eredits to nations
refuaing to pey their debts to the United Stntes killed
the extension of thé jdea, The second, snd presumsbly
permsnent bank, followed with a plan embracing any or
all nations. Recent deéls inelude $3,500,000 to Italy
to stabilize 1te cotton, and #87,500,000 to Brazll to
elear dollar exchanges y

president Warren lee Plerson ssew the advislbility
of loaning money to China for the bullding of rallroadss
The menufsacture will assume one-haolf, the Bank the other
one-half of the $1,500,000 losned to China for this pufa
poses The debt, peying 6%, wlll be evidenced by notes of
the Chinese government and the Minister of Rellways,
guaranteed by a Chinese benks

Jease Jones declared:"The participation in the

eredit is in sccordance with the bank's policy of assiste
1. "Time", July 12,1937 (Business and Finance).
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ing American exporters to meintain and to expand foreign
trade."l

The three countries, France, Great Britaln, end the
United States, which will, no doubt, stand for the forces
of democrady are lined up in a mutual agreement controlling
their monetary systems, Trade balances will flow their
direction, particularly to Great Britailn and the United
States, as they produce the goods most in demand at the
present. '

Industrial sctivity has begun to be affected by
increased expendlitures. Wg» has steadilj extended its
scope as armies are mechanized and madd dependent on
those speclialized industriel and selentifle enterprises,
which flourish greatest in British and American industry.
Motor vehleles, rallroad equipment and rodds, are in demand
for the armaments programs now in full sway. Besldes these
there is demand for durable consumers'! goods as motor cars,
ete. in those countries now emerging fully from the dep-
ressione

CsFs Hughes in the "New York Times" of August 8, 1937
in his column, "The Merchent's Point of View", points out
that exports for January to June 1937 were §1,536,380,000
and imports were §1,683,700,000, The unfavorable balance,
1s "Time", July 12, 1937



bhe somments, shows that the "world commerse jem has Leon
broken snd that internstional trading 1s moving into sn
arona of freedom that it has not enjoyed for e long time."
lle sdds, "Wonetury deeisions must still be mcde to
premote the free movement of capltal ee Letwesn nutlonds
& rising flow of world commerge, howover, provides a
mush more substentiel besis for such decisions snd doubte
less they will be resched.® ‘
Gold hevin: been purshesed here for (35 an ounce
for about three yoars, there is relative assurense that
gold san be withdrawn agaln some doy at the seme value
of the dollar, sbout #Lftywnine contas If Great Britain
would put & noulnal vealue on gold, 1t would give it
comparative assursnce sand likely would ttﬁﬂ the gold
flow sway from the United tstes{now in evidence us
eited above). The cure for the money 1113 of todsy
1148 in all countries moviag towsrd stabilisstion of o
their ourrencies in poletion to gold as well as to
ensch others IHgeh one is now goping with the domesile e
prellen. R
et us view France in the present scones Finence
¥inlater, Coorges Lonnet, sald there will beo no vecations &
in his deteruination to sbide by & balenced budgote Ne o
said thet neither the United States nor Grest Eritain | “
would support Prench finenees 1f she petterned them efter o




the totalitarian states, On the other hand, he rejected
inflation.
"If at certain times, under conditions of freedom,
govarnmenta' can spur business by credit inflation or
the devaluation of currencies,"he said, "they must alweys
quieklj reverse, as the United States is now doing, and "
seek a balanced budget.“l He added that President Roose=
velt had admonished him to balsnce the budgets The tleup
of Bonnet, until recently in Washington, is considered a
good link in internatlional negotlations,
He added that "several billions of exported capital
had returned to France."
Edwerd J. Condlon, in reviewing the history of the
frene, pleaced it in four stages thus; the preo-war with
2 90,32 milligrams of pure gold, the Poincalre with
59,85, Auriol with 44.1, and the Bonnet with 38.7.
France now has gold holdings of 55,667,000,000 franes,
These internal problems weave into the international
problem, which is now tsking on new significance, the
tripertite agreement of last September, to which we.
have aslready referred, being the most lmportant trend,
This sgreement between France, The United GStates, ahd
Great Brtiain was entered into in September 1936, effective
October, 13, 1936, and was later subscribed to by the Nether

1+ "Me New Ygrk Times", August 8, 1937
2+ Op.Cit, August 8, 1937, financlal sectlon,




lands, Switzerland, and Belgium. It embodies a golde
gontent renge for the franc, leaving the exsct figure

to be fixed by govermmental decree. This gives for

some time at least currency relationships with a certain
amount of elasticity. All attempts to continue pree
depression values have been asbandoned. The avowed pollecy
18 expressed thus "one constent objeet of which 1s to
maintain the greatest possible equilibrium in the system
of Internatlionsl exchange and to avoid to the utmost
extent the creation of any disturbance of that system".
The agreement assures sgaeinst any outbreak of competitive
currency deprecistion, establishes a new basis for inter=
national cooperation which presumebly can be broasdened
until it approaches the task of finsl staebilisation.

This guarantee not to compete for advantages by
sudden fluctuations in their monetary systems, bolsters
up esch others'! monetary backing to tide over any sudden
upheavals.' This waes made before France's recent departure
from gold and the sgreement still stood. This sgreement
has been given little publiclity and, although its workings
are not secret, they have been remarkably free from joure
nalistic exp&oit;ng.

In order to accomplish the aims of this agreement,
the gold-~bloc natlons will have to establish new values

for thelr exchanges thet will bring them into equilibrium
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with the devalued currencles. Thus the way will be open for
small countries to enter.

The policy must be elastles When Belgium left gold on
April 1, she cut 28%. Frence now cut 30%. Perhaps Belgium
will reopen the question. France, in her reecent devaluation
eauses a severe strain on the asgreement., Secrebary Norgen-
thau snd the Chancellor of the Exchsguor both inalsted that
the agreement could and would bear the strain. ILondon hes
much surplus gold now, which keeps the pound too highs Perhaps
with the reestablishment of confidence in Prance snd on the
continent, this gold will flow snd "normel"” trends will resume.

The main diffieunlties are its political nature, snd the
short notice required to terminate the understanding greetly
weakens its stabillising influence, However, it may well serve
if guided wisely and in faith, as the vehicle for mutual agreee
ments leasding to stability. '

Prue, Germeny, Jepan, Russia, and Italy are still out of
the present tieups, but channels of trade and monetary negote
iations can flow between these three mejor countries and grad-
uelly establish stabllity asgain. The wnrldvseems to feel thet
if England and the Unlted States can evolve a sound inters
national curreney system, and teke a strong lead, the founda-
tlon for world monetary stebility will have been laid, .

Germany and Italy are each under a controlled esconomy
tied nominally to gold, but working quite separate from it,

In Germamy there exists one parity for internal exchange and
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another for international exchange, subject to very direct
eontrol by the government. No capital can leave the coun=
try without the specific consent of the government. This
provision was an important pert of the antl-Jewish program,
Germany, ofter the announcemenﬁ of the tripertite agreement
declared thet gold 1s not the only basis for a stable cure
rency and 1t can be replaced by international credit agree=
ments., She has no gold to malntaln a parity.

Italy elso forbids gold movements outward., Ier armae
ments progrem 1s built on credit based on gold she has been
sble to ralse and confiscate in her domestlc channels, Ruse
sia, thought to have much gold, has recently falled to meet
internsl obliszations. This means either a draln on her
gold has depleted her supply, or she is lsunched on &
cempeing to further nationalize golds

Another imnortent factor in reestablishing trade and
gold chaunels is in the purported AnglouAmerican Trade 4
Pact. Both countries are moving ceutiously es England '_ﬁ
fears empire protests, especially from Canedae The '
United States has seemingly been more amenable as she
has more to gain. With the incressed prosperity of
England more call 1s mede for the commodities we prode
uce most effectively. With France entering a new regime,

trede agreements with the United Stetes may be possibles.
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She produced those things which our inereasing prosperity
elamors for, as art pleces, silks, wines,etc. The network
of trade sgreements aslready entered into by the Administe
retion mey well expend inte more significant channels.

Monetary stability will be contingent on resumption
of trade stebllity whieh seems on the way unless war
changes the scene. In the throes of nationalism wé find
the sesds of internmationel cooperation, whether or not these
will bind end hold in the next decade is a matter of hope
rather than prophecys

1f these tendencies, which seem to have "shoots"
already appearing, materilallze, we shall then see an
international economy besed on international credit and
mutual spgreements end quite free from the effects of
gold distribution. Very likely, under such an economy,
gold would soon redistribute itself again to where 1t
"r411s econoie end political needs" and the desired
state of eguilibrium without which the gold standard
eannot be expected to function, "will have again been

gecomplished” .
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