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AUTHOR’S NOTE

I nap thought of describing myself ,in a sub-title to this
book as ““ a banker who believes in God *’, but it occurred
to me that this might be interpreted as implying that
belief in God is rare amongst bankers. The purpose I had
in mind was to make it clear from the outset that God,
and all that acceptance of Christian doctrines should mean
in the social relationship of men, will not be ignored in
these pages. To those potential readers, therefore, who
hold that the spiritual and material aspects of life do not
mix I would say, “ You have been warned ! ”

My banking career extends over close upon thirty-five
years, of which nearly thirty have been spent here and in -
the United States and in travel overseas. It has given me
exceptional opportunities for the practical study on the
spot of financial systems and economic problems through-
out the world.

My investigations and reflections have led me to the
conclusion that there are glaring defects in the mechanism
of money and in its exploitation by man. Moreover, chained
toabase of gold, sterile and soulless, it is subject to influences
alien to the material welfare of the community, and apt to
accentuate, where they do not originate, recurrent economic
depression.

In so far as the banking system under the present order
is compelled to permit the money which it creates to be
used by its owners as a store of value—idle deposits—it
is placed in a position of condoning, nay, facilitating and
encouraging, the pursuit, albeit unconscious and semi-
awatomatic, of policies which will be revealed as inimical to
the common weal.

The combined effect of the inherent shortcomings of
the financial system, of its misuse by man and of the absence
of protection against the evils of unbalanced production and
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X Author’s Note

international financial and economic relafionships, is the
dreaded trade cycle, in turn responsible for that scourge of
modern civilisation, that ghastly indictment of our much-
vaunted civilisation : unemployment. Unemployment in a
world craving the endless variety of products which the
labour of those now idle could provide !

Any solution of that agonising problem, to be perma-
nent, must therefore provide for a reform of the monetary
mechanism. That reform must go hand in hand with a new
order in the conduct of man’s dealings with his money and
of the whole complex of the exchange of goods and services.
It must be inspired by an altogether new outlook on our
economic problems. It must be based on the unshakable
determination that all available man-power and means of
production shall be utilised to the fullest extent, and with-
out delay, in such directions as will result in the greatest
material well-being of the community.

To answer these requirements the financial system
must be stripped of influence over the purchasing power of
money and freed from the fetters which, by preventing un-
trammelled adjustability to credit demandsfor genuine trade
purposes, conduce to the periodic disturbances that mark
our present economic order. Moreover, every possibility
of the utilisation of money in ways disruptive of the
continuity of the flow into goods and services must be
eliminated.

In this book I have outlined proposals that will achieve
these aims. It has been my purpose to make it intelligible
to the layman.

It is divided iqto three parts. The first gives a brief
des_cnpnon of .the inner working of that complicated and
gehcate r,l,lachmery designated by the general term of

money .

In the second, the significance of the principal features
of a money economy in its domestic and international
aspects are analysed. Profits, interest, investment, saving,
foreign exchange, external trade, balance of international
payments—who has not sensed their potent, yet elusive,
influence on the material fortunes of the community ? I
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have selected our own financial system for the purpose of
my analysis. In view of the similarity of the principles
underlying all systems, however, much of the comment has
universal application.

The third section submits proposals for a new order.
The new order is based on a state in which economic
activities are conducted on planned lines, as they must be
wherever the well-being of the whole is placed above
sectional interests.

The proposals I put forward are far-reaching. They are
submitted in the full conviction that, failing a solution on
some such lines, the system cannot endure. No facile
expedients are suggested, such as gratuitous creation of
purchasing power, which in the last analysis is but an
ingenious form of self-deception. Panaceas I have none to
offer. The choice lies between enlightened acceptance of
restriction of freedom in certain directions, self-imposed
after thorough investigation, and submission to the wither-
ing blight of crude political domination based on ignorance
and class hatred. Those who believe that this latter con-
tingency is imaginary live, I fear, in a fool’s paradise. They
should remember the wit’s definition of democracy : *“ The
right of every man to make everyone else suffer as much as
he does . Of that right full use will be made, unless we
avail ourselves, and that promptly, of a right more valid and
meritorious in the sight of God, the right to insist upon
everyone having the same privileges as we enjoy ourselves,
and to see that no one abuses them. It is no coincidence that
the most glaring failures of the system occur in the very
directions in which it permits violation of the divine laws,

If a study of the material submitted in this volume can
lead to action designed to bring our economic order into
harmony with that Spirit which has been revealed to man-
kind as the divine conception of human relationships, it will
not have been written in vain.

March 1938






INTRODUCTION

"THERE is a vital connection between the subject of this book
and the spiritual aspect of existence.

A definite order has been assigned by our Lord to our
material interests. He says : * Seek ye first the Kingdom
of God and His righteousness, and all these things shall
be added unto you”. We in our wisdom have inverted
His order, and in flagrant disobedience to His word have
made the cult of the material paramount.

The punishment we have brought upon ourselves by
our perversity we realise in its grim tragedy when we look
at the world around us. Hatred, jealousy, covetousness,
evil passions of every kind are rampant, and such is the
dominion they have gained over the spirit of man that
he shrinks from no crime individually or collectively to
achieve his ends, whether directed against opponents
within or without the national boundaries. Hence the
peace of the world is in jeopardy.

Amidst the welter and confusion in the political
domain, orderly economic existence has disintegrated. A
growing sense of insecurity in the financial realm is widely
prevalent. In more than one country insolvency looms.
Tampered with and coerced into artificial channels, the
springs of that fructifying stream of interchange of goods
between the peoples of the earth have been impoverished,
endangering the lives of millions of human beings through
the wasting of the bounties of God’s earth.

Is there then no answer to the progressive demoraliza~
tion which we see spreading around us ? Are we to await
with folded arms the impending doom ?

Christians believe and incessantly pray that God’s ways,
as revealed by Christ, will ultimately prevail in this world.
But faith and prayer is not enough. Our spirit is so fre-
quently typified by the child in Punch who was kneeling
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by his bedside, and when asked by his Nanny what he was
praying for, answered : ““ I want Pekin to be the capital of
Greece, ’cos that’s what I’ve put in my school paper” !
We expect God to prosper our own aims which we parade
as His will.

We may feel too that, as individuals, it is hopeless to
attempt single-handed to stem the tide of godlessness and
materialism. We are so easily persuaded that our puny
efforts will be wasted, that our feeble voice could not be
heard in the desert of unbelief and libertinism. The help-
lessness of the individual is perhaps even more acutely felt
in regard to the financial and economic structure, because
of its complicated and technical character. He is caught up
in a machine grinding away impersonally and relentlessly,
of the workings of which he has but a vague conception,
though he is aware of the havoc it wreaks.

Moreover, have we not heard the wiseacres of this
world proclaim solemnly that “ human nature cannot be
changed ” ? And solemnly the listener sighs: “ Alas!”
and nods assent to wisdom that seems irrefutable. Inter-
preted, this statement is intended to convey that both
motive and the human response it evokes are not merely
irrevocably fixed, but will for ever continue on the low
qune to which our carnal nature tends. When thus exposed
In its true character the assertion is a direct negation of the
wisdom of God. Not only did Christ work on this earth
solely in the divine knowledge that the human spirit could
change, but He made it absolutely clear that it was an
indispensable preliminary to perception of the divine
truth : “ Verily, verily, I'say unto thee, Except a man be
born again he cannot see the Kingdom of God (St. John
ui. 3). Motive and response will ever be a true reflection of
the extent to which we are prepared to place our nature
under the direction of the Spirit with which we have been
endowed by the Creator. When that spirit is given full sway
our outlook upon the wider problems that surround us
changes. We could not be complacent with millions of
unemployed around us. We would come to look upon
poverty in our midst and the moral disintegration attendant



I ntroduction\ >4

upon enforced idleness not merely as an economic per-
version, but as a most flagrant manifestation of lack of love
for our neighbour—a breach of that great commandment
which Jesus proclaimed to be indissolubly bound up with
love for God.

No plan, however truly conceived, no legislation, how-
ever beneficent its aims, can be effective, unless our outlook
upon the material problems of this life is brought into
harmony with the loving Spirit of the Creator, to which we
owe life itself, and that directs and governs every aspect of
existence. Only when that attitude prevails may we hope
to escape the fate that threatens to overwhelm us, and begin
to approach the solution along lines that can lead to a
better world. No lesser vision can guide us.
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SECTION 1

INSIDE THE FINANCIAIL SYSTEM

‘“ When we understand—though not until then—we are in a position
to control, to plan and to change.”

JouNn McMURRAY

in Intérpreting the Universe






CHAPTER 1
MONEY ECONOMICS

THE devastating influence of Mammon on the soul of the
world has caused Christians to doubt whether a money
economy is in its essence compatible with the will of God.

It is undeniable that some of the most pernicious
features of our modern world could not have developed
except for a money economy. On the other hand, it is
equally certain that, without it, material progress could not
have attained its present level. I venture no judgment on the
value of these achievements in the sight of God. Never-
theless it seems to me that there can be no joy in Heaven
on this score, if increased material well-being is merely
incidental to selfish striving, and if the distribution of these
worldly bounties—with which God provides us—is not
governed by that spirit of loving care for all His creatures
which alone is acceptable to Him. Jesus nowhere denounces
gainful activity, but he assigns to it the place which God
desires that it should occupy in our lives, and He shows us
the attitude of mind and the motives that should govern
us in its pursuit.

To the extent that the financial system facilitates the
conduct of that vast and infinitely varied mass of trans-
actions involved in the process of production and inter-
change of goods and services, it is difficult to see how there
can be any inherent conflict between its functions and
the Christian faith. Rather may we detect in some of the
features of the smooth and efficiently working organisation
evidence of God-directed ingenuity and inventiveness. I
do not believe that there is a workable substitute.

It is necessary, however, to distinguish sharply between
those mainly mechanical and semi-automatic activities
of the system that second and promote the process of
production and distribution, and others which have been
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4 Inside the Financial System

forced upon it by the all-devouring urge in Man to enr.ich
himself. The former consist in the supply of c1rculat1_ng
media, the clearing of current transactions, and the satis-
faction of the need of credit for self-liquidating purposes.

Even in this sphere the system suffers from grave
defects. They arise from the fetters Man has imposed on
the system by placing it in vassalage to gold. It may not be
generally recognised that, in spite of our being * off gold 7,
our currency and the whole of our credit system continue
to be linked to gold to a degree more complete than in
many so-called gold countries. This connection impairs
the freedom of those in control of financial policy in the
adjustment of the machinery to expanding credit require-
ments, imposes upon the system considerations un-
connected with the financial requirements involved in the
productive activities of the country, and frequently forces
it to take action which accentuates the very trends that
needed to be counteracted.

Significant though this subservience to the dominion
of gold may be, and deeply rooted in human nature its
origin, it is chiefly a problem of money mechanics and
might be made to yield to the reorganising skill of financial
experts were it not that the link with gold extends beyond
the confines of the domestic financial domain into the
international sphere. Ultimately gold is the only means
by which settlement of balances in international payment
account can be effected. Hence the statesman no less than
the expert is involved and reform must take cognisance of
the whole range of problems surrounding the foreign ex-
changes, foreign investment, foreign trade and invisible
items in current economic and financial intercourse with
foreign countries. ‘

In the realm of man’s dealings with money—as distinct
from the technical aspects of money economics—it is like-
wise indispensable that the legislator and the financial
technician should closely collaborate. The abuses to which
the present system gives rise are twofold in character :
deliberate and involuntary.

The former, which in the main consist in the use of
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money borrowed from the financial system for speculative
purposes, are generally recognised to be detrimental to
the public welfare, though the man in the street may be
unaware of the exact nature of the damage capable of
being inflicted. In any case it should be a relatively simple
matter to check practices of that type.

It is different, however, with the involuntary mis-
usings of the system which arise from the very constitution
of money economics under the present order. In our daily
contacts with what we are wont to consider * our money ”,
we constantly effect transactions perfectly harmless in our
conception, which nevertheless are prejudicial to the com-
munity and, in the aggregate, ultimately encompass the
periodic breakdown of the process of interchange of goods
and services, often termed trade—or cyclical—depression.

It is in the manner in which surplus income of the
individual, and undistributed profit of enterprise, is dealt
with that the danger lurks. Profits, deposits, savings,
investment, will require our careful study.

It would be futile to expect, however, that, even if the
public were fully enlightened on the subject, and appreciated
the true import of every transaction connected with surplus
income, the vices inherent in the present order could be
effectively overcome without comprehensive legislation to
enforce upon all abstention from acts harmiful to the
common weal. Failing this, innate greed and callous dis-
regard of the interests of others would defeat the scrupulous
observance of policies conducive to the public welfare by
those who had the prosperity of their fellow-beings at
heart, even if these latter were in the majority.

Finally there is an aspect of money economics which is
necessarily inherent neither in the technical organisation
of the financial system nor in the dealings of the public
with their surplus income, but which nevertheless in
practice. plays a vital part, both in the upward and down-
ward swings of the trade cycle. I refer to the power of the
financial system, under the present order, to take the initia-
tive in expanding or contracting the volume of money by
so-called open market policy. Its reactions upon the body
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economic are so far-reaching, its control under our present
régime is so completely divorced from the influence of
the community, that we are bound to submit it to critical
consideration 1in all its ramifications. It will be for the
elected representatives of the people, in the light of the
conclusions to which we shall be led, to determine whether
an end should be pyt to a prerogative of which the exercise
produces repercussions upon every phase of our national
existence.

It is clear, in view of the fundamental connection be-
tween the working of money economics and the whole of
our social fabric, that it would be futile to endeavour to
deal with it piecemeal. Elsewhere it has been attempted to
correct some of the objectionable features of the system
without a co-ordinated plan for tackling the entire struc-
ture. That policy will be found ineffective in the long run.
Patchwork cannot avail. It is inacceptable to God and man.
“ No man putteth a piece of a new garment upon an old ;
if otherwise, then both the new maketh a rent, and the
piece that was taken out of the new agreeth not with the
old ” (St. Luke v. 36).

Reform must eliminate all features which impede or
obstruct the adaptability of the system to the planned needs
of a community geared to the fullest employment of all its
productive forces. Every loophole which enables the system
to be used for purposes alien to the public welfare must be
stopped. The freedom of the individual in the conduct of
his ﬁr}ancial affairs must be restricted, where its exercise
consciously or unconsciously clashes with the true interests
of his fellow-beings.

.Tl.lere are some who would smash up the entire system,
bel1ev1ng‘thajc by shattering Mammon’s throne ‘they can
render him impotent. Alas, his worshippers would not
tarry in building him another shrine. ‘

Without a doubt our present order js defective, but at
the root of the problem lies the attitude of man towards
his f'ellow—be'mgs. ‘Cor.ltemptuous of divine revelation, in-
sensible to his thgatlons. towards his Creator, he does not
trouble to enquire how his actions affect his brethren, but
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thoughtlessly acquiesces in established customs and follows
accepted tenets so long as his own immediate pecuniary
interests appear to be served. I say “appear” advisedly,
for no order can permanently prosper in which the funda-
mental duty to the community is neglected by the members.
George Herbert’s words addressed to Gold in his little
poem ‘“ Avarice” are more true to-day,,applied to money
in its wider sense, than ever they were: “ Thou art the
man and man but dross to thee ”. When the lives of our
fellow-beings are at stake thoughtlessness is a crime !



CHAPTER 2
THE THREE FUNCTIONS OF MONEY

BeroRE considering the features of our financial order m
their bearing upon the body economic, a few general ob-
servations on the functions of money may prove helpful.

We use the term ‘“ money >’ to cover “‘ currency * (Bank
of England notes) and * bank money ” (bank deposits)
collectively. We ignore *token money’—or ‘‘change”,
as it is colloquially called—of which the aggregate in cir-
culation is relatively unimportant, and the creation of which
is governed solely by the convenience of the public. Strictly
speaking, we should include under money ““ book credit”
granted by members of the community to each other.
There are no data available as to the outstanding volume of
this type of “ money ”, but the bulk of it is directly con-
nected with the turning over of goods and services. It is
not subject to influences that could occasion changes in
its quantity unrelated to changes in the turnover and price
level of goods.! As we are here concerned with those
monetary factors which themselves influence the price
level and turnover of goods, we need not take book credit
into consideration,

Money fulfils a triple function. It acts as a medium of
exchange, a measure of value and a store of value. It would
not be possible to conceive of any instrument conforming
to our conception of money which did not possess all three
attributes in combination. Yet there is an inherent conflict
between two of them. The same money, as we shall see,
cannot adequately fulfil its role as a measure of value and
itself serve as a means of storing up purchasing power.

What are the characteristics that distinguish money in
each of these three functions ?

* Unless otherwise stated, the term ““ goods ” is always intended

to include ‘¢ services ’’.
8
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As a medium of exchange, money is required to afford
a convenient and universally acceptable means of settling
the infinite variety and mass of current transactions in-
volved in economic intercourse of mankind. It must be
freely and promptly exchangeable for goods—in other
words, it must represent purchasing power and must be
immediately available for use as such.

Public confidence in the assets underlying the money
and ready transferability are the essential conditions which
enable money to function as a medium of exchange. The
money we know—currency and bank money available by
cheque—fully meets these needs.

Distinct, though inseparable from the task of providing
a medium of exchange, is that of measuring the value of the
things exchanged. In the realm of value nothing can be
specific or constant. Value is the fourth dimension in a
three-dimensional world. We have no conception to fit it,
no absolute terms in which to define it. It is a relationship
expressing the thing to be measured in terms of something
else which itself has meaning only when related to the very
objects whose value it determines,

In “ money economics » goods are valued or measured
in terms of units of money which are part of an ever vary-
ing aggregate.

A true measure of value, if such could be contrived by
human agency, should operate so that it registered changes
in the value of the assets to be measured from causes in-
herent in or directly associated with the assets or with the
impact of human initiative upon them. The measure should
not be capable of being itself a factor affecting the value
of the assets or of influencing the forces governing human
initiative. A true measure would legitimately reflect, for
instance, changes in volume of crops, fresh discoveries of
minerals, reduced mineral yield, vagaries of public taste
and habits; new inventions, political fears, confidence,
increased wages, higher dividends. On the other hand, it
should not have power, by altering the total number of
units of the measure, to affect the relationship between
the measure and the assets to be measured.
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Under our existing order this fundamental require-
ment of a measure of value is not fulfilled. At the will of
the financial authorities the measure is subject to expansion
or contraction, independently of, inversely to, or in differ-
ent ratio from that which would have resulted if the forces
inherent in the assets to be measured and in the initiative
of the community, apart from purely monetary factors,
had alone determined the volume of money created.

The implications of this defect are far-reaching. The
repercussions upon the value of goods and services produce
grave distortions in the body economic, which, in combina-
tion with other nefarious features of the conduct by man-
kind of its material affairs, must be held responsible for
the social and political disintegration in process throughout
the world.

Money comes into play as a measure when assets actu-
ally change ownership. Simultaneously, as a counterpart,
the transfer of a corresponding number of units of the
measure itself is agreed upon, to take place either before or
after or against delivery of the assets. Thus the function of
money as a medium of exchange and as a measure of value
cannot be physically separated.

Since the measure is valuable in itself by virtue of the
assets which underlie it, it will be appreciated that the
notion of money as a mere counter or yardstick is in-
adequate. In so far as a counter is merely a substitute for
money, the description does not clarify our conception of
the measuring functions of money, whilst yardsticks, not
being .thems?lves exchangeable for other assets, lack the
essential attribute of money. As already indicated, it is not

practicable by a simple and familiar analogy, derived from

daily life, to illustrate the idea of value as it applies to money.

If we could imagine a society in which the actual weights
and measures used were the money of the country, were
all made of the same substance, bore a definjte frelati(;nship
to one another, whether measures of dimension, weight
or capacity, were issued by one Central Authority for
valuable consideration including the substance of which
they were made, were a coveted possession for their own
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sake because of the substance of which they were made,
and were the only valid medium of payment so that
weights or measures actually changed hands every time a
transaction was effected, each bargain thus involving as
much a purchase or sale of the weights and measures as
of goods and services or other assets, then we would be
approaching to a state of affairs akin, in,its essence, to an
elementary money economy. I will not alaborate the com-
parison, but it may be found helpful towards an under-
standing of certain of the more puzzling aspects of money
economics.

Under the prevailing system the financial authorities
can at will increase or contract the number of units of the
measure in existence, but the valuable consideration which
they acquire or dispose of in taking this initiative is confined
to a limited range of assets, viz. securities and bills of
exchange. The price level of these groups of assets only
can thus be directly influenced by the money authority, but
the effects upon the price level of goods and services is none
the less potent because it is indirect.

Money is called upon to measure two main groups of
assets : current goods and services on the one hand and
existing capital assets on the other (existing securities and
buildings and land). Since an increase or reduction in the
total number of units of the measure can be effected by
the system unassociated with any initiative arising from the
volume or turnover of goods and services, and since units
of the measure once owned by members of the community
can be used indiscriminately for the measuring (acquisition)
of goods or of existing capital assets, it is clear that the
mere autogamous increase or contraction of the total volume
of money opens up potentialities of changes of monetary
origin in the price level of assets of either group.

What are the reactions set in motion by the initiative
of the finantial authorities, and what, in practice, is the
mechanism by which they operate, will be described in
subsequent chapters. Here I would draw attention to the
importance, from the point of view of the price trend, of
the direction from which the initiative in the measuring
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function preponderantly emanates. We have seen that it
is both assets and units of the measure which change
hands. If the call to exchange predominantly originates with
owners of units of the measure, then the assets which it is
sought to acquire in exchange will tend to appreciate in
terms of the measure ; goods or capital assets, or both, as
the case may be, will rise in price. If, on the other hand,
it is the owners of assets that actively seek to divest them-
selves of their holdings in order to obtain units of the
measure, the latter will tend to become more valuable—
and the price level move downward. In a state of equilibrium
neither side would be especially prominent. This looks like
stating in rather involved terms the simple law of supply
and demand. We are, however, accustomed to associate
this law solely with goods and services or other assets, and
are apt to overlook that the powers at present vested in the
financial system produce variations of supply and demand
for units of the measure, which themselves are in turn-
responsible for affecting supply and demand in goods and
other assets. -

There is yet another facet of the measuring function
of money which deserves comment. Money is used not
merely to measure present assets or services, but to fix
the price of assets yet to be created. This happens when,
for instance, commodities are purchased for delivery at
some future date remote from the present. The remunera-
tion which capital supplied on loan (interest), and capital
assets supplied on lease (rent), are to receive throughout
the future period for which such operations run is like-
wise fixed in money.

In the case of transactions for future delivery of goods,
the contracting parties cannot be under any misappre-
hension as to the risks involved in their bargain. On the
other hand, the true import of commitments for future
performances solely expressed in money tends to be
obscured by “ money economics*, which have caused
money, in the mind of the average member of the com-
munity, to become divorced from goods. It is not adequately
realised, in consequence, that changes in the relationship
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between the measure, on the one hand, and assets, on the
other hand—in other words, changes in the price level-—may
gravely affect the position of debtors whose obligations are
fixed solely in terms of the one (money) and who are
dependent upon the price level of the other (assets of
any description) for the means of meeting them. This is
true with particular emphasis where the commitments are
entered into at a time when, comparatively speaking, money
in terms of assets is cheap, that is, when the price level is
relatively high and where those commitments run for long
periods of years (mortgages, long leases, long-term borrow-
ing). When, in the brief space of a few years, the measure,
in terms of goods and of capital assets, becomes twice, and
in some cases three or four—exceptionally even up to ten—
times, as valuable as previously, as was the recent experience
of the world, universal insolvency of such debtors becomes
inevitable. Moreover the desire, under such conditions,
to carry out these fixed money commitments, or the
attempt to enforce them, produces an aggravation of the
very conditions responsible for the debtors’ plight. It will
involve the urgent pressure of goods and capital assets for
sale against units of the measure, at a time when the latter
is already appreciated manifold in terms of the things it is
called upon to measure, and when the initiative in the
measuring process lies one-sidedly with those having assets
which they seek to exchange for money.

The position of mortgagors of farm lands in the United
States, and, to a lesser extent, in this country, resulting
from the collapse in prices of farm products, the defaults
in international loans which have become widespread, the
plight of industrial enterprise heavily burdened with fixed
charges, are glaring examples of the havoc wrought by
the impact of fixed money obligations amidst an order in
which the relationship between that money and the things
to be measiired—goods and capital assets—is subject to
violent changes.

A workable substitute for money as a means of ex-
pressing the remuneration for the loan of capital in one
form or another, is not available. Our course lies in the
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direction of working for an order from which, on the one
hand, all elements of instability of price level arising from
tampering with the measure shall have been eliminated,
and which, so far as human planning can ensure, shall be
freed from disruptive influences. On the other hand, ad-
justability of long contracts for future performances solely
dischargeable in money—not including, therefore, those
for future delivery of assets against payment of money—
should, as far as practicable, be aimed at.

Finally, let us consider briefly the storage function of
money. As pointed out above, this is inherently inconsistent
with that of measuring ; while the units of the measure
are being stored they obviously are withdrawn from avail-
ability in the task of measuring assets. The use of money as
a store of value takes the form of idle bank deposits, or,
worse still, of hoarding of currency. In so far as the units
of the measure thus stored were previously engaged in the
measuring of goods and services, their withdrawal into
idleness throws upon the remainder—ceteris paribus—the
burden of measuring an as yet unchanged volume of goods
and services, and unless more frequent changes of hands
occur, e.g. unless the velocity of turnover of this remain-
ing volume of money units increases correspondingly, the
result is that fewer units of the measure seek to be ex-
changed for goods. Hence these latter will depreciate in
terms of the unit of money, more goods will be equivalent
to the same number of units of money, the price level of
goods tends to fall.

Clearly, if we wish to avoid the depressing effect upon
the price level of goods and services occasioned by with-
drawal of money units from their measuring function in
order to serve as a store of value, we must ensure that the
storage of value shall take a form which will not prevent
money from continuing to act as a measure of current
goods and services. What this implies will be ‘developed in
subsequent chapters. ,

A system under which it is possible to tamper with the

measure of value as indicated above is open to grave ob-
jection.
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When we shall come to examine the disrupting effect
of changes in the relationship between money and goods,
we will realise the vital importance of ensuring that the
measure itself shall no longer be subject to manipulation,
whether from banking policy, speculation or any other '
cause. Nor will we then tolerate any longer the use of that
measure as a store of value in any way,prejudicial to the
welfare of the community. Only money of which the ag-
gregate volume of units engaged in measuring goods and
services could no longer be varied, except in response to,
synchronised with, and parallel to variations in the volume
of current goods and services to be financed through their
several normal stages of progress from producer or im-
porter to consumer or exporter, would satisfy the require-
ments of a true measure of the value of goods. Then,
changes inherent in, or arising from, goods and services
themselves could, alone, affect the relationship between
money and goods. The problem of meeting the chaotic eco-
nomic conditions of the world to-day, with its corollary of
misery and privation, would then be reduced to its proper
proportions—a planned and balanced production and inter-
change of goods—so as to ensure the maximum of con-
comitance between production and consumption at the
highest conceivable level compatible with the productive
capacity of the nation.



CHAPTER 3
THE NOTE ISSUE

NOTES in this country are issued by the Bank of England
and only against gold. From the 21st of September 1931,
when we went ““ off ’ gold, onward we have, so far as the
note issue is concerned, been living under a transitional
régime. The market price of gold, instead of fluctuating
around 85s. per oz. fine within narrow limits determined
by the fixed price at which the Bank of England was
obliged to buy and to sell gold, has ever since been con-
siderably higher and has, for some time past, ranged in the
neighbourhood of 140s. per oz. fine. The issue department
of the Bank of England, however, are not as yet empowered
to issue notes against gold acquired at a rate in excess of
the old price of 77s. 9d. per oz. standard (equal to close
upon 84s. 1od. per oz. fine), and this has been applied to
all purchases made by the Bank throughout the period
- from 21st September 1931 to date. These purchases up to
gth February 1938 have amounted to about £206 millions.
Hence the figures disclosed by the weekly statement of the
Bank of England do not afford a true picture. It will,
therefore, be necessary to consider the position not only
as 1t appears from the official returns but as it js in reality.
A considerable portion of the note issue is at present
shown as not covered by gold but by Government debt,
and to an insignificant extent by other securities, 7.e. bills
of exchange. This is the so-called ﬁduciary issue . It is
limited by law to £260 millions, at which jt stood until
I 5th December 1936, when it was reduced to £200 millions,
1ts present figure. In the meantime jt was raised to f220
millions for a few weeks around Christmas 1937 to meet

It may be increased beyond [f260
Or a specified period upon the
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Parliamentary sanction, such increase cannot be renewed
beyond two years.

The fiduciary issue arises to the extent of £11 millions
from advances made by the Bank of England to the Govern-
ment at successive stages of its existence, the security
being constituted by the resultant Government indebted-
ness. A further £3 millions was authorised by the Bank
Charter Act of 1844. In addition, some few millions are
accounted for by the exercise, in years gone by, of the right
granted to the Bank of England to increase its fiduciary
issue up to two-thirds of the note issue of other banks whose
issuing privilege had lapsed.

In the main, however, the fiduciary issue is represented
by the incorporation in the note issue of the Bank of
England of the Treasury notes colloquially known in
their day as ‘ Bradburys ”’, which owed their existence to
the exigencies of the financial situation in the Great War.
The security underlying these notes, consisting pre-
ponderantly of British Government Debt, was, of course,
simultaneously transferred to the Bank of England.

The item “ Other Securities ” among the assets of the
Issue Department originally covered the assets, other than
Government securities, held against lapsed note issues of
other banks. At present the amount is quite insignificant,
but some time prior to the establishment of the Exchange
Equalisation Fund in May 1932, it stood at £68 millions.
This was, however, quite exceptional and was attributed
generally to purchases of foreign exchange by the Bank of
England with the object of preventing undue appreciation of
sterling. These holdings were subsequently transferred to
the Exchange Equalisation Fund.

Whilst the note issue as a whole, as we have seen, is
only partially covered by gold, new notes are issued only
against gold. This may sound strange to those who imagined
that the abandonment of the gold standard involved the
divorcement of our money and credit system from gold.
What, then, is the significance of our being ‘‘ off gold ” ?
It means that ever since z1st September 1931 the Bank

of England is no longer under obligation to sell gold,
o
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though it is at liberty to do so. Thus the right to demand
that the Bank of England supply gold bars to anyone in
command of the necessary purchasing power in the form
of currency or a bank balance, was abrogated. Being * off
gold ” we could no longer be compelled to square de-
ficiencies in our international payment accounts by gold
shipments out of the central reservoir at the Bank of
England. The implications of this change are far-reaching
and will be dealt with at a later stage.

The basis of the currency, however, continues unaltered,
with gold as the only asset against which new notes can
be issued, and the Bank of England the sole arbiter of such
issue. As Bank of England notes, in turn, are the foundation
of the whole credit structure, we realise the vital place
currency occupies in the financial system.

Whilst the Bank of England is relieved of the obligation
to sell gold, it is still technically obliged to buy at the fixed
price of 77s. 9d. per oz. standard. With a market price of
about £7 per oz. fine, obviously no gold is tendered to it for
purchase. Nevertheless, the Bank of England does buy, and,
until the existing law is changed, the difference between the
amount of notes which, on the basis of the fixed price, can
be legally issued against such purchases, and the actual cost
of gold, must be supplied from other sources. It is advanced
by the Exchange Equalisation Fund, which, in turn, obtains
the necessary means by the issue of Treasury bills.

"The gold held as cover against the note issue is shown
in the statement of the Issue Department of the Bank of
England on gth February 1938 as representing about 62 per
cent of the total of notes issued, whereas at the then
current market price for gold this percentage would have
worked out at about 102 per cent. Thus at present all notes
issued are more than fully covered by gold.

Part of the notes issued are held by the Bank of
England’s Banking Department, there to tonstitute the
reserve against the liabilities of the Bank. We shall deal with
this aspect in another chapter, but may mention here that
the ratio of this reserve to deposit liabilities of the Bank
of England’s Banking Department is looked upon as a
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barometer of the state of credit. No more misleading index
could well be conceived, since both the extent of this
reserve, within the limitations of the fiduciary issue, and
the aggregate of the liabilities, are subject to the will of
the financial authorities. As recently as 15th December
1936 L60 millions of notes which would normally have
been added to this banking department rgserve, under the
existing law, as a result of gold purchases by the Bank of
England, were cancelled instead by the device of reducing
the fiduciary issue. The additional notes were thus used to
repay Government debt held by the Issue Department.
The reserve ratio, which would have been raised to close
upon 66 per cent, was, in consequence, left at around
32 per cent. I express at this juncture no views on the
wisdom of this action, as I am, in this section of the
book, concerned with presenting facts, but I merely cite it
as an instance of the futility of dangling a completely
manipulated percentage in front of the public as having
any significance whatsoever except as an indication of the
trend of the mind of the money authority.

Having examined the position of the note issue as it is
represented to be in the Bank of England returns, we will
now analyse the changes which would be revealed if the
facts were permitted to be reflected. In doing so we shall be
forced to some extent to work on hypotheses, since much of
the incidence of the readjustment would depend upon the
procedure the Government followed in regard to the uses
of the profit which accrues to it on revaluation of the gold.
Moreover we are in the dark as to the amount of this
profit. We know that the £206 millions added to the gold
stock since it touched bottom in November 1931 have, on
an average, cost considerably in excess of 85s. per oz. fine,
and that the difference has been financed by the Govern-
ment. Some slight clue may be afforded by an examination
of the dates 6f purchase by the Bank of England, though
this still leaves much to guesswork. Since most, if not all,
of the gold was in the first place purchased by the Equalisa-
tion Fund, it would be the price paid originally by the
latter that would determine the volume of Government
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debt which has remained outstanding in respect of those
purchases after the gold had been acquired by the Bank
of England at old standard price. I suggest that by placing
the excess cost over standard price at some £85 to [L95
millions we shall probably not be very far off the mark.
We calculate the difference between the present book
value of £326 millions of gold held by the Issue Depart-~
ment of the Bank of England and its market value at cur-
rent gold quotations to amount to some f210 millions.
If we deduct from this, say, £g9o millions as the excess cost
over book value of the £206 millions purchased since 21st
September 1931, there remains a net profit to be dealt
with of f120 millions. How will the Government decide
to apply this profit and what course will it follow in regard
to repayment of the excess cost financed by Government
credit ? I believe we may safely assume that the Bank of
England, as at present constituted, will use its influence
to prevent the adjustment from producing any increase
of consequence in the note holding of its banking depart-
ment and in its reserve ratio to liabilities above referred to.

If that is to be a guiding principle, it could be achieved in
two ways :

(a) By the use of the whole difference of £210 millions
in the reduction of Government debt held by the
Bank of England, leaving the debt held outside of
the Bank of England undisturbed.

(6) By the actual transfer to the Government of part of
the revalued gold, say to the extent to which it has
incurred debt to finance the gold purchased since

21st September 1931, which we have estimated at
£90 millions.

'To appreciate the effect of the adoption of either course

upon the note issue and the Bank of England I submit
herewith :

I. Retgrn of the Bank of England as at gth February
1938.

2. Return of the Bank of England after revaluation of
gold on the assumption that course (a) is followed.
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3. Return of the Bank of England after revaluation of
gold on the assumption that course () is followed.
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1. BANK orF ENGLAND RETURN FOR THE WEEK ENDING
oTH FEBRUARY 1938, IN MILLIONS OF £

Issure DEPARTMENT

Notes Issued—

@
In circulation . 476 Government debt . 1
In Banking Dept. 50 Other Government
securities . 188
Other securities . g I
Gold 326
526 526
BaNkiNG DEPARTMENT
Capital and reserves 18 Government securities . 93
Public deposits 16 Other securities—
Other deposits— Discounts and
Bankers 103 advances io
Other a/cs, 36 139 Securities 19 29
Notes 5 i 50
Gold and silver coin 1
173 173
‘ Per cent
Proportion of gold in Issue Department to notes issued . 620
Proportion of gold in Issue Department to notes in circulation
(notes issued less notes in Banking Department) plus deposit
liabilities of the Bank of England’s Banking Department 516
Proportion of notes and coin held in Banking Department to deposits  32-9

2. BaNk oF ENcLAND RETURN AFTER REVALUATION OF GOLD AT
MARKET PRICE AND APPLICATION OF ENTIRE INCREMENT TO

ReEPAYMENT OF DEBT HELD BY BANK oF ENGLAND

MiLLIONS OF £

IssuE DEPARTMENT

Incr. Incr.
or or

Decr. Decr.

Notes Issued— Government debt Nil |- 1r

In circulation 476 Other Govt. securities Nil |- 88
In Banking Dept. 61 | + 11| Other securities 1

Fiduciary issue 1 |- 199

Gold . . .| 536 |+ 210

537 | + 1z 537 {+ 11
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BANKING DEPARTMENT

Capital and reserves | 18 Government securities . 8 |- 1r
Public deposits . | 16 Other securities—
Other deposits— Discounts and  _
Bankers . 103 advances . 10
Other a/cs. 36 | 139 Securities . 19| 29
Notes . . 61 (+ 11
e Gold and silver coin . 1
173 173
Per cent
Proportion of gold in Issue Department to notes issued . . 998
Proportion of gold in Issue Department to notes in circulation
plus deposit liabilities of Banking Department . . . 849

Proportion of notes and coin in Banking Department to deposits . 400

3. BANK oF ENGLAND RETURN AFTER REVALUATION OF GOLD AT
MAaRkET PRrICE AND TRANSFER OF £90 MILLIONS GOLD TO (GOVERN-
MENT TO REIMBURSE IT FOR DEBT INCURRED IN PURCHASE oF GOLD.
BALANCE OF PROFIT OF £ 120 MILLIONS USED FOR REPAYMENT OF
DEeBT HELD BY BANK oF ENGLAND

MILLIONS OF f

IssuE DEPARTMENT

Incr. Incr.
or or
Decr. Decr.
Notes Issued— Government debt . 11
In circulation . 476 Other Govt. securities . 68 |- 120
In Banking Dept. 50 Other securities . : I
Fiduciary issue 8o
Gold . ; .| 446 |+ 120
526 526
BangiNG DEPARTMENT
As at gth February 1938
. . ) Per cent
Proportion of gold in Issue Department to notes issued . . 848

Proportion_ of gold in Issue Department to notes in circulation
plus liabilities of Banking Department . i

Proportion of notes and coin in Banking Departme.nt to ;1eposit.s
(same as at gth February 1938) . . 5 329

Inasmuch as the Government will be called upon to
borrow substantially in the course of the next five years

707
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in order to meet the cost of rearmament, gold trans-
ferred to the Government under the above hypothesis could,
from time to time, be ceded to the Bank of England, to that
extent permitting payment of armament expenditure with-
out fresh borrowing. At the same time the holding of notes
in the Banking Department of the Bank of England would
be strengthened in a period when note cigculation and de-
mand for credit are both likely to expand. I append a
statement based on the assumption that the circulation has
expanded by £10 millions (without increase in the fiduciary
issue as shown under hypothetical Bank Return 3), that
the credit granted by the Bank of England, reflected in
discounts and securities in the Banking Department, has
risen by £15 millions, and that the Government retrans-
fers £20 millions of gold out of its holding to the Bank of
England. —

In MILLIONS OF £ '

Issue DEPARTMENT

Incr. Incr.
or or
Decr. Decr.
Notes Issued— Government debt . 1I
In circulation . | 486 | + 10| Other Govt. securities . 68
In Banking Dept. 60 | + 10| Other securities . ; I
Fiduciary issue 8o
Gold . . .| 466 | + 20
546 | + 20 546 | + 20
BANKING DEPARTMENT
Capital and reserves 18 Government §ecurities . 93
Public deposits . 36 | + 20| Other securities—
Other deposits— Discounts and
Bankers 108 + 5 advances . I5 + 5
Other a/cs. 36 | 144 Securities . 29 44 | + 10
Notes . . . 6o | + 10
Gold and silver coin . 1
: 108 | + 23 198 | + 25
Per cent
Proportion of gold in Issue Department to notes issued . B 86-8
Proportion of gold in Issue Department to notes in circulation
plus liabilities of Banking Department . . .77

Proportion of notes and coin in Banking Department to deposits . 372
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Thus the proportion of gold cover against all notes
issued, and the gold cover against outstanding notes plus
outstanding liabilities combined, have risen somewhat and
the cash reserve ratio of the Banking Department is
strengthened as compared with the hypothetical position
illustrated in Calculation 3.

In the preceding analysis we have premissed that the
Government would not apply any part of the increment
obtained by revaluation to the redemption of debt held
outside of the Bank of England. In view of the necessity
for fresh borrowing in the course of the next quinquennium
it may be, however, that the Government might first wish
to reduce the volume of debt in the hands of the public in
order to strengthen the market position and the ability
of the banking system to meet demand for borrowing
facilities against the new debt to be created. Let us see,
therefore, what the position would be if the Government
decided to repay debt in the hands of the public to an
amount equivalent to the excess cost of the gold previously
financed by it. Much would depend upon whether such
redemption were effected by gradual reduction of the
amount of Treasury bills or by purchase of or invitation to
tender long-term securities. The former being held largely
by the money market and in turn being to a considerable
extent pledged to the banking system as security for loans,
their repayment would result in the main in a reduction of
the loans at call or short notice from the banks and a
simultaneous increase in the balances of the banking
system at the Bank of England.

'The return of the Bank of England would look as shown
in table on p. 25 (using again the figures as at gth February
1938 as a basis).

As will be seen, this method would greatly strengthen
the reserve ratio of the Bank of England’s Banking Depart-
ment and the cash reserves of the banking &ystem repre-
sented by their balances at the Bank of England. As in-
dicated above, it is not, ‘therefore, likely to be adopted.
The same result, so far as the Bank of England is concerned,
would accompany redemption of debt held by others than
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MILLIONS OF £

IssvE DEPARTMENT

Incr, Incr.
or or

Decr. Decr.
Notes Issued— Government debt . 11

In circulation . | 476 Other Govt, securities 68 | —120
In Banking Dept. 140 | + go | Other securities S EE |
Fiduciary issue 8o

Gold . y .| 536 {+210

616 | + go | 616 |+ go

BANKING DEPARTMENT

Capital and reserves| 18 Government securities . 93
Public deposits . 16 Other securities—
Other deposits— Discounts and
Bankers . 193 + 9o advances ; 10
Other a/cs. 36 | 229 Securities . 19| 29
_ Notes . . .| 140 | + go
Coin . ; § 1
263 |+ 9o 263 | + 9o
- Per cent
Proportion of gold in Issue Department to notes issued . . 870

Proportion of gold in Issue Department to notes in circulation

plus deposit liabilities of Bank of England’s Banking Depart-

ment . . . . . . . . 743
Proportion of notes and coin in Banking Department to deposits . 57°5

members of the money market, but the reserve position
of the banking system (the deposit banks) would in that
case be reinforced in a slightly lesser degree, if we assume
that the long-term debt held outside the money market and
repaid was not pledged as security for loans from the
banking system. The owners would thus be credited with
proceeds which would swell the deposit liabilities of the
banks as a counterpart to the increase in reserves; whereas
in the case of the Treasury bills that had been pledged,
these procéeds would be used to repay loans, involving,
therefore, no addition to the banking system’s liabilities.
I will ask my readers to bear with me a little longer in
order that we may consider yet another hypothetical con-
tingency : the merging of the two departments of the Bank
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of England. The balance sheet, after revaluation of the
gold and application of the increment to redemption of
debt held by the Bank of England, would then present
the following aspect (see Balance Sheet No. 2, pp. 21-2) :

MILLIONS OF £

Liabilities Assets
Capital and reserves 18 Gold . - 536
Public deposits . 16 Government securitiés . 82
Other deposits— Other securities—
Bankers . 103 Discounts and
Other a/cs. 36 139 advances . 10 )
Notes in circulation 476 Securities . 20 30
Coin : " s 1
649 649

Thus gold would represent over 112 per cent of the
notes outstanding, and the proportion of gold to all outside
liabilities, as we have already seen, would be 84-9 per cent.
If, instead, repayment of Government debt held outside the
Bank of England were effected, the position of the Bank of
England would be weakened in comparison with that shown
above; and properly so, since liabilities would be greater
without increase in gold holding. This contrasts with the
apparent strengthening that would result under the present

MILLIONS OF £

Liabilities Assets
Incr. Incr.
or or
Decr. Decr.
Capijtal and reserves| 18 Gold ‘ .| 336
Public depos;ts . 16 Government securities . 172 | +90
Other deposits— Other securities—
Bankers . 193 Discounts and
Other' a/qs. 36| 229 | +go advances . 10
Notes in circulation | 476 N Securities . 20 30
Coin . . by I
739 739

Proportion of gold cover to notes unchanged.

Proportion of gold cover to all liabilities reduced from 849 per cent to 743
per cent.
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separation of Issue and Banking Departments, as we
have seen from the calculation on page 25. The reason
is that by the merger the deceptive ¢ reserve ratio ”* of the
Banking Department is eliminated.

It will have emerged from the foregoing survey that
under our existing system of presentation of the Bank of
England Return, the crux of the entire gredit structure lies
in the amount of the fiduciary note issue, by the modifica-
tion of which, at the initiative of the Bank of England, the
reserve position of the Bank of England’s Banking De-
partment can be manipulated according to its will, with
far-reaching consequences to the community, as we shall
see in due course. Such power is nowhere vested in
any financial authorities, let alone such as are not legally
amenable to public control.

In conclusion, I would draw attention to certain other’
features which stand out in connection with the note
issue.

Under our system there is no asset which entitles the
owner to actual currency. Even gold is not available to the
public or to the banking system for that purpose, but only
to the Bank of England, who are enabled but cannot be
compelled to buy. The aggregate of the note issue thus
rests in the discretion of the Bank of England, though, for
the time being, under the special circumstances we have
described, the co-operation of the Government is necessary
to finance the excess cost over the standard price of gold.

The exclusive prerogative of the central institution in
the control of the total of the note issue, and the inadmissi-
bility of any asset, except gold, as a basis for the note issue,
are in contrast with practically all foreign systems, even
those that have adhered to the gold standard. Invariably,
apart from gold, certain other categories of assets give rise
to the issue of notes so long as prescribed minimum pro-
portions between gold and note issue are observed at the
central institution.

Secondly, since any increase in the note issue is con-
ditioned on the purchase of gold, and gold has to be
imported, the balance of international trade is involved
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in any expansion of our currency. To the extent that gold
must be imported, we either cannot import other goods,
or the value of our money—as expressed in terms of other
moneys—will be affected in the sense that ours will
become worth less. In either case reactions upon the
standard of living are entailed.

Finally, it should be pointed out that, under our system,
any increase that may be authorised in the fiduciary issue
is not tied in any way to specific, approved and eligible
assets vital to, or at any rate directly associated with, the
economic progress of the nation. It does not follow that
such increase in the fiduciary issue, when made, would not
in fact originate through developments wholly desirable
from the economic point of view, but there are at present
no means by which the community can ensure that this
shall be the case.

I must content myself for the moment with the bare
statement of these features, detached from the numerous
other factors that bear upon the working of our money
economics. Later, however, when we shall have had the
opportunity of reviewing each of the compartments of
the structure in succession, it will be possible to weld the
piecemeal observations, which we shall be able to extract
from this sectional examination, into comprehensive con-

clusions that will form the working basis for the construc-
tion of the new order.



CHAPTER 4
GOLD AND BANK MONEY

IN the previous chapter the connection between gold and
the currency has been explained. We will now examine how
gold is related to that other form of money, vastly greater
in volume—bank deposits. The association is not a direct
one. It is currency that forms the link. We shall have
frequent occasion to refer to the Bank of England in this
chapter, and unless otherwise stated it is the Banking
Department which is meant.

When we speak of banks we mean deposit banks ; of
the banking system, the deposit banks collectively; and
of the financial system, the Bank of England together with
the deposit banks. )

When the Bank of England buys gold, it credits the
seller with the purchase price, if he has an account at the
Bank of England. If the seller has no account, he is paid
by a cheque issued by the Bank of England on itself.
That cheque is deposited by the seller for the credit of his
account in his own bank. The latter, in turn, deposits it
with the Bank of England for the credit of its account.
Whether the seller has or has not an account with the
Bank of England, therefore, the result will be an increase
in the deposit liabilities at the Bank of England. If the
seller is a bank or client of a bank this will be reflected in
an increase in * Bankers’ Deposits ”, that is, in the deposits
of the banking system with the Bank of England ; if the
seller is a direct client of the Bank of England it will
result in an increase in ¢ Other Accounts ”, that is, the
deposits of fion-bankers with the Bank of England. In the
latter case the funds are nevertheless likely to find their
way into “ Bankers’ Deposits ” at the Bank of England,
for the owner of the “ other account” at the Bank of
England will have payments to make out of this account

29
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to others having no account at the Bank of England. In
that case the cheques on the Bank of England representing
these payments will be disposed of as indicated above and
swell the bankers’ deposits at the Bank of England. The
Bank of England discourages the opening of new accounts.
As far as possible it aims at confining its banking functions
to those of a bankers’ bank.

For all practical purposes, therefore, it would be safe to
say that the payment by the Bank of England for gold bought
by it results in an increase of its liabilities under the head of
“ Bankers’ Deposits ’. The corresponding change on the
assets side is an increase in the notes held in the Bank
of England’s Bankinig Department. It receives these notes
from the Issue Department, which creates them upon the.
gold purchased being lodged with it.

Through the peculiar circumstances to which we drew
attention in the previous chapter, the notes received in the
Banking Department from the Issue Department cannot
be equivalent to the cost price of the gold so long as the
Issue Department is not authorised to issue notes in excess
of the old standard rate ; in other words, so long as gold is
not revalued and fixed in terms of the currency. The
difference will be reflected in an increase in the *“ Govern-
ment Securities ” held by the Bank of England, in case the
latter advances the difference between official gold price
and market price. If, on the other hand, Treasury bills are
placed outside the Bank of England to finance the differ-
ence, then “ Bankers’ Deposits ’ at the Bank of England
will not rise by the full market price of the gold, but by
the difference between this amount and the sum payable
to the Government in respect of the Treasury bills, since
this latter sum would be charged to * Bankers’ Deposits ”
at the Bank of England. ‘

Pending revaluation of gold, the acquisition of gold b
the Bank of England will thus produ%e an fncrer%ent ir}I
the note holding (reserve) of the Banking Department
less than the market value of the gold. As for the liabilities
of the Banking Department, these will either increase in
excess of the addition to the note holding, the difference
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being offset by an increase in Government securities in the
hands of the Bank of England, or they will rise on balance
to the same extent as the notes held. For the sake of sim-
plicity we will assume the latter.

Now the notes held in the Banking Department con-
stitute the Bank of England’s cash reserve against its lia-
bilities to the outer world. These latter gonsist in deposits
of the Government designated as ‘‘ Public Deposits 7,
those of *‘ Banks and Bankers ", and those of non-banking
interests. The two latter categories are jointly classified
as * Other Deposits ” and separately indicated in the weekly
statement as ‘ Bankers” and ‘ Other Accounts”. In the
aggregate the deposits are only partidlly covered by notes
held. The proportion varies greatly. Since the amalgama-
tion of the Treasury note issue with the Bank of England’s
own note issue it has fluctuated between 65-8 per cent and
17 per cent. As explained in the previous chapter, however,
this proportion is subject to influences closely controlled
by the will of the financial authorities. T'o a much lesser
extent is this the case with the ratio between gold held
and the combined total of notes in circulation and deposit
liabilities of the Bank of England, since the volume of the
note circulation cannot normally be directly affected by
the initiative of the Bank of England. Special arrangement
with the Government might of course be made under which
Government departments withdrew part of the credit
balances at the Bank of England in notes to be held by
the departments, thus raising the total of notes shown as
being outstanding in the hands of the public. It would be
interesting to know whether part of the hoarding, advanced
as an explanation of the exceptional increase in the note
circulation during the past few years, is in fact due to
hoarding of notes by Government departments in agree-
ment with the Bank of England, so as to diminish the effect
which the great influx of gold would otherwise have had
upon the reserve position of the Bank of England.

As an indication of the lesser volatility of the ratio of
gold to notes in circulation and Bank of England deposit
liabilities combined, I may mention that the percentages
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at the dates when the above extremes were touched in the
Banking Department’s reserve ratio were 45 and 24 re-
spectively.

It is clear, of course, that any addition to liabilities,
accompanied by an addition to the note reserve represent-
ing 100 per cent of the fresh liability, strengthens the re-
serve position of the Bank of England. Thus an addition
to the stock of gold in the Issue Department of the Bank
of England improves the reserve ratio (notes held to lia-
bilities) in the Banking Department.

At the same time the reserve position of the banking
system, i.e. the deposit banks, is improved. The proceeds
of the gold—as we have explained—directly or indirectly
go to swell the ““ Bankers’ Deposits ** at the Bank of England.
These * Bankers’ Deposits *’ are part of the reserves of the
banking system (the deposit banks) against its own de-
posit liabilities. Incidentally, we may note that balances at
the Bank of England, although regarded as reserves of the
banking system to their full extent, in reality only represent
cash in the proportion that the notes held by the Bank
of England cover the aggregate of the latter’s deposit
liabilities. ,

The banking system’s deposit liabilities will have in-
creased to the same extent as its balances at the Bank of
England as a result of the deposit by the sellers of the pro-
ceeds of the gold with the banking system. Thus the pur-
chase of the gold by the Bank of England involves, for the
banking system, an increase in the liabilities, fully covered
by an increase in that part of the reserves kept in the form
of balances at the Bank of England. As the reserves of
the banking system, that is, currency and balances at
the Bank of England, normally cover liabilities only to the
extent of some 10 or 11 per cent, an increase in liabilities
which is full'y covered by reserves will obviously improve
that proportion,

But this is by no means the whole story. On the strength
of these additions to the reserves at the Bank of England
and in the banking system, fresh credit may be extended to
an amount many times that of the gold acquired. When we
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speak of the creation or extension of additional credit it is
another way of saying that the volume of deposits (bank
money) is increased. Let us examine how such additional
bank money, based on gold, can be brought into existence.

We shall first consider the Bank of England. Supposing
that, prior to the purchase of gold, the notes held repre-
sented 40 per cent of the liabilities of the Banking Depart-
ment. Then, without disturbing this ratio, it would be
possible for the Bank of England to allow these liabilities
to be increased in all by 2} times the amount of the new
gold purchased. As we have seen, the liabilities (deposits)
at the Bank of England automatically increase by an amount
equal to the gold bought. How, then, would the Bank of
England proceed if it desired to increase its liabilities by a
further 14 times the amount of the gold bought ? Just in the
same way as you and I would proceed if we had the wish
and enjoyed the confidence : by buying something without
paying cash for it; by acquiring assets and crediting the
seller in our books. There is a further method, however,
open to the Bank of England which we could not adopt,
namely, lending, by crediting the borrower in its books.
That course is available only to banks, provided, of course,
there is a demand for accommodation of that kind. A loan
from an individual which went no further than a credit
in his books would scarcely serve the purposes of the
borrower. A credit on the books of a bank would be ac-
ceptable, because, by convention, everybody else is willing
to accept it.

The Bank of England, therefore, would either purchase
assets or offer to lend against them. Its choice of such assets
is limited by its charter and by tradition. In practice, only
British Government and Corporation securities and bills
of exchange are eligible. Purchases of and advances against
bills, on the one hand, and securities, on the other, are
grouped togéther under the heading Other Securities ”,
the total of each of these two subdivisions being separately
indicated. Government securities owned and advances to
the Government are shown as *“ Government Securities ”.

The effect of these new purchases and loans upon its
D
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deposit liabilities is the same as that of the. purchase of
gold. “ Bankers’ Deposits ” will rise, either directly if
the assets are acquired from, or the loans made to, the
banking system or any of its clients, or indirectly if, in the
first place, the seller or borrower is a non-banker having
an account at the Bank of England.

When this increase in liabilities—including the ad-
dition directly resulting from the purchase of the gold—
has reached an amount equal to 2} times the addition to
the note holding representing the new gold, then the
former assumed proportion of the note holding to liabilities,
namely, 40 per cent, is restored.

How would such action by the Bank of England affect
the banking system ? As we have just seen, the purchase of
assets, or the additional loans made by the Bank of Eng-
land, will have increased the reserves of the banking system, -
i.e. the Bankers’ Deposits at the Bank of England. The bank-
ing system’s own deposit liabilities will be increased to the
same extent, through the deposit, by the sellers and bor-
rowers, of the cheques received by them from the Bank of
England.

Instead, therefore, of the increase in its reserves re-
maining at the original figure representing the amount of
the purchase of gold by the Bank of England, the banking
system now finds itself, through no initiative of its own, with
an increased reserve equivalent to 2} times the new gold.
Assuming that its previous proportion of reserves to de-
posit liabilities was 10 per cent, then the banking system
would now be in a position—in theory at least—to permit
an increase in its deposit liabilities equal to a further g
times the addition to its reserves, without any change in the .
reserve proportion previously existing. This would work
out at a total increase in deposits in the banking system of
25 times the amount of the gold acquired by the Bank of
England. However, this is a purely theoretical calculation
which has no validity in practice. The reason for this is that
part of the reserves of the banking system must be kept
in the form of actual currency.

If we assume the proportion between actual cash held
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by the banking system and its balances at the Bank of
England to be 5o: 50, it follows that on the basis of a 10
per cent reserve ratio for the banking system any addi-
tional liabilities created by the banking system would
necessitate an addition of 5 per cent of this increment to
the currency holding. This could be achieved only through
the withdrawal of part of the banking system’s balances
at the Bank of England in the form of notes. The note
reserve of the Bank of England would accordingly be re-
duced, and thus the reserve ratio of the Bank of England’s
" Banking Department would deteriorate.

On the basis of a reserve ratio at the Bank of England
of 40 per cent, and in the banking system of 1o per cent,
of which 5 per cent is kept in balances at the Bank of
England and 5 per cent in actual currency, a simple calcula~
tion will show that the maximum increase in its deposit
liabilities which the banking system could permit, with-
out disturbing pre-existing proportions, would be a little
over 14 times the amount of fresh gold acquired at the
Bank of England.

So far as the Bank of England itself is concerned,
instead of being able to allow its deposit liabilities to
increase to the extent of 23 times the amount of the gold
acquired, an increase of just over o times is all that
would be practicable. This means, in fact, that the net
increase in deposit liabilities at the Bank of England could
not be fully equal even to the total of the gold acquired,
assuming that it were understood that the financial system
would expand its aggregate liabilities to the fullest extent
permitted by the addition to the gold stock, without dis-
turbance to the pre-existing reserve proportions premissed
above. If the pre-existing reserve proportion at the Bank
of England was 30 per cent, and the banking system’s
reserve 10 per cent, of which 6 per cent was in actual cash
and 4 per cent in balances at the Bank of England, the
maximum increase in deposits in the banking system would
likewise be about 14 times the amount of the new gold
bought, as against a theoretical maximum of about 33,
which disregards increased cash requirements.
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How would the banking system proceed to increase its
deposit liabilities ? There are no other means open to the
banking system than to the Bank of England for this purpose.
It can only buy bills and securities. Lending it can only
do in so far as there is a demand for increased accommoda-
tion. The range of choice of the banking system in its
purchases is perhaps somewhat wider than that of the
Bank of England, as the criteria applied by the former are
rather less severe. As a result of these purchases the sellers
will be credited in their accounts with their banks, and
except to the extent that these proceeds are used to repay
loans, there will be a rise in deposits, z.e. in the volume of
bank money.

The foregoing analysis makes no allowance for any
additional flow of currency into public circulation. With-
drawals for that purpose would, of course, greatly lessen
the possibilities of credit expansion based on fresh acqui-
sitions of gold.

It is within the Bank of England’s power to prevent
additions to its gold stock from being made the basis of
fresh credit. When this power is exercised it produces what
is termed the “ sterilisation *” of gold. If gold is strength
in the financial system, then sterilisation of gold strengthens
its foundations without enlarging the structure raised
upon it. The means employed clearly must aim at the
cancellation of the increase in the banking system’s balances
at the Bank of England occasioned by the gold purchase,
80 as to deprive the banking system of the basis on which
fresh deposits can be reared. This cancellation would be
brought about by sale of assets (bills or securities) by the
Bank of England. The effect of this sale—so far as the
banking system is concerned—would be the exact oppo-
site of that of the purchase of gold. It would reduce the
banking system’s deposits at the Bank of England, the
purchase price being charged to the account of the buyer’s
bank at the Bank of England. Thus everything would be
restored to the position existing prior to the purchase of
gol(.i,. except that the Bank of England’s own reserve
position—already improved by the purchase of gold—is
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further strengthened by the sale of the bills or securities.
Instead of the increased note holding being accompanied
by an increase in deposit liabilities at the Bank of England,
it is—after the sale of the assets—offset by the reduction
in the holding of bills or securities, without any increase
in liabilities.

The course just described could, however, be adopted
only within relatively narrow limits governed by the ex-
tent of the Bank of England’s holdings of securities and
bills.

Another method of sterilisation is the reduction of the
fiduciary note issue. It was applied in December 1936,
when against [£6o millions added to the gold stock the
Government securities in the Issue Department were corre-
spondingly reduced. In that case the gold was already
owned indirectly by the Government through the Equalisa-
tion Fund. Hence no change was occasioned in the Banking
Department of the Bank of England. Of course the quality
of the notes outstanding, including those held in the
Banking Department, is improved by the substitution of
gold for Government securities amongst the assets under-
lying the note issue, but this is not visibly reflected in the
Banking Department’s position.

Had it been desired to reduce the fiduciary issue against
gold acquired by the Bank of England directly from the im-
porters, this would have involved a deterioration of the
reserve ratio in the Banking Department. Proceeds of the
gold would have gone to swell ““ Bankers’ deposits ” at
the Bank of England, whose liabilities would thus have been
increased. The notes created against the gold, on the other
hand, would not be held by the Banking Department but
would be cancelled against transfer of an equivalent of
Government securities from the Issue Department to the
Banking Department. In the case of the £6o millions
above mentiohed the proceeds were due to the Government
and were used by the latter to reduce its indebtedness to
the Issue Department.

Yet another way of achieving the effects of sterilisation
would be for notes to be hoarded by Government depart-
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ments by agreement with the Bank of England. Notes held
in the Banking Department would then be reduced to the
same extent as Public Deposits, and to that extent any
improvement in the reserve ratio caused by gold purchases
would be offset. Obviously, however, this expedient could
only be applied on a very restricted scale.

Having considered the repercussions upon the volume
of money produced by purchases of gold, all we need say
about sales is that they have exactly opposite results. There
is this vital difference, however : whereas it is possible to
sterilise purchases of gold, sales by the Bank of England
cannot be neutralised to any appreciable extent.

The proportions which contraction of the volume of
deposits in case of gold sales would have to assume to restore
pre-existing reserve ratios would be identical with those
worked out for the possibilities of expansion when gold is
purchased.

It will be realised, therefore, to what stresses the body
economic was exposed so long as gold had to be sold in
settlement of adverse balances in our international ac-
counts, frequently unrelated to the productive activities
of the nation.

In contrast with most foreign banking systems, no
obligation rests upon any of the component elements of the
British banking organisation to observe any specific pro-
portions between reserves and liabilities. It must be borne
in mind, however, that whilst no directly evil effects can
accrue from a rising proportion of reserves to liabilities,
lack of confidence inevitably results when such proportions
are allowed to fall too low. Hence under our present system
corrective action is forced upon the banking system in that
contingency.

It may be of interest to examine what has actually hap-
pened in this country in regard to the gold holding, the

note circulation, and the volume of bank money since we
went off gold.

[TaBLE
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Millions of £
Per
Feb. |Feb.gth,| | Cent
1932 1938 | Decrease
1. Gold held in Issue Dept. ; 120'8 3264 | +205'6 | +170°2
2. Notes held in Banking Dept. 494 503 |+ o9 |+ 18
3. Deposit liabilities of Bank of
England . . . 1183 154 | + 361 | + 303

Of which Bankérs 2 :

4. Deposit liabilities of banking
system . . . .

5. Reserve ratio of Bank of Eng-
land Banking Dept. (ratio

of item 2 to item 3) . . 417 326

707 1029 |+ 322 | + 45°'5

1658-0% | 225001 +5920 | + 35'7

* 10 banks.
+ 10 banks, average weekly balances, December 1937.

The above comparison is chiefly interesting in that it
demonstrates the extent to which the huge addition to the
gold stock has been deprived of influence upon the credit
structure. In part this was due to developments outside
the control of the Bank of England. Increase in the circula-
tion in the hands of the public and hoarding accounted
for about f125 millions, and the banking system holds
some £30 millions more notes now than in 1932. On the
other hand, £60 millions were deliberately cancelled by
the Bank of England, so that there has, so to speak, been
no increase in the note holding of the Banking Department.
Thus the increase in the credit created by the Bank of
England—its deposit liabilities—is accompanied by a drop
in the reserve ratio from 417 per cent to 32:6. An
appearance of strain in the Bank of England has been
purely artificially created.

A truly striking picture of the operation of the de-
flationary tactics followed by the Bank of England is
afforded by a comparison given below on the same lines
as those followed in the above table but between the
average figures for 1934 and 1937. The former was one of
active trade recovery; in the latter, a sharp set-back in

economic activity became manifest. :
[TABLE
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Millions of £

Per
Average | Average | Increase| Cent
1934 1937 |{Decrease

1. Gold held in Issue Dept. . 191'5 321°4 | +129'9 | + 678
2. Notes held in Banking Dept. 735 45'5 | — 280 | — 381
3. Deposit liabilities of Bank of ) .
England . & . . 1556 1539 | — 17|~ 11
Of which bankers y . 1003 g7r2 |- 31 |- 31
. it liabilities of bankin )
4 Desg(s):égn . g 1880-0% | 2207°01| +3270 | + 17°4

. Reserve ratio of Bank of Eng'-
land Banking Dept. (ratio
of item 2 to item 3) . . 472 29'6

* 10 banks. )

+ Only figure published is £2287 millions for 11 banks, but ,(,‘é?o
millions have been deducted in respect of District Bank so as to obtain
comparable figures, that bank not being included in the 1934 average.

The prodigious increase in the gold stock was accom-
panied by a heavy drop of close upon 40 per cent in the
notes held in the Banking Department, in consequence of
the cancellation by the Bank of England of £6o millions
of notes. In spite of a large increase in the deposits of the
Clearing Banks, the Bank of England therefore not only
failed to expand the credit base but allowed it to shrink
and the reserve ratio to deteriorate heavily.

Had it not been for the fact that the Clearing Banks
had increased their own holding of notes by some fij
millions during that period and had permitted their reserve
proportion to decrease from 11-3 to 10-3 per cent, the
increase in deposits of the Clearing Banks could not have
taken place. Well over half of this increase was the out-
come of loans granted by the Clearing Banks in response
to genuine expanding trade requirements, and during the
past year the continued demand for trade loans forced the
Clearing Banks to dispose of other assets, mainly bills and
securities. Sales of the latter and the general‘loss of con-
fidence in the stability of money policy resulted in the
forcing up of the long-term interest rates by about %
per cent.

Is it a coincidence that these developments were soon
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followed by a sharp reaction in economic activity, in the
midst of which we still find ourselves, and from which, it
is safe to predict, we shall not emerge until the defla-
tionary tactics above revealed are reversed and our economic
life freed from the strait-jacket in which it is imprisoned?

In Chapter 3 we saw how completely our currency is
tied to gold. In the current chapter we have endeavoured
to demonstrate how, in turn, these notes are the basis on
which-the whole of our credit structure is reared.

The salient feature which will have emerged from our
analysis is the domination exercised over the entire material
existence of the community by Bank of England policy in
regard to the volume of notes in the Banking Department
and the credit it is prepared to build upon that holding.



CHAPTER §
THE THREE GRADES OF CURRENCY

THE currency, as we have seen, is not static. Its aggregate
volume is subject to expansion or contraction through the
purchase or sale of gold at the Bank of England. Under
normal conditions of progress it should always tend to
expand. The currency is held in varying proportions by :

(a) The Banking Department of the Bank of England.

(b) The banking system (that is, in the main, the De-
posit Banks).

(¢) The public.

The first holding constitutes the reserve of the Bank of
England, the second and third combined are the “ cir-
culation ”, that is, the notes held outside of the Bank of
England.

Although legally the units of the currency rank equally
in every respect, there is a vast difference in the functions
they perform, and in their potency in the credit structure,
according to whether they are held in one or the other of
these three groups.

The holding in the hands of the public merely passes
from hand to hand and serves the current cash require-
ments of the public. Its potency from the point of view of
the creation of credit while engaged in these activities is
zero. It, therefore, represents the lowest grade of the three
groups.

Currency in the hands of the banking system—whilst
held available for the cash needs of the public—performs,
while it is in the hands of the banking system, the role of a
cash reserve against liabilities many timeés its volume.

If we assume that normally the total deposit liabilities of
the banking system represent some 20 times the amount of
actual cash held, it will probably be fair to say that about

42
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half of these liabilities are based on that cash. The reserves
of the banking system, as we are aware, include balances at
the Bank of England, apart from cash. If they consisted of
cash alone, it is probable that the banking system would not
be able to permit a greater volume of deposits to come into
existence than about 10 times its cash holding. We might,
therefore, assign a potency of 10 in the credit structure to
the group of currency held in the banking system. It con-
stitutes the intermediate or second grade.

We now come to the holding of the Bank of England.
'This is not only available for such direct needs of the public
as are reflected in withdrawals through the Post Office
Savings Bank, and through non-Governmental accounts
kept at the Bank of England, but it must be ever ready
to be drawn upon by the banking system, which re-
gards its deposits at the Bank of England as part of its
reserves.

In addition, it forms the basis of credit within the orbit
of the Bank of England itself, ranging in volume, say, from
2% to 3% times the amount of this currency holding. A
portion of these deposits, as we know, is owned by the
banking system. Usually this is well over half of the total,
up to about 70 per cent, and itself constitutes part of the
banking system’s reserves against its deposit liabilities. Thus
upon these balances at the Bank of England, owned by the
banking system, reposes a volume of deposits with the
banking system which it is impossible to compute exactly,
as no distinction is possible between deposits based on cash
and based on balances at the Bank of England, but which, in
round figures, we may place at, say, 10 times the amount of
those balances. The foregoing will have demonstrated the
high potency of the currency group in the hands of the
Bank of England from the credit-creating point of view.

If we wished to assign an index to this group, our
calculation would be as follows :

Proportion of notes held by the Bank of England
against all its deposit liabilities, say 33 per cent, making
the credit potency within the Bank of England about 3.
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Of these deposit liabilities :

Say 35 per cent represent Public and Other deposits not
themselves the basis of further credit. -

Say 65 per centrepresent Bankers’ deposits, which them-
selves are the basis of credit, say 1o times their volume.

Potency of notes :

In respect of 35 per cent of deposits, non-

credit-creating, say about . 3
In respect of 65 per cent of deposits, credit-
creating, say 10 times 3 . ; . =30

Average for 100 per cent of deposits, say about 20

The currency holding of the Bank of England, therefore,
ranks as the first grade in point of the volume of credit
raised upon its foundation.

The size of each of the groups is in inverse ratio to its
grade. The Bank of England’s holding is the smallest, that
of the banking system comes second in volume, and by far
the greater part of the whole of the currency—probably at
present about 65 per cent—is held by the public at large.

'The three holdings are in constant interrelationship,
and it is important that we should understand the nature
and implications of their reactions on each other.

The public—in which we include Government Depart-
ments—has access to the Bank of England’s currency
holding through the accounts carried directly at the Bank
of England, and in addition through the accounts carried
by the public with the Post Office Savings Bank, the latter,
in turn, having its account with the Bank of England.

"The banking system connects with the Bank of England
through the accounts which the banks maintain at the
Bank of England.

By virtue of the function of the banking system as a
depositary for the public, the latter is able to affect the level
of the banking system’s currency pool.

More important even than the total of the currency
from the point of view of the volume of money (currency
and bank deposits combined) is its distribution. Whether
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an increase in the currency, through acquisition of gold,
goes into the hands of the public where it has no potency
as a basis of credit, or remains at the Bank of England where
it may give rise to the creation of some 14 times its own
volume in new deposits, is clearly of great moment to the
community.

Over this distribution neither the Bank of England nor
the banking system can exercise any direct control. It is
determined by the unorganised and cumulative action of
the members of the community. To some extent public
requirements are foreseeable in so far as they are of a
seasonal character. It is also obvious that increased eco-
nomic activity and higher prices will involve an enlargement
of the public’s holding.

When this happens, the first effects are the degradation
of units of currency of high potency to the menial service
of passing from hand to hand amongst the public. Clearly
this throws an added burden upon the remaining units in
the two higher grade groups.

The only power which controls the source of supply
by which fresh additions to the total number of units can
be made is the Bank of England. To what grade these units
shall be assigned, however, it is not within the competence
of the Bank of England to determine. It is predicated upon
the requirements of the public in the first place, and the
repercussions of these latter upon the banking system.

It will be noted that, at the very periods of greater
productive activity, when the creation of additional bank
money (deposits) makes it incumbent upon the banking
system to increase its currency holding, there is a tendency
for currency to be drawn into circulation. Conversely,
when the turn of the tide causes a shrinkage of deposits
through repayment of loans, reduced cash requirements
of the banking system and a reflux of currency from the
public holding into the banks coincide. The two high-
grade groups when already overloaded with work have to
supply reinforcements to the rank and file, and when com-
paratively idle their ranks are swollen by demobilised unitg
from the great public army.
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What are the powers of the system to meet these trends?
When the public withdraws currency from the banking
system and the savings banks, the cash reserves, both of the
Bank of England and of the banking system, are reduced.
The banking system can replenish its cash by taking up in
the form of currency part of its balances at the Bank of
England, but this does not restore the previously existing
proportion of total reserves—that is, currency and balances
at the Bank of England combined. This proportion cannot
be allowed to fall very far, as it is never much in excess
of what experience has shown to be indispensable.

The banking system’s means of re-establishing the
reserve proportion at its former level are in normal cir-
cumstances extremely restricted, and none can be effect-
ively applied without the co-operation of the Bank of
England. The extent to which such co-operation can be
vouchsafed by the Bank of England is in itself severely
circumscribed, as withdrawals of currency by the public
and by the banking system would have impaired the Bank
of England’s own reserve proportions.

Ultimately, therefore, persistent needs of currency on
the part of the public can be met only by an increase in the
total of the note issue through the acquisition of gold by
the Bank of England, or an increase in the fiduciary issue.
‘The latter—as we have seen in the chapter dealing with
the note issue—is subject to legal restrictions.

Any other remedies—inasmuch as they cannot affect
the total of the currency—must aim at the contraction of
the liabilities of the banking system and of the Bank of
England to an extent sufficient to restore pre-existing pro-
portions. This reduction of liabilities can only be achieved
through demanding repayment of loans or through sale of
assets by the banking system. Clearly this process cannot
be carried far without destructive effect upon the body
economic. .

Of course, the position at present cannot be termed
normal. Although the banking system’s reserves represent,
as usual, a proportion to liabilities below which they cannot
be allowed to fall, the Bank of England has untapped
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resources of unprecedented magnitude available for meet-
ing any expansion in currency requirements. 'The fiduciary
issue, to begin with, is £60 millions below the legal limit,
and the revaluation of gold would give scope for the issue
of a further 200 millions, so that there is no conceivable
contingency, short of wholesale withdrawal of foreign
balances and flight of capital, with resultant export of gold
under the exchange agreements with other countries,
which could give rise to the necessity for contraction of the
credit structure.

From the above brief analysis of the distribution of
the currency, and its significance from the credit-creating
point of view according to the grade to which it is assigned,
emerges the impotence of the banking system in regard to
the contraction or expansion of its holding of currency.
None of its assets entitle it, as of right, ‘to the issue of
currency by the Bank of England. The latter exercises
unfettered discretion in determining the total volume of
the currency issued. It combines with this power control
over the volume of the remaining part of the banking
system’s reserves—namely, the balances of the banking
system in its books, being able to contract or expand these
balances by sale or purchase of securities. Thus the Bank
of England in the last analysis imposes upon the banking
system the broad lines of policy which the latter needs must
follow.

A currency so highly concentrated, so exclusively de-
pendent upon an imported commodity—gold,—so entirely
divorced from productive activity, raises grave issues when
viewed from the standpoint of its adaptability to the needs
of a community in which the full employment of all pro-
ductive forces shall be the paramount aim.



CHAPTER 6

THE BANKING SYSTEM AND THE CREATION
OF DEPOSITS

IN preceding chapters we have briefly examined the position
of gold and currency in our money mechanism. Let us now
look into that vast and infinitely more significant mass of
money represented by bank deposits.

The volume of bank deposits is many times greater than
the average amount of currency outstanding in the hands of
the public. At present the relation is about 7 to 1. In the
turning over of goods, bank deposits account for somewhere
in the neighbourhood of 95 per cent of all interchanges.
'The crucial importance of the banking system to the com-
munity is therefore evident.

"There is a good deal of confusion concerning the power
of the banking system to create deposits. The banking
system can and does create deposits. It does so against
approved assets, either acquired for its own account or
pledged to it as security for loans which it grants. The very
act of paying for assets bought (bills of exchange or British
Government and kindred securities) in a cheque on itself,
constitutes the means whereby the deposit comes into
existence. That cheque is deposited by the seller with his
own bank, which may be the buying bank or another, and
increases the deposits of the banking system. If the seller’s
bank is identical with the buying bank, this increase in
deposits will be offset by an increase in bills or in invest-
ments held. If the seller keeps his account in another bank,
the latter’s increase in deposits will be accompanied by an
increase in its balances at the Bank of Engiand, resulting
from the buying bank’s cheque being credited to the
seller’s bank through a transfer on the books of the Bank of
England. The buying bank will have no change in its
liabilities, but a change in the composition of its assets,

48
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securities being substituted for balances at the Bank of
England. Thus, taking the banking system as a whole,
balances at the Bank of England are unchanged, deposits
increase, and bills or investments rise correspondingly.

If, instead of a purchase of assets by the banking system,
loans are made, then the credit of the amount of the loan to
the account of the borrower represents the new deposit.
The corresponding asset is the obligation of the borrower
to the bank, recorded by a charge to a loan account, backed,
with few exceptions, by collateral security lodged with the
bank by the borrower.

We must always keep before us the fundamental truth
that, in acquiring assets, or in making loans against them,
the banking system pays in a money of its own: bank
money or bank deposits. It is solely because the public are
prepared to accept this money that the banking system can
operate. No individual bank whose ‘ money” was not
wanted could keep its doors open. The acceptability of the
bank deposit as money is predicated upon confidence in the
assets underlying the money created, and in the solidity of
the social structure which, in turn, underlies the assets,
A bank which bought speculative shares and lent against
unsound assets would find that the credit balances it offered
in settlement of these transactions would be rejected. It
would have no deposits. No valid conclusions concerning
the system as a whole, however, could be based on considera-
tions applying to an abnormal case. It is only by regarding
the whole of the banking organisation as a unit, and pre-
supposing confidence in it, that we can arrive at a true
understanding.

From the fact and process of the creation of money by
the banking system, let us pass to an examination of the
scope and of the conditions governing the exercise of this
power.

When we’say that banks create deposits, that state-
ment must be strictly qualified. The total volume of bank
money that each bank can safely have outstanding is de-
termined by the amount of cash in hand and balances at

the Bank of England, as explained in previous chapters.
E
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Over these the banking system can exercise no independ-
ent control.

Moreover, the power of initiative is completely lacking
in the very sphere that most vitally influences the material
existence of the people—that of loans to enterprise. Failure
to recognise this fundamental truth is responsible for the
grave misconception which attributes to the banking system
unlimited command of credit-creating powers. Even to the
uninitiated it must be plain that credit cannot be forced
upon unwilling borrowers.

However, the banking system does in a general way
possess the prerogative of granting or refusing to grant
loans. Even this is subject to qualifications, particularly
where important and influential clients are concerned.

In contrast with the completely passive role to which
banks are perforce relegated in the expansion of com-
mercial credit, the initiative of contraction does lie with
them, though it is not confined to them. It is open to any
borrower to repay a loan at any time, even if obtained for a
specific period which has not expired at the moment when
it is desired to make repayment. On the other hand, in the
majority of cases, loans are granted for specific periods,
and the bank’s initiative of contraction can only be exer-
cised by declining to grant fresh loans or renewals of exist-
ing ones when called upon to do so.

In contrast with the passive position the banking
system perforce occupies in regard to the creation of de-
posits resulting from loans made by the banking system,
there is a wide field in which the banking system is in a
position to take the initiative, both in the creation and con-
traction of deposits. This covers the deposits created and
cancelled as a result of the purchase or sale of assets by
the bgnking system for its own account. However, the
effective exercise of this initiative is contingent upon sup-
port from, or acquiescence on the part of, the Bank of
England. When the banking system buys bills or securities
and thereby creates new deposits, the proportion by which
its liabilities are covered by reserves deteriorates, for
the reserves remain unaffected by the process, as we have
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seen above. Since, normally, these reserves are maintained
closely to the indispensable minimum, such expansion of
deposits could be contemplated by the banking system only
in two contingencies :

I. When its reserves are increased.

2. When over a period the amount of loans repaid has
exceeded that of new loans granied, and deposit
liabilities have thus previously been reduced.

The former is completely outside of the banking
system’s jurisdiction. The latter is dependent upon the
needs of borrowers, which, normally speaking, would not
be deliberately discouraged by the banking system in order
that it might acquire other assets.

Increase in the reserves of the banking system, as we
have seen in earlier chapters, arises from purchases of
gold or other assets or from new loans made by the Bank
of England. Proceeds being credited to the account of the
seller’s bank at the Bank of England strengthen the bank-
ing system’s balances at the Bank of England, whilst
simultaneously the deposit liabilities of the banking system
increase to the same extent through the crediting of the
proceeds to the seller in his own bank. We leave out of
consideration any increase in the reserves of the bank-
ing system through return of currency from circulation
amongst the public, as this is an uncontrollable factor.

Repayment of loans by borrowers in excess of new
loans granted would involve cancellation of deposits, ac-
companied by extinction of the corresponding asset in the
books of the bank. Those assets consist in the record of the
borrower’s obligation to the bank and any security pledged.
The banking system’s liabilities thus decrease without
corresponding decrease in reserve, which strengthens the
proportion of the latter to liabilities.

Now it will be noted that there is a great difference
between the extent to which acquisition of assets by the
banking system without disturbance of the proportion of
reserve to liabilities would be rendered possible in the case
of an increase in the reserves on the one hand and of a
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contraction in the loans on the other. An increase in reserve
would permit of a further addition to liabilities by ac-
quisition of assets, say, of g times the amount of such
increase, without disturbing a pre-existing reserve pro-
portion of, say, ro. The extinction of liabilities through
repayment of loans would leave room for replacement by
other liabilities enly to the extent that liabilities had been
extinguished.

It is with bank deposits as with currency. We must
distinguish grades. Whilst there are three grades of cur-
rency, there are only two of deposits : deposits at the Bank
of England and deposits with the banking system. The
former—to the extent that they are owned by the banking
system—are part of the reserve of the banking system, and
may be made the basis of the creation of new deposits by
the banking system. To the extent that deposits at the
Bank of England are not owned by the banking system
(Public Deposits, Other Accounts) they are to all intents and
purposes of the same calibre as ordinary bank deposits with
the banking system. They are, however, potentially capable
of being transferred to the banking system by their owners,
and then constitute an addition to the banking system’s
reserves. So even the non-banking deposits at the Bank of
England have a potential quality which the deposits of the
banking system lack. This lower grade of deposits have no
further credit-creating powers. When returned by the public
through repayment of loans, they do not infuse into the
banking system the same recreative powers as do the de-
posits which the Bank of England is in a position to produce.

So much for expansion. What of contraction ? Here
the banking system is still far more helpless. Normally the
initiative of contraction would not be undertaken by the
banking system unless this were rendered necessary or
expedient. This position would arise in the event of a
dec1"ease In reserves, or of the demand for loans by the
business community exceeding repayments. In either case
it would be necessary to dispose of assets owned, or to
reduce such non-trade loans, the prompt repayment of
which the banking system would be entitled to demand.
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The only class of loans that falls under this definition is
the loans at call and short notice to the money market. Both
payment for assets sold by the banking system and repay-
ment of such short loans can be effected only out of existing
bank deposits. It is unlikely that these would be made
available by their owners on any scale for this purpose.
The mere fact that a big seller of secusities was in the
market would deter them, and the necessity for the selling
in itself would indicate an increasing demand for the use of
bank deposits—in other words, a tendency for interest
rates to rise. This prospect would render acquisition of
fixed interest-bearing securities unattractive to the public
and would cause demand to dry up.

~ The only source in these circumstances to which the
banking system could look is the Bank of England. If the
need for strengthening the reserve position of the banking
system was the outcome of a drop in the credit created by
the Bank of England, it is probable that the Bank of England
would itself not be able to intervene as a buyer of securities
or as a lender on a sufficient scale. There would remain,
therefore, only a purchase of gold by the Bank of England,
or an increase in the fiduciary issue. If, on the other hand,
the need for sale of assets by the banking system arose from
a demand for loans by the business community, and did not
originate with the Bank of England itself, there need be no
obstacle to the Bank of England extending its aid.

Attention should be drawn to the difference between the
volume of sales that would be rendered necessary in either
of these contingencies. The loss of reserves would mean a
loss of the higher grade of currency or deposits, and would
necessitate a contraction of deposits of, say, 9 times the
amount of the loss, assuming that the pre-existing reserve
ratio to the deposits was 10 per cent. A greater demand for
loans by the community—that is, for deposits of the lower
grade—would only need the extinction of a corresponding
amount of deposits of that same grade, or an increase in the
reserves of one-tenth of that amount.

Hedged in though the banking system is on every side
by the limitations imposed upon its liberty of action by
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elements beyond its control, it will be agreed that—as
between the public and itself—the balance of power norm-
ally lies with the banking system. This is so by virtue of its
authority to determine whether or not a particular loan
applied for shall be granted, and further through theinitiative
vested in it of acquiring or disposing of certain classes of
assets for its own account. Moreover, the public are impotent
to cancel a deposit once created, except when it comes into
the ownership of anyone who has borrowed from the
banking system and utilises the deposit to repay a loan.

Most of my readers must at one time or another have
seen suggestions offered in the Press as to what banks
should do with their deposits. This is like telling a man how
to live on his own overdraft. Deposits are a Lability of the
banking system. The only people who can decide what is to
be done with deposits, under our present system, are the
owners. All the banking system can do is to keep sufficient
cash resources to meet likely withdrawals. Once a deposit is
created—either automatously by the banking system through
acquisition of assets, or in co-operation with borrowers by
consenting to loans applied for—then the asset underlying
the deposit is determined, and the right to dispose of the
deposit is vested in its owner. r =

Whether the deposit originated from a sale of assets to
the banking system, or from a loan by the banking system,
it will pass from owner to owner whenever a transaction is
done, but so far as the banking system is concerned, the
assets underlying these deposits are determined at the time
the deposits are created. The asset representing the loan—
the borrower’s liability—cannot be changed during the
time the loan remains outstanding. The assets acquired by
the bank outright can be changed, but cannot be disposed of
without cancelling a corresponding deposit.

From this brief survey of the conditions under which
the banking system expands and contracts the volume of
deposits, it will have been realised how essential harmonious
co-operation between the Bank of England and the banking
system is for the smooth and efficacious working of the
financial machinery. As in so many phases of our national
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life, absence of fixed legal restrictions and definition of
rights has not only proved no hindrance, but an advantage,
by leaving latitude for the exercise of initiative and judg-
ment. Yet it cannot be overlooked that circumstances
might arise in which the unity of purpose between the
control of the Bank of England and of the banking system
might be jeopardised. In that case the abgence of any legal
link between the assets of the banking system and the
credit-creating prerogative of the Bank of England might
introduce into the position an element fraught with grave
consequences for the community.



CHAPTER 7

HOW BANK DEPOSITS ARE SECURED

THE assets underlying the deposits of the banking system
are, in part, the property of the banking system, and for
the rest they consist of collateral security for loans made
and are merely held by the system as pledgees.

The assets owned by the banking system are :

1. Cash (preponderantly currency).
2. Balances at the Bank of England.
3. Bills discounted.

4. Investments.

The assets not owned by the banking system are :

1. Money at call and short notice.
2. Loans and Advances.

It may seem strange at first sight that ‘ Money at
call and short notice” is not an asset owned outright.
This item, however, would be more truly described as
“ Loans at call and short notice”’. With the limitations on
the powers of the banking system in expanding or con-
tracting the aggregate volume of its assets and liabilities
we have dealt in the previous chapter. In regard to the
individual iterns, too, the system’s scope in that respect is
circumscribed. Neither the amount of the cash nor that
of the balances at the Bank of England are under its con-
trol. 'The former, within a total issue determined by the
Bank of England, depends upon the currency requirements
of the public. The balances at the Bank of England cannot
exceed such limits as the Bank of England rhay think fit,
and when they tend downward through Government
operations or demand for currency on the part of the public,
the banking system must look to the co-operation of the
Bank of England to restore the balances to a level which,
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together with currency held by the banking system, shall
be adequate as a reserve against its deposit liabilities. An
example of such co-operation was the temporary increase
of £20 millions in the fiduciary issue just before Christmas
1937.

As regards “ Bills discounted ”’, these include both bills
of exchange originating in the interchange of goods, and
British Government Treasury bills and kindred paper.
The supply of genuine trade bills is limited. Whilst the
amount of Treasury bills outstanding is substantial and
varies seasonally from other causes, they represent less
than 10 per cent of the National Debt and hence offer
relatively restricted scope for long-range fluctuation in the
amount held by the banking system, when compared with
the “ Investment ” item. This latter comprises medium
and long-term securities, and here there is room for con-
siderable changes over a period, as the following figures

show :
INVESTMENTS OF THE BANKING SYSTEM

(Millions of £)

Increase
Amount l Per Cent
£257 £642 T £385 | 150

* High record. )
+ Aggregate investments as shown in Clearing Banks statement, less
investments of District Bank not included in 1929 figures.

Average 1929 | February 1937*

The percentage increase of 150 compares with about
32 in the “ Bills discounted ” for the same period, and 21
if the average for 1937 is taken.

So much for the owned assets.

What of those pledged? The collateral underlying
“ Money at call and short notice ” are, in the main, bills of
exchange and short-term securities. The loans included in
this group represent the financing of the so-called “ money
market . Like its companion item amongst the owned
assets (bills discounted) and for the same reasons, it is not
subject to wide fluctuations. Against the average for 1929,
March 1937 shows an increase of a little over 11 per cent.
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The possibility of contraction of the items by the bank-
ing system depends upon the extent to which the * money
market > can find buyers for, or new lenders against, the
collateral. By and large, they can look only to the Bank of
England in the event of the necessity arising for contraction
of such loans on a substantial scale, as there is nowhere a
sufficient volume, of bank deposits in existence the owners
of which would be ready to absorb, or lend against, bills and
short-term securities in large amounts.

The largest and, from the economic point of view, most
significant individual item amongst the assets is that of
“ Loans and Advances . Under it is grouped the accom-
modation extended to enterprise of every description and to
individuals not engaged in enterprise.

The long-term changes in its volume in the course of a
period covered by a swing-over of the trade cycle may be of
considerable magnitude. The proportion to total assets may
range from 30 to over 50 per cent, and what this represents
in figures will be gathered from the following example :

LonDoN CLEARING BANKs
(Millions of £)

Loans and Total ng%ggcin

Advances Assets Assets
Average 1929 . . . 991 2136 464
January 1934 . . . 735 2165 340
December 1937 . ; . 048%* 2486 381

* Excluding District Bank, which was not included in previous figures.

Since the lowest point was reached there has been a
considerable increase in the absolute total of loans and
advances. The proportion to total assets has, however, only
risen to a modest extent.

Normally the banking system seeks to maintain as high
as possible a volume of liabilities consistent with its reserves.
Hence any expansion in the demand for loans, if satisfied
by the banking system, will, by causing the deposit liabili-
ties to rise, impose upon the banking system the necessity
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to reduce other assets. This is most readily practicable in
the assets owned. The upper limit of expansion in the loans
may be said to be predicated upon the ability of the banking
system, at the cost of progressive depreciation in the value
of the assets (securities) sold, to make room for new loans,
in so far as the Bank of England does not supply the banking
system with additional reserves in propertion to the ex-
pansion of the loans and deposits of the banking system.
The methods whereby the Bank of England creates such
additional reserves for the banking system have been ex-
plained in the chapters on the ““ Note Issue ’ and on *“ Gold
and Bank Money .

As regards contraction of loans by the banking system,
deliberate pressure with this object in view is likely to be
applied at the very period when other causes, including the
depreciation of securities referred to above and brought
about by bank policy itself, will have provoked a shrinkage
in the price level and in the turnover of goods. Clearly, at
such a juncture, a policy aiming at contraction of loans must
add to the depression and could not be carried far without
risk of breakdown of the economic fabric.

Taking the owned assets as a unit and the assets repre-
senting indebtedness to the banking system as another, it is
clear that their proportion to total assets must vary in-
versely. Expansion in the latter group, failing an increase
in the reserves of the banking system, can be accom-
plished only at the expense of contraction (sale) of
the owned assets, .e. bills and, chiefly, securities. Thus
the Bank of England, by withholding indispensable ad-
ditional reserves from the banking system, is in a position
to force up the level of both long- and short-term interest
rates.

Another item appears on the balancesheet of the banking
system as an asset. It is offset by a corresponding liability,
viz. the obligation to the banking system of customers
in respect of bills accepted for their account by members
of the banking system. This “liability on acceptances” is
of a different character from the rest of the liabilities, as
no bank money (deposits) is created by the act of a bank
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putting its acceptance on a bill of exchange. A deposit is,
however, created as soon as the bill is purchased by the
banking system from the owner and credited to his account.
In so far, then, as acceptances are held by members of the
banking system itself we find, looking at the banking system
as a unit, that the asset and liability are duplicated in the
combined balance sheet of the banking system. The same
bill figures both under “ Bills Discounted ” and under
the asset “ Liability of Customers for Acceptances and
Endorsements, etc.”, and as a liability under * Deposits
and under ““ Acceptances, Endorsements, etc.”” Assuming,
however, that the accepting banks themselves do not hold
any of their own acceptances, this double record is inevitable,
sincethe bill which constitutes an asset to the bank which has
discounted it is a liability of the bank which has accepted it.
At maturity of the bill two assets and two liabilities in the
banking system disappear. A deposit is cancelled when the
customer’s account is charged with the amount of the bill
by the bank which accepted it for his account, and simul-
taneously an asset disappears by the extinction of the
corresponding ‘‘ customer’s liability on acceptances *. The
actual payment of the bill to the bank holding it causes,
so far as the banking system as a whole is concerned, a
reduction of the total of “ Bills Discounted »’ amongst the
assets and a similar reduction in * Acceptances, Endorse-
ments, etc.”’ amongst the liabilities. Between members of
the banking system the payment involves merely a transfer
of a balance at the Bank of England from one to another
and does not affect the aggregate of the banking system’s
balances at the Bank of England.

From the point of view of availability to meet with-
drawals of depositors—in order words, from the point of

view of liquidity—the assets of the banking system may be
grouped as follows :

Group 1
1. Cash :
2. Balances at the Bank of England :
together constituting the primary reserve.
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Group 11

1. Loans at call and short notice :
2. Bills of exchange and short-term securities :
together constituting the secondary reserve.

Group 111

Investments.

Group IV
Loans and advances.

The degree of liquidity of assets is conditioned upon
the Bank of England’s willingness to purchase or to lend
-against them, since the Bank of England is the only ulti-
mate source in a position to supply currency, and currency
would have to be available to meet depositors’ demands.
The first group is immediately available without deliberate
intervention by the Bank of England, though—as we have
pointed out before—Bank of England balances represent
cash only to the extent that notes are held by the Bank of
England against its liabilities. Although deposits at the
Bank of England are shown to be covered by notes only
for a small part, we are of course aware that under present
conditions the proportion could be more than doubled by
a stroke of the pen, if the legal limit of £260 millions for
the fiduciary issue were reinstated. It could be further
largely increased by a revaluation of gold, even if the
fiduciary issue were simultaneously heavily reduced.

The second group in order of liquidity covers assets
eligible for purchase by, or as collateral for loans from, the
Bank of England.

The third to a lesser extent fulfils the same criterion.

The assets comprised under ““ Loans and Advances ”
rank last in the liquidity scale. They are not the banks’
property and they cannot be repledged by the banking
system. In any case, under our present system, the security
for such loans would in most instances not be acceptable
to the Bank of England as collateral for loans.

In connection with the subject of liquidity a word
on “frozen assets”’ may be in place. Frozen assets, from the
banking point of view, would be claims on borrowers which
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could not be repaid by the latter, either out of the realisa-
tion of the collateral security underlying the loans, or other-
wise. They are usually spoken of when this state of affairs
arises from circumstances inherent in general economic
conditions rather than from the financial position of the
individual borrowers. In the latter case the asset would
be termed a dowbtful debt, but would not necessarily be-
long to the class of frozen assets. Many loans, for instance,
to shipping companies and to the heavy industries became
frozen assets in the slump of 1930 and the following years
through the drying up of the circuit flow of money amongst
goods and services, resulting in redundant plant and un-
saleable stocks of merchandise. It was universally held that
goods were too dear in terms of money, and members of
the business community were unwilling to part with de-
posits in exchange for goods, or procure deposit money by
borrowing for the purpose of utilising it in the turning over
of goods.

In such circumstances wholesale attempts at liquida-
tion of the security underlying the loans would obviously
be futile, and the banking system is doomed to nurse such
claims until the security can be thawed out. In so far as
causes inherent in money economics are responsible for the
disastrous trends that produce these disturbances, it will
be our task to trace their nature and incidence.

If it is considered that the assets owned by the banking
system—excluding cash reserves in hand and at the Bank
of England—plus the assets constituted by the obligation
of customers to repay loans and advances, and acceptances,
represent about 17 times the combined total of its capital
and disclosed reserves, it will be realised how vital to the
solvency of the banking system is stability in the value of
the assets which underlie its liabilities. Leaving cash re-
serves, money at call and short notice, and bills discounted
out of account, an all-round depreciation of but %3 per cent
in the remaining assets would wipe out an amount equal to
the entire capital and disclosed reserves of the banks.

Considering that the average depreciation in the price
level of goods at wholesale was about 33 per cent between
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1929 and 1932 in this country, the necessity for adequate
marginal financial responsibility of borrowers, as well as
the importance of strong internal reserves in the banking
system, is clearly apparent.

Important though the character of the assets of the
banking system undoubtedly is, the use which the owners
make of the deposits to which these assets have given rise
is of far wider interest. With that aspect we will deal in
the following chapter. Meanwhile the striking fact should
be borne in mind that no assets directly connected with the
current economic activities of the community are eligible
for purchase, or as security against loans, by the Bank of
England, except bills of exchange, of which the volume
serving truly economic ends is insignificant.



CHAPTER 8
BANK DEPOSITS IN ACTION

WE have seen in the preceding chapters how bank deposits
are created and what is the security which underlies them.
We will now watch deposits at their work.

The ownership of a bank deposit is the indispensable
intermediate stage in all transactions involving payment.
This applies even to the relatively small volume paid for
in currency, since currency must previously have passed
through the bank-deposit stage. Before the buyer can com-
plete a purchase, before the earner can pay for his ex-
penditure out of income, before the saver can invest his
surplus, a bank deposit must come into play.

‘The ebb and flow of bank deposits arises only in small
measure from the deposit and withdrawal of actual currency.
For the rest, bank deposits owe their existence to the
Initiative of the banking system in purchasing assets (bills
and securities) and to the initiative of borrowers in obtaining
bank loans against assets. The borrowers’ initiative to be
effective requires the active co-operation of the banking
system. Once deposits have come into existence, however,
their disposition, broadly speaking, is outside the juris-
diction of the banking system. It is the owners pro tem. of
the deposits who determine how they shall be utilised.

. Constituting, as they do, the main component element
in the volume of money available for the measuring of all
assets, deposits are a determining factor in the price
structure. In that structure we must distinguish two main
groups : existing capital assets and current assets. The
former comprise existing securities, existing buildings and
land. .The current assets include goods and services of every
description currently provided. The current goods may be
destined either for current consumption or use (con-

sumption goods) or for purposes of construction and fresh
64
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production (capital goods). New securities, the proceeds of
which are applied to the acquisition of current goods, are,
at their initial sale by the issuing enterprise, assimilable to
current goods. Thereafter they become an existing capital
asset.

It is the price level of current goods, not of capital assets,
that is of primary interest to the average,member of the
community. There is a definite connection, however, be-
tween changes in the price level of the two groups, as we
shall see later. It is, therefore, variations of the trends, both
in the aggregate volume of the deposits and in the distribu-
tion of the activities of deposits as between the two groups,
that are significant.

In money economics nothing is static. We are ever
concerned with change. Yet, before proceeding to an
examination of the nature and effects of these changes, it
may be helpful to consider the turning over of deposits,
apart from the modifying forces operating upon them. The
latter will be analysed in the next chapter.

Legally all deposits rank alike as liabilities of the banking
system. An exception should be made, however, in regard
to such deposits which represent minimum credit balances,
which borrowers are frequently required to maintain with
the lending bank, and are usually proportionate to the
amount of the loan. The owners pro tem. of these balances,
i.e. the borrowers concerned, are not entitled to dispose of
them. They do not, in fact, constitute a liability of the bank-
ing system at all, nor does the corresponding indebted-
ness of the borrower really exist. The total volume of such
balances is, however, not important. Apart from these
minimum balances, deposits of borrowers with the lending
banks are, in certain circumstances, subject to offset against
the indebtedness, and would not, in such cases, be enforce-
able as a liability against the banking system. _

The deposits of the banking system stand to the credit
either of “ deposit accounts ” or of ‘‘ current accounts .
The former comprise the sums which are not utilised by
their owners in turning over assets or in paying for services.

They are left idle. The bulk of the money represented by
F
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“ current accounts ’, on the other hand, pass from owner to
owner in the course of paying for goods and services and
for capital assets. Active deposits are freely convertible into
idle ones. When owners of idle money agree not to transfer
it to any other owner for a definite period, the money
becomes a time deposit. Even time deposits, however,
would normally; be freed from this restriction on transfer-
ability at the request of the owner in consideration of an
adjustment of the interest terms. In spite of their ready
interchangeability, the distinction between the two classes
1s a far-reaching one. The whole of the work of settling the
infinite mass and variety of transactions that are entailed by
the economic intercourse of the members of the community,
between each other and with the rest of the world, devolves
upon the “ current account *’ deposits. The idle deposits
count for nothing in this respect. These latter always
represent a large proportion of the total deposits. They
seldom fall below 40 per cent and in times of depression
reach to as high as 50 per cent.

The volume of payments which active accounts are
called upon to perform varies according to the state of trade
and the level of prices. An aggregate turnover of current
goods and services, new securities and existing capital assets
of, say, £90,000 to £100,000 millions in a year would, at
current price levels, no doubt be considered as reasonably
active. Out of this, some £65,000 millions mightbeaccounted
for by payments made by the London clearing banks. If we
assume that this work was performed by an average volume
of, say, £1200 millions of active deposits during the year, it
would indicate that, on an average, these deposits had
changed hands between 50 and 55 times. In other words,
tl-lat their velocity of turnover was 50-55. In a year of depres-
sion tbat. ﬁgure might be nearer 40. As the total of active
depos1t§ 1s invariably less in bad times than in good, the dif-
ference in the aggregate turnover is likely to be even greater
than the relative figures of velocity alone would indicate.

Apart from the visible distinction between * active ”
and “idle ” deposits, revealed through their classification
as “ current accounts  and deposit accounts ” respect-
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ively, there is an invisible one arising from the difference
in origin of deposits. A volume corresponding to the com-
-bined total of the loans made and the trade bills held by the
banking system must, so far as the borrowers and the debtors
in respect of the bills are concerned, be returned to the
banking system at maturity of these loans and bills. This
means that borrowers are compelled, before maturity, to
have repossessed themselves of a deposit sufficient to repay
their loans. In contrast with these *“ borrowed ” deposits,
those created through purchase of securities by the banking
system cannot be reclaimed by it as of right, and these we
may term the * owned ” deposits. Of course, all deposits at
any given moment are owned by the depositors pro tem. So
in fact we have to count with three sets of customers of the
banking system :

1. Owners of idle deposits (deposit accounts) ;
2. Owners of current accounts ;

who between them own all the deposits at any given
moment ; and

3. Borrowers from the banking system, who are owners
of assets which they are under obligation sooner or
later to turn into abank deposit tomeet their indebted-
ness to the banking system.

The borrower can be placed in a position to meet his ob-
ligations only by transfer to him of an existing or newly
created deposit in exchange for his assets. Clearly, if the
creation of new deposits did not keep pace with the can-
cellation of deposits entailed by repayment of loans by
borrowers or sales of securities by the banking system, it
would become progressively more difficult for borrowers
to exchange their assets for the required deposit. To the
borrower, owners of idle deposits are useless. He can only
look to owners of active deposits, z.e. current accounts,
existing or potential. The willingness of such owners to
acquire, at a suitable price, the assets which the borrower
relies upon for repayment of his loan determines his ability
to repay.
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To draw valid inferences in .respect to economic
developments from the features of the banking position
we shall thus, apart from the total volume of deposits and .
the relative proportions of idle and active deposits within
that total, require to consider the relationship between the
active deposits and the loans, and its trend. When the in-
debtedness in respect of loans (and trade bills) exceeds the
volume of current accounts, it is an indication of a strained
banking position. Vice versa, when there is an ample
margin between the amount of the active accounts and the
amount of the loans, borrowers should encounter no diffi-
culty in exchanging their assets for a current account de-
posit for the repayment of their loans.

That there must be a close connection between the
state of credit in the banking systém and interest rates is
obvious. 'That the credit position produces an inexorable
reaction upon the price level of goods, none the less potent
because it is not immediate, will be less apparent. The
following table throws an interesting light on the subject :

Clearing Banks

Index of Bank of
Gilt-edged Approx. Board England
Millions of 4 Ratio of | Securities. Long- | of Trade | Primary
Period Current | £Averages of term Index of | Commodity
| Accounts | End-Month Yield of | Wholesale Index
Amount to Loans Figures British Prices | (zgth Sept.
Gho [Amoee) ¥ g | (ad Deey | B rogeioo) " zost
Current o Cent = =roe,
Accounts | Loanst Stocks
1925 623 856 I11°8 100-8 IS0°L
1926 921 892 1032 99'6 1§ Iig'r
1929 940 991 94 8 986 4% 136°5 --
1931 895 919 97°4 95'8 5 1041 118-4§
1933 978 750 128 8 119'7 38 102°4 121X
1935 1054 769 137°0 126-7 3 106°2 139 0
1936 1197 865* 1383 126°3 3 1128 150°¢4
Jan. 1937 1254% 88o* I42°5 1233 3% 122'9 176°9
Feb. 1937 1217% 8o3* 1347 120°8 at 124°2 177°5
June 1937 1253% 063* I130°1 1187 3vs 132°2 179 4
oV, 1937 1238% 986* 1256 1204 "3 1206 156 4

* 11 banks, elsewhere 10.

T Genuine trade bills discounted had to be }

cated by the banbe st e gnored, as their amount is not separately indi-

ronicle. § Average of last 14 weeks.

The table demonstrates the close correspondence be-
tween the current account-loan ratio and the price level
of fixed interest-bearing securities. ‘The trends of the
wholesale commodity index are similar but rarely co-
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incident in time and intensity with those of the current
account-loan ratio. There is a time lag of some years be-
tweenthetwo. Wholesale prices of commoditiesstill remained
relatively high long after the current account—loan ratio had
pointed to increasing strain in the credit position. They fell
precipitately when the worst strain had passed and con-
tinued sagging while the banking position,eased. Likewise
the recovery in wholesale commodity prices progressed but
slowly at first during a period when the current account—
loan tension was rapidly giving place to superabundance
of current account money. In time, however, the current
account—loan ratio invariably prevails.

A much more sensitive and significant index is provided
by the price movements of primary commodities. The
Bank of England has published data of those fluctuations
from end September 1931 onwards. The concomitance in
the trends of this index and those of the current account-
loan ratio are very striking.

Deposits in action produce turnover. This is reflected
in bank clearings, which, however, by no means cover all
changes of hands of deposits. A closer approximation,
though still far from complete, is provided by the figures
of debits passed to current accounts in the London clearing
banks. Statistics of the total turnover of deposits afford a
useful index to economic activity, when considered in con-
junction with other factors. Mere changes in total, or the
absence of them, will not have much significance, for the
price level of the assets turned over will, of course, in-
fluence the aggregate figure of turnover. Further, it is im-
portant that we know something about the nature of the
work done by the deposits in their changes of hands. Have
existing capital assets, for instance, played a bigger or less
important part than goods as compared with previous
periods ? Unfortunately on this score we have little precise
information. Nor are we much better off in this respect
so far as the composition of the turnover in goods is
concerned. It would, for instance, be interesting, as a
guide to economic trends, if we had an idea of the relative
proportions in which primary produce and manufactured
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goods figured in the total turnover, as compared with
previous periods, and if, amongst the latter, capital goods
and consumption goods were distinguished. Some clue to
these points may, of course, be gleaned from existing
sectional statistics, but the figures of banking turnover
would have greater significance if they could be read in
conjunction with comprehensive data classifying the assets
turned over on some such lines as above indicated. Equal
figures of banking turnover may cover widely differing
pictures of economic welfare and prospects. Nevertheless it
is possible to distil from the figures of turnover valuable
premonitory indications when, apart from price level, we
take into our purview the relationship between current
accounts and loans in the banking system, and the velocity
of turnover of deposits. As is the case with every aspect of
life, the present reflects the past and, at the same time,
reveals the shadow of things to come. How is the prophetic
element to be distinguished from the retrospective and from
pure actuality ? To illustrate this I append a table giving,
for each year since 1925, the current account-loan ratio, the

(6)
a (4) V(elocity Ind()ex ) )
earings, 1929=100,
3 Average based on Boa.;]d of El? anlk °§
2 Ratio of | of Daily I d(S) London Clear- Trade ngtan
(z) Ratio of | Current | Figures, ndex of ing Bankers’ | Wholesale Primary
Peniod Current Ales. to London Clearings Figures Price Comtiodity
Alcs. to Total Clearin (3929 column d | Index Ludes
gl U ( 4) an nde: h Sept
Loans Deposits | Bankers =x00) on Average (z913 (zgth Sept.
(Mullions Current Afcs. =100) :931)
of £)* of London =0
Clearing Banks
1925- 111°8 576 137°8 o 2+6 159°t
1926 1032 57°3 135'0 39'? ' 30'9 Iig'l
1927 100°4 56°2 140°9 92°4 038 141°6
1928 100'7 558 140'4 986 97'T 1403
1929 94'8 54'1 151°5 100°0 100°0 1365
1930 956 52°9 146°3 96'6 983 1195 iz
1931 97 4 527 i21°9 8o's 84 4 104 1 11841
1932 102 7 49°4 1083 7%°5 77°5 1016 1089
1933 128 8 51°3 109 I 72'0 692 102°4 121'1
1934 | 1266 518 119'8 79°0 780 1053 1350
1035 137°0 538 126 9 838 747 106°2 1399
1936 1383 54'9 1364 900 738% 1r2-8 1504
Jan. 1937 142°5 55°5 151'6 100°0 781t ¥22°9 1769
Feb. 1937 1347 550 156°6 1034 83'2f 124°2 177'5
J];}me 1937 1301 55 148 ¢ 983 769 132°'2 179'4
ov. 1937 125 6 547 138 4 91 3 72°3T 129°6 1564

* London Bankers’ Clearing House,

t Computed after deducting £ so millions from figure of current accounts for 1z banks on the assump-

tion that District Bank, whose figures were not incl i i 1
180 uded in the acti nted
for £50 millions of current accounts, in each case, redeposiisior premims: psiods: aceen

1 Average of last 14 weeks,
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ratio of current accounts to total deposits, a clearings and
a velocity index. The price level is represented by an
index of wholesale prices and, so far as available, of primary
commodities.

From each single index only partial conclusions can be
drawn as to the current position and none at all concerning
the future.

By reading the trends revealed by each in correlation
with the movements in others we shall be able to gauge
impending developments with a reasonable degree of prob-
ability and sometimes with certainty.

A persistently declining trend in the current account—
loan ratio of the Clearing Banks, combined with increasing
turnover and rising velocity, such as we found, for instance,
in the period from 1925 to 1929, points to a growing strain
in the credit system. This means that the amount of money
which ultimately has to be repaid to the banking system
has been constantly expanding in comparison with the
volume of money actively employed and available for such
repayments. At the same time the increase in the velocity
of turnover indicates that the active money is called upon
to do ever more work.

If, at such a juncture, there were evidence of a growing
proportion of idle money being made available for active
turnover and if commodity prices were simultaneously
rising, we should be able to conclude that there was need
for further expansion of Central Bank credit. If this were
not forthcoming, and assuming both current account-loan
ratio and velocity were approaching unsafe limits, we should
be justified in prognosticating that the rise in economic
activity could not endure.

We find in the 1925-1929 period, however, that these
symptoms were accompanied by a falling ratio of active
money to idle accounts and a declining price level. Both
indicate that-the exceptional activity shown by the other
indices was becoming increasingly uncommercial, and was
therefore likely to be of a speculative financial character.
Having regard to the declining price level and the increasing
credit strain, the prospects of such speculation in such
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circumstances could only be regarded with misgivings, and
we should be safe in predicting that a break must inexorably
follow sooner or later.

Both the index of the current account—loan ratio and
that of velocity of circulation have absolute limits which
cannot be ignored for long. When the current account-
loan ratio falls te the neighbourhood of 100 it is indication
of severe credit strain and we should have to watch the
policy of the Bank of England very closely for signs of
relief.

As regards velocity of turnover, experience has shown
that an average daily turnover in the clearings representing
an annual amount equivalent to the changing of hands of
active deposits fifty times in a year must be regarded as an
upper limit. It is presumably equivalent to a real velocity of
over %70, having regard to-the changes of hands of deposits
not reflected in the clearings. It is the velocity which was
reached in 1929, when an average of [940 millions of
current accounts produced clearings of about [£46,500
millions and total turnover estimated at over [£66,000
millions.

It must not be taken for granted that the same combina-
tion of indices as preceded the collapse of 1929 and following
years need necessarily be reproduced before an impending
downward swing of the trade cycle can be diagnosed.
Many other factors enter into the problem, of which con-
fidence is perhaps the most elusive, since it depends so
largely upon international political and economic policies
and other imponderables over which no control can be
exercised here. *

Until the beginning of 1937 all the portents justi-
fied the expectation of continued economic activity. The
current account-loan ratio had risen to a level which
indicated ample ease in the credit position, current ac-
counts constituted a growing proportion of total deposits,
clearmgs. were rising, yet velocity left a wide margin for
further increase. Perhaps the only feature inspiring some
misgivings was the rapid rise in commodities, brought out
vividly by the commodity index in Column 8. The financial
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authorities here and in the United States did the rest.
Rumours were mysteriously circulated of an intended
downward revision of the gold price in the United States,
and the Bank of England’s deflationary tactics forced
the banking system to dispose of liquid assets, including
securities, to satisfy the growing demand for loans. Inter-
national politics contributed their share towards the pre-
vailing depression. In a word, confidence was destroyed.

The indices at present faithfully reflect the prevailing
uncertainty, falling prices, slackening off in turnover and
velocity, and reversal of the trend of the current account—
loan ratio since November 1937. There is nothing in the
indices, however, which presents any obstacle to a prompt
and vigorous resumption of active trade. It must not be
forgotten, on the other hand, that a renewal of demand
for trade loans can only be met by sales of other assets,
mainly securities, by the banking system, unless and until
the Bank of England restores confidence in its willingness
to expand the credit base in harmony with such rise in the
loans of the banking system. Failing this, additional loans
by the banking system portend a rise in long-term interest,
in itself a factor destructive of confidence. As we have seen,
there could be no justification whatever in the gold position
of the Bank of England for any such restrictive policy.



CHAPTER 9
CYCLICAL CHANGES IN DEPOSIT TRENDS

S

Ir we can clearly discern the causes, inherent in money
economics, of the changing trends in the volume and utilisa-
tion of deposits, we shall have taken a long step towards
fathoming the enigma of the trade cycle. With the latter we
shall deal in the next section of the book.

The changes in deposit trends may be classed under
three heads :

1. Changes in aggregate volume of deposits.

2. Changes in composition of deposits (idle and active).

3. Changes in disposition of active deposits (according
to whether they are engaged in turning over existing
capital assets or current goods).

The banking system controls the changes in the ag-
gregate of deposits within such limits as the Bank of Eng-
land’s power to determine the system’s reserves permits.
Whilst the banking system cannot be compelled to increase
its deposits when its reserves are enlarged by the Bank of
England, it has no option but to contract them when these
reserves are depleted. In practice the banking system in-
variably expands its deposits when the basis of its credit
structure is broadened, as the maintenance of excess re-
serves would not be profitable. We are aware from our

analysis in earlier chapters that changes in deposits are
brought about :

Firstly, at the initiative of the banking system through
purchase or sale of securities or through the calling
in of loans. '

Secondly, in response to the initiative of the business
community through the granting of additional loans.
Thirdly, at the initiative of borrowers through repay-
ment of loans,

74
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Changes in composition of deposits or in disposition
of the active ones fall outside the jurisdiction of the banking
system, being governed by the will of the owners pro tem. of
the deposits. Yet that will is in a large measure, though un-
consciously, shaped by forces engendered as a result of bank-
ing policy in respect to the aggregate volume of deposits.

The banking system is impotent diregctly to influence
the price of goods, because it does not deal for its own
account in goods or documents representing goods. It can
and does, however, influence the price of existing securities
by purchase or sale. When such operations form part of a
deliberate and sustained policy, their inevitable corollary
is to change the price relationship between existing securi-
ties and current goods. We shall endeavour to trace the
effect of this change upon the psychological outlook of
the business community, reflected in turn in cyclical
changes of trend in the utilisation of deposits, with far-
reaching repercussions upon the entire price structure.

Let us assume that, at the moment we begin our observa-
tions, we find that the proportion of idle to total deposits is
unusually high—say 50 per cent, instead of 45 per cent or
thereabouts as would be more normal. This seemingly
unimportant difference might mean that some froo0
millions more of deposits were idle, instead of turning over
60 to 7o times in a year in payment of £6000 to f7000
millions of business. The remaining active deposits, we
will suppose, are turning over at declining velocity. We
will further assume that loans, though not at a high level
absolutely, still bear a high proportion to active deposits—
say around 100 per cent, instead of 70 to 8o per cent—
indicating scarcity of active deposit money. Owned assets
(investments) of the banking system are small in comparison
to loans—say 40 per cent, compared with 75 to 8o per cent
at other times.

The hypothetical position we have chosen as our starting
point we would associate with low and declining prices for
goods, high interest rates and trade depression. Also we
should expect to find the price level of fixed interest-bearing
securities low, owing to prevailing high interest rates, and
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equities (shares) falling because of actual and prospective
poor results.

At such a juncture the banking system, acting in co-
operation with the Bank of England, begins to *“ prime the
pump ” by policy. It begins to acquire securities—that is,
existing capital assets. The new bank money thus created
circulates in thesfirst place amongst owners of capital assets.
It changes the value of existing capital assets in relation to
current goods, causing the former to appreciate in terms of
goods.

What changes, as compared with the starting position,
will this monetary policy, after it has had time to permeate
the structure, have wrought in the significant proportions
in the banking system ?

1. The total of deposits will have increased.

2. The proportion of active deposits to total deposits
will have increased, as the bulk of the new bank
money will remain on active account, being utilised
In turning over securities.

3- The proportion of loans to active deposits will have
declined. Loans will not have risen—in fact, may
have decreased—as the creation of new bank money
will have made repayment easier, and as yet no
inducement exists for fresh borrowing. The remain-
ing loans will have become more liquid. There is more
money out of which loans may potentially be repaid.

4. The proportion of owned assets (investments) to
loans has risen, with its corollary of a rise in price of
existing securities. This is tantamount to a fall in the
level of interest rates,

5. Although no data are available showing the propor-
tion of active deposits working in securities and in cur-
rent goods, the former is likely to be relatively high.

These changes of fact produce psychological reactions
on the mind and outlook of the business community. The
drop in the level of interest rates, brought about by this bank
policy, will gradually have its favourable effect upon profits
through opportunities for conversion of long-term debt and



Cyclical Changes in Deposit Trends 77

lower charges for current borrowing. Better results will
stimulate spending and encourage enterprise, with resultant
increase in demand for goods and expectation of rising
profits.

Some of the deposits engaged in turning over securities
will be diverted by their owners to the turning over of
goods, swelling the body of deposits already working in that
field. The initiative in the measuring process will have
passed to the owners of money. Money will be offered more
freely in exchange for goods. The relationship of goods to
the volume of money engaged in measuring them will have
changed, in the sense that there will be more of the latter
without—so far—any corresponding increase in the quan-
tity of goods. In fact, the conditions we have assumed to
prevail at the beginning would have tended to restriction in
output of goods, which it would not in every case be practi-
cable to reverse promptly. Thus the price of current goods
goes up. Meanwhile owners of deposits, at work in turning
over fixed interest-bearing securities, have become aware of
the better prospects ahead for industry and other forms of
enterprise, and will have diverted their deposits to the ac-
quisition of shares. The consequent appreciation of share
prices will facilitate the issue of new capital by existing or
newly created enterprise, the proceeds of which will be
utilised in payment for current goods. Expectations of con-
tinuance in the upward course of the price level of goods
will determine enterprises to carry out expansion and
renewals now rather than later.

Gradually we reach a stage where the added volume of
goods changing hands renders the carrying of larger stocks
expedient. Up to a point the more active turnover of existing
deposits will obviate the necessity of an increase in total
deposits through loans, but there is a limit to the velocity
with which deposits can turn over owing to the time factor.
There is always a volume of deposits amongst the current
accounts that is temporarily idle, even at the highest pitch
of activity. Thus the need for additional loans will gradually
make itself felt. Now, however, the banking system, having
built up on its reserves the maximum structure of deposits
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which they can safely sustain, can only grant additional
loans by selling a corresponding amount of its own assets.
I am assuming that the Central Bank, at this juncture, takes
no steps to increase the reserves of the banking system.
The banking system thus is obliged to recapture deposits
from some owners in order to place them at the disposal
of others: the Borrowers. It can, however, not force those
owners to exchange their deposits for securities, and sales
could be effected only gradually.

The kind of deposits which the banking system in this
way is likely to attract, cancel and re-lend would be such as
are employed in turning over securities, or possibly some
that were previously idle. The new deposits created in their
stead, as a result of the new loans granted by the banking
system, will be working in goods. So, although there is no
change in total deposits, and possibly only a minor one in
the relationship between idle and active ones, the disposi-
tion of the active deposits is being modified. An ever-
growing proportion is utilised in turning over current
goods, and a correspondingly smaller one in existing
capital assets. It will be of interest again to examine the
relevant features of the banking position :

1. The total of deposits has remained stationary.

2. The composition of deposits has remained stationary,
with a tendency for the proportion of idle deposits
to decrease.

3. The proportion of loans to active deposits is rising.

4. The proportion of owned assets (existing securities)
to loans is falling, with depressing effect upon the
price level of fixed interest-bearing securities in the
first place. :

5. The disposition of active deposits has changed in
the direction of a larger proportion being engaged
in turning over of current goods and a smaller in
existing securities. Although, as I said before, there
are no statistical data to substantiate this, the fact
that a larger proportion of the active accounts
emanates from loans by the banking system and a
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lesser one from purchases of securities justifies this
conclusion. It is borne out by the behaviour of the
price level during a period such as here described,
as demonstrated in the table in Chapter 8.

We have arrived at a point in the cyclical trend when
again we should take stock of the psychdlogical factors.
We know that there can be no further increase of aggregate
deposits. We know that, if the demand for loans continues,
the offer of securities for sale by the banking system must
continue. What way will the situation develop ? I de-
signedly leave out of consideration any development not
germane to financial policy.

In contrast with the position at the earlier stage, when
all the facts irresistibly pointed in one direction, there is
now room for divergence of view. There will be many who,
engrossed in the affairs of the moment and impressed with
the greater activity in business, will look upon future pro-
spects with confidence and will continue to enter into com-
mitments relative to the production and distribution of
goods. There will be others who will grasp the significance
of the monetary forces that are at work. They will realise
that in the preceding period considerable additions have
been made to plant, increasing substantially the output of
goods. Business never for any length of time remains station-
ary. The urge to increase turnover and profits will always
operate. Thus they are fully aware that turnover may grow
still bigger and that output may be still further enlarged.
As the existing active deposits will, by this time, have
attained their fullest velocity, this means that further loans
will be required, and these can be granted only if securities
are sold. That involves a drop in the price of fixed interest-
bearing securities, Z.e. a rise in the level of interest rates,
which spells, in turn, higher costs and reduced profits.
Those, then, who reason in this fashion will begin to take in
sail. Their future engagements will be gradually reduced ;
their current turnover is not forced up any higher, and if
in this way they have, in time, no need for part of their
deposits, they will transfer them to idle account. For a time
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the hopeful outlook prevails, being more congenial to the
majority of people. Loans continue to expand. Fixed
interest- bearing securities continue to fall, and this is
bound to affect the price of shares in time, even though, at
this juncture, expectations of still better results of enter-
prise may keep in check the effect of inevitable adjustment
of share prices o the higher long-term interest rate. What
is happening is that new loans obtained from the banking
system in order to finance increased production—which
ought to render existing capital assets more valuable, since
more profitable—are in fact causing a depreciation in the
market price of such capital assets, as represented by
securities. This is due to the fact that the banking system
is obliged to sell securities in order to grant the loans. A
conflict is thus set up in this sphere also.

Gradually, however, the two currents of opinion—the
more confident and the more critical—begin to be more
evenly distributed, with the effect that repayment of loans
and the demand for new loans balance each other out.
There is not, however, any immediate reaction upon the
production of goods. The productive capacity has been
constantly added to, right up to this time, and it will take
a while before the engines can be switched over into reverse.
Thus the volume of goods continues to increase, not from
causes inherent in goods, but as a result of developments
that had their origin in money policy and the human urge
for expansion. The relationship between the volume of
active deposits engaged in turning over goods and the
volume of goods is changing. The price level of current
goods is beginning to decline. The period of equilibrium
between opposing trends is ended. The signs again are un-
mistakable, the conclusions irresistible. The banking posi-
tion now presents the following picture :

1. The total of deposits still stationary.

2. The composition of deposits altered. Idle deposits
increasing.

3. The proportion of loans to active deposits still
rising, but now not necessarily because of increasing



Cyclical Changes in Deposit Trends 81

loans but because of transfers from current account
to deposit account.

4. The proportion of owned assets (securitiesy to loans
at low ebb. Prices of fixed interest-bearing securities
declining.

5. In the disposition of the active accounts the pro-
portion turning over existing capital 4ssets has fallen
to a low level.

Now there are no two opinions as to the likely course
of the price of goods. Those previously hopeful and deeply
committed are forced to sell and cut their loss, adding
further to the depression. To pay for losses in goods,
securities have to be sold, causing the fall in existing capital
assets to be accentuated. To absorb these sales a shrinking
volume of active accounts alone is available. The banking
system does not increase its loans; on the contrary, it
presses for repayment of existing ones. Neither does it as
yet purchase securities ; the outlook is too uncertain. Idle
accounts are not likely to be tempted out of their retire-
ment to engage in purchase of goods or securities. Even
the reduced volume of active deposits turns over at a
slower pace. The economic position of the community
rapidly deteriorates. Profits decline. Unemployment rises
and we are fast approaching a state analogous to that which
we premissed at the start:

1. Aggregate of deposits down through repayment of
loans.

2. Composition further deteriorated by high propor-
tion of idle accounts.

3. Proportion of loans to active accounts now easing

through repayments.
4. Proportion of owned assets (securities) to loans at

low ebb.
5. Disposition of active deposits presents marked

feature of change. The proportion turning over
securities is probably lower now than at any time.

The following table will illustrate the process of cyclical

changes in deposit trends :
G
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As will be seen, 1929 is the culminating year of a period
of ascending activity and, at the same time, the beginning
of the greatest depression of modern times. There are
certain features surrounding that crisis, however, which at
first glance appear enigmatic and irreconcilable.

The rapidly rising security index between 1923 and the
beginning of 1929 is scarcely compatible with the growing
indications of credit strain revealed by the banking figures
nor with the crumbling commodity prices" during the
period. It is also interesting to note the relatively in-
significant drop in gilt-edged securities, in spite of sub-
stantial sales, on balance, by the banking system. It is also
surprising to find that declining commodity prices were
accompanied for a number of years by 2 large expansion in
loans of the Clearing Banks. This might not be inconsistent
for a relatively brief period, since it is conceivable that
business could expand on a gently declining price level for
a while. Persistence of the discrepancy, however, points to
non-commercial use of the proceeds of the loans and this
would explain the seemingly incongruous big rise in
security prices. For this upward movement there was no
justification in economic facts or prospects at the time and
it constituted the relatively mild reflection of the specula-
tive orgy that had taken possession of the United States.
The figures in the above table may serve as an illustration
of the persistence of maladjustments which, but for the
lack of control by the banking system over speculative
utilisation of bank money, could not have reached such
magnitude nor lasted so long. Instead, the indiscriminating
and ruthless method of general deflation was mercilessly
applied by the Bank of England, as strikingly revealed in
the proportion of Bank of England deposits to the structure
reared upon them, 7.e. bank deposits. This proportion was
forced down from an average of 774 per cent in 1923
to 6-57 per cent in 1929, a drop of no less than 15-1 per
cent.

What followed is still fresh in our memory.

‘  After the catastrophe of 1929 the Bank of England
reversed its policy and during 1933 and 1934 the average
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proportions of Bank of England deposits to Clearing Bank
deposits were 8-26 and 8-46 respectively. The latter figure
represented an advance of nearly 29 per cent upon the
low ebb of 192g. Since then, however, while economic
activity was making rapid headway, the Bank of-England
has again put the screws on : witness the declining ratio
of the credit base to the credit structure. It was in November
1937 only 5 per cent above the 1929 low ebb. Is it any
wonder that this deflationary trend, coming on top of all
the other uncertainties business has to contend with, is
having a disorganising effect upon enterprise ?

Are we then headed in the same direction as in 1929 ?
We certainly appear to have entered upon a stage in the
cyclical trend in which the policy of the Bank of England
assumes cardinal importance. Failing an increase in its
reserves, the banking system has had to have resource to
the sale of assets to satisfy the demands for increased loans.
Thus cash, bills discounted and call loans in November
1937 were, in the aggregate, some £69 millions below the
December 1936 figure, and investments were £26 millions
less. On the other hand, advances to customers were over
£ 100 millions higher. It is not surprising in these circum-
stances to find that the long-term interest rate has risen, as
reflected in a drop in gilt-edged securities and a larger one
in “ all securities *'.

There is, however, this vital difference between the
position in 1929 and now. Loans at that time constituted
551 per cent deposits, whilst the average for 1937 was
417 per cent. This is strikingly reflected in the loan-
investment index. Thus, even if the Bank of England were
to continue to fail to provide an ampler credit base, there
is now a substantial margin for an increase in loans from
the point of view of the liquidity of the banking system.
Whereas 55 per cent must be regarded as more or less an
upper limit, the 1937 figure was still abnormally low. The
security index too is well below the figure for January 1929,
indicating that adverse features have been substantially
discounted.

It must not be overlooked, however, that now, as at
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any time, loans can only be expanded by the Clearing
Banks at the expense of other assets unless the Bank of
England enlarges the credit base, z.e. unless the significant
proportion (see Column 3 of the above table) shows a rise.
Otherwise any revival of trade must be accompanied by
sales of securities by the Clearing Banks, which means the
forcing up of the long-term interest rate? The nefarious
consequences of such a development have been described
in this chapter. Incidentally, too, in view of the borrowing
requirements of the Government for armament expediture,
it would throw an added burden on the taxpayer for which
there can be no justification of any kind in the position of
the Bank of England.

It would be deplorable if, after the terrible lessons of the
past, failure to provide adequate reserves for expanding
legitimate trade should ultimately again result in plunging
the country into depression. There could be no justification
for such a policy, having regard to the inward strength of the
banking position as revealed in the calculations submitted
in Chapter 3. The crude remedy of forcing up the long-
term rate of interest should be discarded once and for all.

We have, in the foregoing analysis, endeavoured to
follow the changes in the behaviour of deposits from a
period of depression through recovery to activity and re-
lapse into depression. The answer to the question why
trade depression should supervene at all, with its train of
misery and demoralisation, must be left for investigation
in the next section. We know that, so long as the corrective
is sought in bank policy, they must inexorably result. The
causes, however, lie far deeper in the composite disrupting
forces engendered by the defects of the financial system,
the dealings of man with his money and the lack of com-
prehensive planning in the economic sphere.

For the moment I would draw attention to the features
revealed by our study of the utilisation of deposits :

1. Expansion and contraction of deposits in pursuance
of bank policy bears no relation to the process of
production and interchange of goods, being effected
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solely through acquisition or sale of existing securities
by the banking system.

. The banking system does not exercise any effective

control over the disposition of the deposits created
through its instrumentality. It clearly cannot do so
at all in so far as such deposits result from pur-
chases &f securities by the banking system itself,
and it does so in quite inadequate measure in so
far as deposits are concerned resulting from loans
granted by it.

. No concerted scheme for dealing with speculation

in all its phases has been devised, so that the lending
capacity of the banking system, which under our
present system is circumscribed by Bank of Eng-
land policy, is exposed to abuse with attendant
penalisation of the entire body economic.



CHAPTER 10

FINANCIAL REFORM AND ITS SCOPE
4
IN this concluding chapter of our sketch of the inner work-
ing of the financial system we propose to take stock of the
position.

Not until we have examined the impact of the money
mechanism and the community upon one another—which
will be the objective of the Second Section of the book—
can we expect to arrive at conclusions and discern the lines
upon which reform must be conceived.

Meanwhile what progress has been made in finding the
answer to the seemingly unfathomable problem we set out
to probe : the problem of finding the missing link between
God’s overflowing bounties and man’s unsatisfied needs ?

All grave disturbances of the body economic are
associated with changes in the relationship between money
and goods ; in other words, with changes in the price of
goods. Any solution must aim at isolation and sterilisation
of the factors responsible for these crises. Let us not
imagine, however, that when this is done, our task is
completed. Even at the peak of so-called prosperity periods
hundreds of thousands of our fellow-members of the com-
munity are without work, and hundreds of millions through-
out the world permanently live in squalor and misery.
Stability indeed we seek, but stability not at any level of
activity hitherto attained, but at one that shall allow for the
fullest use of all the resources of energy and productive
power available within the community and shall be capable
of indefinite upward adjustment as those forces expand.\
Utopia ? We shall see. Clearly, however, the solution of our
problem must reach far beyond reform of the financial
mechanism and must embrace the regeneration of wide
areas of our entire social order.

For the moment, however, we must confine ourselves

87
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to the financial organisation. That it is capable indirectly
of affecting the price level of goods will have emerged, in a
general way, from the foregoing chapters. It may be useful
here to point to the specific features which, actually or
potentially, operate in that sense. They belong to the realm
of law, custom and policy, the three forces that dominate
the functioning of the system. The law links the entire
credit system to gold and determines the assets against
which the Bank of England may extend credit. Custom
allows certain forms of utilisation of the banking system,
disruptive of the relationship between money and goods,
z.e. speculative financing and idle deposits, whilst policy
involves action at the initiative of the banking system the
far-reaching effects of which upon price level have been
described in the preceding chapter.

We shall be better in a position to appreciate the sig-
nificance of these features when our survey of the mechan-
ism of the financial system shall have been supplemented
by a study of the ways in which man deals with his money.
Meanwhile it may be helpful briefly to indicate the direc-
tions in which they are capable of exercising repercussions
upon the price level of goods.

A normally expanding economic structure based, as is
ours, upon gold, requires a correspondingly growing gold
holding at the Central Institution, in order that increased
credit requirements for legitimate trade purposes may be
met by the banking system. Gold on the other hand is the
only available means of settling balances in international
payments accounts. Inasmuch as no conscious effort to
maintain equilibrium in those accounts is practicable in an
unplanned State, the two functions of gold may, and often
do, conflict. When we attempt to conceive of gold solely as
the basis of credit, divorced from other factors, we realise
that over long periods the normal growth of productive
economic activities necessitates additions to the gold stock
at the Central Bank. This in itself involves, for a non-gold-
producing country, importation of gold from abroad.
Theoretically, to the extent that we had to pay for gold we
could not pay for other goods from abroad, so that the



Financial Reform and its Scope 89

imported gold would displace other imports which could
have been afforded if gold had not been needed as a basis for
credit. As gold, under our system, is equivalent to money,
the volume of money upon acquisition of gold by the
Central Bank is increased without any direct corresponding
increase in the volume of other goods, a stimulating factor
so far as the price level of goods is concernéd. In practice,
as there would be no deliberate abstention from other
imports to make room for gold, the bill for such temporary
stimulus as would be provided by the addition to the gold
stock at the Central Bank would have to be footed when the
exchange began to reflect our excess imports. Under a gold
standard this would then entail deliberate contraction of
credit and high interest rates, and under amanaged currency
depreciation of the value of the pound in terms of foreign
currencies, with attendant rise in the cost of all imports. In
turn, reactions upon other goods and so upon the standard
of living would be produced. I can here do no more than
hint at the ramifications of the linking of our credit structure
to gold. When dealing with the international aspects of our
money economics I hope to revert to the subject.

As regards the limitations upon the nature of the assets
against which the Bank of England extends credit, goods,
or documents representing them, are barred save for bills of
exchange. Only a very minor proportion of the interchange
of goods and services is financed by means of these latter.
Whilst this restriction does not of itself constitute an element
of disturbance in the price level of goods, credit being
obtainable against goods from the banking system, it may
nevertheless operate in that sense. Since no right is vouch-
safed to the banking system automatically to fall back upon
the Central Bank when demand for commercial loans
increases beyond the capacity of the banking system to
satisfy it, the banking system, failing assistance from the
Central Bank in other ways, in such circumstances would be
obliged to sell assets (securities), with depreciating effect
upon their market price. The indirect influence of persistent
sales of that kind by the banking system on a large scale
upon the whole economic fabric we have traced in the



9o Inside the Financial System

preceding chapter dealing with cyclical changes in deposit
trends.

We now come to the effect of disruptive features which,
in fact, constitute conscious or deliberate abuse of the
mechanism of the financial system, but which have become
ingrained by ‘‘ custom’s idiot sway . Facilities are custom-
arily afforded By the banking system to solvent borrowers, -
against approved security, for the purpose of enabling
the latter to acquire existing securities or other existing
capital assets or commodities, even though such purchases
are speculative ones. This involves disturbance in the price
level of the assets so acquired, not inherent in causes related
to the production or distribution of goods. If commodities
are the object of such'speculation, the influence on the price
of the goods concerned is direct, which is bound to produce
distortion in the price relationship between those and other
categories of goods.

If existing capital assets are involved in such specula-
tion, the effect upon the price level of goods will be indirect,
but as we have seen from the sequel to the speculative
excesses of 1929 and the period immediately preceding it,
none the less destructive for that.

'T'o the extent that loans of this'type are in existence, the
banking system’s lending capacity is clogged and expansion
of credit demand for productive purposes may impose upon
the banking system the necessity of contracting its own
assets by sale of securities, entailing the forcing up of the
long-term interest rate.

Furthermore, the banking system, whilst it is not, under
our present order, in a position to prevent money from being
kept idle by its owners, offers an inducement to depositors
for not utilising their money, by higher interest allowances
on deposit accounts, thus encouraging the use of bank
money as a capital investment. When the volume of idle
money increases or declines, as revealed in a rise or drop
in the aggregate of “ deposit’ accounts, without a corre-
sponding change in the total bank money, this involves de-
pletion of, or an addition to, the volume of money (included
In current accounts) actively employed in the turning over
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of goods or other assets. Changes in price level are thus
entailed. -

Finally we come to the question of bank policy. Securi-
ties—that 1s, existing capital assets—are enthroned in our
financial mechanism as practically the sole medium, apart
from gold, whereby money is created and cancelled. They
are by far the chief means which the Bahk of England
uses for the expansion or contraction of the credit it creates.
As we are aware, this credit in turn forms the reserves of
the banking system. Genuine trade bills are available only
in limited volume, and the bulk of Treasury bills, renewed
as they are from quarter to quarter, must, for all practical
purposes, be ‘assimilated to long-term securities. The bank-
ing system, for its part, likewise expands and contracts its
own deposits through the instrumentality of securities. T'o
represent the banking system’s purchases of securities as
an investment of deposits—as is frequently done in com-
mentaries on the banking position—is contrary to reality.
I shall have more to say on this subject later. For the
moment, suffice it to note that the total volume of bank
money (deposits) is determined in a large measure by the
holdings of securities at the Central Bank and in the banking
system. We have seen the interaction on the whole course
of economic activity of cyclical changes in deposits as a
result of transactions in securities by the banking system.
The long-term changes in the price level of goods indirectly
resulting therefrom are thus attributable to the policy of
the banking system.

I refrain at this stage from comment or criticism. The
object of our observations was to establish that there are
factors inherent in our money mechanism which are cap-
able of affecting the price level.

It will be argued that, in spite of any shortcomings,
our financial system is far and away superior to any in the
world. Alone of all others it has weathered a devastating
world crisis without loss of solvency or earning power.
We need have no hesitancy in endorsing this view, but let
us not be lulled into complacency by comparison with
others and smugly sit back in self-congratulation at our
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wonderful good fortune in possessing such soundly man-
aged banks and such a sound people. The consolation we
may derive from our undoubted pre-eminence in the con-
duct of our financial affairs is scarcely likely to satisfy the
millions of victims of recurrent trade depressions, whose
numbers grow at every fresh swing of the cycle. Let us not
be reassured ij temporary upward trends. Revivals can
have no permanence. As night follows day, every recovery
under our present system is inexorably followed by relapse.
We have seen how the fostering effect of banking policy
facilitates emergence from the deadlock of stagnation at
the bottom of depression. But policy cannot avert depression
itself, and no study of the financial mechanism alone will
reveal its causes. Let us, therefore, press on with the search,
so that we may perceive the remedy. ““Back to barter”,
say those who are exasperated by the failure of authorities
to find a solution. -'Tired of palliatives, disgusted with
patchwork, they would eliminate the intermediate stage
of the money machine between producer and consumer.
That would be comparable to the smashing of a looking-
glass which, having first been besmudged by its owner,
reflected features of which he did not approve. Let us first
clear the mirror so that it can reflect accurately; let us see
that our money shall not, of itself, be able to distort the
relationship between money and goods, nor be subject
to influences that do. Then, when the glass is clear, if we
do not like the picture it throws back, let us find out what
is wrong with the looker.

We must not imagine that reform of the financial
system alone could provide the cure for the sad plight in
which the human race finds itself in an economic sense.
No banking system, however perfect, could avail against
the evils of unbalanced production, characteristic of our
society, in which economic activity is in the main un-
planned. No control over banking policy, however com-
prehensive, could, alone, safeguard the community against
the withering blasts of depression.

Only a co-ordinated complex of reforms, covering not
merely the money mechanism, but reaching into every
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phase of the economic order where it conflicts with the true
interests of the community, could forge the ‘“missing
link ” and cope with those mighty and obscure forces
which hitherto have frustrated every effort at bridging the
chasm between productive capacity and the need of con-
sumers. .

These forces are deeply rooted in the spirit of man and
securely entrenched in the conventional conceptions con-
cerning the rights of the individual in dealing with what
he regards as his exclusive possessions, through the instru-
mentality of the financial system. It is to that aspect that we
will now turn.






SECTION 1II

WHERE THE MONEY GOES

“Ne’er let your gear owergang (master) ye.”
(Scottish proverb)






CHAPTER 11
TWO KINDS OF MONEY

MAN comes into contact with the money system in every
one of his multifarious economic activities. All transac-
tions are ultimately paid for by a transfer of money. The
overwhelming proportion of such transfers is effected in
the form of bank deposits through the instrumentality of
the banking organisation. i

Infinitely varied is the nature of the individual opera-
tions which give rise to these changes of ownership of
money. Yet they may all be classified under the following
five groups :

1. Payment for work done by individuals (salaries,
wages, fees and other types of emolument).

2. Payment for current goods acquired (consumption
goods and current capital goods).

3. Payment for services supplied by enterprise, owner-
ship and Government.

Payment to enterprise includes such items as
transport, power, light, insurance, etc.

Payment to ownership : rent, interest (bank and
long-term loan), royalties.

Payment to Government : taxes, rates,

4. Distribution of profit (in the case of _]omt-stock
enterprise, in the form of dividends).

5. Payment for investment in capital assets (secuntles
existing or newly issued; mortgages; buildings,
existing or currently constructed, and land; trans-
fers to savings banks, etc.).

The first three groups of payments, which I would term

“ primary ”, are disbursements entailed by the normal

processes of production and distribution of goods and

services. The last two are “secondary”, in that they
97 H
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constitute a subsequent stage in the turnover of the money
disseminated in the primary group.

Not all money that changes hands in the course of these
payments owes its origin to, or is utilised in connection
with, current economic activity. As indicated in the title of
this chapter, we must distinguish two kinds of active money.
They exist side by side and outwardly are indistinguishable.
They are convertible into one another and are utilised
indiscriminately. Yet in their nature they are essentially
different. It is our failure to discriminate clearly between
them that obscures our vision of the part played by money
in the disruption of the interchange of goods and the re-
sultant periodical trade depressions.

I shall designate these two types of money as * com-
modity money ”’ and “ financial money .

Commodity Money is created when the banking system
grants loans the proceeds of which are distributed in con-
nection with the normal economic activities of the com-
munity. All existing bank deposits, engaged in turning over
goods of every description or services connected with the
normal economic life of the community, likewise function as
commodity money. Money paid for new securities the
proceeds of which are expended by the enterprise concerned
in current goods—whether these goods be of a capital
nature or consumption goods—imay be assimilated to com-
modity money. Loans granted by the banking system for
speculation in commodities function as commodity money,
but it is different in its effect upon the body economic from
Eormal commodity money and we must distinguish it as

speculative commodity money .

Financial Money, on the other hand, may arise from bank
policy, Ze. from purchases of securities by the financial
system. At its creation it serves to absorb existing capital
assets. How it is subsequently used depends upon the
decision of its owners. The use which owners of deposits
make of their money determines its character at each
change of hands. When money is applied to the acquisition
of existing capital assets (securities, buildings, land) it
functions as financial money. The recipient of a salary is
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receiving commodity money. He will probably use the bulk
of it in paying for goods and services and to this extent it
continues, in its passage from him to the suppliers of the
goods and services, to serve as commodity money. A portion
of the salary may, however, be devoted to the purchase of
some existing investment ; that portion of the money, in

that particular change of hands, would then have been con-

verted into “ financial money ”’. Finally, the proceeds of
loans from the banking system, utilised by the borrowers
for the speculative acquisition of existing capital invest-
ments, are, in their first turnover, to be assimilated to
financial money. The borrowers are, however, obliged to
repay the loan at some time, and, as explained in an earlier
chapter, are potential sellers of assets against money. The
existence of this speculative financial money is an ultimate
source of weakness in the price structure.

No reliable clue is afforded by the position of the
banking system as to the proportions in which the two types
- of money, “commodity” and *financial” money, are, at any
given moment, represented in the turnover of active ac-
counts. We are aware that there is constant diversion of
commodity money to financial uses through the process of
investment of surplus income in existing capital assets. At
the same time, the reverse process, the transformation of

financial money into commodity money, may go on to a

4

certain extent—for instance, through utilisation of proceeds /’”

of existing securities sold to the banking system, in the’
purchase of goods or of new securities when issued. Haw
ever, this is in evidence on a substantial scale only un’
certain conditions that provide a stimulus in that sens’
It is important for the diagnosing of the ece
position that we should be able to determine wpgi(,"
two currents is, for the time being, supreme or wp
are in equilibrium. At times this ascendancy
the other is well defined, and, as we shall s#
system’s power to create and cancel mC
influence in their interplay. ;ﬁ"&
- Whilst exact estimates are impraé”
a comparison of certain relevanf
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Where the Money Goes

system at different periods permits of inferences con-
cerning changes in volume and direction of the two currents

that may have supervened in the interval.
As an illustration we submit the following figures, most
of which were included in the tables given in Chapters 8
and g, and which relate to a period during which marked
change in the composmon of active bank deposits, as between
financial and commodity money, took place. The grounds
for this conclusion and its significance are explained below :

Clearing Banks

Millions of £ Ratio of

Millions of £

Current . Index T of
Accounts I‘l(xed]gs 2} Security Index§ of
Period | Total* of to Total Coent Prices (all Wholesale
Current 1of of Abestate Securities) Prices
Deposit ’(I;Ota ol | Current | Invest- (ero=me0) (31st Dec. 1923 |(1913=100)
and urrent | Deposit | ments | L0208 =100)
Other Accounts ol
Accounts Other
Accounts
1926 1665 92T 573 2675 892 90’9 119:6 148°1
1929 1800 940 54°T 257 991 1000 1216 1365
{Jan. 1342
fDec. 1056
+135 +19 -8 +99

* Includes £56 millions of other accounts in 1926 and £62 millions in 1929.
T Tnvestors’ Chronicle.

i

End.

§ Board of Trade.

The total of current accounts increased but slightly.
Yet the total deposits rose by £135 millions. As we find that
"\, loans were about £ 100 millions higher (call loans, not shown
“here, also rose), involving the creation of an equivalent
'mount of additional deposits, it is clear that this credit
Yansion, originating with the borrowing pubhc, was not
*t by contraction of the banking system’s own assets.
'S confirmed by the figures of the investment holdings,

“hew only an insignificant movement.

5x\<mg feature that emerges from the above com-
at the *“ idle  accounts rose to an extent nearly
Atire increase in deposits (from 437 to 45-9
“enlarged total). Now, obviously, the new

“a result of the additional loans would

‘Be borrowers, though in subsequent

-

"‘Qight, of course, have been with-
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drawn from activity. In any case there is incongruity in
extensive fresh borrowing and simultaneous heavy increase
in idle money. The increase in the velocity of turnover
index of deposits also seems scarcely consistent with a
persistently sagging price level. The faster changing of
hands of deposits would normally, like the expansion of
loans, be associated with growing economic activity, whilst
both the rise in idle money and the definite downward
trend of commodity prices pointed in the opposite direction.
The clue to the significance of these conflicting movements
was supplied by the securities index, which by January 1929
had reached its peak at 134-2, thus revealing the uses to
which the new borrowings were being put. An increasing
volume of active money was evidently functioning as
financialmoney in the speculative turning over of securities,
while the volume of commodity money was both absolutely
and relatively declining through transfer to * idle ”” account
by owners who preferred, in the perplexity of the situation,
to abstain from commitments.

However, it is one thing to interpret symptoms and-
quite another to understand why the transactions which
produced them were ever entered into. Justification for
them certainly appears to be absolutely lacking. To push
up the market value of assets, the yield on which, by all
indications, is bound to fall, and this at a time when the
credit structure showed unmistakable signs of severe strain,
is intelligible only in the light of the speculative mania
rampant at that time.

Normally speaking, we should expect to find an increase
of bank credit for speculative non-commercial purposes
coincide with a period when the banking system had in-
creased the total volume of money by bank policy, t.e.
by purchase of securities.

It is at the depth of depression, when there is scarcity of
financial money and when commodity money is not wanted,
that the banking system begins to exercise its prerogative
of creating new financial money by purchases of securities
in the market. The volume of commodity money in opera-
tion at such a time would be at a low ebb. Loans are
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being repaid in so far as the assets which formed their
basis are realisable at all ; turnover is small; profits are
dwindling ; producers and Governments under pressure
of economic necessity are attempting, individually or in
combination, to restrict output. The creation of this new
financial money, by its very nature, raises the price of
existing securities, which is equivalent to saying that it
reduces the level of interest rates.

When we witness a consistent increase in the volume of
financial “policy”” money, it is only a question of time, given
confidence, when the conversion of some of this financial
money into commodity money sets in. This transformation
is brought about through reduction of fixed and current
charges resulting from declining interest rates. Profits are
thus stimulated, and this will induce some of the money
engaged in financial pursuits to interest itself again in
the turning over of goods. Moreover, the financial money
created by the banking system will be passing from hand to
hand in the acquisition of other securities, not only fixed
interest-bearing ones, but also shares, in view of improved
prospects. As securities rise and are sold, some of the pro-
ceeds will constitute profits, and it is probable that at least
part of these profits will be spent on goods and services
of divers kinds. Thus a portion of that financial money
ceases to circulate in turning over capital assets and is
diverted into acquisition of goods. Two influences then;
the reduction of interest charges and the spending of
profits made on securities, will cause financial money to
be diverted to commodity uses. This will operate to alter
the relationship between goods and commodity money,
and even without the intervention of any factors solely
appertaining to goods (restriction of output, crop failures,
etc.) there would be an increase in the money value of
goods. The better profits being made and the lower cost
of borrowing will now stimulate the creation of fresh
commodity money in the shape of banking loans for the
purpose of construction of fresh capital assets. Part of
the money will be found through the issue of new securities,
which will be paid for out of existing financial moneyand out
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of current profits, thus converting financial money into com-
modity money and preventing the current profits represent-
ing commodity money from being turned into financial
money by drifting into existing investments. Thus we find
a strong flow, fed by several sources, of financial money
towards commodity money, and simultaneoysly a tendency
for the reverse current to be stemmed.

An initiative of buying of goods will have been set in
motion. It is important in price formation where the initiat-
ive lies—whether with buyer or seller. If with the buyer,
the volume of money tendered first changes before the
volume of assets offered for sale changes; hence more
money to an unchanged volume of assets and higher
prices for assets. If the seller takes the initiative, the
volume of assets offered increases before the volume of
money ; hence a decline in the price of the assets.

It is at this stage, when already an increasing volume of
financial money is turned into commodity money, that
more money is likely to be created for speculative purposes,
to be utilised both in the acquisition of goods and of capital
assets. It will tend to accentuate for the time being the rise
of securities and goods, and thus add a deceptive stimulus
to the construction of fresh capital assets and to the pro-
duction of consumption goods. I have ignored the creation
of new commodity money in the form of self-liquidating
bank loans for the normal processes of production and
distribution, as such loans must be regarded as a response
to a stimulus already imparted—a symptom rather than a
cause.

To the creation of speculative money comes the use
of idle financial money—previously held on deposit—in
the active turnover of goods. Thus we see financial policy
money, financial speculative money and financial idle
money all tending to function as commodity money, as well
as direct additions to commodity money by an increase in
finance—bank loans for construction of new capital assets.

At this juncture the combined influence of these power-
ful factors easily outweighs the reverse flow away from
commodity money which is a constant feature of money
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economics. That efflux results from investment of current
surplus income in existing assets. This surplus income
represents part of the commodity money which changes
hands in the normal economic processes of the community,
and, by investment of the type referred to, it is diverted
from commodity uses. We need, however, only reckon
with this flow of commodity money into financial channels
in so far as it exceeds the sale of existing investments with
a view to employment of the proceeds in the acquisition
of current goods.

Why cannot the preponderance of the trend toward
commodity money, which, we see, has resulted from the
creation of financial money on a large scale by the banking
system, continue indefinitely with increasing prosperity and
rising or stable prices, until the limit of the community’s
productive capacity is reached. Why cannot the spectre
of the inexorable relapse be for ever exorcised ! Certainly
there is nothing in the psychological make-up of man that
would prevent it. His urge to achieve material gain is
insatiable. The answer to our question will be found in the
interaction of the two types of money, commodity and
financial.

We must remember that there is alimit, purely discretion-
ary, it is true, but none the less real, to the combined total
which can be supported by a given volume of cash owned
by the Banking Department of the Bank of England. When
that limit is considered to have been reached, and when the
cash basis is not further enlarged by gold purchases on the
part of the Central Bank, then any additional amount of
commodity money needed to finance a growing volume of
turnover in goods will have to be taken from the existing
quantity of money. In other words, demand for further
increase in the commodity loans of the banking system can
be met only through recapture by it of existing money, by
means of sale of securities it holds. The money so cancelled
can then be reissued as commodity money in the form of
new bank loans. Thus the point is reached where the bank-
ing system becomes an active seller of securities and the
bulk of the money it thus reattracts into its coffers will be
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existing financial money. It may be recalled that the volume
of this financial money has, by this time, been heavily
depleted through transformation into commodity money as
described above. Thus, an insistent demand is concentrated
on the reduced volume of financial money in order that
the need for more commodity money may be satisfied.
Moreover, the total of capital assets has meanwhile been
heavily increased through fresh construction, and thus the
volume of assets that may be offered in exchange for financial
money has moved in inverse ratio to the available financial
money.

It needs no imagination to realise that a drop in the
value of existing capital assets ensues, the more severe as
it is not merely the transfer of initiative to the seller that
is involved, but a marked alteration in the relationship
between available financial money and financial assets.
Security prices decline sharply. The normal flow of surplus
income into financial pursuits is not adequate to stem the
tide, Thus, at a time when goods are being produced and
interchanged in growing volume and ever larger amounts of
commodity money are required, it is becoming increasingly
difficult for the banking system to attract financial money for
the absorption of the securities it has to offer, in order that
these proceeds may be converted into commodity money.
The growing scarcity of financial money has increased its
cost and that of all money. The level of interest rates has
risen. Current borrowing charges accordingly are heavier
and prospects are that profits will be adversely affected.
Whilst the market value of existing capital assets is fast
declining, the cost of constructing new ones is high owing
to the price level of goods not having been affected in a
downward direction so far. Moteover, the annual interest
payable, or to be allowed for, on this high cost is likewise
heavy.

This discrepancy between the declining value of exist-
ing capital assets and the high cost of new ones imposes a
check upon the construction of new capital goods. Thus
the output of consumption goods, which through inertia
and failure to read the signs of the times still continues
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unchanged, will meet a reduced volume of commodity
money available for its absorption, for the circulation of
commodity money changing hands will have declined as a
result of the shrinkage in capital goods construction. Apart
from this, there is the normal flow of commodity money into
investment, naw no longer outweighed by a flow of financial
money into goods. A deficiency promptly arises in the volume
of commodity money available to absorb current goods.
Borrowers repay commodity and other loans to the banking
system in preference to continuing to utilise the money in
turning over goods, which can be sold only at a loss, if at
all. In the case of goods, as of capital assets, the initiative
has now shifted to the seller.

The total volume of money, financial and commodity,
is steadily diminishing through repayment of loans. New
financial money is not at this stage infused into the body
economic by the banking system. Even it if were, there
is no warrant for thinking that it would find its way into
goods. Until it was recognised that the supply of goods in
the world had been brought into closer harmony with the
reduced volume of commodity money, or unless the infusion
of financial money were universal, an isolated rise in prices
produced by banking policy could, under our present
system, only retard revival, since it would provoke imports
and discourage exports, vitiating international payment
accounts and thus paralysing still further the vital sources
of national economic activity. Only when, independently of
the financial aspect, adjustment between the volume of
commodity money and goods had been tackled from the
goods side, would the infusion of fresh financial money be
likely to prove effective.

I-do not, of course, suggest in the least that we should
acquiesce in this state of affairs. The whole object of this
book is to point the way towards emergence from the
vicious circle which the existing economic and financial
system imposes upon us. The suggestion of remedies must
be deferred, however, until both the mechanics and human

impacts of the structure under which we live have been
examined in their various aspects.
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In this chapter I have laid stress upon the distinction
between two types of money. It will help us to understand
much that may appear puzzling in the working of money
economics. In particular, it will enable us to form a true
picture of the circuit flow of money which we deal with in
the succeeding chapter.



CHAPTER 12
THE MYTH OF THE CIRCUIT FLOW OF MONEY

Ir the flow of money were a perfect circuit, as it is invariably
represented to be in text-books on Economics, how is it
that, at times, it threatens all but to dry up ? Even when its
waters are in spate, in times of so-called boom, they fail
to fertilise large tracts that thirst for their life-giving pro-
perties. A considerable part of the productive forces of the
country remains permanently unutilised. Yet the natural
urge of man is towards the highest possible level of material
welfare. To this end he will strain every effort. If, then, he
fails in this object, it is safe to conclude that he has found
the obstacles insuperable.

In fact, the individual, even if he possessed the neces-
sary technical equipment to unravel the problem, would be
totally impotent to do aught to alter the state of affairs
with which he is confronted. Its root causes lie concealed
in the intricacies of the entire texture of the financial and

economic organisation, and they may be summarised as
follows : '

1. Defects inherent in the technical constitution and
policies of the financial system.

2. 'The disposition made of surplus income.

3. The failure to plan economic activity in all its
phases, domestic and international.

Only the united will of a majority of the community
bent upon ensuring for every one of its members the highest
measure of material well-being, and individually willing,
in order to achieve this goal, to make sacrifices in the interest
of their fellow-beings, could prevail against ignorance,

 callousness, thoughtlessness, greed and—last but not least
—inertia, which conspire to perpetuate the inequalities of
opportunity, the appalling waste of human energy and of
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moral qualities, now so distressing a feature of our economic
structure.

Before we can deal specifically with the principal
features of man’s contacts with money economics under
our present order, it is necessary to have an insight into the
flow of money.

I commend to my readers a careful perusal of the
accompanying chart, which graphically illustrates the prin-
cipal characteristics of the flow. With the aid of the com-
ments which follow, it should afford a useful guide through
the labyrinth of the turnover of money in settlement of
the boundless variety and infinite succession of transactions
that constitute human economic intercourse.

Viewed casually, that interchange appears a vast jumble
which defies any attempt at disentanglement. If, however,
we can, for an instant, banish the consciousness of be-
wildering simultaneity and visualise the process as if all
analogous functions were synchronised and then moved
forward in proper sequence, the impression of chaotic
confusion in the flow of money will give way to a sense of
orderly co-ordination.

We shall take the money currents emanating from
““ economic activity ”’ as our starting point on the chart,
and we shall assume that any increase in bank money
required to finance expanding economic activity is auto-
matically forthcoming in the form of genuine self-liquidat-
ing trade loans from the banking system, whilst declining
economic activity is similarly reflected in contraction of
bank money by repayment of such loans. On the other hand,
we shall, just for the moment, ignore any expansion or
contraction of the volume of money passing through the
turnover pool in so far as this is the outcome of bank
policy, the reactions of which upon the flow of money
amongst goods and services will be explained later in this
chapter, after we have surveyed the normal flow. ;

For the sake of simplicity we shall distinguish three
zones in the flow of money, as if they were consecutive
instead of coincident.

In the first round we include the money disseminated
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in connection with the production and distribution of
goods and services by enterprise of every description,
i.e. down to and including the retail distributor. The
second will cover the spending of that part of the stream
which has become the income of the individual in the
preceding economic process; and the third will trace the
course of a further part which has assumed the form of
profit of enterprise.

As we have seen in the preceding chapter, the money
distributed in the first zone is directed by the power-house
of economic activity into three channels :

1. Payment for goods of every description needed in
the process of production and distribution.
2. Wages, salaries and other payments for work done
by individuals.
3. Payment for services rendered by—
(a) Enterprise;
(6) Ownership ;
(¢) Government.

The payments for goods constitute gross revenue to the
recipients, i.e. producers, manufacturers, wholesale dis-
tributors ; payments for work done are the gross income
of the individual gua active participant in the economic
processes; the payments for the services of enterprise are
to be assimilated to the payments for goods and represent
gross revenue of transport undertakings, banks, insurance
companies, suppliers of light and heat, etc.; payments to
owners for the right of using their property (houses, money,
mineral rights) take the form of rent, interest, royalties
and are the gross income of individuals or enterprise gua
owners. From the point of view of the money flow the pay-
ments in this latter group are to be assimilated to payments
constituting income gua worker. Finally, the payments for
the services of Government take the form of taxation in
its various modes and become the revenue of the Exchequer
and local government authorities.

In so far as all these payments, made by enterprise,
are again redistributed into the same channels, the circuit
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flow is perfect. We are concerned, however, with the ele-
ments of disruption in the circulation of money and we
shall find these present when we trace the payments through
the second and third zone.

The flow in the second zone represents the re-spend-
ing of income of the individual whether received by him
qua active worker in the economic sphere or gua owner.
There is a further category of individual income, in every
respect resembling the foregoing, 7.e. income received as
owner-enterpriser (sole owner, partner or shareholder
in enterprise), but we may leave this for consideration in
connection with the money flow in the third zone dealing
with the profit of enterprise.

In the main, individual income is redirected through
the same three channels above described, though it reaches
different sections. Payments for goods will go to the retailer,
whilst amongst payments for work done the remuneration
of personal and professional services will play a much
bigger part. A portion of individual income, however, is
not re-spent on goods and services at all, but will flow
into a fourth channel leading to investment in capital
assets.

In so far as this investment takes the form of payment
for new securities, the proceeds of which are promptly
re-spent on current goods and services of one kind or
another, or for new houses acquired from the constructors,
no hitch in the flow of money arises. On the other hand, if
this surplus income is utilised in the acquisition of existing
securities, land or buildings, it is diverted from the flow of
money circulating amongst goods and services. That diver-
sion may be more than a purely passing phase, according
to the destination given to the proceeds by the sellers of
those assets. When the surplus income of the individual,
instead of being used for acquisition of existing capital
assets is not re-spent at all, but left idle on deposit in the
banking system, the disruption of the flow, to that extent,
is complete. In this second zone, then, we see that the flow
of money into goods and services is tapped as an outcome
of the disposition of individual income in certain forms,
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with far-reaching and nefarious results in periods when
compensatory factors are not operative in adequate
measure.

In the third zone the flow is less readily traced. Profit
of enterprise is an elastic term and we must be clear as to
what we understand by it. It will be appreciated that the
flow of money in the first and second zones has resulted
in profits being made by enterprise through the funds that
have come into its hands out of channels (1) (payment for
goods) and (3a) (payment for the services of enterprise),
also occasionally (36) when ownership is exploited by
enterprise (property companies). Those profits have been
achieved in consequence of enterprisers, at each successive
stage of production and distribution, asking more for their
goods and services than the amount actually expended by
them, or to be expended, in respect of the goods and services
sold. The item of prospective expenditure includes neces-
sary provision for foreseeable contingencies, which may not
actually have arisen, but which will have to be met sooner
or later, and which is chargeable to the period for which it
is sought to ascertain the profit. As instances of such neces-
sary provision may be cited the setting aside of funds for
replacement and renewal of obsolete or outworn plant, in-
stallation and equipment, or for repayment of a relevant
proportion of any debt incurred in the original acquisition
of such fixed assets.

As against fresh provision of this type, made out of
the money asked for current goods, but not immediately
re-spent, there is to be set the disbursement of money
for current goods out of past accumulations for similar
contingencies. Hence, from the point of view of any dis-
turbance of the circuit on this score, we are concerned
only with a preponderance of new provision not re-spent,
over past provisions actually utilised, or wice versa. I hope
to d-evote- some further observations to this aspect when
dealing with reserves in a subsequent chapter, and will, for
thf-: present, assume that the amount, if any, included in the
price asked for goods and services, which represents neces-
sary subsequent expenditure in respect of the period for
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which the profit is determined, is in fact promptly re-
spent. '

The profit of enterprise then involves the temporary
withdrawal of money from the circuit flow, since more
money is obtained for the goods and services sold than had
been disseminated in respect of the same. To the extent
that this profit is promptly restored to circulation amongst
goods and services, no depletion of the flow arises. In
so far, on the other hand, as this is not the case, a dis-
rupting influence is introduced. It is therefore important
to examine what happens to these profits. A portion,
but not all, is normally distributed to those entitled to
them (sole owners, partners or shareholders in enter-
prise, i.e. owner-enterprisers). This becomes the income
of individuals gua owner-enterprisers. There is no dis-
tinction, as we have already pointed out, between this
type of individual income and the others, previously re-
ferred to, in so far as the circuit flow of money is
concerned. The same disrupting features characterise its
disposition when re-spending takes the form of acquisition
of existing capital assets or when it is not re-spent but left
idle on deposit in the banking system.

The remaining portion of the profits of enterprise con-
stitute ‘‘ undistributed profits ’. These are retained for the
formation of voluntary reserves, or for the writing down
of the book value of assets beyond what is strictly indis-
pensable, or they are carried forward unallocated. We are
concerned, however, not with the book entries to which
the retention of profits gives rise, but with the manner in
which the latter are re-spent. If existing securities are
purchased with them or they are left to accumulate as bank
deposits the disrupting effect upon the turnover of goods
and services is identical with that resulting from the pur-
suance of a similar course by the individual in respect of his
surplus income. On the other hand, if enterprise utilises the
undistributed portion of the profits in the turning over of
goods or the acquisition or construction of new buildings,
plant, machinery, etc., or in the purchase of new securities,

the proceeds of which are so used, there is no hitch on that
I



114 Where the Money Goes

score in the circulation of money amongst goods and
services.

There remains only one current in the circuit flow of
money to be followed in its evolutions, i.e. the payments to
Government, local and national (channel 3¢). By and large,
Government acts as a redistributing agency. The money
it receives was part of the revenue and of the profit of
enterprise, and part of the income of the individual. Its
expenditure in the first place goes through the same
channels enumerated earlier in this chapter. When revenue
and expenditure are in balance there is no disturbance of
the flow of money. Only when there is a deficit or a surplus
is there a repercussion upon the circulation of money
amongst goods and services. In the case of a deficit, fresh
bank money may be created as a result of purchase by the
banking system of the new Government securities or of the
granting of loans against them. Of that newmoney the greater
part is likely, in its distribution by the Government, to come
into the hands of recipients who will utilise it as commodity
money. Thus it will act as a counterweight to the reverse
flow from goods and services into financial pursuits which,
as we have seen, is a constant feature of the circulation of
money. Even if no new money is created by the banking
system to finance deficits, and the new Government securities
are absorbed out of current surplus income, undistributed
profit, or out of money previously idle, an influence is set
up tending to arrest the normal drain away from goods and
services. I do not, of course, suggest that deficits in Govern-
ment finance are therefore to be commended. Though,
under our present order, and from the point of view of
money mechanics, their effect may be to counteract nefari-
ous trends in the circuit flow, their ulterior reactions, if the
re-establishment of equilibrium is not in sight within a
reasonable period, are bound to more than wipe out any
benefits that could accrue from the stimulation of the turn-
over of goods and services associated with deficit financing.

On the other hand, current surpluses applied to the
purchase of existing Government securities for cancellation
have the same effect as if the investment had been made
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directly by the taxpayers who contributed to the surplus.
Regarded by itself it is a disrupting factor in the inter-
change of goods and services, though, of course, the utilisa-
tion made of the proceeds by the sellers of the securities
may modify its potency. .

The circulation of money, then, so far from being a
perfect circuitous flow, is tapped and drained at every twist
and turn. If there were no counter-currents, the constant
depletion of commodity money would produce chronic
deficiency in relation to goods with resultant unceasing
pressure upon the price of goods. The counter-currents,
however, are operative only in times when it is generally
anticipated that economic activity is likely to increase.
So far as the flow of the existing volume of money is con-
cerned, the expectation of better times ahead is reflected
in the swelling of the active money currents out of previ-
ously idle money. This happens directly when owners of
such money use it in turning over goods, or, indirectly,
when securities are purchased with it, the proceeds of which
are employed, by the sellers of the securities, in economic
activity.

It will be appropriate at this stage to consider the money
currents engendered by the financial system, which, so far,
have been left out of the reckoning. These not only provide
a fresh volume of money, but stimulate and swell the flow
into goods and services and stir up the stagnant waters of
idle money.

Normally, the banking system, apart from this creation
of fresh money, can provide no antidote against the con-
tinuous tapping of the circuit flow, which, as we are now
aware, is inherent in certain forms of the disposition of
surplus income of the individual and undistributed profit
of enterprise. In fact, the system, under our present order,
is compelled to lend its facilities for the maintenance of idle
deposits, and it is bound, in self-protection, to insist upon
the cancellation of money by repayment of loans at a time
when prices are falling and the flow is already severely

attenuated.
At the bottom of a depression, however, the banking
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system has been wont to exercise its power to create new
bank money by acquisition of existing securities. Though
this process serves to spread the trade cycle over a longer
period, and to some extent alleviates its effects, it usually
does not come into play until the slump has already as-
sumed catastrophic proportions, and the inevitable reversal
of this bank policy at a later stage is as potent an influence
~ in initiating and accentuating the downward trend as was
the creation of new bank money in arresting it.

On the chart the currents of new bank money origina-
ting in bank policy and in speculative borrowing are desig-
nated as ‘“ money expansion currents ”’ ; those representing
the cancellation of bank money in pursuance of bank policy
or through repayment of speculative loans are labelled
“ money contraction currents ’. We shall trace their course
through the general flow and thus gain an insight into their
vital significance.

The expansion current, i.e. the purchase price paid by
the banking system for the securities acquired by it, leaves
the turnover pool through the channel leading to the
reservoir of existing capital assets, raising the level of these
latter and returning to the turnover pool as credit balances
in favour of the sellers. Some part of this new money is
likely at once to be drained away into idle account by being
transferred to deposit account. By far the larger part,
however, will, for the time being, continue to flow through
the capital assets reservoir, absorbing securities and causing
the currents in that reservoir to increase both in volume
and in swiftness.

Yet another portion, small at first, but gradually growing
by additions from the capital assets flow, will pass through
the goods and wages and services of enterprise channels—
in other words, will be employed in economic activity with
stimulating effect.

Part of the stream running through the capital assets
reservoir will, in its course, represent profit and will like-
wise be deflected to the economic activity channels. Thus
a vitalising element begins to be diffused amongst goods
and services. The distribution of the flow shows now some
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modifications from the earlier pattern. The volume directed
to the services of ownership, particularly interest, will be
reduced as the level of the long-term rate of interest falls,
whilst the flow into wages, goods and services of enterprise
and Government swells. At this stage idle money, and newly
borrowed speculative money, also enters into economic
activity channels, accentuating the stimulus imparted by the
creation of bank policy money. The human urge for ex-
pandmg gain now governs developments. Anticipation of
rising profits feeds the capital assets current, -though its
direction has, in the main, changed from ﬁxed-interest—
bearing securities to shares. Economic activity is simul-
taneously engendering its own currents of borrowed money
for genuine self-liquidating trade requirements. These are
not recorded on the chart, since they owe their creation to
the growth in turnover and rising prices, and do not them-
selves constitute an originating cause of that growth.

The level in the turnover pool—the volume of deposits
—and the velocity of the currents persistently rise. The
capacity of the pool under our present order, however, being
limited, it cannot accommodate both the bank policy money
and the steadily expanding currents of economic activity. It
is imperative that the latter, in so far as they are not specu-
lative in character, should be left undisturbed. Hence it
becomes necessary to drain away part of the contents of the
turnover pool without calling upon borrowers to repay
loans. This is done by the banking system sucking up out
of the pool the proceeds of securities which it commences
to sell from its holdings. In the first place, the bank money
thus surrendered will mainly emanate from the capital
assets channel. Partly, however, it may represent current
surplus income and undistributed profit of enterprise
employed in the purchase of existing securities, and thus
the level in the economic channels too may be lowered.
The level in the turnover pool begins to fall with reper-
cussions over ever-widening areas. At first the drop in the
level of the capital assets reservoir involves a rise in the long-
term rate of interest, which is synonymous with a fall in the
price of fixed-interest-bearing securities. We are aware, from
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our survey in the preceding chapter, what are the conse-
quences of this development. Declining confidence in the
continuance of a stable or rising price level for goods will
reduce the flow in the goods and wages channels, particu-
larly, at first, those leading to constructional and other
capital goods, with the result that in its subsequent circuit
a lesser volume reaches consumption goods as well as
service enterprises and Government. Repayment of specu-
lative loans, both voluntary and under pressure from the
banking system, drains off further money from the turn-
over pool. Payments for the services of ownership, being
in the main fixed, cannot be promptly adjusted. Defaults
in such payments become increasingly frequent, rendering
the flow in this channel ever more sluggish. The constant
and progressive reduction in the volume of money circu-
lation and in its velocity of circulation is not counter-
balanced by a corresponding diminution in the volume of
current goods which it is called upon to absorb. Congestion
and acceleration of the fall in prices ensues. The power-
house of economic activity sends out ever weaker streams
into the turnover pool. The shrinking contents of the latter
become more and more stagnant. The depth of depression
is reached, and it is not overcome until the renewed flowing
of the spring of fresh financial water begins to reinvigorate
the attenuated trickle to which the current in the channel
of existing capital assets has been reduced. As pointed out,
this is likely to happen only when drastic readjustments in
the output of goods have been carried out with all their
corollary of distress, privation and suffering. It is the limita-
tion of the capacity of the turnover pool, 7.e. the inability
of the banking system, under our present order, to meet
indefinitely genuine expanding trade demand for credit
without the necessity of forcing up the long-term interest
rate, that ultimately sets in motion the vicious spiral just
described.

qute apart from this destructive influence the crucial
fact will have emerged from our survey that potential dis-
rupting forces are inherent in certain forms of utilisation
of the surplus income of individuals and the undistributed
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profit of enterprise. We shall therefore require to examine
more closely what man does with that part of his money
of which the spending is optional and lies in his discretion,
or in that of his representatives in the enterprises he owns,
1.e. boards of directors. We shall thus be brought into con-
tact with the problem of profits, reserves, savings, invest-
ment, insurance, interest and inheritance.

In our investigations into money economics we have so
far presupposed a closed economy without external con-
tacts. These latter, however, are of vital moment, particu-
larly to a country such as ours, dependent for its existence
upon its ability to sell enough abroad to pay for indis-
pensable imports. We shall devote attention to that aspect
later in the current section.

In concluding these observations on the flow of money
I would emphasise that no partial reform which dealt with
one or another of the features responsible for the periodic
convulsions of the body economic could ever be effective.
The three root causes which we set out at the commence-
ment of this chapter form a compact and indivisible block.
They must be tackled together in their entirety. However
thoroughly all technical defects of the financial system were
eliminated, however carefully and comprehensively pro-
duction and distribution of goods were planned, failure to
direct current surplus income into current goods would
defeat all attempts at the permanent reconstitution of
society at the highest level of material well-being consistent
with the maximum utilisation of the productive forces of
the nation. Towards that end it is essential that all obstacles
to the maintenance of an even, continuous and vigorous
flow of money into goods and services be removed.



CHAPTER 13
PROFITS

Ir our Lord were to come and sojourn with us again in the
flesh and a pious but unscrupulous man of big business
were to tempt Him in public, after the manner of the Phari-
sees of old, with the question: ‘ Master, wilt thou tell
us, is it lawful to make profits and what should the percent-
age be ? ”’ can we not imagine our Lord’s dilemma. If He
merely replied in the affirmative with, perhaps, a warning
against profiteering, He would have set the seal of Divine
sanction on an existing economic system involving in-
justice, corruption, oppression and moral degradation.
In doing so, He would have doomed to the resignation of
despair all those who imploringly looked to Him for de-
liverance from the appalling prospect of an immutable
established economic order. On the other hand, if He were
to denounce profits because of wrongs perpetrated in their
pursuit and evils resulting from their misuse, He would be
branded as a dangerous revolutionary intent upon the
demolition of the material structure, without offering a
workable substitute. As ever, He, knowing all that is in
man, would address Himself to the motive, to the attitude
of man towards God and towards his fellow-men. Can
we not conceive the Master of Economy answering on these
lines : '

“Does not your Heavenly Father in His infinite
bounty make the soil to vield its increase to the careful
tiller 7 Does He not multiply the flocks to the faithful
shepherd ? Not gainful activity defileth a man, nor yet the
extent of his gain. But defilement lurks all along the road
he must walk to achieve his profit. And when he has made
his profit let him give thanks to God and pray that he may
be shown how to use it. Beware of covetousness | Take heed

lest, in your greed, you harm one of my Father’s little ones,
I20
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the economically weak, whose necessity gives you power
over them. Glory not in material success, for God does not
delight in worldly results, but rather does He delight in
them that faithfully discharge their mission on this earth
as stewards for Him. Woe unto him who tempteth his
brother to serve two masters and maketh him to stumble,
for God will surely require of him an accounting of gains
achieved at the price of the soul of one of His children.
And he who compelleth another to practice corruption,
condoneth it or benefiteth by it, shall in nowise escape
punishment.

“And ye, men of affairs, who by virtue of the high
position to which ye have been called, control the resources
of God’s bounteous ‘earth, there are amongst you wolves
in sheep’s clothing, who loudly proclaim their interest in
the common weal, yet do not shrink from secretly con-
spiring to crush the competitor who stands in their way
that they may the more readily impose their terms upon
those who must needs buy from them ; have ye forgotten
what I told you : Unto whomsoever much is given of him
shall much be required. In this world men may bend the
knee to economic power, but know ye, God cannot be
bought. Tainted gifts and legacies cannot avail the giver
in the last day, unless they be the fruits of true repentance,
evidence of a new birth.”

Whilst, then, it is our belief that there is no divine in-
junction against gainful activity and—to go further—that
there is no practicable alternative, it is equally clear that
in its pursuit there can be no acquiescence in acts that con-
flict with the standards our Lord has laid down for the
conduct of man to man. Nor can any course of dealing with
profits be tolerated which, however well-intentioned and
apparently innocent, can be shown to be prejudicial to the
welfare of the community.

When we speak of profit we think mainly of the profit
of enterprise. As already explained, profit in that sense is
the excess of revenue over expenditure in respect of a given
period, after all necessary provision for specific foreseeable
contingencies, such as maintenance, repairs, depreciation,
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obsolescence, renewals, etc., applicable to that petiod, has
been allowed for. o .

Apart from the profit of enterprise, which is achieved
in the normal course of the processes of production and
distribution, we distinguish speculative profits on trans-
actions, in commodities or capital assets, dissociated from
the normal economic processes and entered into with the
sole object of taking advantage of anticipated movements
in price within a near future. Such speculative operations,
as a rule, involve practically no turnover of money in pay-
ment for work done, and, moreover, they have a distorting
effect upon prices, with undesirable reactions upon relative
demand. They also tend toevoke a sense of injustice,
particularly when, as is almost invariably the case, such
speculation is carried out with money borrowed from the
banking system.

Profits may also be made, under our present order,
on the sale of capital assets, originally acquired not with
a view to capital appreciation but for the purpose of obtain-
ing a return on the money invested.

The feature common to all profits is that they can be
made only by a larger sum being taken out of the flow of
money than had actually been disseminated, plus any still to
be disseminated in respect of the assets on which the profit
is made.

Therefore, what concerns us from the point of view
of the circulation of money amongst goods and services,
is what becomes of that profit.

In so far as the profit of enterprise is distributed to those
entitled to it, Z.e. the owner-enterprisers, it becomes the
income of individuals, just as the speculative profits and
capital investment profits made by individuals. Its re-
spending is entirely determined by the needs or the dis-
cretion of the recipients, in the same way as the income
of the individual derived from work or received in con-
sideration of the lending of capital assets (rent, interest,
royalties).

Not all profit of enterprise, however, is distributed to
shareholders or other owner-enterprisers. Part is, as a rule,
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retained by the enterprisers or their representatives, the
boards of directors, for the purpose of creating voluntary
reserves. It is the disposition of that portion of the profits
of enterprise which has an important bearing upon the
interchange of goods. As to the distributed portion, we
shall consider its disposition in conjunction with that of
all other forms of individual income. Clearly, in so far as
the income of the individual is completely re-spent upon
current goods or services, whatever their nature, no dis-
turbance in the circulatory flow of money is occasioned.
We are, therefore, interested only in that part of the in-
come which the individual determines not to re-spend
upon goods and services and is, therefore, available for in-
vestment. We might, in a sense, look upon this surplus
income as the ““ profit ”’ of the individual. The greater the
surplus, the more profitable he will consider his existence
in the material sphere to be.

In subsequent chapters we shall deal with the various
forms which the disposition of undivided profit of enter-
prise and of surplus income of the individual may take
and their repercussions upon the economic position of the
community. Here we shall endeavour to gain an insight
into the mechanics of profits, indispensable to an under-
standing of money economics.

The effect upon the body economic of the retention of
surplus income or undivided profit in the form of money
(deposits) or of the employment of the same in existing
capital assets, may best be illustrated by imagining a primit-
ive, self-contained community, in which one person owns
the means of production and raw materials and directs the
productive process and the remainder render services of
every description in this process. The banking system is
communal, and loans are made only against the pledge
of goods or other assets, for purposes of current produc-
tion. The producer borrows £1000 on the security of his
property to finance the production of goods. The whole
of this sum is distributed by him in payment of services
rendered to him in connection with the creation of goods
from raw material to finished product. He retains for



124 Where the Money Goes

himself such goods as he requires in compensation for his
managerial services, say, to an amount representing original
expenditure of £200. Apart from the goods, however, the
producer desires to secure a money profit of, say, Lr1oo.
He must therefore obtain for the remaining £8co worth of
goods an amount sufficient to repay the bank the loan of
L1000 and a further £100 to represent his money profit,
i.e. a total of f1100. Clearly, this is impracticable since only
L1000 had been disseminated in the productive process.
Even if the recipients were willing to re-spend the whole
of that income, only £1000 would be available. However,
they, in turn, desire to retain as much as possible as savings
in the form of money in the bank. As they find that they
can satisfy all their necessities for the sum of [qoo, they
withhold f1o0o from spending. Hence the producer suc-
ceeds in selling only about £650 worth of goods for £goo.
He is left with L1150 of goods and a bank debt of f1oo0.
On the other hand, the servers have a bank deposit of
Lro0.

So the banking system is unwittingly forced into an in-~
crease in its loans and deposits in' comparison with what
they stood at prior to the above transactions. Commodity
money to the extent of £100 no longer circulates as such.
‘The producer, in order to repay his loan from the bank,
will now be forced to offer his unsold goods at a price
which, if possible, should tempt the owners of the f100
to part with the money in return for goods. If he sells the
whole of the remaining £150 worth for f100 he will at
least be able to clear himself of debt, but a profit in money
he cannot achieve in any case, and in the circumstances he
would not even be in a position to retain for his own en-
Joyment any goods in addition to those he had previously
retained. If a lesser reduction in price involving the sale
of, say, [100 worth of the unsold goods for £100 proved
sufficient to attract the f100 of money retained by the
servers, the producer would at least have a profit of £50
in the form of goods over and above the goods he had kept
at the outset. Should the servers, however, persist in their
desire to retain the £100 in the form of a deposit, and should

2
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the bank demand the repayment of the loan, the latter
would have a bankrupt customer and a frozen loan.

Now, let us consider the alternative form of withholding
current income from the absorption of current goods.
Assuming the servers were prepared with the amount so
withheld to acquire from each other, or from the producer
land or buildings for instance, or other possessions, that
money might be passing from hand to hand in payment of
such possessions. Assuming, ultimately, the whole of that
£100 reached the producer in exchange for part of his
possessions, he would thus be enabled to repay his debt
to the bank, but he would still have current goods unsold
on his hands which would weigh upon the market and
depress the value of further similar goods to be produced.
Only if all parties had throughout been prepared to accept
current goods, the producer taking his profit in that form
and the servers converting their surplus income into goods,
could the economic process have continued indefinitely
without a hitch. Retention of profits or surplus income in
the form of money, or utilisation of the same in the acquisi-
tion of existing capital assets, is practicable only at the
expense of unsold goods and increasing bank loans, assum-
ing that no countervailing influences, arising from the
working of the financial system, are for the time being
operative.

The cardinal distinction, from the point of view of the
interchange of goods, between a barter economy and a
money economy, lies in the effect of any decision not to
take current goods in exchange for part of the product avail-
able for exchange. Under both systems goods fail to be
interchanged, but under a barter economy that product
would consist in goods, and it would be the maker of the
decision who would be involved in the retention of goods.
Having exchanged the bulk of the goods constituting his
income for all that he presently required or desired, he
would withhold the residue of his goods from exchange.
Under our money economy, however, as we have seen from
the simple illustration given above, the decision of the
individual having a surplus income over necessities, or of
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the controllers of undivided profits of enterprise, not to
exchange for goods any part of these sums, entails for them
the retention, not of goods, but of money, with the result
that others, quite unconnected with their decision, are
forced to retain goods unsold or sell at a loss. "The inter-
vention of money obscures the true significance of the
decision to withhold any part of surplus income, or of un-
divided profits, from circulation amongst current goods and
services. (As previously pointed out, the acquisition, from
the issuer, of new securities, the proceeds of which are
destined to be spent upon current goods and services, is
assimilable in every respect to direct spending of that type.)
The doctrine that goods create the purchasing power
needed to absorb them, or that supply is but the inverse of
demand, would be perfectly true on two assumptions :

1. That all purchasing power disseminated in connec-
tion with the current creation and distribution of
goods and services is re-spent in its entirety upon
goods and services.

2. That goods and services of every description are
created and made available, not at haphazard and
without planning or co-ordination, but in just such
proportions as conform to the relative demand, from
time to time, for every category.

Neither of these assumptions is fulfilled in reality under
our present order, and one of the fundamental causes of
the recurrent economic depressions inherent in money eco-
nomics lies in the facilities which the system affords for
withholding part of current income and of undivided profits
from any spending at all, by being left on deposit, or from
spending upon current goods and services, by being em-
ployed in the acquisition of capital assets.

In.certain circumstances an antidote is provided by the
ﬁnanC}al system as we know it, for, in contrast with the
bank in our primitive community, it is in a position not
merely to lend, but also to buy. When this latter preroga-
tive is exercised, it permits investments, acquired by their
owners with past profits or with past surplus income, to be



Profits 127

reconverted into new money. Some of this, as we have seen
in the preceding chapter, in due course finds its way into
the channels of economic activity. However, this com-
pensating factor of liquefaction of past profits through bank
policy is permitted to become operative only when ruthless
readjustment of volume, and of money cost per unit of
production, has brought the body economic to the brink of
exhaustion.

Whilst it will be incumbent upon us to eliminate the
disruptive elements in the circulation of money, it would
be fallacious to assume that the fact that considerable
numbers enjoy a larger income than required for the neces-
sities of life, or that enterprise does not divide its profits up
to the hilt, are in themselves unsatisfactory features. Nor is
the investment of such surplus income and undivided profit
tobe condemned. Itis essential, however, thatthe investment
should involve the absorption of currently created goods,
whether they be consumption goods or capital goods, new
houses, machinery, plant installations, etc. In fact, it is
desirable that such investment should entail an increase
in the productive capacity of the community. It could
not be seriously contended, for instance, that it would be
preferable that investment should be in picture theatres,
restaurants, businesses of middlemen, etc., rather than
in manufacturing industries, building and constructional
enterprise, etc. It is true that under the warped and dis-
torted economic order under which we live, the benefit of
additions to the productive capacity of the community has
not only become obscured, but has been transformed into
a positive menace, through failure to discern and remove
the causes of cyclical depression. Under the order at which
we aim, however, such an increase should ensure a con-
stantly improving standard of material well-being, as
obviously ought to be the case when the members of the
community are willing to forgo immediate enjoyment of
goods in order to create the means of increasing the future
production.

Satisfaction at the existence of substantial layers of the
community in receipt of income in excess of indispensable
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necessities should not blind us to the deplorable condition
of whole sections of the population who not only have no
margin at all, but whose income is deficient for the main-
tenance of physical well-being. In a community whose
intelligence and productive power would be capable of
ensuring to all a high degree of comfort and well-being,
we cannot, in any circumstances, acquiesce in this state
of affairs. It is, however, not to be remedied solely by the
elimination of the disrupting factors in the circuit flow of
money. It involves the question of the distribution of in-
come, in which the relative bargaining power and political
influence of the different groups participating in the eco-
nomic process plays the chief part. That this distribution,
under our present order, in many directions fails to con-
form to our conceptions of equity is in no small degree due
to the fact that both employers and employed are victims
of an economic and financial system of which the funda-
mentals are imperfectly understood. They are thus im-
potent in the face of the periodic visitations which the
defects of that system now entail, and which inflict heavy
losses upon owners, whilst the unemployment that follows
in their wake undermines the workers’ power of resistance
and bargaining.



CHAPTER 14
RESERVES

THE undistributed profits of enterprise constitute reserves.
But they are not the only ones. In many instances volun-
tary reserves, not destined to meet specific foreseeable con-
tingencies, are set aside before profit is established. Such
voluntary reserves are, in all respects, identical with reserves
made out of profits, in so far as the effects of their dis-
position upon the interchange of goods is concerned.
Necessary provision, however, for expenditure anticipated
in connection with the maintenance of the business of
the enterprise at full efficiency is on a different footing,
although the sums set aside for these purposes are often
likewise designated as reserves. These indispensable pro-
visions must be allowed for in the cost of the goods to
which they apply. Failure to do so would affect future
profits, or, if these were inadequate, would involve the
concern in actual loss when the contingencies that ought
to have been reserved against arose. Apart from this, such
necessary reservation differs from voluntary reserves in
this respect, that it is likely to be spent upon goods and
services in a more or less near future, whereas voluntary
reserves, frequently, are made neither in the expectation
of their being required, nor with the intention of being
spent upon goods, but rather with the object of strengthen-
ing the liquid resources of the enterprise. The effect of
reserves, when maintained in liquid form, upon the flow of
money amongst goods, as we shall see, is far-reaching and
disruptive.

Reserves, whether necessary or voluntary, are either
allocated to some specified purpose, such as deprecia-
tion, redemption of debt, obsolescence, repairs, renewals,
dividend equalisation, etc., or left in an omnibus account
such as ““ general reserve ” or * reserve for contingencies ”,
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or altogether unallocated as ‘‘ profit carried forward”.
Sometimes reserves do not figure at all, being deducted
from the book value of the assets, which, however, is not
material in so far as their effect upon the body economic
is concerned.

On occasion the name of a reserve account indicates the
source from which it is derived, instead of the object to
which it is to be applied : for instance, * share premium
reserve ”’, which represents the surplus realised from the
issue of shares at a price in excess of the nominal value.

What we are concerned with, in examining the sig-
nificance of reserves to the interchange of goods, is not the
names under which the reserves figure, but the utilisation
of the money they represent.

It is not always clear when the term * reserve ”’ is used
whether liquid resources are intended, or reserves regard-
less of the way they are employed. In the former sense
there is the danger that we confuse the possession of liquid
resources with the possession of reserves. The two need
not be synonymous. Reserves need not necessarily be
represented by liquid resources, nor does the existence of
liquid resources imply that there are reserves. An entet-
prise without any reserves may yet hold large liquid re-
sources, and a concern with large reserves may hold none.
I shall, therefore, use the term  reserve ’ to mean excess
of book value of assets, after deducting liabilities, over the
amount of the capital. Whether, and to what extent, the
' reserves shown on the books are in fact represented by
assets will, of course, depend upon the relation between
book value of the assets and their market value or realisable
value ; but that is an aspect we need not elaborate here.
As will be seen, reference to “ reserve ” does not in itself
give a clue to the way in which the reserve is utilised. The
term ““liquid resources ” will be used to signify cash in:
hand, deposits in the banking system and marketable
securities ; and “liquid reserves” to denote reserves
available in the form of liquid resources.

In order to demonstrate the effect of the creation of re-
serves upon the interchange of goods, we shall trace through
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the financial mechanism the change of ownership and char-
acter of deposits involved in the process, with the aid of a
simple example.

A manufacturer of motor cars calculates that the amount
he has actually spent, or for the expenditure of which he
has incurred liability, applying to a given period, for wages,
salaries, materials, rent, interest on long- and short-term
debt, if any, tools, etc., works out at the sum of L100 per
car turned out during that period. In order to determine
what the true cost price is, he must add to this an amount
per car which, multiplied by the number of cars currently
turned out during such period, will permit him to carry
out, as, if and when necessary, all repairs, renewals, re-
placements and other operations required to maintain his
plant, etc., at the required level of efficiency.

If he has borrowed to acquire plant, a reserve sufficient,
if regularly repeated, to repay the loan at maturity or in the
instalments agreed upon, may take the place of a corre-
sponding part of the depreciation allowance. Let us assume
that all these necessary provisions work out at f1o per
car. Having thus established his cost price at 110, he will
add such further amount as profit as will make the selling
price of his car a suitable one in comparison with com-
petitive makes. If we place this at £30 we arrive at a selling
price of f140.

Seeing that only f100 had actually been, or is about
to be, expended (we ignore relatively brief time lags
throughout) by the manufacturer in the process of the
creation of the car, where is the money to pay for [10
provision for contingencies and £30 profit to come from?
We leave deliberate creation of new money by the banking
system through purchase of securities out of consideration.
Likewise we must not reckon with diversion into economic
activity channels of previously idle money and of money
previously circulating amongst securities or amongst other
existing capital assets, for these factors are operative only
under certain propitious circumstances. It follows that the
L40 will have to be withdrawn from the money circulating
amongst goods. This will deplete the amount available
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for the absorption of other goods, which, as in the case of
the cars, cannot be any greater than that expended or to be
expended in the course of their own production. If no dis-
turbance in the circulatory flow of money amongst goods
is to be caused by this withdrawal, the money must be
promptly restored to the commodity money circuit. What
actually does happen?

A portion of the £10 to be set aside for necessary con-
tingencies, say half, may be re-spent promptly on goods
and services, and thus to that extent the deficiency made
good and the money restored to its function of absorbing
goods. But other of these contingencies are more remote
and we will suppose that the reserve against them is left
available in the banking account of the manufacturing
concern. This means that 5 per car commodity money
which was circulating as a result of creation of goods is
now transformed into idle financial money.

Now as to the remaining [30 representing profit.
The Board decides to distribute a dividend which works
out at £15 per car. What the shareholders will do with this
money, which will form part of their individual incomes,
is for the moment outside our purview. It is probable,
however, that part, at least, will not be re-spent on goods
or services, thus to that extent causing further disturbance
in the flow of money into goods.

‘There remains a balance of £15 which the Board, as
representative of the owner-enterprisers, decide to place
to reserve. What is done with that reserve is of vital im-
portance. If new machinery, materials, new buildings,
etc., are acquired with these funds, they will be returned
to circulation as commodity money, and the deficiency
occasioned by the withdrawal of a larger amount from the
commodity money current than that disseminated in the
process of the creation of goods will be remedied to that
ex-tent. In that case, however, it is clear that these reserves
will not be available to meet future emergencies, as they
will be represented by additions to the means of produc-
tion and to stock-in-trade. The concern will be strength-
ened in the sense of having more assets and having its
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productive and distributive capacity enlarged, and, when
an emergency arises, it would be in a better position to
obtain credit or fresh capital.

If, on the other hand, the voluntary reserves of fis
per car are left on deposit in the banking system, this
results in the transformation of commodity money into
idle financial money not made available for the absorption
of goods. If they are invested in existing securities, they
are, it is true, not stagnant, but they are likely to pass from
hand to hand amongst owners of existing capital assets.
"This likewise involves the conversion of commodity money
into financial money, this time with the effect of stimulat-
ing the price of existing capital assets. The only difference
between the mecessary provision of [5 unspent and the
voluntary reserve of [15 not utilised to acquire goods is
that there is no definite prospect or intention of the latter
being spent at any time; though, of course, circumstances
may arise which would induce the owner-enterprisers to
convert the deposit or investment back into commodity
money by acquiring goods with the proceeds.

So long as this is not done, however, the retention of
these reserves in liquid form will have involved failure to
make good the deficiency in commodity money occasioned
by the fact that the manufacturer had taken out of the
commodity flow more than he had disseminated in costs
and dividend, with the probability of a further deficiency
through a portion of the dividend not being re-spent on
goods by the recipients.

The effect upon the interchange of goods will be that
other goods remain unsold, as there is not enough com-
modity money to go round. Furthermore, part of the loans
which the banking system has granted in connection with
the creation and distribution of goods cannot be repaid.
Thus loans will stand at a higher figure than previously,
and, on the other hand, deposits will have increased by the
money retained by the manufacturer or circulating amongst
security owners. This has become financial money and is
not made available for the repayment of commodity loans.

To form a clear idea of the increase in loans and deposits
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thus forced upon the banking system, let us assume that
only operations of a similar character in the economic
interchanges are carried out simultaneously, and that,
beginning at the first stage of creation of goods, they
successively pass through the stage of distribution to
wholesalers, distribution to retailers and distribution to
consumers. We will further assume that we find the
banking system with £100o millions of deposits, resulting
from cash holding of f100 millions, purchase of bills and
loans against bills of £300 millions and purchase of invest-
ments to the amount of £700 millions, the excess of assets
‘being accounted for by capital £100 millions.

The producers now start to create goods and require loans
of £80o millions, which are disseminated amongst suppliers
of materials, workers, etc., as we have explained in the
chapter dealing with the circulation of money. Deposits now
are L1800 millions and the assets show an addition of £8oo
millions under the heading of loans. The manufacturers
now dispose of the goods created to the wholesalers for £goo
millions which the latter borrow from the banking system.
The manufacturers repay their loans for f£8oo millions
and leave [100 millions on deposit. The deposits are now
£ 1900 millions, .e. the original £ 1000 millions, the further
£800 millions disseminated in the productive process and
the £100 millions owned by the manufacturers. The loans
are now £goo millions and the wholesalers are the debtors.
They, in turn, sell to the retailers for £1000 millions which
are obtained in the form of loans from the banking system.
'The wholesalers, out of the proceeds, repay their loan of
£900 millions and retain their profit of £100 millions on
deposit. The banking system now has loans of [1000
millions owed by the retailers, and deposits of /2000
millions, composed of the original £1000 millions, the £800
millions distributed in the creation of the goods and £100 -
millions each owned by manufacturers and wholesalers
respectively representing their profit. Now the retailers
desire to dispose of the goods which cost them £1000
millions for £1100 millions. Neither the manufacturers nor
the wholesalers are disposed to spend their profits. There is,
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therefore, only the £800o millions originally distributed in the
creative process available, as the L1000 millions of deposits’
which we found in existence at the outset are all idle.
The retailers thus will be unable to dispose of the whole
of their goods even if the recipients of the first £800
millions were inclined to spend the whole of it, which they
are not, as they too wish to save f100 millions and leave
these on deposit. So the retailers sell for £700 millions about
£640 millions of goods, being left with £360 millions unsold
and a bank debt of £300 millions (£1000 millions borrowed
less f700 millions repaid). The position of the banking
system now is that the deposits are £1300 millions as com-
pared with the original £1000 millions and the assets are
increased by loans to the tune of £300 millions. The addi-
tional £300 millions of deposits represent the undistributed
profits of manufacturers and wholesalers and the surplus
income and undistributed profits of the individuals and
enterprises to whom the original £800 millions were paid.

Although the example, necessarily in such a complex
problem, is crude and excessively simplified, it illustrates
the effect upon the position of the banking system and upon
the interchange of goods of profits and surplus income
retained in money. Since reserves are merely part of the
profits if they are voluntary, and, in any case, whether
voluntary or necessary, represent part of the money taken
out of the money flow in excess of what was put into it, the
example covers reserves maintained in the form of money
in the-banking system.

Now if the owners of the 300 millions of additional
deposits in our above example were to decide to purchase
securities with this money, and the sellers of these securities
in turn bought others, and so on, there would be no direct
alleviation of the pressure of unsold goods, but there would
be a rise in the level of securities. The only way in which
the goods position and the debtors’ position could be re-
lieved and the banking position restored to the status quo
ante would be the decision of the owners pro tem. of those
£300 millions to purchase goods.

Against the formation of additional liquid reserves we
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must offset the utilisation of liquid resources already held
‘by enterprise in the acquisition of goods. This involves the
conversion of idle bank deposits into active commodity
money, or the conversion of securities into money in order
that the proceeds may be disbursed in the purchase of
goods. Clearly, the money transferred to the enterprise that
thus disposes of its securities, if it had previously been on
deposit, is in this way put into circulation amongst goods,
and constitutes an addition to the commodity flow just as
the transfer of the enterprise’s own deposit from idleness
to activity. If previously it had been circulating amongst
goods and represented current surplus income or undivided
profit of some other enterprise, no diversion from the
commodity flow arises. Therefore, the use of past liquid
reserves in the purchase of goods in whatever form either
counteracts diversion from the commodity flow, or actually
introduces additional money into the flow. What concerns
us is any excess of fresh reserves retained in liquid form,
over the utilisation of past liquid reserves for current goods
and services, or vice versa. Normally it will be found that,
in times of economic activity, fresh reserves tend to be
utilised in the business of enterprise as well as past reserves
previously kept liquid. In times of depression, on the other
hand, additions to reserves may not be as great, but they
are less likely to be employed in the turning over of goods.
Nor is it probable, at such a juncture, that the sellers of the
securities in which such additions to reserves would be
invested would use proceeds in economic activity. At the
same time, the countervailing influence of conversion of
past liquid reserves into goods would scarcely be in evidence.
Thus the incidence of the disrupting element involved in
the increase of liquid reserves is most pronounced when the
opposite trend would be most needed.

In so far as reserves are concerned which represent
necessary provision for definite contingencies certain to
arise, and which are calculated as part of the cost since
they must be allowed for by all makers, it is probable that,
normally, these will exceed the amount spent, not only
because of the tendency to make more than adequate pro-
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vision, but because, with increasing means of production,
the contingencies to be reserved against become pro-
gressively greater. Thus a gradual growth of liquid re-
serves constituting necessary provision is likely to be in
evidence.

Is there then no compensating flow of financial money
into commodity money to offset the drain of commodity
money to financial uses resulting from growth of liquid
reserves ? Clearly, this occurs only when there is an in-
ducement for financial money to transform itself into
commodity money—when it is held that the depressing
factors are no longer in the ascendant. The creation of
additional money by the banking system through pur-
chase of securities, which presumably will have been
preceded by adjustment of output of goods, will provide
this stimulus, as we have seen in earlier chapters. In due
course, this will also be followed by the creation of more
commodity money by the banking system at the behest
of borrowers engaged in the processes of production and
distribution. Whilst this additional commodity money
does not provide the means of absorbing unsold goods since
it must be repaid, it nevertheless eases the position, as
unsold goods will form a smaller proportion of total turn-
over of goods, and there will be more inducement for past
profits in the form of idle money and for current profits
and surplus income and new financial money created by
the banking system to be employed in current goods.

Whilst the maintenance of reserves in liquid form must
berecognised as one of the causes of disruption in the process
of absorption of goods, I do not suggest that reserves should
not be made. It is clearly prudent and desirable that all
likely contingencies, at least, should be provided against.
Tnasmuch, however, as certain forms of employment of
such reserves can be shown to be in conflict with the true
interests of the community, it is necessary that these
should be discontinued. It is one of the many instances
where the welfare of the commonwealth is prejudiced by
actions innocent and wholly commendable when regarded
solely from the selfish standpoint of the interests concerned.



138 Where the Money Goes

But, as we shall see in due course, the community is not
powerless, when it recognises this conflict and its far-
reaching evil effects, to devise means whereby the needs of
enterprise over its entire range can be brought into har-
mony with the attainment of the highest standards of
material well-being of the public at large. I cannot em-
phasise too frequently that no combination of stimulating
factors operative at times of prosperity has proved either
sufficiently powerful to secure work and a decent existence
for all capable of working, or sufficiently lasting to avert
the inexorable relapse into the throes of depression and
suffering which characterises and disgraces our present
system.



CHAPTER 15§
SAVING, INVESTMENT AND INSURANCE

WE now turn to the surplus income of the individual, in
other words his excess income over necessities. From the
point of view of the flow of money it is to be likened to the
undistributed profits of enterprise. In volume, however, it
is vastly greater. As in the case of undistributed profits,
no disturbance of the money circuit arises in so far as the
surplus income 1s spent upon current goods and services.
Surplus income, spent, for instance, upon entertainment,
travelling at home, purchase of luxuries, construction, or
purchase from the builder, of new houses, etc., continues
thus to be utilised in the turning over of goods and services.

Not so, however, with that part of surplus income
“ saved ” in forms involving its diversion from the circula-
tion of money amongst goods and services. There are three
forms of saving, in the wider sense of that term, which are
disruptive of the money flow, viz. :

1. Non-spending, or saving in its narrower sense.
'This includes hoarding of actual cash and keeping
surplus income in the form of deposits in banks or
savings banks.

2. Spending upon the acquisition of, z.e. investment
in, existing securities or other existing capital
assets.

3. Spending upon the provision of capital for future
contingencies by means of insurance in its numerous
diversifications.

Savings deposited with building societies, in so far as
the latter re-utilise them in loans for the financing of new
building, do not involve disturbance of the circuit flow
of money amongst goods and services, nor does investment
in the form of direct participation in enterprise or of

139
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purchase of new securities when issued by enterprise,
assuming that the proceeds are destined to be re-spent upon
goods and services. It would, however, be unwarranted for
savers or investors who happen to follow this course to
pose as benefactors, since they do no more than restore to
the circuit flow what had been withdrawn from it by them.
Before we examine the far-reaching and nefarious
effects upon the body economic of those forms of saving
which involve the withholding of money from the circuit
flow amongst goods and services, let us consider the intrinsic
character of the human urge to save. In contrast with other
manifestations of instincts inherent in the nature of man it
does not aim at gratification of immediate desires, but, in
a measure, is a subordination of these latter to a stronger
impulse. In some of its aspects this overruling impulse is
not altogether selfish, though often tainted with a large
element of possessiveness and pride. What Christians want
to resolve for themselves is the question whether saving is
in conflict with God’s will, which alone must ever be the
criterion by which our actions are tested. Our Lord’s
injunction, “ Lay not up for yourselves treasures upon
earth ”, etc. (Matthew vi. 19-21), under modern conditions
has lost some of its telling significance, for present-day
treasures are immune from corruption and plunder, so
obvious a menace in the days when saving could only be
fione in the form of hoarding. Yet, in its essence, the warning
is as profoundly needed now as ever. We may paraphrase it
to fit present-day money economics as follows : Lay not
up zdle wealth for yourselves, for in so doing you undermine
the foundations of social and economic order, leading
%nexo‘rably to destruction of your treasures”. The in-
Junction applies to “ idle ” wealth only because the employ-
ment of surplus income in ways which entail its being spent
upon current goods and services is not prejudicial to the
common weal.
~ We do not cease to marvel at the omniscience revealed
in the. scant utterances of Our Lord on the subject of the
material order. He showed Himself as truly the Master
of Economy as He is Master and Lord in every area of
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life. He gave no circumstantial explanation of economic
phenomena. He did not decry this or that specific defect or
abuse in the financial system, nor did He lay down any
specific directions as to how the interchange of goods and
services was to be conducted. Yet in all His teaching and in
the parables dealing with material aspects of the existence
of mankind, He went straight to the root of the factors
responsible for all the misery and suffering originating in
economic causes, by exposing the fundamental antagonism
between God and Mammon.

Then, as now, the wilful or ignorant defiance of His
revelation of the divine conception of the material order
carried in its wake disruption of the interchange of goods
and services and inequitable distribution of God’s bounties.
What in modern parlance is euphemistically designated as
the * trade cycle ” is but the sophisticated counterpart.

It is, however, not against the possession of income in
excess of necessities that our Lord inveighed. Nor is it
conceivable that He would have preferred the man who
spends an income, in excess of needs, on self-indulgence,
without making any provision for foreseeable contingencies,
above another who forgoes immediate enjoyment of part
of his income in order that he may not become a pauper in
contingencies that are within the range of possibility. And
would Our Lord wholly commend that man’s generosity
who gives away his entire surplus income, but fails to
provide against emergencies from which he, or his family,
cannot expect to remain exempt, and who is forced to borrow
or beg when they arise ? Rather is it my belief that our
very income is part of God’s provision for us, and that its
allocation as between spending and saving can never be a
matter for the law to determine, but is one of stewardship
of our worldly goods, to be the subject of prayer and to be
placed under God’s direction. The object of the law-giver
must be to see that no transaction into which the individual
may enter, in seeking to make legitimate provision for the
future, shall conflict with the interests of the community.

To appreciate the havoc wrought when any part of
surplus income is not re-spent on goods and services, it is
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necessary to keep before us the fact that the money dis-
seminated in the process of current production and dis-
tribution of goods and services of enterprise is all that is
available for their absorption, and that all current income of
individuals is one of the stages in the flow of this money.
Diversion of some of this income to other purposes must
therefore inevitably bring about ultimate breakdown of the
economic interchanges.

The direct increase of commodity money through
additional loans by the banking system for the financing
of the normal economic processes, is not in itself a correction
of any deficiency in commodity money brought about by
the withholding of part of current income from spending
upon goods and services. The whole of this new borrowed
commodity money would be needed to absorb a volume of
goods and services equivalent to that created and distributed
with its aid, just as the volume of previously existing
commodity money was required for the goods and services
in the creation and distribution of which it had been
disseminated. The flow can be supplemented only in two
ways, as we have seen in previous chapters :

1. By creation of new bank money—

(@) As a result of purchases of securities by the
banking system. Part of this money, by the
process described in earlier chapters, gradually
converts itself into commodity money.

(b) As a result of new loans granted by the banking
system for speculative purposes. This must be
repaid, but so long as it is in existence it will
tend to swell the volume of commodity rhoney—
directly and to its full extent, if used for specula-
tion in goods; indirectly and partially, if applied
to speculation in existing capital assets.

2. By the conversion into commodity money of existing
idle bank money, i.e. stagnant bank balances, and of
existing financial money, i.e. money circulating in
the turning over of existing capital assets.

Source 1(a), dependent upon bank policy, as we are



Saving, Investment and Insurance 143

aware, begins to flow only after the depth of depression is
passed, and the others require the stimulus of a rising price
level or increasing turnover.

Clearly, it would be futile, in probing into the causes of
disruption of the economic interchanges, to allow for cor-
rective influences that become operative only after the
destructive factors have brought about breakdown and
crisis. We must consider the commodity flow stripped of its
stimulating features. The time we must select for this
purpose is one when the banking system is not in a position
to add to the total volume of bank money, when, within the
total volume of existing bank deposits, there is no induce-
ment for owners of idle deposits to use them actively in
turning over goods and services; when money circulating
amongst existing securities, or other existing capital assets,
is not tempted away from this pursuit by expectations of
profitable employment in trade; in brief, when there is no
tendency to supplement the existing flow of commodity
money from other sources.

If we are satisfied that, at such a time, none of the
current commodity money flow can be dispensed with, and
that all current income of the individual represents a stage
in that flow, we shall have no difficulty in appreciating
that any diversion by the individual of part of his current
income from the absorption of goods and services inevit-
ably produces a deficiency in the money available for this
absorption. The result is unsold goods and unpaid bank
loans, with the sequel of progressive disruption of the pro-
cess of production and distribution of goods and services.

The fact that the source of income of the individual is
not always directly connected with the money paid out in
the production and distribution of goods and services of
enterprise tends to obscure its origin. The appended chart
(p. 144) may facilitate an understanding of the interrelation-
ship between the various categories of individual income.

Only income of the individual has been considered.
Payments as between enterprise have been ignored, as
ultimately these must be reflected in the income of the
three groups directly identified with enterprise, viz.
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income gqua worker in enterprise, income gua owner-
enterpriser and income qua owner of capital assets used by
enterprise. It is clear that unless all money received by all
five groups distinguished on the chart finds its way back
to enterprise, the goods and services it turns out cannot,
in their entirety, be absorbed. As we have seen in the previ-
ous chapters, enterprise itself, through retention of part of
the profits in the form of bank balances or investment in
existing capital assets, diverts part of the money it receives
from the five groups of individuals from circulation
amongst goods and services. However, the volume of
individual surplus income diverted through saving, in-
vestment and insurance is vastly greater.

A word may be said about the income of individuals
arising from the re-spending of Government revenue. .
There is one item included in the latter which is not de-
rived from current revenue or current profit of enterprise,
or from current income of individuals, but from capital.
I refer to Estate Duties. In so far as the payments of such
duties is effected out of proceeds of assets bought with
money that was not, at that time, circulating amongst
goods and services, or that did not represent current sur-
plus income or current undivided profit, there is an addi-
tion to the commodity money flow. On the other hand,
purchases of securities by Government for the sinking fund
must be offset against this.

We will now briefly examine the effect upon the body
economic of each of the three forms of abstention from
direct enjoyment of current goods or services which the
individual practises.

Saving in the sense of non-spending may be ac-
complished in various ways, which differ in nature and
potentiality of disturbing the interchange of goods. Most
deleterious in its consequences is saving in actual cur-
rency, commonly called hoarding. We have dealt with its
incidence in our survey of the financial mechanism in the
First Section. If no fresh gold is acquired by the central
institution to counteract the withdrawal of currency from

its function as a base of credit, such saving will involve not
L
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merely the withholding of commodity money from its
proper use of absorbing goods and services, but will im-
pose upon the banking system the necessity of contraction
of credit many times the amount hoarded.

The destructive effect thus is not confined to the de-
pletion of the circuit flow by the amount hoarded. 'Through
the cancellation of an additional volume of money by the
banking system the disruptive process is accelerated and
paralysing forces are released in the body economic.

Saving by leaving money idle in the banking system is
detrimental to economic activity only less in degree than
hoarding. Like the latter, it immobilises current commodity
money needed if current goods and services are to be paid
for, and turns it into stagnant financial money. With the
consequences of this method of dealing with surplus in-
-come we are familiar from our survey of the disposition of
undivided profits of enterprise in the preceding chapter.
Pressure on the price of goods, decline in economic act-
ity and impairment of the banking system’s capacity to
extend fresh loans are inevitably entailed.

If the money saved is transferred to a savings institution,
and the latter maintains an account in the banking system,
it means that the ownership and right of disposal of the
deposit concerned is transferred to the savings bank. The
latter cannot, of course, use it in the acquisition of goods
and services. To the extent that it is spent upon purchase
of existing securities the effect will be the same as if the
saver had done so himself. Should the savings bank wish
to maintain part in actual currency in its till as a reserve
against the new deposit, a loss of cash to the banking
system would be occasioned, forcing restriction of credit
of many times the cash withdrawn as above described, in
order that the pre-existing proportion of reserve to lia-
bilities may be restored. Thus, apart from the withdrawal
of the money “saved” from use in absorbing goods and
services, we have to reckon with further cancellation of
money, inevitably accentuating the disruption directly

gauei,{ed by the deposit of surplus income with the savings
ank.
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If the savings institution has its account at the Bank of
England, as, for instance, is the case with the Post Office
Savings Bank, the first effect of the transfer of the money
to the Savings Bank would be the loss by the banking
system of a balance at the Bank of England and an equiva-
lent decrease in deposits. Within the Bank of England
only a transfer from ““ Bankers’ deposits” to “ Government
deposits ’ or to ‘“ Other deposits ” would be involved.
The banking system’s balance at the Bank of England,
however, would be restored again to the extent that securi-
ties were bought by the savings institution from sellers
carrying their banking accounts in the banking system. As
the Savings Bank would presumably not invest the deposit
in its entirety, there would, however, on balance be a loss
of reserves to the banking system through reduction of its
balances at the Bank of England.

Thus the same necessity to contract liabilities in order
to restore the proportion of reserves to deposits would
arise. If the savings institution withdrew part of the
uninvested balance of the new deposit in actual currency
from its account at the Bank of England, and if we assume
that the latter desired to maintain existing proportions of
currency to its own liabilities, the result would be a can-
cellation of credit by the Bank of England by means of sale
of securities. In the first section of this book the mechanism
of such contraction has been fully analysed. Deposits of the
banking system at the Bank of England would decline,
which would impose upon the banking system further
contraction of liabilities to an extent many times as great as
the amount withdrawn in cash by the savings bank from
the Bank of England. Thus, where the savings bank has its
account at the Bank of England, the prejudicial effect from
the point of view of interchange of goods is intensified, the
cash immobilised by the savings bank in its till being, in
that case, money of the first grade. (See Chapter 5, ““ Three
Grades of Currency .)

All the methods of saving, in the sense of non-spending,
which we have considered above, entail not only the with-
holding of money from absorption of goods and services,
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but the setting up of forces which impose credit contraction
or hamper credit expansion.

* Now let us consider spending of surplus income of the
individual upon Investment. This involves the transfer of
the disposition of surplus income to the sellers of the assets
in which the money is invested. If the seller is an enterprise
disposing of new securities with a view to re-spending the
proceeds on goods and services, there is, at that stage, no
disturbance of the money flow. Investment of surplus
income in new buildings of every description, either by
having these constructed or by acquiring them from the
builder, likewise produces no disrupting effect. When the
investment consists in existing securities, however, or land
or existing buildings, there is every likelihood that the
sellers will in turn use proceeds for similar purposes at a
time such as we have premissed at the outset, offering no
special inducement for fresh enterprise or speculation.
Thus the commodity money, instead of continuing to
circulate amongst goods and services, will now pass from
hand to hand amongst owners of existing capital assets,
with all the prejudicial effects of depletion of the commodity
flow.

Investment in National Savings Certificates requires
special mention. On the surface it would appear that these
are assimilable to new securities issued by the Government.
If this were so, and it were assumed that the proceeds were
re-spent by the Government on goods and services of one
kind or another, there would be no disruption of the com-
modity money flow, because the current surplus income
utilised to acquire Savings Certificates would thus be
restored by the Government to the circuit. However, any
excess of fresh purchases of Certificates over encashments
is not applied by the Government to expenditure on goods
and services, but on purchases of securities for the sinking
fund. Thus the effect is similar to that of direct purchase of
existing securities by the investors themselves. When, on
the other hand, encashments exceed new purchases of
Savings Certificates, there is, on balance, an addition to the
commeodity money flow, assuming that the proceeds of the
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Certificates encashed are expended in their entirety upon
goods and services, and that the Government borrow in
order to raise the money required to repay the excess. In
any case, even if borrowing is not necessary and the effect
of the repayment is merely to reduce the amount available
for sinking fund, it will, to that extent, have counteracted
the depletion of the commodity flow which sinking fund
purchases betoken.

Finally, let us briefly consider Insurance. We must
exclude *“ accident ” insurance, that is, insurance against
all the current risks that beset members of the community
in their daily activities. In that type of insurance the insurer
merely is an enterprise supplying a service, in the course of
which the premiums received are redistributed in payment
of claims and payment of current expenses, except for such
surplus as may be achieved constituting the profit. To that
surplus all we have said concerning profits and reserves
applies.

As a form of saving we are concerned only with life
insurance in its manifold and ingenious combinations, and
such other forms of insurance which involve the payment of
regular premiums to assure capital sums payable at some
future period. Payment of the premiums would normally
be effected out of current surplus income. The money
would be invested by the insurer in order that, together
with compound interest, the accumulation may, on the
average, be adequate to meet the payments covenanted and
to leave a surplus to the insurer. Life insurance is a hybrid
form of saving. Part of the premium constitutes payment
for the assumption of a risk by the insurer: the risk of death
of the insured supervening before the average anticipated
date. The balance provides for the capital payments the
insurer has undertaken to make. There is a constant growth
in the investment of insurance companies, and so long as
the aggregate sums insured continue to increase, the current
premiums, together with current income from investments
in the life fund and after allowing for current expenses, are
likely to exceed the disbursements in respect of policies
that have become claims by the death of the insured or the
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advent of the date stipulated in the insurance policy. Apart
from their expanding business, the practice followed by
insurance companies of retaining a substantial proportion
of current profits undistributed is a further factor in the
constant accretion of the funds of insurance companies
available for investment.

The current revenue of insurance companies, i.e.
premiums and interest, is part of the commodity money
flow like all forms of current income, in circumstances
such as we have assumed, when the money flow amongst
goods and services is not supplemented from sources that"
do not directly spring from an increase in the production
and turnover of goods and services. The excess of this
current revenue of insurance companies over disburse-
ments is invested and, to a minor extent, left on deposit
in the banking system. The bulk of the investment would
normally be in existing securities, and represents, there-
fore, diversion of money from circulation amongst goods
and services. But there is more. The amounts disbursed
under policies which have become claims represent capital
to the insured, and only a part is likely to be used by them
for current expenditure on goods and services. Thus it is
not solely the difference between current revenue of the
insurance companies and amounts disbursed in current
expenses, claims and dividends which we have to consider
from the point of view of the circuit flow of money, but a
further unknown sum representing disbursements under
policies reinvested by the recipients. It is probable that
the total thus withdrawn from the current commodity
circuit of money, as a result of life insurance transactions,
would bear some resemblance to the annual life premiums
paid. In 1936 these aggregated close upon £140 millions.

It is not, of course, suggested that the provision for the
future vouchsafed by insurance should not be made, nor
that insurance companies should not strengthen their re-
serves. It is, however, imperative that, under a new order,
this commodity money, indispensable for the maintenance
of the current interchange of goods, shall be redirected
into productive channels.
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In view of the magnitude of the sums withdrawn from
the commodity flow, transactions arising from saving, in-
vestment and insurance constitute a powerful factor in
the disruption of the economic interchanges to which our
present order is prone.

Alas for the complacency and indifference which per-
mits crisis upon crisis to advene and continues to depend
upon uncontrolled forces, such as the creation of new
money by bank policy, to counteract the ravages wrought
by the disrupting elements. Until we are fully persuaded
that some of these are inherent in our money economics,
and resolved to put an end to their sway, we shall in vain
attempt to stem successive tides of economic upheaval, with
their corollary of chronic unemployment, defective physique
and shaken morale. Sacrifice will be involved in that de-
cision, for we must be prepared to surrender what we falsely
regard as our essential right to unfettered discretion in the
disposition of our money. Failure to offer it may cause our
present order to be submerged and leave the landscape
desolate when the tide recedes.



CHAPTER 16
INTEREST

IT is not with payment of interest as such that we shall be
mainly concerned in this chapter, but with changes in the
trend of interest rates and especially in that of the long-
term rate.

All payment of interest is but a rotation in the turnover
of money disseminated in the process of production and
turnover of goods and services.

To the borrowing enterprise, interest constitutes an
element in the money cost of the goods and services it
supplies. To the individual recipient of interest it con-
stitutes current income ; to the enterprise receiving interest
it is current revenue; to the Government, payment of
interest on its debts is one of the forms under which current
revenue is redistributed.

The payment and receipt of interest is not in itself a
cause of disturbance of the circuit flow of money amongst
goods and services. From that point of view it is completely
assimilable to any other kind of income of the individual
or revenue of enterprise. In the revenue of certain types
of enterprise, for instance, Banks, Investment Trust
companies and Insurance companies, interest looms large.
Their business does not involve to any extent the re-
spending of current revenue upon goods or services of
enterprise, but for the most part their revenue is re-
distributed in other ways. It is the disposition made by the
recipients which matters so far as the circuit flow of money
18 concerned. To the extent, however, that the revenue is
not re-spent upon current outlays and obligations, or in
dividends, the concerns themselves are in a position to
influence the money flow by the way in which they utilise
this residue, just in the same way as is the case with enter-

prise of any other category. The individual whose income
152
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consists mainly or solely of interest likewise is in no different
-position from any other individual. It is in certain forms of
disposal of his surplus income that the danger to the com-
modity money flow lies, as we have seen in the preceding
chapter.

There would, then, have been no occasion for devoting
special consideration to the subject of interest, were it not
that changes in the long-term rate are a vital factor in the
composition and circuit flow of money. The repercussions
of those changes upon the material welfare of the com-
munity are highly significant. They have already been dealt
with in previous chapters, though emphasis was laid more
on the mutations in the interplay of money currents than
on the problem of long-term variations in interest rates
themselves. We may preface our observations on that subject
by a few general reflections on interest.

There are those, including Moslems, who genuinely
hold that interest should neither be charged nor received,
on spiritual grounds. Clearly the charging of interest is a
violation of the spirit of our Lord, where a loan to relieve a
personal need is involved (Luke vi. 32-35; Luke xiv. 13-15).
In many cases, moreover, what is asked for in the form of a
loan to avoid the humiliation of soliciting a gift ought, if
conceded, nevertheless to be regarded as a gift by the
lender. If, then, the taking of interest on such loans is
rightly to be condemned, it will be realised how utterly vile
usury is. No civilised state should tolerate it. No one, for
instance, reading the report of the plight of millions of
families in India who find themselves in the clutches of
money-lenders, can fail to be roused to deep indignation
against those vultures and can help feeling disillusioned
with a Government that has failed to sweep away, root and
branch, an evil which undermines the mental and physical
well-being of numbers of our dark brethren. The lot of the
serf under a humane master would be preferable to theirs.
Once unemployment and lack of social legislation have
forced them to turn to the usurer, they sink year by year
more deeply into debt owing to the extortionate interest
demanded. Here is an opportunity for “ new men ” in high
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places, whose love for their fellow-beings is strong enough
to stir them to action that will once and for all put an end to
such glaring exploitation of the weak.

Interest on money lent to the enterpriser, who seeks to
utilise it in production or distribution of goods or services
with a view to deriving a profit from those activities, is on a
different footing, provided, of course, that the rate charged
conforms to the prevailing level of interest current for the
type of loan involved, and leaves scope for a fair margin
of profit to the enterpriser for normal effort and ability.

Here a common misconception may be corrected. The
buyer of an evidence of indebtedness (bond, debenture,
mortgage or whatever may be its description) is not
necessarily a lender. He is a lender only when the money
paid by him goes to the borrower. In all cases he is an in-
vestor and a creditor ; but when the evidence of indebted-
ness is acquired from an existing owner, the investor is not
a lender. It is desirable to make the distinction, because
investors are frequently under the impression that their
funds are being used by the debtor enterprise and are thus
fulfilling a useful function. Except in circumstances as
above mentioned, this is not the case, and all that the
investor has done is to give the disposition of his funds to
the previous owner of the security. In the vast majority of
cases, in times which offer no special inducement for fresh
ventures, that money is likely to continue to be withheld
from use in absorbing goods and services and will merely
change hands as between owners of existing capital assets.

In view of the large number of those who, as depositors
or borrowers, at one time or another come into contact
with the banking system, a few comments on bank interest
may be in place. A good deal of controversial discussion
has centred round this subject. Some hold that no interest
should be paid by banks on deposits, and that the resultant
saving to the banks should be passed on to borrowers in
the form of lower interest charges. There have even been
suggestions that a charge should be made by the banking

system for keeping deposits, and that borrowing should
be free.
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I have had experience in the course of my banking
activities of a charge being made for deposits. But this was
in a backward and primitive country where abject poverty
prevailed, where social legislation and care for the eco-
nomically weak was practically unknown, where solvent
borrowers were rare and the standard of living deplorable,
and where the bulk of financial transactions had to be
carried on in cash. In that community the great difference
in credit standing between the large number of banks in
existence forced the weaker ones to hold out inducements
in the shape of interest to attract deposits, whereas others
required a fee for accepting deposits in order to deter
would-be depositors from inundating them with cash for
which there was no suitable outlet without running what
they considered to be undue risks. It is not an example
from which a highly organised and civilised commonwealth
could learn much. A charge on deposits in a community of
the latter type does not appear to have much to commend
it. It would lead to hoarding and encourage speculation,
since owners of bank money are unable, of their own volition,
to make this money disappear, and suitable productive
employment, under our present system, may notbeavailable.

It is true that the retention of surplus income in the
form of bank deposits is fraught with gravely prejudicial
consequences to the community, but, as I have repeatedly
pointed out, isolated steps intended as correctives of single
features, admittedly pernicious though they may be, are
futile and can only lead to making confusion worse con-
founded. The evil is an integral part of a complex and
delicate system which must be dealt with as a whole.

On the other hand, there seems no good reason why
interest should be paid on deposits. If all banks agreed to
pay none there could be no danger of wholesale transfer of
deposits from one bank to another, and hoarding is not
likely to be resorted to on any scale merely because deposits
ceased to earn any return. Under our present order, how-
ever, so long as there are separate banks they are likely to
continue offering an inducement to owners of deposits to
leave them for a fixed period or subject to agreed notice.
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There is an advantage to each institution in knowing that
a given volume of deposits will not be transferred to another
bank for a given period and that there is no risk either,
during that period, of transfer of the deposit by its pro-
prietor pro tem. to another owner who might have his
account at another bank and transfer the deposit there. The
advantage consists in being able to plan ahead with greater
knowledge. It is erroneous to suppose that deposits give
the banking system, taken as a whole, the use of the money.
Deposits are there because the banking system has acquired
or lent against certain assets, and the right to use the
deposits lies with the owner, not with the banking system.
Such use may involve payment to others who have their
account elsewhere. If then an owner notifies the bank that
he does not intend to use his deposit for a given period, this
information is worth something to the bank, as it implies
the assurance that, to this extent, the bank will not be called
upon during that period to contract a corresponding volume
of assets. If no interest were paid, under our present system,
there would be no incentive to the owner of the deposit to
give this information to the bank. It is clear, too, that at a
time of high short-term interest rates, when withdrawal of
deposits from a bank would necessitate contraction of assets
yielding a high return, the consideration banks are willing
to offer for advance notification by owners of deposits
concerning their intentions would be greater. If there were
but one bank, any justification for payment of interest on
deposits would cease, as deposits could not be withdrawn
except through hoarding, against which safeguards could
be devised.

However, the question whether or not interest on
deposits should be paid is not vital in any sense from the
poipt of view of the interchange of goods and services,
which is our paramount concern. As the banking system
W01_11d be obliged to pass on to borrowers any advantage
derived from non-payment of interest to depositors, com-
petition would soon force producers and distributors of
goods and services, in turn, to give the benefit of the lower
charges to consumers where possible. Whilst prices thus
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may fall slightly, there would be a correspondingly reduced
volume of commodity money to absorb the goods and
services, for depositors would have ceased to participate in
the circuit flow of money. The only direction in which some
benefit might be experienced would be in exports, but as
interest constitutes so small a proportion of the cost of most
current goods it is doubtful if this would help much.

The mere taking away of income from one category of
members of the community in order that others may have
more does not remedy fundamental defects and frequently
produces undesirable reactions. It should be confined to
such cases where equity unmistakably requires it.

Now we come to our main theme : changes in the trend
of interest rates, particularly long-term rates. The long-
term rate prevailing at a given time represents the annual
cost to enterprise or other borrowers of obtaining the use
of money as debtors for long periods. Normally the money
so borrowed is utilised for non-self-liquidating purposes,
that is, for the creation or acquisition of capital assets. The

- long-term interest rate cannot, of course, be expressed in
a single percentage. It differs according to the financial
position of the borrower, his past record of integrity,
political conditions, economic prospects and other criteria
by which the risks involved are judged. The long-term
interest rate also governs the remuneration which owners
of money, for the time being, expect for venturing their
capital permanently as owner-enterprisers (shareholders).
In view of the greater risks involved, this return should be
higher than that on money lent, but as anticipation of
prospective higher dividends is often discounted it is not
always so in reality.

The money available at any particular moment for
investment in long-term loans, or in shares, can only be
derived from current or past surplus income and undivided
profit. When the banking system buys securities, recon-
version into bank balances of past invested surplus income
takes place, not on the initiative of the owners of the
securities, but on that of the banking system. At such
times the volume of past surplus income and undivided
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profits, previously invested, but now reconverted into
bank balances, and available for long-term or permanent
investment, is large. Hence solvent borrowers need not pay
dear for the transfer of such balances to them for long
periods. In other words, at such a time the long-term
interest rate is low. /

When the cost of such borrowing changes in an upward
sense, disruptive trends are set up in the body economic.

There are two contingencies in which this becomes
unavoidable under our present system—other conditions
remaining unchanged :

1. When the limit of credit expansion of the banking
system is reached.

2. When the international balance of payments is
persistently adverse.

The former arises from our exclusive dependence upon
gold as the basis of our credit system ; the latter from
haphazard, uncontrolled and unco-ordinated international
transactions by the individual, for which, in the aggregate,
the nation is forced to shoulder responsibility.

We have fully explained the working of ouir creditsystem
in the First Section, and all I need say here is that, in the
past, full employment of our national productive forces has
never been reached before the banking system has found
itself at the end of its tether. In other words, the time
comes when, in relation to reserves held, the banking system
has attained the maximum of liabilities it can safely assume.
Then, unless further gold is acquired by the Bank of
England, or unless money returns from circulation on a
large scale, or the Bank of England expands its own
liabilities by purchasing securities, thus strengthening the
reserves of the banking system, no further eredit can be
granted by the banking system except by recalling money
for the time being not engaged in turning over goods and
services. It does so through the sale of securities.

In times of economic activity the demand for trade
loans will continue to increase, for man is bent upon ever
expanding gain. It is a demand the banking system is
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bound to satisfy, and its only means are the sale of securities,
consequent cancellation of deposit money and reissue of
that money in the form of loans. Money available for
absorption of securities becomes ever scarcer; its cost rises,
reflected in a fall in the market value of securities. The
banking system, compelled to accept lower prices for its
holdings as it continues to sell, is bound to seek com-
pensation for the loss of yield on the assets sold, by raising
the cost of the new self-liquidating trade loans to the
borrower, and so the rate for short-term money rises in
sympathy. The scarcity and high cost of financial money
raises a barrier to new construction, for, not only are current
prices of goods high at the crest of an upward swing in
economic activity, but on this high cost the increased
annual charge for interest on long-term money borrowed
would have to be allowed for, and prospects of adequate
future profits would not be favourable. Thus the vicious
circle fully described when dealing with the circuit flow of
money is set in motion. The disrupting factors of undis-
tributed profits and surplus income withheld from absorp-'
tion of current goods and services are allowed free rein,
until the collapse of the interchange of goods is complete.
In the second contingency, z.e. a persistently adverse
international balance of payments, the same ultimate
necessity for contraction of liabilities arises under our
present system. Either gold must be exported or the ex-
change value of the pound depreciates. Gold exports impose
upon the financial system the obligation to curtail its out-
standing liabilities (deposits), and from our survey of the
inner workings of the system in the First Section of the
book we are fully familiar with the mechanism of this
process. Even, however, if gold were not exported and the
pound allowed to become worth less, we might ultimately
be forced, in the absence of any control over international
movements of goods and money, to resort to the disastrous
device of forcing a'decline, or preventing a natural rise in
price level, in order to stimulate exports and discourage im-
ports. Under the gold standard we acquiesced in this pro-
cedure as if it were ordained by immutable destiny. That a
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decline in prices of goods and services is inexorably brought
about through the medium of a rise in the long-term rate
of interest we have seen. The mere raising of short-term
interest rates on loans by the banking system could not
achieve this end. This would only entail a change in the
distribution of money circulating in connection with goods
and services. More would go to depositors, in the form of
interest on deposits, and more would be asked by enterprise
for their goods and services, though it might not be in a
position to recoup the whole of the additional charge from
consumers. The banking system might have a larger margin
of profit between the rate charged and allowed, and, in so
far as this would be redistributed in the form of additional
dividends, no disruption of the flow of money would be
occasioned. To the extent that the extra interest charge
was not passed on to consumers by enterprise, shareholders
in the latter would—ceferis paribus—see their income
reduced in favour of the owners of the banking system.
Moreover, an increase in short-term loan interest
rates may have some distorting effect upon interchange
of goods, as it affects different categories of goods un-
equally, as well as different enterprises within the same
groups, according to whether they are working predomin-
antly with their own capital or with borrowed bank money.
These discrepancies would, however, not necessarily in-
volve a reduction of interchange of goods on balance. A
more direct method of forcing a decline in prices through
scarcity of short-term money would be a refusal by the
banking system to renew loans and disinclination to grant
fresh_ ones. It is inconceivable, however, that the com-
munity would submit tamely to this in order that imports
of goods and export of capital might continue unchecked.
Nor would inflow of temporary capital from abroad, i.e.
the transfer of domestically owned bank balances to foreign
ownership attracted by high short-term rates, solve the
problem of depreciating exchange value of the pound in
any permanent sense. Hence, in the last analysis, it is the
banking system’s power, under our present order, to create
and cancel money by purchase or sale of securities, which
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enables it to achieve, through the rate of interest for long-
term money, the adjustment rendered necessary by an
unbalanced international payments account.

Sometimes the course of interest rates is represented as
the outcome of elemental forces over which man can exer-
cise no dominion. That is untrue. Interest rates are en-
tirely a product of man-made policies, and under the
system which has governed our economic destinies in
the past it has often been the policies followed beyond
our national borders that have determined the shaping of
our own.

The defects in our credit mechanism, our failure to
apprehend the baneful consequences of diversion of
commodity money to financial uses, and the unfettered
freedom that enables the individual to commit the comi-
munity in the field of international payments, regardless of
the sufferings this may entail for his fellow-beings, those
are the features to which must be ascribed the fact that so
often in the past we have found ourselves at the mercy of
extraneous forces, apparently irresistible and immutable.
Our only answer to these was the device of contraction of
‘the interchange of goods through the medium of high
interest. Let us not again put our necks in the noose !

An essential requisite of a new order that shall not be
subject to the ordeals associated with the existing one,
must include stability of the rate of interest by the elimina-
tion of the causes that provoke fluctuation, and at a level
which shall not unduly favour ownership as against per-
sonal effort.



CHAPTER 17
INHERITANCE

So far we have, in this section, considered the implications
of man’s dealings with his money during his lifetime. The
power of the individual to dispose of his possessions, how-
ever, does not end with death. Subject only to payment to
Government, in the form of taxation, of part of the value
of the assets composing his estate, he 1s, under our present
system, practically untrammelled in the right of bequest.
He can depart from this world in the assurance that the
wishes he had expressed in that respect, in valid form, will
be carried out by survivors.

Our concern, in the main, has been to trace the effect
upon the interchange of goods and services of the trans-
actions to which the disposal of surplus income and un-
divided profits give rise. Estate left on death represents
accumulated surplus income. The change of hands at
death involves, in one respect at least, a change in the cir-
cuit flow of money. I refer to the payment of death duties.
In other respects the unfettered right of bequest raises
problems. of a different character, to which I will allude
later. |

Much is heard of the view that death duties have a
destructive effect upon capital. What there is in this will
emerge from an examination of the mechanics of the money
transactions associated with the payment of death duties.

If the assets of the estate include bank balances sufficient
to pay for the death duties, all that is necessary would be
the transfer of the ownership of such balances to the Gov-
ernment. Since death duties form part of the current re-
venue of the Government, the amount would be disbursed
as current expenditure. Thus, past surplus income which
was, for the time being, idle on deposit is distributed to
recipients, who are likely to utilise the bulk in paying for
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goods and services (Government servants, suppliers, etc.).
There is thus an addition to the flow of commodity
money with stimulating effect upon the demand for goods
and services, counteracting to that extent the vastly more
powerful factors working in the opposite direction.

In the majority of cases, however, it is unlikely that
bank balances would be owned by the deceased estate to
an amount sufficient to defray death duties. Hence assets
have to be realised. The buyers of these assets, in turn, can
pay for their purchases only with bank balances. Owner-
ship of a bank balance available for investment means the
possession of current or past surplus income, or undivided
profit. It is immaterial whether that profit or surplus in-
come had, from the outset, been retained in the form of a
bank balance or invested and subsequently re-converted
into money. At the time that these balances are tendered
in exchange for the assets sold by the deceased estate they
are not circulating amongst goods and services. By their
transfer to the deceased estate and from the latter to the
Government, in payment of death duties, these balances
are redistributed as Government expenditure and pass into
hands that are likely to re-spend the funds largely in goods
and services. Hence a stimulating factor is introduced in
the circuit flow of commodity money. In so far as the bal-
ances used to buy the assets sold by the deceased estate
represented current undivided profit or current surplus
income, needed to absorb current goods and services, a
potential disrupting element would have been counter-
acted by the redistribution through death duties, as above
explained.

Clearly, however, if death duties were unduly high and
caused the volume of existing capital assets that came on
offer for account of deceased estates to increase dispro-
portionately, having regard to the volume of current un-
divided profit of enterprise and current surplus income of
the individual available for investment, the money value
of those assets must depreciate. This might be temporarily
obscured in a period when the banking system was creating
new money by purchase of securities, but in endeavouring
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to gauge the significance of each specific feature of our
money economics we require to analyse it as if it were
isolated and all the money factors remained for the time
being in statu quo. Hence we must assume that neither
the flow of money amongst goods and services, nor that
amongst capital assets, is altered or diverted from any
cause not associated with the particular hypothetical de-
velopment which we are examining.

If the drop in the value of capital assets through con-
stant excess offer developed into a chronic trend, the rate
for long-term money would be permanently upward, with
the effect of barring the construction of new capital assets
and gradual paralysis of the entire body economic, as we
have seen in earlier chapters.

Whilst, then, there is no direct disturbance in the circuit
flow of money so long as the aggregate of existing capital
assets offered for sale in exchange for bank balances re-
quired to pay death duties were kept within reasonable
bounds, there would be artificial stimulation of the flow
of money amongst goods and services if the offer of capital
assets were excessive. That stimulation would be achieved
at the expense of the depletion of money circulating
amongst existing capital assets, with resultant drop in the
value of these latter. T'wo discrepant currents would be set
up : increased demand and higher prices for current goods
and services, with declining value of capital assets. The
stimulus to consumption industries would be short-lived,
and the ultimate breakdown of the economic structure
could not be warded off for long as the money yield
of excessive death duties progressively declined, capital
goods producing industries languished, and new capital
for any purpose became prohibitive in cost, if obtainable
at all.

The effect of death duties upon the body economic is
entirely a question of degree. Even when the scale is
moderate, however, and the money redistributed by the
Government in respect of the same is only part of the
amount that would have been available for current in-
vestment, there is a point of broad principle that merits
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consideration. We may feel that it would be preferable if
the money received as death duties from sale of existing
capital assets by deceased estates were re-spent by the
Government upon new capital assets instead of being re-
distributed as current expenditure. It would .restore the
money to the circuit flow amongst goods and services just
the same, only the nature of the goods produced would be
different in that more capital goods and less consumption
goods would be needed. Whilst some readjustment would
be necessitated as a result of reduced expenditure by the
Government in certain directions, there would be no dimi-
nution in total turnover of money as compared with the
present system, under which all revenue is redistributed on
current expenditure, except to the extent that securities
are bought for sinking funds. If reproductive capital assets
were created with the revenue representing the proceeds
of existing capital assets, the community would be the
richer for it in assets and potential future productive
capacity. In fact, if we lived under an order in which
diversion from the commodity money flow were rendered
impossible, it would clearly be undesirable for the Govern-
ment, by current spending of proceeds of capital assets,
to stimulate a flow that had not been depleted, and if any
part of its revenue were derived from such a source it would
be essential that a corresponding amount should be re-
directed to existing capital assets by increased sinking
fund purchases.

However, the existing order leaves free rein to the
disruptive factors in the money flow. So long as there is no
check upon the diversion of undistributed profit of enter-
prise and surplus income of the individual to purposes
which involve their being withheld from spending upon
goods and services, so long it cannot be a matter for con-
cern, and, in fact, is rather to be welcomed, that part at
least of the money so withheld is attracted through death
duties into the coffers.of the Government and redistributed
so as to render it probable that the bulk will be used in
acquiring current goods and paying for current services.

Now let us consider the subject of inheritance from a
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different angle. Is it right and just that, through inheritance,
a section of the community, already privileged in oppor-
tunity and enjoyment of worldly possessions, should have
their advantages continued through the generations, and in
some cases progressively enhanced through ever-growing
accumulation of their share in the means of production ?
It is wholly reasonable that we should desire those near
and dear to us to derive benefit from effort made, good
fortune enjoyed or frugality practised—though the latter
virtue should not be permitted, as we are aware is the case
at present, to prejudice the welfare of the community.
On the other hand, it cannot be in the interest of the
community as a whole that, through the sole accident
of birth, kinship or other relationship to the testator, some
should be called upon to exercise control over affairs
for which they may not possess the necessary aptitude,
inclination or experience, be set in authority over others
and be enabled to impose their will upon the latter. More-~
over, where the income from the estate is such that not the
whole of it is required for current needs of the beneficiaries,
there is every likelihood, under our present order, that by
the disposition of the balance in forms involving non-
spending on current goods and services disrupting factors
in our money €conomics will be perpetuated.

It would, of course, not accord with our sense of social
justice to see the brother who departs from this world de-
prived of the assurance that the assets of which he dies
possessed should serve to free his widow or dependents
from material care in so far as possible. It will be well for
us to remember, however, that we are not placed in this
world solely for those near and dear to us. Our mission in
life is a much wider one than that (Luke ix. 59-62 ; xiv.
26). 'There are vast numbers that may be far less favoured
by fortune than our dear ones. There must be many—
perhaps far more than we think—who would derive great
joy from the thought that they were working for less
privileged ones besides their own kith and kin, and that the
bounties God bestows upon them will in time redound
to the permanent benefit of those others also. Inequality



Inheritance 167

is inherent in human life. There is no reason, however, why
it should be unreasonably extended beyond its confines.

'The New Order must aim at harmonising the legitimate
desires of the human soul with the true welfare of the
community. There is no room in the “ new man ” for
narrow possessiveness, exclusiveness and pride.



CHAPTER 18
FOREIGN TRADE

WE now turn to the international aspects of our money
economy.

Just as we distinguished in the case of purely domestic
transactions two kinds of money, so we group the money
operations involved in the settlement of international
economic intercourse under two main heads, viz. :

1. Relating to current international interchange of
goods and services and fulfilment of current obliga-
tions.

2. International financial operations involving the
transfer from one country to another of current or
past undivided profits and surplus income (capital
movements).

'The mechanism through which all international pay-
ments are settled is provided by the foreign exchanges.

In this chapter we shall deal with the first and over-
whelmingly the biggest group. It is true financial operations
unconnected with goods, particularly since the War, at
times loom large amongst international interchanges. They
have a potent bearing not only upon the financial and
economic position of the countries directly concerned, but
of the world at large. Nevertheless it will be preferable to
leave them out of account here, and deal with them sepa-
rately, in order that the ramifications of current trade, visible
and invisible, may be examined divorced from other con-
siderations.

Foreign trade in its wider sense comprises both visible
and invisible items. The former consist in import and export
of goods of every description, including gold, which in
many countries occupies the special dual position of
commodity and basis of currency and credit. The invisible
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items include services rendered and current obligations
discharged in money by individuals, enterprise or Govern-
ment in one country to individuals, enterprise or Govern-
ment in another. In their effect upon the machinery of
settlement and upon the domestic money flow, the invisible
items are assimilable to import of goods from the point of
view of the country which has to make payments abroad,
and to exports from that of the country which receives the
payments from abroad.

Amongst services rendered between individuals, enter-
prise and Government of different countries rank shipping
and other forms of transport, insurance, banking, catering
to foreign visitors, acting in the capacity of technical experts,
advisers to foreign interests, etc. Current international
obligations include interest and amortisation on money
borrowed from abroad, and profit on money ventured by
foreign interests.

Remittances of emigrants to dependents in their country
of origin, as contributions to their maintenance, may also,
in a sense, be looked upon as the discharge of an obligation,
though not necessarily a legal one.

We realise thus the vast range of international financial
relationships covered by foreign trade in all its ramifications.
There is scarcely a phase of national policy which does not
directly or indirectly have a bearing upon it. However, the
scope of this survey must be limited to tracing through the
money mechanism the financial transactions arising out of
foreign trade and their repercussions upon the material
well-being of the community. We shall find that an inter-
change of goods and services which, allowing for current
international obligations, is balanced, involves no problem
of money mechanics and permits of indefinite expansion,
subject only to the needs of the community for products and
services from abroad and to its ability to supply in exchange
the goods and services acceptable to foreign communities.

Lack of equilibrium in current international inter-
changes, on the other hand, distorts the domestic money
circuit and has injurious effects upon foreign trade.

It may be helpful first to illustrate by a simple example
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the money transactions to which the settlement of balanced
current international trade, visible and invisible, gives rise.
It should enable us to grasp more readily the significance
of persistent discrepancy in that intercourse.

An importer in Great Britain has purchased goods from
an exporter in the United States. Payment may be agreed
upon in one of the following ways :

1. In the form of a balance in the banking system of
Great Britain.

2. In the form of a balance in the banking system of the
U.S.A.

3. In the form of a balance in the banking system of a
third country, say the Argentine.

The first two alternatives are identical in their effect.
In case number one the importer in Great Britain will
instruct his bank to credit the account of the American
exporter (or the account of the latter’s bank—itis immaterial
which). The American exporter will offer this sterling
balance in exchange for a balance in the American banking
system, for that is where we assume the American exporter
will need his money. In case number two it will be the
British importer who will do the offering of the sterling
balance in exchange for a bank balance in the U.S.A., for
he has agreed to pay in dollars. In both cases the buyer of
the sterling balance will be someone who is able to command
a dollar bank balance, and is desirous of exchanging it for
a sterling balance. As mentioned, we ignore, for the time
being, transactions arising from capital migrations and
confine ourselves to those associated with current trade,
visible and invisible, and thedischarge of currentobligations.
Hence the sterling balance sought by the owner of the
dollar balance is required to pay for goods bought by, or
services rendered to, him by individuals or enterprise in
Great Britain, or for current obligations which he has to
meet in Great Britain (e.g. interest or amortisation on money
borrowed from, or dividends on money ventured by, parties
in Great Britain). The dollar balance thus is transferred in
the American banking system from the account of the
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American importer, or debtor as the case may be, to the
credit of the American exporter, who, in this way, receives
payments for the goods he had supplied to enterprise in
Great Britain. In the British banking system, the sterling
balance which the British importer is obliged to part with
will be transferred—by order of the American importer or
debtor who has acquired it—to the credit of the parties in
Great Britain who have supplied goods, or rendered service,
or to whom the money is owing in respect of interest or
dividend. The changing hands of bank balances in both
countries has left the domestic flow of money in each
undisturbed.

The transactions involved in the third method of pay-
ment, z.e. by a bank balance in a country other than the
two directly concerned, are a little more complicated but
in essence identical. In our example we have assumed that
the British importer has to pay the American exporter
with a peso balance in the Argentine banking system. The
American exporter may have stipulated for this mode of
payment because he himself imports goods from the
Argentine and needs pesos to pay for them, or he may have
greater confidence in the stability of purchasing power of
pesos than of dollars, and, as payment for his export to
Britain will not be received for,say, three months, he prefers
to be paid in a money of which he expects that it may be
worth more and certainly will not be worth less in terms of
dollars than at the time the export transaction is concluded.
Whatever the reasons for the condition that payment is to
be made in pesos, the British importer has to find someone
willing to part with a peso balance in the Argentine banking
system, and to take a sterling balance in exchange, for
instance, an Argentine importer of goods from Great
Britain or a British exporter of goods to the Argentine.

If, as we have assumed, our foreign trade, visible
and invisible, is in equilibrium, and we disregard capital
movements, demand for sterling balances must equal the
.supply. The current international payments between each
country and each other country need not necessarily be
balanced, and hence it is not certain that for every offer
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of a sterling balance in exchange for a peso balance there
will always be an owner of a peso balance seeking to ex-
change it for a sterling balance. If one is found the follow-
ing transfers are made in the banking systems :

In Great Britain : from British importer to the credit of
British exporter or creditor.

In the Argentine : from Argentine importer or debtor
to the credit of American exporter.

The American exporter now either uses the peso
balance to pay for his own imports from the Argentine,
by having it transferred to the credit of the Argentine
exporter, or he sells it to an American importer against a
dollar balance in his own favour. '

If no seller on suitable terms of a peso balance in ex-
change for a sterling balance is found by the British im-
porter, or by his bank on his behalf, a balance may be
acquired in the banking system of some other country
which is known to export to, or to be a creditor of, Argen-
tine interests. This latter balance may then more readily
be exchanged for a peso balance. Such indirect acquisition
of the peso balance, however, does not change the funda-
mentals in any way. Nor does the intervention of banks
and dealers in foreign exchange ; and we have, therefore,
disregarded them in our analysis. It merely occasions the
interposition of intermediate transfers of balances in the
banking systems concerned to temporary owners.

It will have emerged from the foregoing observations
that equilibrium in the international balance of payments
of a country is merely another way of expressing the fact
that demand for balances in its banking system by interests
wishing to acquire them in exchange for bank money else-
where equals the offer of such balances by owners seeking
to obtain foreign bank balances.

If every country had a balanced international payments
account there would be similar parity of international de-
mand and supply of balances in the banking systems of all

countries, and stability in the value of currencies in terms of
each other would reign.
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Looking at international trade from the point of view
of the domestic money flow, we find that, in this sphere too,
an equilibrated current international payments account
produces no disturbance of any kind. The volume of money
circulating amongst goods remains unchanged, and the
amount required to absorb all goods within the country
likewise. 'The injurious effect of lack of equilibrium lies in
the distortions of the money flow in relation to goods and
services which it carries in its wake. This will become
apparent from a scrutiny of the manner in which imports
and exports and other items in the current international
exchange of payments impinge upon the money circuit.

When goods are imported there has, in contrast with
domestically produced goods, been no previous dis-
semination of money within the country. Hence there is no
commodity money in circulation to absorb them. The im-
porter, to pay for the goods, must borrow from the banking
system, involving the creation of new bank money, or
must use an existing balance not at that time employed
in turning over goods. This latter procedure also would,
for the time being, constitute an addition to the commodity
flow. If the importer sold the goods first, others would have
to obtain money from these same sources, or if they did not
and used current commodity money there would not be
enough money left to absorb the whole of the goods within
the country, including the imported goods. We have, how-
ever, premissed corresponding exports, so the commodity
money used to pay for the imports is transferred to the
exporter. Whatever the origin of this money, the former
relationship between the volume of the circuit flow and the
volume of money required to absorb all the goods within
the country, is now restored, and the banking system’s
position is as it was prior to the import. If the money paid
by the importer for his goods was derived from a bank
loan he will be able to repay it. The export of goods, equi-
valent in amount to the import, has reduced the volume
of money required to absorb all goods within the country
to its original amount, Z.e. that put into the circuit in the
normal processes of production and distribution. Hence
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the additional money represented by the loan will no longer
be required. If the importer had used an idle bank balance
or one previously engaged in turning over securities it can
resume its former status without disruption of the money
flow amongst goods and services.

Finally, if the importer had paid for his goods out of
current commodity money received from the domestic
buyers, that money will now, in the hands of the exporters
to whom it is transferred, serve to pay for an equivalent
amount of goods exported. The circuit is complete and the
process may be repeated indefinitely.

Mostly, however, equilibrium in the current inter-
national balance of payment is coincident with inequality
between import and export of goods and services, the
difference being accounted for by payments in discharge of
current international obligations. Few countries have no
items of the latter type amongst their current international
payments accounts. This makes no difference so far as the
effect upon the domestic money flow is concerned.

So long as the aggregate of current payments to be
made abroad is equal to the aggregate of current receipts
from abroad, there is no hitch in the domestic flow of
money. Where excess imports of goods are offset by pay-
ments received in discharge of current international obliga-
tions, the distribution of the money flow, however, is some-
what different from that above described, where we had
assumed a balanced international payments account solely
resulting from exchange of goods and services.

As we have already analysed above the position in so far
as imports are countered by exports, we need now only
consider imports in so far as paid for out of money owing
by foreign debtors in respect of current obligations such
as interest, dividends, amortisation. The total volume of
money required to absorb the goods available within the
country is greater than that disseminated in the course of
domestic production and distribution because the value of
goods exported is less than that of the imports. The domestic
bank balances which the importer has to provide to pay
for the excess imports, and which either constitute, as we
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have seen above, an addition to the commodity flow or are
diverted from the absorption of other current goods, are
acquired by the foreign debtor in order that he may meet
his current obligations. Instead of being transferred to
exporters of goods, they are transferred to those entitled to
the payments from abroad, 7.e. bondholders, shareholders,
partners in foreign enterprise, etc. We will presume that
the recipients re-spend these sums fully upon current goods
and services. Thus, whatever the origin of the money paid
by the importers for the excess imports it is restored to
the commodity flow after the temporary diversion to the
creditors in respect of current obligations due to them from
abroad.

Again, then, there is no disturbance of the circuit flow of
money and no factor which militates against such invisible
items in the current international balance of payments being
settled in the form of imported goods. In fact, as we shall
see, it is the only form in which they can be settled without
disruption of the normal interchanges, both domestic and
international.

There is yet another aspect connected with international
‘trade which deserves the most careful consideration. Vital
though it be to any country that its current international
balance of payments shall be permanently in equilibrium,
it is essential, if its foreign trade is to be wholly beneficial,
that the goods and services imported shall be such as would
willingly have been taken in exchange for those exported
had the entire foreign trade been centrally directed on
behalf of the community as a whole. Under our present
system this is not consciously done, and, with the exception
of some sectional and disjointed efforts at control, the
volume and nature of imports is, by and large, left to
individual enterprise without cohesion or co-ordination.
Nor is any conscious attempt made to provide for equi-
librium in foreign trade, visible and invisible. How grave this
is will be apparent when we consider the effects of lack of
balance in the international interchanges of a country.

First let us survey the consequences of a persistent
‘excess of imports over exports, including invisible items on
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both sides. The facile theory that imports beget exports has
been given the lie by experience. It belongs to the same
category as that which holds that demand is the inverse of
supply, or that goods create the purchasing power needed
to absorb them. Half-truths all,” which have validity only
under hypothetical conditions which we have failed to
create and from which reality is far removed. We know
that adverse balances of current international payments have
persisted in different countries for several years in suc-
cession.

So far as the domestic circuit flow of money is concerned,
the offer of balances in the domestic banking system of the
country having an excess of imports, visible or invisible, by
owners desirous to exchange them for balances abroad,
must inevitably exceed the demand on the part of owners of
the latter willing to part with them in return for a bank
balance in the country with excess imports. T'o the extent
of the surplus offer, foreign exporters or other foreign
interests acquiring the exporters’ balances will become
owners of bank balances in that over-importing country.
‘Those balances, foreign-owned, will, under a full gold
standard, and always ignoring capital movements, eventu-
ally be withdrawn in the form of gold. Meanwhile they are
not available for circulation amongst goods and services,
and there will, to that extent, be a deficiency in commodity
money as compared with the goods to be absorbed. All that
was available for that purpose was the money disseminated
in the domestic process of production and distribution,
together with any new commodity money utilised to finance
the excess imports. We are only concerned with the latter,
for, in so far as imports and exports cancel each other out,
we know that there is no change in the composition and
volume of the circuit of money, nor in the amount required
to absorb the goods within the country, available for
absorption. '

T'o the extent of the excess imports or, more precisely,
to the extent that the amounts currently payable abroad
exceed those currently receivable from abroad, domestic
bank balances have passed into foreign ownership and will
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not be used for the purpose of taking up goods. Sellers of
the latter are confronted with a deficiency of commodity
money. Unsold goods and unpaid bank loans result.
Internationally the foreign-owned bank balances, equalling
the deficit in the current international payments account,
will pass from one foreign owner to another at declining
prices in terms of the foreign owner’s own money. Soon a
level is reached at which the foreign owner, by converting
his balances into gold at the fixed price prevailing in the
gold standard country, having that gold shipped to him and
selling it in his own country at the fixed price in force there,
receives more than he would by selling his balance in the
banking system of the over-importing country at market
price. The banking system of that country which loses the
gold is forced to contract credit, and to the depressing factor
above mentioned is added one much more drastic in its
incidence, that of cancellation of bank money by sale of
securities onthe partof the banking system and by a policy of
restriction of loans. We have described in previous chapters
the devastating effect on the body economic of this policy.
Imports will now indeed balance exports, not as a result of
any begetting of exports by the surplus imports, but by
the decrease in demand for imported raw materials and
other goods resulting from economic depression. Ultimate
equilibrium is established, but at a lower level, and at
distressing cost in unemployment and privation.

The automatic mechanism of the international gold
standard does not function in a country with a managed
currency. The outward symptom of persistent excess of
imports would be the depreciating trend of the value of
the money of that country expressed in the money of other
countries. The reason for this depreciation, as we are aware,
is the offer, without corresponding demand, of bank bal-
ances in the banking system of the over-importing country,
just as we have found to be the case in a gold country in
similar circumstances. Under a managed currency, how-
ever, there are no means whereby these foreign-owned
balances can be liquidated, except ultimately in goods and
services. Hence, until the value of the money of that

N
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country, in terms of others, falls to a level at which it be-
comes profitable for the owners pro fem. to convert their
balances into goods and take these In payment, so long
will these balances pass from hand to hand at ever falling
prices. Of course, we must continue to assume that the
economic and financial status quo in other countries is not
disturbed from causes unconnected with international
trade, and that the effects of the lack of equilibrium in the
current balance of international payments of the country
with surplus imports is not obscured by capital move-
ments. In other words, we must consider the excess im-
ports in isolation, on the hypothesis that all other things
remain unchanged. In a sense, of course, the fact that these
foreign-owned balances resulting from excess imports
cannot be liquidated, in itself involves a capital movement.
To that extent foreign capital has temporarily, at least,
emigrated to the country with a deficitary current inter-
national payments account. The movement, however, is
involuntary and results directly from the disequilibrium in
the current international interchanges of the country con-
cerned. The foreign-owned balances are likely to be left
on deposit in the banking system or temporarily invested.
In neither case would they be circulating amongst goods
and services.

The effect upon the domestic circuit flow of money
in the first instance is similar to that under a gold standard.
Soon, however, the fact that the foreign-owned balances
cannot be withdrawn in gold begins to tell, both negatively
in obviating the contraction of credit associated with gold
exports and positively through the absence of a limit upon
depreciation of the value of the money in terms of other
moneys. This latter factor will involve a rising tendency in
the cost of all imported goods which is bound to be re-
flected in the cost of living generally in the country with
persistent excess of imports. The rise will stimulate do-
mestic production and cause ever-growing demand for
commodity money. This will be satisfied by expansion of
bank credit and by use of non-active money or of money
previously engaged in financial pursuits. The initiative in
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the domestic interchange of goods will increasingly lie with
buyers, and the factors which tended to keep prices down
are easily overshadowed. A conflict is set up between do-
mestic economic trends and the course of that country’s
international interchange of goods. To rectify the persistent
over-buying abroad—which we have premissed—a fall in
the cost of domestic goods expressed in terms of foreign
money is indispensable in order that exports may be stimu-
lated. This means that domestic prices ought to rise less
in proportion than the value of the money in terms of
foreign moneys falls. Against this desideratum domestic
developments militate. Prices will be lifted above the level
at which the corrective of increased exports and restric-
tion of imports would have been fully operative. Thus
domestic prosperity combined with over-imports and in-
sufficiently elastic exports will continue until the limits
of credit expansion in the banking system are reached.
Such limits, in a country where gold, though unavailable
for export, is still the basis for credit, are more or less well
defined. When attained, the entire vicious spiral of sale of
securities, high long-term interest rates, stoppage of capital
construction, fall in prices, unemployment, depression and
crisis, will assert itself, and the resultant reduced import
requirements and the lower domestic price level will finally
ensure equilibrium in international interchanges.

If the internal credit system is not limited by gold or
other requirements, there need be no technical limit to the
creation of new commodity money, other than such in-
herent in full employment of all productive forces in the
country. The whole process is likely thus to be accentuated
in intensity, and when it is recognised that further ex-
pansion cannot take place the depressing factor of excess
imports will make itself fully felt. The developments above
described will inexorably advene, and when stability is re-
established it will be on the ruins of an impoverished com-
munity and foreign trade wil' have to be rebuilt from a
level likely to be but a fraction of its former one.

Both under a gold standard and under a managed cur-
rency these developments may be retarded if the foreign-
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owned balances are left voluntarily in the country with
excess imports. There is then no pressure to sell these
balances against foreign money, and, therefore, no with-
drawal of gold or falling exchange as the case may be. If,
apart from this negative factor, there happens in addition
to be a demand for bank balances in that over-importing
country for account of parties abroad in order to benefit
by high interest rates quite likely to prevail under the con-
ditions we have assumed, the exchange value of the money
in terms of other moneys may even rise for the time being.
Domestic capitalists, correctly diagnosing what is happen-
ing, would avail themselves of that opportunity of ex-
changing their domestic securities into bank balances, and
the latter for bank balances in some other country not
suffering from the same disease. This is what happened
in Great Britain during the succession of years of excess
imports prior to devaluation of the pound. When, to
persistent excess imports finally came inflation through
Government deficits, brought about by the ever-growing
trade depression ultimately bound to follow in the wake
of excess imports, the bomb burst. Everybody wanted to
dispose of their bank balances in Great Britain at the same
time. Their value fell, the volume of gold available was
inadequate, and devaluation became inevitable.

Persistent excess of exports in the long run is scarcely a
happier problem. It is true that the immediate effects upon
the country having such excess exports appear stimulating.
Inasmuch, however, as this semblance of prosperity is
achieved in the long run at the cost of the demolition of
international interchanges and the ultimate disruption of
the domestic economic existence of the countries with
persistent excess of imports, it cannot be more than a
transitory phase. We have seen the devastating effects
wrought by the persistent excess of exports from the
U.S.A. which finally led to breakdown throughout the
world. -

The first result of an excess of exports over imports,
visible and invisible, is the accumulation by exporters of
bank balances abroad which cannot be exchanged for
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domestic bank balances because, in the circumstances
we have assumed, there would be no foreign owners of
domestic bank balances. Domestic capitalists could, of
course, acquire the foreign balances, but this would re-
present capital movements, already alluded to above and
here to be disregarded.

These foreign balances then could either be withdrawn
in gold, if the foreign debtor country is in a position to
supply it, or they would pass from hand to hand in the
over-exporting country, being offered down until the foreign
currency had depreciated to a level at which the balances
could be withdrawn profitably in the form of goods. In
practice, of course, such transactions are indistinguishable
from the general mass, but the ultimate outcome is not
affected thereby. If gold is received in payment of the
claim in respect of excess exports, it will be converted into
new bank balances through the machinery described in the
First Section of the book, in which the technical working
of the financial system was dealt with.

That new money will be cancelled in repayment of
loans which the exporters were unable to repay so long
as they had not disposed of their foreign balances for a
domestic bank balance. Thus there will be no increase in
the total volume of commodity money in circulation, but a
reduction in bank loans to the level of the reduced volume
of goods. The latter will be less than that which gave rise
to the distribution of the commodity money in existence,
for more goods have left the country than have come in.
The relationship then between goods and money is modi-
fied in favour of goods. Prices of goods will rise. That in
these circumstances exports must decline need not neces-
sarily bring about restoration of equilibrium, since imports
may be artificially restricted to the same or to an even
greater extent. Internally economic activity would be
stimulated into boom by rising prices and by the potential-
ities of credit expansion latent in growing gold stocks at
the Central Bank. The body economic of a country with
persistent excess exports is battening upon the emaciated
systems of its neighbours whose life-blood is being sucked.
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Catastrophe inexorably follows when the limit of credit
expansion is reached. .

If gold is not available abroad, the foreign balances
will be offered down until, at the reduced value of the foreign
money, goods can be taken in payment. Meanwhile the
immediate effect in the country with excess exports is to
alter the relationship between commodity money and goods,
and for prices to tend to rise. In contrast, however, with
the position when gold was received, the loans of the bank-
ing system cannot be reduced, nor is the basis of the credit
system widened, as there are no additions to gold stocks.
The stimulus to domestic development will not be as
powerful in consequence, as credit expansion could not go
so far. International interchanges will decrease, because
exports will be discouraged by higher domestic prices,
imports kept down by tariffs, prohibitions, quotas, etc.
Domestic activity will increase, foreign trade will be ham-
strung. The havoc wrought in the countries with excess
imports we have described above, and a similar crisis is
bound ultimately to result in the over-exporting country.

When equilibrium in foreign trade is finally restored, it
will take long to overcome the suffering and demoralisation
everywhere inflicted. No country can prosper in the long
run when others suffer.

Whatever way, then, we examine the problem, lack of
equilibrium in current international payments accounts,
even if temporarily obscured, must ultimately lead to re-
adjustment on a lower scale, after having taken toll in
misery and demoralisation.

Under uncontrolled and unplanned international eco-
nomic relationships there can, of course, be no assurance of
equilibrium.

Notwithstanding the vital importance to the community
and to other communities of such equilibrium, the fatal
laissez-faire attitude still prevails in many countries. In
others it has been replaced by the even more pernicious
doctrine of self-sufficiency. The former ignored the fact
that the interest of the individual in the international
economic interchanges, as in other fields, is often incon-
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sistent with the true welfare of the community as a whole.
It was based, too, on a faulty apprehension of the working of
the money mechanism, to which an automaticity was
attributed which in reality it possessed only with a great
time-lag and at the cost of terrible privation. Representing
a revulsion from that passive aloofness, the autarchy
doctrine sets up an ideal which ignores the just expectation
of the individual that he should benefit to the fullest possible
extent, through interchange of goods, by the bounteous
resources with which God has equipped His earth. It
substitutes the altogether artificial ambition to be inde-
pendent of one’s neighbours. Apart from the insensate
waste of the wonderful gifts of God, what a travesty it
implies of that relationship between human beings which
Our Lord proclaimed to be our common Father’s will !
What affluence might be enjoyed by the countries of the
world if the whole of their productive power were utilised
so as to yield the greatest benefit to themselves and others !
Then the futility of importing without thought as to how
the goods were to be paid for, and without any kind of
central responsibility to ensure that more needed goods
were imported instead and that exports kept pace with
imports, would be clearly apparent. Equally, exports would
no longer be regarded as an end in themselves. A com-
munity working to its full capacity and enjoying true identity
of interest surely could not make its first consideration what
goods it could sell elsewhere. It would primarily be inter-
ested in establishing what goods it could use and how much
of its time would have to be set aside for making such things
as would be acceptable to others abroad in exchange for
the things the community needed to import from foreign
countries. As international economic relations are conducted
at present, no matter how patchwork may for a time restore
a semblance of prosperity, ultimate breakdown is inevitable
as crisis succeeds crisis. No permanent progress is practic-
able until each country enjoys equilibrium in its external
payments accounts, which in turn will depend greatly on
internal financial and economic policies.

This does not mean, however, that we should wait with
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folded hands until others alter their point of view. There is
a vast field for action open to us, provided unity of purpose
can be achieved within our borders. Unless we recognise
that the problem is not one for self-adjustment, but will
have to be tackled with the utmost urgency in all its aspects,
the march towards disintegration of human society can only
be temporarily arrested, before it inexorably proceeds
afresh and with cumulative force. Our proposals for a new
order will indicate the lines which each country can follow
for itself so that its international economic relationships
shall no longer constitute a threat to the stability of the
whole economic structure, but shall fit into the planned
activities of a community engaged to its fullest capacity in
productive work.



CHAPTER 19
FOREIGN LENDING

UNDER this heading we propose to consider briefly the
various types of migration of capital, mainly from the point
of view of their effect upon the money flow and the economic
position of the countries involved. The scope of this book
does not permit going into details of the various types
of operation by which capital is exported, and we shall
content ourselves with a rough sketch of generic character-
istics.

Capital migrations are distinguished from domestic
investment in that the capital assets into which the emi-
grating capital is converted (foreign bank balances, foreign
securities, etc.) are acquired from foreign interests. Con-
sequently payment for the same involves the transfer to
foreign ownership of a domestic bank balance or of other
assets previously domestically owned. The owners of the
emigrating capital need not necessarily have direct dealings
with the foreign interests concerned, as the export of capital
may be effected through a bank or issuing house. This
happens when, in a country, a public or private placing is
made of new foreign securities. The capitalists in the
“lending ” country who subscribe for the new capital
merely transfer their bank balances to other parties at home,
viz. the issuing or financial houses identified with the
business. It is these in turn who act as the purchasers of the
foreign investments from the foreign borrowers or enter-
prisers seeking capital, and they pass on the domestic bank
balances collected by them to the foreign interests con-
cerned.

It may be well to point out that purchases of existing
foreign securities by domestic investors from existing
domestic holders do not represent an international move-

ment of capital. Transactions of that kind are, in every
185
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respect, identical with investment in existing domestic
capital assets, with which we have dealt in an earlier
chapter.

On the other hand, purchase of domestic securities from
foreign owners would represent emigration of capital from
the country of the purchaser, because it would involve the
transfer of a domestic bank balance to foreign ownership
in payment of capital assets. In fact it signifies the re-export
of capital which had flowed into the country when the
domestic securities originally passed into foreign owner-
ship.

Capital migrations are also in a different category from
the international payments entailed by current international
trade and by the discharge of current international financial
obligations. The difference is not outwardly discernible in
the mechanism of settlement through the foreign exchanges.
It lies in the character of the assets acquired by the owner of
the emigrating capital as compared with those acquired
when payments are made abroad in connection with current
international interchanges. The capitalist transferring his
money abroad may retain it in the form of a balance in a
foreign banking system, or may acquire securities, land or
buildings from foreign interests, take a participation in
enterprise abroad, etc., etc. Whatever may be the assets he
will hold, they will represent capital to him.

In current international trade, on the other hand, the
transferor of money to a foreign country is indebted for
current goods purchased, current services (shipping, insur-
ance, etc.), or for current obligations to be met (dividends,
interest, etc.). The assets received in exchange—or the
extinction of current liabilities achieved—do not represent
capital assets.

Capital migrations may assume a variety of forms.

They may, for instance, by their nature be long- or
short-term operations. It is not.always practicable, at the
inception of a transaction, to determine whether it is a long-
or a short-term operation. The public issue of a new long-
term foreign loan or the private placing of new shares of
a foreign enterprise are essentially long-term or semi-
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permanent operations, particularly when the foreign
securities thus acquired by domestic capitalists are not
negotiable in other markets. On the other hand, the ac-
quisition of a bank deposit in a foreign country by a capital-
ist at home, in order to take advantage of higher interest
rates obtainable abroad, is obviously conceived as a short-
term export of capital. In between the well defined types
such as those mentioned there is a wide range of capital
movements indeterminate in regard to period of time.
"Their duration is likely to be governed by the interpretation
which the owners of the exported capital place upon politi-
cal, economic and financial developments.

In the case of public issues or placings of new foreign
securities the capitalists subscribing for the same may not
conceive their participation as a long-term investment.
Nevertheless the transaction in its entirety is to be so
regarded. As explained above, it is in the nature of a col-
lective operation, and it will make no more difference to the
international financial relationships created as a result of
the issue whether someone else in the lending country
subsequently takes the place of the original subscriber
than if the latter had changed his name.

International capital movements involving long-term
investment, as we shall see, leave a lasting imprint upon the
economic relationships between countries. Short-term
migrations have in recent times, however, assumed a grow-
ing significance through their immense bulk, their synchro-
nised incidence and obstinate persistence. Long-term
capital movements cannot be profitably undertaken while
political antagonisms, conflicting financial and economic
policies and unstable internal social conditions are ram-
pant. These are the very soil, however, in which mass
short-term capital migrations flourish. Ever since the War
these have been a constantly recurring and gravely dis-
turbing feature of international financial relationships.

Apart from long- and short-term capital movements,
we may differentiate between those resulting from the
initiative of foreign interests seeking capital and capital
export undertaken by domestic capitalists from motives
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unconnected with the requirements of the countries to
which the capital flows. The former group includes public
issues and private placings of new foreign securities in
the “lending " country. (For the sake of convenience we
shall designate the country of the capitalists supplying the
capital as the “lending”’ country.) To the same category
belong financial participations by individual capitalists or
by enterprise at home in enterprise abroad, etc., at the
instigation of the foreign interests involved.

Amongst capital movements dissociated from the
economic requirements of the country of destination we
include the acquisition of balances in foreign banking
systems, retained as such or invested, as a speculation or
as a refuge from risks at home (flight of capital) or for
other reasons ; the purchase of foreign or domestic securities
from owners abroad merely because of attractions they
may offer in yield or prospects, or because it is desired
to acquire influence in the management or control of the
policies of the enterprise concerned, etc., etc.

The above classifications are helpful in diagnosing the
character and estimating the probable course and intensity
of specific capital movements. The significant feature from
the point of view of the money flow and the economic
position of the capital-exporting country, however, lies in
the disposition made of the domestic bank balance that
must be made available as the initial stage in all trans-
actions involving the export of capital. The right to
dispose of that balance may have been transferred by
domestic capitalists to foreign ownership. In that case we
are interested in the utilisation made of it by the foreign
interests acquiring it. On the other hand, the balance may
first have been exchanged by the domestic capitalist into
gold or goods and these exported for the purpose of being
converted into a bank balance abroad. Gold and goods are
the only two forms in which capital can be physically
exported.

According to the disposition made of the domestic
bank balance, exports of capital fall under two main groups
so far as the lending country is concerned :
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1. Linked with export of goods.
2. Divorced from goods.

The first embraces all transactions in which the do-
mestic bank balance, representing the capital to be exported,
is utilised in the acquisition of goods in the lending country.
Thus, for instance, the public issue made in the lending
country of bonds of a foreign enterprise, of which the pro-
ceeds are used to buy machinery in the lending country,
would fall under this description. So would, for instance,
the financial interest taken by an individual capitalist in
the lending country én a private partnership abroad en-
gaged in mining, if the latter determined to dispose of the
bank balance placed at its disposal by purchase, say, of
plant in the lending country to be shipped out to the scene
of its operations.

Capital exports, which, so far as the country supplying
the capital is concerned, are dissociated from goods, can
take place only in two forms :

(a) By the export of gold. The domestic capitalist
may himself exchange his bank balance for gold or
the foreign interest to whom it is transferred may do
so, in the open market if there is one, or at the
Central Bank if the capital-exporting country is on
the gold standard.

(b) By countervailing immigration of foreign capital.
This arises when the capital exported does not take
the form of goods or gold. In that case the foreign
transferees of the domestic bank balances, which
serve as the vehicle for the capital export, retain the
same or employ them in the acquisition of capital
assets in the capital-exporting country.

Before examining the effect upon the body economic of
each type of disposition of the domestic bank balances
representing the capital to be exported, we must be clear as
to the character of these balances. If the exporter of capital
is an individual the bank balances utilised must constitute
past or current surplus income ; if an enterprise, past and
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current undivided profit, or working capital. The latter,
being part of the capital resources of the enterprise, must in
turn have been supplied by individuals out of surplus
income or by enterprise out of undivided profit. We may
say then that all capital represents past or current income
of the individual or undistributed profit of enterprise. What
matters from the point of view of the effect of the export of
capital upon the money flow is how that money was em-
ployed just prior to its transfer to, or utilisation by, the
capitalist desiring to export it, and what becomes of it as a
sequel to the export. '

It may, prior to its destination as a vehicle for the
export of capital, have been held as an idle bank balance ;
it may have been circulating amongst goods and services or
amongst capital assets. Any bank balance tendered in pay-
ment of assets realised by owners of invested capital who
desire to export the proceeds must belong to one of those
three categories.

In so far as these balances represent current surplus
income of individuals and undivided profits of enterprise
they are indispensable to the absorption of current goods
and services.

Under our present system, however, we have no means
of determining what part of capital exported falls under
that definition. In fact, no more than vague estimates are
available even of the aggregate of capital exports. We must,
therefore, content ourselves with indicating in general
terms the effect upon the money flow for each type of
capital emigration according to the character of the bank
balance utilised. I append a table which gives this analysis
in summarised form.

As will be seen, the only kind of international capital
movement which does not disturb the money flow amongst
goods and services, and may even stimulate it, is capital
exported in the form of goods. All other forms of capital
emigration are unconstructive and potentially no less harm-
ful than certain forms of domestic investment, with the
aggravating feature that the capital exports may directly
entail gold exports or distortion of the international value
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of the money of the country out of which the capital
flows.

The issue in a country of a new foreign loan or other
foreign financing, the proceeds of which (z.e. the domestic
bank balances transferred to the foreign borrower or enter-
prise) are wholly utilised to pay for goods in the country
supplying the capital, is in principle immediately beneficial
to that country. Of course, such financing presupposes
surplus income available for investment, in other words a
state of economic development under which not all goods
produced within the country and those secured in exchange
for goods exported are needed to maintain existence.
Foreign financing availed of in goods, in fact, involves the
loan of goods or the supply of goods as permanent capital
without immediate gquid pro quo. Clearly, only a community
with such a surplus can afford to do this.

In order that operations of this type may be lastingly
advantageous, both to the country supplying the capital
and to that receiving it, the nature of the goods into
which the capital is converted must be appropriate.
When these goods are the means of production or
development of natural resources in the  borrowing”
country and the latter’s products are needed by the
“lending” country, there is an adequate basis for the
financing. One further prior condition requires to be ful-
filled if transactions of this kind are to prove remunerative
in the long run. The character of the borrower should be
fundamentally sound. Character of the people, individual
and collective, is, and will ever remain, the ultimate criterion
tha}t determines the value of all other assets in a country.
Without it, the finest physique of its man-power, the most
bounteous resources, the keenest intelligence and in-
genuity, can offer little permanent basis for reciprocally
satisfactory human relationships of any kind.

With these fundamental requirements satisfied there
remains the imperative need for the provision of means
whereby the annual current obligations resulting from the
capital operation (interest, dividends, amortisation) can
be discharged by the “ borrowing ” country. Under our
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present order, with its haphazard and chaotic international
economic intercourse, there is no conscious endeavour
towards that end. Although in the preceding chapter I have
already referred briefly to the mechanism whereby such
annual payments are effected, a few further observations on
the subject may be helpful.

If the means of production supplied to the * borrow-
ing "’ country on credit, or as permanent capital, achieve
the object of increasing the productivity of that country,
there should be an additional volume of goods available for
export. Their sale will give the exporters in the ““ borrow-
ing ” country command of bank balances abroad. These
they sell to the interests in their own country which have
borrowed abroad or are working with capital supplied from
abroad. We shall, for the sake of brevity, refer to those
parties as “‘ the borrowers . In return the exporters receive
from the borrowers a domestic bank balance. That balance
represents the interest on the foreign debt set aside by the
borrower, or part of his profit due to the foreign capitalists
who supplied capital. In the borrowing country then the
circuit flow of money is complete by the restoration to the
circuit of these funds previously retained by the borrowers.
Increased current domestic turnover of labour and goods
has resulted from the loan made in the form of the means
of production. In the “ lending ’ country the bank balances
acquired by the “ borrower ” will be transferred to the
holders of the foreign securities (bonds, debentures, shares)
or to the partner in non-joint-stock foreign enterprise. To
the recipients in the “lending” country they constitute
income which, if re-spent on goods and services, remains
part of the commodity flow of money. In the “lending ”
country the turnover of money too is increased by the
additional imports, which should enhance the standard of
comfort and well-being of the community.

Failing additional exports from the country of the bor-
rowers, disequilibrium in its current international balance
of payment arises, with fateful consequences which we have
sketched in the preceding chapter. If the debtor country is

on the gold standard its entire economic life will be forced
0
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down to a lower level by loss of gold; if it has a managed
currency the results are ultimately equally disturbing.

The inevitable consequence of inability of the debtor
countries to sell their goods abroad in sufficient volume in
excess of their imports is default. To the extent that this
leads to permanent scaling down of annual obligations, it
involves the lapsing of an annual claim to goods previously
enjoyed by the “lending” country, with corresponding
reduction in the average standard of living. Moreover, to
the owners of the capital assets representing the money lent
or capital supplied, the loss of current income is accom-
panied by depreciation in the money value of the asset.
This depreciation is in itself of no direct consequence so
long as the asset is held, but if the owner desired to sell or
borrow against it, in order to utilise the proceeds in enter-
prise, his potential capacity in that direction would be
impaired.

We now turn to capital movements divorced from goods
so far as the country supplying the capital is concerned.
These are*wholly prejudicial to the welfare of the com-
munity, and if their destructive effect were but appreciated
it is certain that our attitude towards them would be
different from the present laissez-faire.

It is often suggested in regard to foreign financing that
it is not vital that the capital lent, or supplied, to foreign
interests should be spent on goods in the ‘‘lending ”
country, so long as it is spent on goods somewhere. The
increased prosperity in the countries which supply the
goods, so it is argued, must ultimately be reflected in
increased imports from the “ lending ** country. This facile
notion is fully exploded by our own experience. Though it
may be admitted that, taking a broad view, such financing in
degree of perniciousness ranks behind capital movements
completely divorced from goods, since at least it diffuses
economic activity somewhere, there is, so far as the lending
country is concerned, no material difference. ‘
 Capital movements unconnected with the economic
interests of the capital-exporting country may be engendered
by a variety of motives, amongst which speculation, tax
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evasion and political fears are the most conspicuous. The
effect, in every instance, is to bring about the offering of
balances in the banking system of the country from which
capital flows away, without corresponding demand. In-
versely, demand without corresponding offer arises for
bank balances in the country to which the capital emi-
grates :

Once the owners of the capital, desirous of exporting
their money, have acquiredt he foreign balances, the latter
will either be immobilised as idle deposits or will be utilised
to buy securities, and are likely to pass from hand to hand
amongst owners of existing capital assets in the foreign
country. The domestic bank balances ceded by the exporters
of capital will have been transferred to foreign ownership
and will not be available for the circuit flow amongst goods
and services. To the extent that they previously had been so
circulating the effect upon the turnover of goods is dis-
ruptive. The balances may be cancelled altogether if they
are converted into gold, assuming this is obtainable at the
Central Bank, or they would be offered down with pro-
gressive depreciation of the exchange value of the money of
the capital-exporting country in terms of the money of other
countries. The result in either case is destruction of the
domestic economic interchanges of goods and services,
immediately so if gold is exported in appreciable volume,
more gradually when gold is not available. In the latter case
unwilling foreign holders of domestic balances offer them
down until finally it becomes profitable for foreign importers
to acquire them and convert them into goods for import
into their country, thus restoring the money to the com-
modity flow. :

As compared with the disequilibrium in the balance of
international payments resulting from excess import of
goods, these capital migrations present the aggravating
feature that no goods are created anywhere in connection
with these transactions. It is true that indirectly, in the
country to which the capital is transferred, economic
activity will be artificially stimulated through a decline in
the long-term interest rate, particularly if gold flows into
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that country, but upon the ruins of the economic order of
other countries no lasting prosperity can be based.

If capital exports from a country happen to coincide
with capital imports into that country from abroad, no effect
is, for the time being, produced upon the exchange value of
the money of the capital-exporting country in terms of the
moneys of other countries. The offer of domestic bank
balances in that contingency would be offset by counter-
vailing demand by foreign capitalists. Thus the damaging
effects of the export of capital are temporarily suspended,
though not eliminated. In the countries concerned, bank
balances will have passed into the hands of foreign owners
having no permanent stake in the welfare of the country
which, for the time being, they have selected as the domicile
of their capital. In so far as those balances were previously
circulating amongst goods, they are now withheld from
the commodity flow. Moreover the synchronisation of
the capital movements in opposite directions having been
purely accidental, there is no assurance that similar
coincidence will recur in the repatriation. Hence, if the
capitalists in one of the countries, from which capital had
previously been exported, were to decide to dispose of their
assets abroad and re-acquire bank balances in their own
country, the withdrawal of this capital would expose the
country losing it to all the consequences entailed by export
of capital unconnected with goods, as described above.

Summarising, then, international capital movements can
be achieved without disruption of the domestic circuit flow
of money amongst goods and services only when directly
productive of export of goods in corresponding amount
from the capital-exporting country, and when the parties to
whom the capital is supplied are solvent and of undoubted
integrity.

Any other form of capital migration is injurious to the
community. )

Fantastic though it may seem in the light of the devasta-
tion wrought, theindividual, under our present order, is free,
in his unfettered discretion, to export capital. It is true that
certain forms of capital export, including in fact the only
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desirable one, are barred in this country for the time being,
but this leaves full scope to almost every harmful activity
of this type ““ through the backdoor .

Under a new order, the entire problem must be en-
visaged from an altogether different angle. The action of
the individual in pursuit of purely selfish objects in this, as
in every other sphere, must be made subservient to the
interests of tlie community as a whole.



CHAPTER 20
FOREIGN EXCHANGE

THE mechanism through which all international payments
are settled is the foreign exchange market. The transactions
which give rise to such payments have been considered in
the two preceding chapters. They represent either foreign
trade, visible and invisible, including fulfilment of current
international obligations, or international capital migra-
tions. A foreign exchange transaction consists in the pur-
chase or sale of a balance in the banking system of a foreign
country and giving, or taking, in exchange a bank balance
at home or in another foreign country. Dealers in foreign
exchange, therefore, must have banking accounts in all the
principal countries. Hence, as a business, trading in foreign
exchange is confined to banks and bankers, with whom all
demand for and offer of balances abroad are centred. In
foreign exchange transactions between banks and bankers
themselves, the services of foreign exchange brokers are
employed as intermediaries.

As in commodities, it is mostly possible to deal in
foreign exchange for future delivery. Operations of this class
do not occasion actual payments—that is, an exchange of
bank balances at home and abroad—until maturity of the
contract. However, meanwhile they frequently engender
‘“ spot ”’ transactions, and the relationship between the rate
for “spot” and for forward delivery is significant and
instructive in many respects. We comment further on this
class of foreign exchange transactions on a subsequent
page in this chapter.

Business between importers and exporters of goods and
services in different countries is frequently done in a money
which is not that of either of the countries concerned.
Thus between countries in South America, for instance,

transactions, in many instances, are effected in pounds or
'198
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dollars, because there is a large market for both these
moneys and they enjoy, in consequence, a greater measure
of stability. The resultant foreign exchange transactions
can have no effect upon supply and demand so far as the
money 1s concerned in which the transactions are to be
settled, for they obviously involve equal demand for and
offer of balances in the banking system of the country
whose money is selected for the purpose. If a Brazilian
exporter sells cocoa to an Argentine importer and payment
in pounds is agreed upon, the Argentine importer will wish
to buy a balance in London, offering an Argentine peso
balance in exchange. The Brazilian importer will want to
dispose of that balance in London in order to obtain one
in his own country in exchange. Thus there is an offer of
Argentine pesos and a demand for Brazilian milreis, just as
if the transaction had been settled direct in one or other of
these currencies. If we assume equilibrated current inter-
national payment accounts for each country, the demand
for and supply of balances in the banking system of each
country must be equivalent. There may be more Argen-
tine peso balances wanted in London than there are on
offer, but then they are bound to be for sale elsewhere, and
as the excess demand in London would tend to increase the
value of peso balances there, sellers in other countries would
be attracted to meet the shortage in London. It is one of the
important points in the technique of foreign exchange to
know where the best markets for different moneys are and
whether in such markets buyers or sellers normally pre-
dominate. Knowledge of the nature and direction of trade
between the various countries of the world and of the
prevailing customs in regard to the moneys in which
transactions between them are most often expressed is
indispensable for that purpose.

Rates of foreign exchange express the price relation-
ship between units of money of oné country and those of
another. They fluctuate constantly according to whether,
for the moment, the offer of bank balances in any foreign
country or demand has the upper hand in the markets.
Through the kaleidoscope of fleeting changes and short-
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term movements, however, definite trends are at times
discernible over long periods. These reflect persistent pre-
dominance of supply or demand. Their immediate cause
lies in disequilibrium in the current balance of payments
(foreign trade, visible and invisible, and current inter-
national obligations) or in capital migrations. Their deeper
origin must be sought in divergence between the financial
and econamic policies pursued or between the political
conditions prevailing in the countries concerned. It is into
these longer trends in the foreign exchanges that we shall
briefly probe.

It is sometimes assumed that movements in foreign
exchange rates reflect more or less faithfully the divergent
variations in the relationship between money and goods—
z.e. in the price levels—of the countries concerned. That
would be true only under conditions—not now obtaining
anywhere—in which no other factors intervened which
obscured the effects of those divergences upon the ex-
ternal economic activities of countries. In such conditions
exports would be hampered and imports attracted in the
country in which the price level had risen more, or fallen
less, than elsewhere or had remained stable while it fell
in other countries. The money of that country in terms of
the moneys of other countries would become worth less
in consequence of its balance of international payments
having become adverse. In practice, however, artificial
restrictions upon imports, stimulation of exports and
capital migrations vitiate the basis of the assumption above
mentioned.

We may distinguish three kinds of foreign exchange
relationship : firstly, between countries on an international
gold standard basis ; secondly, between countries on gold,
on the one hand, and countries not on gold, on the other ;
and thirdly, between non-gold countries.

Countries having an international gold standard are
those in which there is free exchangeability of imported
gold for the money of the country at a rate fixed by law, and
where gold required for export can be freely obtained from
the Central Bank against money likewise at a fixed rate.
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This is the limited form of gold standard which replaced
the full gold standard—now a distant memory—under
which gold coins were a circulating medium and free
interchangeability between money and gold extended to
domestic circulation. Non-gold countries are those in
which there is no fixed rate for the interchange of gold
and money.

'The working of the foreign exchanges between gold
countries is just now not of great practical importance, as
there are none at present. Even in the United States re-
strictions upon export of gold are in force. Suffice it for the
moment to say that the rates of exchange between gold.
countries, that is, the value of the money of each in terms of
the moneys of the other countries, are governed by the
relationship between the fixed money prices of gold in each
country. Whilst to the resident in such countries, under the
restricted form of gold standard, money and gold are not
synonymous so far as domestic business is concerned since
he will be unable to exchange money for gold, to the foreign
owner of balances in gold countries they are, as well as to
the domestic debtor or capitalist requiring to remit money
abroad. So far then as international transactions are con-
cerned, the moneys of all gold countries become an inter-
national money. Clearly if these transactions, from whatever
cause, involve persistent demand for the money of one
country and persistent offer of that of others, the flow of
gold will be all one way. As gold serves in many countries
also as a basis of credit, the flow must be arrested long
before the stock is exhausted. When gold is no longer
available to satisfy demand for bank balances abroad, then
the latter will be bid for against offer of bank balances at
home, i.e. the exchange will depreciate in terms of gold,
which is equivalent to saying that it depreciates in terms of
the moneys of countries in which the fixed relationship
between money and gold still exists.

It has been clearly demonstrated by financial events
since the War that the relationship fixed by law for inter-
change between gold and money within a country, z.e. its
rate of exchange in terms of the moneys of other gold
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countries, can have no permanence if conditions arise which
produce discrepancy between the price level in that country
and the gold equivalent of the price level elsewhere so wide
and insuperable as to defy attempts at correction. Since
imports would be bound to be attracted to the country with .
the relative increase in the price level, and exports would
be hampered, the first line of defence usually consists in
restrictions upon imports. However, the scope for such
measures is limited. Moreover, capital is likely to flow out of
that country in the circumstances we have assumed, and
this would add to the demand for bank balances abroad
against offer of its own money. As domestic conditions
deteriorated and the utter impracticability of bridging the
gap between the relative price levels was more forcibly
brought home, political unrest, inseparable from such
developments, would lift its head, turning emigration of
capital into flight, with ultimate breakdown of the fixed
foreign exchange relationship with the moneys of other gold
countries, as described above.

T'wo sets of causes may be responsible for the generation
of grave and persistent discrepancy in relative price levels :

1. Domestic financial policies pursued over a prolonged
period leading to a fundamental change in the re-
lationship between money and goods, i.e. in the
domestic price level (for instance, credit inflation as
a result of war).

2. Unilateral action modifying the pre-existing fixed
relationship between gold and money, in the sense of
increasing or decreasing the money price of gold.

 When policies of the type referred to under (1), per-

sistently pursued, have created an untenable position for
the country concerned, it may seek to escape from the
consequences by raising the fixed price legally payable in
its money for a given quantity of gold.

From the international point of view, increase of the
money price of gold in a country without corresponding
change in the price of gold elsewhere means that less money
of other countries will be needed to buy the money of that
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country. Hence the same quantity of goods can be bought
there, at least in the first stages, with less foreign money.

« In turn, however, such action, if not proportioned to
the price levels of other gold countries, may force upon these
latter, sooner or later, similar uncorrelated upward revision
of the legal money price of gold. This is, in epitome, what
has been happening at intervals ever since the end of the
War. .
- Isolated reduction in the money price of gold on the
part of a gold country is in a different category. An out-
standing instance of this self-sacrificial course is afforded
by our return to the gold standard in 1925. It involved the
fixing of a money price for gold below the pre-existing
market level. The inevitable consequence to the country
which has thus increased the gold equivalent of its money
must be to raise its price level in terms of the moneys of
other gold countries and—ceteris paribus—in the moneys
of non-gold countries as well. Its competitive position
in international trade is adversely affected. In domestic
economic relationships the burden of debtors is increased,
for goods must decline in terms of the money arbitrarily
made more valuable. The dislocation of its external trade
is intensified by depression at home. How the paralysing
effects of that policy gradually attack every function of the
body economic we learned to our cost in the period which
followed the reintroduction of the gold standard. Not until
the emaciated wreck was nigh exhaustion and monetary
policy reversed was the relentless progress of disintegration
arrested.

The ends to be served must be very high indeed that
would justify exposing the commonwealth to the ravages
entailed by one-sided action on the lines we followed in
1925. Looking back now dispassionately upon what was
done, there will be few who will maintain that the prestige
associated with “ a pound that could look the dollar in the
face "—a dollar which itself subsequently came to have a
very sick look about it—could compensate for the sacrifice
in human suffering which it entailed. I further believe that
there is nothing in the conduct of our monetary policy at
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present which would warrant the faith that the count
would not again be placed before a similar ordeal. It be-
hoves all who can interpret the implications of the manage-
ment of our money to continue to exercise unrelenting
vigilance.

We now turn to the foreign exchange relationship be-
tween a gold country and a non-gold country. Its long-
term trend—assuming, of course, that there is no exchange
control—must be in harmony with that of the price of gold
in the non-gold country. Externally the money of a gold
country represents a fixed quantity of gold. That same
fixed quantity of gold will have a variable value in the
money of the non-gold country. Hence the rate of exchange
of the gold country expressed in terms of the money of the
non-gold country will rise when gold rises in price in the
non-gold country, and will depreciate when gold falls, and
vice versa. This need not necessarily be true of minute daily
fluctuations, but the movement of the two must correspond
when there is a definite trend.

To the long-term trends in the exchange between the
gold country and the non-gold country the same general
principles apply as to the exchange between gold countries.
Its level cannot be maintained approximately stable if con-
ditions arise which produce more or less permanent dis~
crepancy—as compared with pre-existing conditions—
between the price level of goods in the gold country and
the gold equivalent of the price level in the non-gold
country.

If, in the non-gold country, domestic inflation occurred
and was likely to continue, for instance, through budget
deficits, money prices of goods would rise there, including
gold. All other things being equal, that means that the
money of the gold country too, being internationally equal
to a given quantity of gold, would rise in terms of the
money of the non-gold country. The external value of the
money of the non-gold country would be far more sensitive
to the factors influencing the relationship between its
money and goods than would be the case with the money
of gold countries expressed in terms of the money of other
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gold countries. As we have seen, there are limits beyond
which the exchange rates between gold countries will not
reflect persistent discrepancies in the trend of price levels,
at least so long as pre-existing legal money equivalents for
gold continue in force. Inasmuch as there is no such anchor
in the case of the money of the non-gold country, dis-
crepancies in demand and supply of balances in its banking
system in exchange for balances in other banking systems
will not be rectified automatically.

If, in the gold country, policies were pursued which
caused persistent deterioration of the value of its money in
terms of goods as compared with the non-gold country, the
money of the latter in terms of the gold country’s money
would appreciate, and thus a corrective influence be intro-
duced which would tend to restore the previous relationship
- between the price levels of the two countries. However, so
long as there are other gold countries, this would mean a
similar appreciation of the money of the non-gold country
in terms of the moneys of those other gold countries. Hence
the non-gold country would be placed at a disadvantage in
its interchanges of goods with all gold countries. Of course
it is to be assumed that the rising price trend in one of the
gold countries would in time be counteracted by the outflow
of gold to the other gold countries. We know, however, that
discrepancies in price trend may continue for long periods
as between gold countries.

The remedy of the non-gold country would lie in the
control of the market price of gold within its own borders,
by which it would prevent any undue appreciation of the
external value of its money.

As between countries which are not on an international
gold standard, long-term trends in the foreign exchanges
are immune from the type of unilateral action in regard to
the price of gold to which foreign exchange relationships
with gold countries are exposed. Thus the sudden creation
of insurmountable barriers between the relative price levels,
by distortion of the value of their moneys in terms of each
other, is not to be feared in the case of non-gold countries.
Any divergence in financial and economic policies would
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bear directly upon the balance of trade and upon capital
movements. The rates of exchange, if left uncontrolled,
would reflect these factors, since the exchanges would not
be anchored to one specific commodity: gold. In practice,
however, countries with managed currencies whose conduct
of financial, economic or political affairs cease to inspire
confidence, have been forced to adopt ever-growing restric-
tions upon their international trade and upon capital move-
ments. A managed currency, combined with freedom from
detailed exchange control, has so far proved to be practi-
cable and desirable only where complete confidence in the
sphere of domestic and international policies reigns.

So far from a managed currency, in that case, being
a blind whereby the true reactions of international and
domestic developments are obscured, it is in fact a far more
sensitive and infinitely more humane indicator to those in
control of the management than the old gold standard ever
was. It may be contended that the secrecy which, of neces-
sity, surrounds the operations of management deprives the
business community of valuable data to judge the course of
economic international interchanges. 'This drawback, how-
ever, is amply outweighed by the freedom from the disturb-
ance of the domestic credit structure to which otherwise
the body economic would be exposed under our present
system of uncontrolled international trade and capital
movements.

The trend of relative price levels as between non-gold
countries is by no means the only element that determines
the course of the foreign exchanges. Discrepancies in that
trend may be counteracted and fail to be reflected in the
exchanges by artificial interference through tariffs, quotas,
subsidies, etc. The whole character of the foreign trade,
the resources, the domestic and international political
ambit, the outlook and temperament of the people, etc.,
all have a bearing upon the problem. Where the exports,
for instance, consist in the main of raw materials, necessities
and coveted specialities, and only in a minor degree of
goods subject to intensive world competition, the inter-
national trade of such a country will be largely immune from
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the effects of a rising trend in its domestic price level. Even
if that rise had been brought about by recurrent Govern-
ment deficits, confidence in the stability of the political
outlook, in the potency of the country’s natural resources
and in the determination of Government and people to
bring about early restoration of budgetary equilibrium will,
in the circumstances described, largely neutralise the re-
actions to be anticipated under less favourable conditions.
Flight of capital will not ensue, and the foreign exchanges
of that country may remain stable in spite of the adverse
features.

On the other hand, if the country with the dispro-
portionately rising trend in its price level had been one
the composition of whose foreign trade was highly vulner-
able to price influences and to increased cost of imports,
whose natural resources were few, and whose international
political position, through propinquity to danger spots and
dependence upon food supplies, was an exposed one, then,
even if its Budget was balanced, we might expect that capital
would tend to emigrate and that the international value of
its money in terms of other moneys would depreciate.

As to capital movements and speculative foreign ex-
change operations which, as we have seen in previous
chapters, exercise a potent influence upon the foreign
exchanges and upon the entire body economic, the data
available are hopelessly inadequate. It is astonishing and
regrettable that in this country, with its long traditional
leadership in financial affairs, estimates concerning foreign-
owned bank balances and short-term money should have
to be based upon mere guesswork, whereas particulars
concerning foreign-owned long-term investments are
totally lacking. Nor is any precise information obtainable
concerning imports of gold for hoarding purposes. Thus
we are dependent upon an examination of the other items
in the balance of international payments in the light of the
trend of the foreign exchanges, for some guidance as to
capital movements. Even so, compensatory cross move-
ments of capital cannot in this way be detected at all.
Neither is there any direct clue to the magnitude of the
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movements, or to the country of origin and destination of
such capital.

We shall conclude with a few comments on speculation
in foreign exchanges and on transactions in so-called
“ forward ”’ exchange. Exchange speculations for a rise can
be carried out in two ways, viz. a foreign bank balance can
be acquired for prompt delivery (‘“spot’’) or for future
delivery. The former, in fact, is a migration of capital in-
asmuch as a domestic bank balance passes into foreign
ownership or gold is exported.

Purely speculative purchases of foreign exchange are
mostly carried out through the * forward ” exchanges,
and in that case involve no export of capital. In this way
no capital need be locked up, as, if anything, only a mar-
ginal deposit is required by the banks who carry out the
exchange transactions for account of the speculator.

Speculations for a fall cannot normally take the form
of a sale of foreign balances for *““spot” delivery. Specu-
lations of that type involve the selling of a foreign
bank balance which the speculator does not possess, in the
hope of repurchasing it later at a profit. As the average
speculator is not in a position to borrow bank money
abroad, he must carry out the transaction by the sale of
the foreign bank balance for future (or * forward”)
delivery.

Forward exchange transactions are, however, by no
means confined to speculation. Amounts payable or re-
ceivable abroad in foreign money as a result of current
international obligations are constantly covered against the
risk of fluctuation by the conclusion of a “forward”
exchange contract. Purchases of forward foreign exchange
impose upon the purchaser of the foreign bank balance the
obligation to provide its equivalent in a domestic bank
balance on the date stipulated and at the rate fixed in the
contract. Vice versa, the seller of the foreign bank balance
undertakes to have it transferred on that date in the books
of the foreign bank to the buyer’s order, receiving in
exchange the domestic bank balance with which the buyer
pays the seller.
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If we eliminate all capital migrations not effected in the
form of goods and all speculation in forward exchanges,
and if we assume equilibrium in the balance of current
international payments of a country, then the aggregate of
demand for “spot” and “forward” balances in that
country will equal the aggregate of supply. If there is an
excess of demand for “ forward *’ exchange of that country,
there must be an excess of supply of ““ spot ”, and vice versa.

The forward exchange rate will be either dearer than
spot or cheaper, according to whether demand exceeds
supply of balances for forward delivery, or vice versa.

In normal conditions of stability in the economic,
political and financial sphere (unknown since the War) the
limits to which such passing fluctuations in the spread
between the spot and forward rates of exchange between
countries with highly developed banking systems could
extend, were largely determined by differences in short-
term interest rates in those countries. If the three months’
forward rate of exchange for the money of a country, in
terms of the money of another, was dearer than the spot
rate, it might be possible, by purchasing a *“ spot ”’ balance
in that country and reselling it for delivery three months
hence, to make a profit which, added to the interest that
would be receivable on the foreign balance during that
period, might exceed the return obtainable on a domestic
balance invested in three months’ bills of exchange or left
on deposit. If the difference in interest rates was substantial,
it might be possible to employ capital temporarily abroad
in this fashion, even if no premium on the forward ex-
change was obtainable or if it stood at a discount. Such
temporary migrations of capital for strictly limited and
definite periods and with the rate fixed at which repatriation
was to take place, would compensate the temporary excess
demand or absorb temporary excess supply of balances in
the principal trading countries occasioned by the incidence
of the unequal distribution, as between spot and forward
exchange, of the transactions resulting from current inter-
change of goods and services, and from the fulfilment of

current international obligations.
P
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Under conditions of instability in every sense, such as
we have been experiencing for many years past, the volume
of capital available for short-term migration for the sole
purpose of profiting by opportunities of earning interest is
-overshadowed by far by speculative transactions in forward
exchange. The spread between spot and forward rates has
lost its anchor. Temporary inequality of distribution be-
tween spot and forward transactions arising out of current
economic interchanges is altogether dwarfed into insignifi-
cance. Disequilibrium in the balance of current international
payments and speculative transactions in forward exchanges
are now the dominating factors in the determination of the
relationship between the spot and forward rates. Perhaps
general indications given in the schedule on page 211 may
serve as a guide to the interpretation of the spread.

The mechanism of the foreign exchanges as a means of
settlement of transactions involving international payments
is as smooth functioning an organisation as human in-
genuity could devise. Efficiently and expeditiously it meets
—where left to operate untrammelled—the requirements of
an economic intercourse world-wide in scope and covering
every conceivable type of international business.

It is, however, a fundamental prerequisite for stability
that the items passing through the machinery of the foreign
exchanges shall, in the aggregate of the amounts receivable
from and payable abroad, be in equilibrium for each
country over reasonable periods of, say, a year at a time.

This condition is persistently and almost universally
violated under our present order, in the absence of sustained
and comprehensive planning in the sphere of international
economic and financial relationships, both as regards
current trade and capital movements.

The penalty, as we have seen in the preceding two chap-
ters, is the breakdown of the very economic existence of
countries with persistent deficiency in their international
payment accounts. Tampering with the free functioning of
the mechanism of the exchanges, invariably resorted to in
such circumstances, though it may be the only way to
prevent aggravation of the evil, cannot remedy its causes.
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We shackle the machinery because it fails to correct the
faults in the materials fed to it, when it is designed merely
to transform them !

When once the vital necessity of maintaining the two
sides of the international payments account permanently in
balance is recognised, any country can take the measures
required without waiting for others to give a lead or act
simultaneously. Nevertheless, in order that such equi-
librium may be achieved at the highest level consistent with
the productive capacity of the country, utilised to the full
and in directions most expedient and profitable in its
interests, the co-operation of other countries is indispens-
able. No initiative in that sense is, however, likely to be
ignored in view of the advantages to all that are bound to
accrue from efforts aiming at expansion of international
economic relations on such lines.

The course to be followed for the accomplishment of
this object will be outlined in the proposals for a new order
submitted in the next and concluding section.



SECTION III

TOWARDS A NEW ORDER

“Wisdom is the fine art of committing 4 particular folly but once.”
(From Quaker Calendar)






CHAPTER 21
OBJECTIVES OF THE NEW ORDER

A GLANCE around us in the world will convince us that the
old order is doomed. The manner of its disappearance
varies according to the state of civilisation, the traditions
and the character of the people. The degree of barbarity
which marks the change-over in so many lands is a ghastly
reminder of the depth of depravation in, which mankind is
still engulfed, and the distance that separates us from the
image of Him that made us all. May God grant that His
Light may penetrate into those dark recesses of the human
soul that harbour hatreds and evil passions, and by its
brightness and serenity expel the powers of darkness. We
can only feel deeply grateful to Him for all those in this
wortld to whom, in His infinite goodness and mercy, He has
given willingness to be His torch-bearers and grace to reflect
His Light.

That not all revolution is accomplished by force is
evidenced by the developments in the two remaining great
democracies outside the British Commonwealth, the United
States and France. Revolutionary changes are being carried
out there for all that there is no departure from constitu-
tional procedure.

In the United States alone, amongst all the nations, the
features of money economics responsible for the periodic
disturbances that characterise the existing economic order
appear to have been adequately recognised by those in
authority. It has not escaped them that, even in times of
so-called prosperity, our money economics, as at present
conducted, have failed everywhere to provide continuous
employment for the available productive forces at their
highest capacity, with a commensurately high standard of
comfort for the community as a whole.

Alas, in the United States the division of authority
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between Federal and State Government and the severe
limitation upon the powers of the elected representatives of
the people through the Supreme Court’s prerogative of
" passing upon the constitutionality of acts of Congress,
militate against effective application of the full compre-
hensive range of indispensable reforms. Though this will
not render useless such measures as become operative in
these circumstances, it will reduce them to the level of
patchwork that can, at best, ensure a longer lease of life for
the upward swing in the economic trend without being able
to ward off ultimate collapse.

The problem of the recurrent trade depression can be
conquered only by concentrated mass attack of a coherent
body of corrective measures, simultaneously launched
against the centres in which the menace to ordered society
lies concealed : the financial system; the disposition of
surplus income ; the lack of control over the nature of
transactions involving international payments coupled with
failure to ensure their equilibrium ; and unbalanced pro-
duction.

In our survey dealing with the technical characteristics
of the financial mechanism, with certain aspects of the en-
joyment of surplus income by individuals and of the
retention of undivided profits by enterprise, and with the
transactions to which international financial relationships
give rise, we have drawn attention to the features in each of
these spheres which are at the root of the economic plight
of the world and>of the deplorable conditions under which
so many of our fellow-beings are forced to live.

We shall briefly summarise these features here so that
we may gain a clear conception of the reforms to which a
New Order must address itself.

Under our present system the entire credit structure, as
we have seen, is ultimately determined by the amount of
gold held at the Bank of England. Since the fiduciary issue
of notes is fixed by law, there can be no permanent increase
of consequence in the notes held by the Bank of England
without change in the volume of gold held. Normally this
would entail import of gold, but at present that change
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could be effected at any time by a revaluation of existing
gold holdings at market price. So long, however, as this is
not done and additions of consequence to the gold stock
resulting from flight of capital from other countries are
counteracted by a lowering of the volume of the fiduciary
note issue, the Bank of England’s restrictive influence upon
expansion of credit is maintained in full effect. It is im-
possible in these circumstances for the note holding of the
Bank of England to increase materially. In turn, the pro-
portion of that note holding to the liabilities of the Bank of
England—its so-called deposits—is the criterion for its
credit policy. There is a level below which that proportion
is not likely to be permitted to fall. Now the liabilities of the
Bank of England include as the principal item the reserves
of the banking system. When the Bank of England deter-
mines that it cannot expand its liabilities further, this means
that the deposits of the banking system (the deposit banks)
at the Bank of England cannot increase. These “ bankers’
deposits >’ at the Bank of England, as we know, form part
(about half) of the reserves of the banking system and
constitute the flexible portion dominated by the credit
policy of the Bank of England. The other half consists of
currency and specie—so-called till money—and is not
flexible. Generally the reserves of the banking system (the
deposit banks) are no more than adequate in proportion to
its liabilities. These latter consist of the deposits owned by
the public at large. Thus when the deposits of the banking
system at the Bank of England cannot be further expanded,
the banking system in turn cannot permit its liabilities to
grow further. Here, then, we have the link between gold and
the volume of credit, z.e. bank deposits or bank money. Any
increased demand for credit, however economically desir-
able its objects, can be satisfied, from that point on, only by
sale of securities by the banking system. The very virus that
saps, and ultimately destroys, economic activity is thus
injected into the body economic just when an upward trend
promises to assert itself with increasing vigour. How the
disruption of the interchange of goods and services, via
rising cost of long-term capital, is finally encompassed has
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been fully analysed in earlier chapters. Here we merely set
out the sequence of developments.

The absence of any correlation between the note issue
and the type of asset which the productive elements in the
country are in a position to give as security for loans to the
banking system, divorces the credit created by the Bank of
England—based as it is upon that note issue—from the
economic activities of the country. Furthermore, whilst the
possession of securities conventionally entitles the banking
system to Bank of England credit, the productive assets
pledged to the banking system by its customers to secure
loans do not. This is bound to warp the entire banking
outlook in regard to the relative merits as collateral for loans
of the two types of security.

The ruthless tyranny of gold as the sole ultimate basis
for expansion of credit would be strikingly brought home
if the banking system were confronted with the necessity
for refusing genuine trade loans. This would be inevitable
were it not that the banking system is always a holder of a
large volume of Government securities. These serve as a
cushion to absorb the first shock of credit demand in ex-
cess of credit expanding capacity. It is not conceivable that
the community would tolerate any refusal to grant desir-
able self-liquidating credit accommodation. Yet as things
are, it tolerates a state of affairs which ultimately leads to
the same disastrous result by a devious route. The true
position is obscured by the sale of securities by the banking
system. Instead of demands for credit having to be refused
outright, they are slowly but inexorably stifled by the
poison which the gradual forcing up of the long-term rate
of interest subtly spreads through the entire body economic.

The sway of gold does not end, however, with its con-
trol over domestic credit expansion. ‘

Through international economic relationships too it has
the material destinies of countries in its grip. The fatal
conception that unfettered freedom of the individual in
the conduct of his economic affairs is an ideal capable of
being reconciled with the true welfare of the community
is still rampant. Uncontrolled capital migration divorced
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from the international movement of goods and unbalanced
international trade accounts are countenanced with equa-
nimity. This attitude of unconcern is encouraged by the fact
that the dismal sequel to those features is sometimes long
deferred, frequently concealed from notice by mutually
compensatory capital movements, and when finally in-
exorably revealed, not always readily traceable to its origin
through the manifold unrecognised domestic repercus-
sions set up in the interim. The process by which dis-
equilibrium in international payments account disrupts
the interchange of goods and services has been fully ex-
plained in the final chapters of the previous section.

Without hesitation it may be said that the terrible
devastation we see around us in the world is primarily due
to the abject failure of statesmen to appreciate the vital,
the paramount need for balanced external payment ac-
counts. Had this been recognised in its full significance,
the insane capital transferences imposed by the Peace
Treaty would have been rejected as an inspiration of Satan.’
In fact, they were none else, since that policy was the ex-
pression of a desire for vengeance, a usurpation of God’s
prerogative.

In the settlement of major and persistent discrepancies
in the international balance of payments the only alterna-
tives are gold shipments or disturbance of the stability
of the foreign exchanges. As we have seen in previous
chapters, there is little to choose between them. Dis-
ruption of domestic interchange of goods and services
follows in the wake of both, but where gold is the only
means of settlement the adjustments involved operate
with a crushing ruthlessness of which, alas, we have had
ample experience during the period between our return to
an international gold standard and its renewed abandon-
ment.

In the domain of man’s dealings with what he is wont
to regard as  his money ” the same absolute discretion is
enjoyed by the individual as we have found to reign in the
sphere of transactions involving international payments,
with the same distressing result. As we have seen in earlier
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chapters, certain forms of the disposition of surplus in-
come of the individual and of undivided profit of enter-
prise involve the withdrawal of * commodity ” money
from absorption of goods and services, although the whole
of such commodity money is indispensable if the means to
pay for all current goods and services are to be available.
The menace to the body economic inherent in this feature
invariably becomes acute at the very juncture when an
uninterrupted circuit flow of money is more than ever
essential. In fact, money economics are unconsciously
engaged in a continuous struggle to correct the nefarious
effects upon the body economic of excess of withdrawals
from the flow of current commodity money over accre-
tions. The correctives applied under our present order
are bank policy and enforced readjustments in output
of goods, which for a time cause accretions to the com-
modity flow to predominate, but action is not taken until
the toll of privation and demoralisation becomes so ap-
palling that society is brought to the verge of breakdown.
Finally there is another powerful force destructive of
ordered economic existence. Under our present system
production is at the mercy of unbridled competition—one
more of the much vaunted prerogatives of a ruggedly in-
dividualistic society. On the spurious plea of procuring
the survival of the fittest, it permits the economically
weak to be ground down under the heel of the strong, and
adds to the devastation occasioned by lack of balance in
production inevitable under a régime that precludes con-
certed planning. Of late years, under pressure of the direst
necessity, and in the face of the most obstinate resistance,
a greater willingness on the part of the individual to forgo
insistence on his absolute liberty of decision in the wider
interests of the branch of economic activity in which he is
engaged has begun to manifest itself. Both at home and in
the international field, where this tendency has prevailed,
whole industries have been saved from a well-nigh hope-
less outlook. Milk and bacon in this country, wheat and
cotton in the U.S.A,, tramp shipping, rubber, tin and
copper in the world at large, are outstanding examples of



Objectives of the New Order 221

successful application of the principle of practical recog-
nition of a community of interest between competing units
in the same trade. Vastly important though these arrange-
ments are, the bulk of production, domestic and inter-
national, is still carried on without plan to ensure that it
shall accord with likely demand. This does not mean that
the world could not consume far greater quantities of
goods than it does at present. But for the disrupting forces
we have described, production and consumption could be
immeasurably expanded. No matter how high the level,
however, unless production takes account of the propor-
tions in which the available demand is likely to be spread
over different categories of goods, disturbance is bound to
arise. The goods relatively over-produced, even if cheap-
ened in price, will not be fully absorbed, imposing con-
traction of output upon manufacturers with all its harmful
consequences. These will not be compensated by un-
satiated demand in other directions. Prices of the relatively
under-produced goods may rise, but whilst they would
thus absorb a greater proportion of available commodity
money, this would serve merely to direct larger profits
into few hands, an undesirable feature particularly so long
as control over disposition of surplus income is lacking.
Meanwhile the dislocation caused in the over-producing
industries has adverse repercussions upon the entire eco-
nomic position.

Under the New Order, then, the first and foremost task
must be to control and harness those sinister forces above
summarised that are bound, if left to run their course, to
encompass the downfall of all ordered society. What that
means events in the world around us have made abundantly
clear.

So far as the financial system is concerned, gold must be
relegated to its proper place.

Equilibrium in the international balance of payments
must be deliberately aimed at, so that from this source
disturbance, whether to the credit structure or to the
stability of the foreign exchange position, can no longer
be threatened.
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The New Order must provide for full and constant em-
ployment of all productive forces of the nation in direc-
tions where such activity will yield the highest degree of
well-being. Particular regard must be had to the require-
ments of the community in regard to imported goods
essential to its sustenance and as raw materials for industry.

In the organisation of production consideration must
be given to such goods as can be most advantageously
exchanged for the products that need to be imported,
after allowing for such of these as are received in fulfilment
of current obligations due us from abroad in respect of
capital supplied by us in the past. Domestic production
retained and goods imported, in so far as these latter are
not used in the process of domestic industry, together con-
stitute the supply available to meet demand at home for
consumption and finished durable goods.

The distribution of those goods over capital and durable
goods on the one hand and consumption goods on the
other, and, within these two main groups, over the numer-
ous categories of articles that go to make up the internal
economic interchanges, must conform to the balanced
needs of a community whose productive forces are fully
engaged at highest capacity.

The diversion of current commodity money from its
proper function of circulating in the absorption of goods
.and services must be prevented by the marshalling of the
flow of surplus income and undivided profits into channels
that will complete and not disrupt the circuit flow of money.

The wasteful and suicidal policy of unrestrained com-
petition—perforce bound up with lack of correlation be-
tween production and the balanced needs of the community
—must be abandoned and planned economic activities
based on scientific ascertainment of fact substituted.

The glaring inequalities inherent in our present system
of inheritance and in the privileges which the possession of
money ensures through education and nepotism are intoler-
able in a Christian state in which the well-being and the
happiness of our fellow-beings must be of the same vital
import to us as our own and that of our nearest and dearest.
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The attainment of these objectives is practicable only
at the cost of sacrifice. Unless the individual is willing
voluntarily to relinquish the prerogative hitherto enjoyed
of determining independently of others his policies in the
economic and financial sphere under his immediate control,
no progress towards a new order can be made.

The reason for the fanatical enthusiasm inspired by
certain extreme political creeds must be sought in the fact
that they contain a strong element of mutual self-sacrifice
towards a common end. Alas, the ends pursued by the
adherents of those creeds are not in harmony with God’s
spirit, since they include a large admixture of hatreds, the
negation of our Lord’s Commandment. Therefore, in so
far as they violate God’s laws, they are doomed to fail, as
all that runs counter to His will ultimately must.

There is nothing in “ rugged individualism  that can
weld a nation together in a common cause, except it be
a common desire to exploit fortuitous circumstances to
personal advantage, regardless of the consequences to the
commonwealth. Such a creed, though it may not directly
propagate any principle conflicting with God’s command-
ments, falls far short of His standards by its callous in-
" difference to the effect upon others of the uncontrolled
policies of the individual.

If the pernicious doctrines of physical and spiritual
absolutism that now hold sway over large areas of the earth
can arouse such enthusiasm, how much more should the
task of working for the creation of conditions that shall
conform to God’s conception of His world !

In the realm of the complex and intricate problems of
financial and economic reform the individual is powerless.

Only the joining hands of all inspired by love of their
fellow-beings transcending all other considerations, under
competent and God-directed leaders, can form that in-
vincible yet peaceable army of “new men” that will
inaugurate a new era.



CHAPTER 22
THE BATTLE WITH UNEMPLOYMENT JOINED

THE most urgent task of the New Order is to find the
answer to the problem of putting an end, promptly and once
and for all, to the tragedy of unemployment.

The reform of our financial and economic system,
proposals for which will be outlined in the succeeding
chapters, is inadequate, alone, to achieve that object. It
will eliminate the features that militate against stability
and progress which we have summarised in the previous
chapter, and will provide the means of consolidation and
growth. It cannot, however, supply those dynamic forces
required for wresting the host of our fellow-beings from the
fatal grip of enforced idleness.

The impetus for overcoming the immediate and
seemingly insuperable obstacles to the creation of work for
the idle, and to the revival of international trade, must be
derived from a complete change in outlook, not merely on
the part of statesmen, but of every one of us.

Throughout I have refrained from advocating the
scrapping of anything in our financial and economic system.
I am seeking rather to adapt and to reform. One thing,
however, must be scrapped most resolutely, and that is our
fatal attitude of complacency with which we regard the
misfortunes of others when they do not directly touch our
interest ; the smug self-satisfaction at the feeble palliatives
administered ; the self-congratulation at improvement
largely fortuitous as the outcome of favourable combina-
tions of circumstances, of which we are neither able to
ensure the continuance nor prevent the reversal. By com-
parison with what still remains to be done, the slowness of
the progress made should rather serve as a warning and
preserve us from the danger of being lulled into a false sense
of security.

224
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Until we have dealt with the organic changes which a
New Order will entail, it will not be possible to do more than
set forth in general terms the practical implications of the
new angle of vision that must be brought to bear upon our
economic policies.

First and foremost, we must reverse our approach to
unemployment. The piecemeal attempts to persuade, in-
duce and cajole enterprise into employing labour are well-
meaning butlargely futile expedients, bound to beineffective
since they ignore the reality. Our starting point must be to
recognise in its full significance the fact that more goods are
needed and will be bought if the commodity money where-
with to buy them is distributed in the process of creating
those goods, or others that can be exchanged for them,
provided always that all current income and profits are
utilised in the absorption of current goods and services.

The first step then will be the scientific ascertainment of
what additional consumption could be expected if all those
now unemployed were engaged in productive work at an
average income of, say, at least £1 per week in excess of
what they are now receiving. Some of our leading econo-
mists already have considerable experience in that type of
enquiry, and it should not, therefore, meet with any diffi-
culty. The additional goods that will be wanted will not be
exclusively consumption goods but capital goods as well,
because increased productive activity would result in
additional profit and savings that could be invested in
capital goods. An approximate estimate would have to be
made of the increase in surplus income of individuals and
undivided profit of enterprise thus becoming available for
investment in current capital goods.

We shall then be enabled to calculate what would have
to be imported from abroad, both for direct domestic con-
sumption and as raw materials for transformation into other
goods, in order to permit of the satisfaction of the demand
for additional goods which had been ascertained.

The country would, in consequence, be placed in a
position to take the initiative in approaching other countries
with proposals to take more goods from them and to bargain

Q
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for the sale of an equivalent volume of our products in
return. It would be a refreshing emergence from the dead-
lock of stagnation in international trade, and it is scarcely
conceivable that such initiative could meet with anything
but an encouraging response. If folly were to prevail and
render negotiations along these lines abortive, it could only
be a question of time before the statesmen who had cold-
shouldered such opportunities were called before the bar
of public opinion in their own country and the world at
large. Wanton refusal to co-operate in bringing about a
raising in the standard of living of the people could not be
tolerated anywhere at any time, least of all in the sad plight
in which the world finds itself at the present juncture.

Within our borders, the necessity of acquiring from
abtoad, in one form or another, a portion of the additional
goods that would be needed under full employment, would
involve the utilisation of part of the labour forces now idle
upon the production of goods to be exported in exchange.
The total product of all the workers at present unemployed
—after deducting the goods so exported and adding such
of the imported goods as would be received in the state in
which they will be used or consumed—would then con-
stitute the volume of supplementary goods which the pre-
liminary statistical investigation had revealed as likely to be
wanted at home upon the abolition of unemployment.

Training of unemployed would forthwith be taken in
hand, not in the dreary consciousness of idleness at its
termination, but in the certainty that jobs were urgently
waiting to be filled. In so far as plant was lacking for part
of the added production, it would first be constructed, if
necessary under Government auspices. ‘

For the moment suffice it that the ice would have been
broken, both as regards unemployment and international
trade. A stimulating current of hope and encouragement
would be wafted through the distressed areas in our midst
and the country at large, and would spread to and in-
vigorate the atmosphere abroad by the welcome initiative
of increased purchases that would radiate outward from
this country.



The Battle with Unemployment Joined 227

There would be no need to wait for the rehabilitation of
the entire world before we act. In fact, we should be giving
the first decisive impulse towards it. Nor would it be
imperative that the whole complex of measures that will
establish the New Order should first be integrally operative.
It 1s essential, however, that the maintenance of equilibrium
in our international payment accounts shall have been
deliberately assured, as otherwise the greater prosperity
which would accompany full employment might entail
indiscriminate increase in imports unrelated to the needs of’
the programme of production planned to end unemploy-
ment. We are aware of the dire consequences attendant
upon deficitary international payment accounts, and no-
thing must be left undone to prevent such a contingency
from arising.

Bank policy would have to be adjusted to the immediate
additional need for credit which would be occasioned by
this comprehensive increase in production. Under no pre-
text is the necessary increase in Bank of England credit,
which would provide the banking system with the indis-
pensable additional reserves, to be withheld or allowed to
be reflected in a rise in the long-term interest rate. Thus
we should effectively prevent the emergence of conditions
involving the imposition upon the banking system of the
necessity of realising securities. If permitted to arise, it
must, in a very short time, defeat the entire effort at
permanent recovery. \

As for the disposition of surplus income and undivided
profit, the tendency during the past few years has been for a
greater volume of financial money to be transformed into
commodity money than wice versa. Unfortunately it has
lately been reversed, but it is likely to be again resumed and
accentuated when the scheme above outlined is carried out.
So long, therefore, as the upward economic trend continues,
the plan to end unemployment can be put into effect with-
out waiting for the control to which all new investment
must be subjected under a New Order.

The steps above outlined would be but a beginning,
though a vitally important one, towards that New Order. Its
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significance would be not solely in the material benefits to
be achieved, but in the consciousness that would pervade
the entire nation that at last a new outlook had begun to
break through.

The recognition that the responsibilities of the members
of 2 community towards each other were being honoured in
earnest would constitute a powerful unifying force. Based
as it would be on mutual affection and interest, it would
prove far more fruitful and enduring than the only one
hitherto operative—common resistance to foreign aggres-
sion.



CHAPTER 23

A NEW INTERNATIONAL GOLD STANDARD

THE gold standard, as it was practised before its universal
collapse, must be looked upon as the monstrous device of a
soulless society for the automatic adjustment of disequi-
librium in international financial relationships, regardless of
the consequences to the community. These financial rela-
tionships, as we are aware, consist in current foreign trade,
visible and invisible, payments in settlement of current
international obligations, capital migrations divorced from
goods, and the self-balancing item of capital exports in the
form of goods.

Discrepancies in the balance of international payments
were taken for granted. To the deeper causes scant attention
was paid, until the devastating effects had brought the world
to the brink of chaos.

Their roots lay in divergent trends, as between different
countries, of financial, economic and politico-social policies
(tariffs, State finance, credit policy of the banking system,
etc.). These were reflected in the evolution of domestic price
levels, the course of international trade, the conduct of
capitalists. The forces released were left free play. Control
over the items composing the balance of international
payments would have been rejected as a violation of the
absolute discretion in the economic and financial sphere
which the individual claimed as an indisputable right.

The brutal inhumanity inherent in the operation of the
gold standard was the consequence of the dual function
imposed upon gold. The same gold had to be available to
meet any deficiency in this unplanned and uncontrolled
complex of international payments, and to serve as the basis
of currency and credit—in fact, under our own system, as
the sole basis.

Even in countries where currency and credit systems
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were not exclusively dependent upon gold, its outflow
involved precautionary contraction of credit, inasmuch as
the proportion of gold to liabilities at the Central Bank was
everywhere subject to a legal minimum.

Thus, to meet adverse international accounts resulting
from unchecked imports or unsynchronised and unbridled
cross-movements of capital divorced from the movement
of goods and undertaken from purely selfish motives, the
entire community was penalised by the ruthless contraction
of credit which was the inevitable corollary of gold export.
In the chapters on foreign trade and foreign lending the
consequences of such contraction have been traced. They
are all the more disastrous coming, as they do, as the cul-
mination of excess imports of goods or exports of capital,
developments in themselves disruptive of the circuit flow
of money.

That, before the War, the gold standard was made to
function comparatively smoothly between a limited number
of countries was due to the relative smallness of capital
migrations divorced from goods, which moreover were
generally of a temporary nature ; to the steady increase in
the production of gold, approximately commensurate with
the increase in population and production ; to the quasi-
monopolistic position occupied by London as a banking
and financial centre, which rendered the response to changes
in its bank rate prompt and effective ; and to the country’s
supremacy in manufacturing industry, which ensured that
domestic funds employed in long-term capital investments
abroad were utilised in the form of goods made here. The
transfers of gold from one international centre to another
would appear insignificant in comparison with the huge
movements of recent years, and the automaticity of the
reactions provoked by variations in the short-term interest
rate ofttimes permitted of the necessary adjustment of
temporary discrepancies in the international balance of
payment being effected without too severe a repercussion
upon the domestic economic position. Nevertheless growing
unemployment had already become a distinctive feature of
successive cyclical depressions in those days, though the
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latter were not generally recognised as a direct corollary of
the conduct of money economics, of which gold policy was
but one of the disintegrating features.

The War brought about so fundamental a revolution in
financial and economic international relationships that all
essential presumptions for the working of the gold standard
were swept away. The huge increase in the creation of
money in relation to goods as a result of the War had
deprived the pre-existing fixed money equivalents for gold
in each country of any intrinsic validity. Money everywhere
purchased but a fraction of the goods obtainable with the
same amount prior to the War. It was incongruous to expect
gold alone to be immune from inexorable economic laws.
The undervaluation of gold in terms of money, however,
was widely disparate as between different countries,
according to the relative burden of the War expenditure
incurred and the policies followed in financing it. Nor was
this all. Balances of international payment accounts were
swollen to fantastic dimensions by imposition of reparation
payments and by the international obligations involved in
loans raised abroad by the allied belligerents.

Had the proportionate measure of depreciation of the
money in each country been scientifically ascertained and
had the suicidal influence of the huge transferences of
capital, dictated by the Peace Treaties, been appreciated in
its true significance, an agreed universal revaluation of gold
might have been simultaneously undertaken and the world
might have been saved the convulsions, economic, financial-
and political, which we have witnessed and the effects of
which are still rampant in many directions.

Instead, the money equivalents of gold were fixed in each
country independently according to the prevailing con-
ception of its national interests, and in some cases—notably
our own—in complete disregard of the reduced value of
money in terms of goods. The rates of foreign exchange
which gave expression to these discrepant appraisals of gold
in the different countries were bound to reveal the resultant
distortion of the relationship between the respective price
levels of goods. Moreover, no action was taken to halt the
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devastating forces unleashed by the gigantic inter-State
money obligations. At times their ravaging effects were
partly concealed and held in check by short-term capital
migrations in the opposite direction on an equally unpre-
cedented scale, but when the trend of these latter was
reversed, they reasserted themselves in their stark malig-
nancy, bringing about the successive disintegration of one
national economy after another. .

The story of the suffering entailed by the grim de-
termination to perpetuate an untenable position, the true
nature of which was nowhere grasped until it was too late,
is too fresh in everybody’s mind to need elaboration here.
In fact, it is still being written in the daily lives of the
unfortunate victims of those disastrous policies. Would that
others could have learnt from our dismal experiences.
Astounding as it may seem, that same obstinate tenacity in
defending and bolstering up a tottering edifice marked the
policies of other gold countries, notably France, long after
events here had demonstrated the fallacies on which it was
based. It is, however, a safe axiom that nothing is ever done
in public affairs except under pressure of inescapable
necessity, when, in fact, it becomes more dangerous for
those at the helm to do nothing than to take action, even
if such action does involve departure from precedent,
prejudice and fetish.

It may be readily conceded that gold for the settlement
of international accounts has unique advantages, which are
possessed by no other known substance in the same degree.
The criterion of its suitableness for that purpose must
be universal acceptability, and this is unquestioned. It is
accounted for by the fact that everywhere it is exchangeable
for money, either at a fixed or fluctuating rate. Thus, in its
case, there is no problem of saleability. In this it contrasts
with all other commodities. The implications of this special
position of gold require to be fully understood.

In the first place, its very production is a stimulating
factor upon the price level of goods, and thus provides an
inducement for increased economic activity. Whereas other
goods depend for their absorption upon willingness of
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owners of existing bank deposits to part with this money in
order to receive the goods in exchange, or upon readiness
of the banking system to grant loans to intending purchasers
for the financing of the goods, gold, once available for
disposal, is in an entirely different position. To be turned
into money it only needs to be tendered to the Central Bank
in the country in which it is produced, or in any other where
gold is accepted at a fixed price, for the seller to receive in
exchange a new credit balance or new currency. The new
money will cover not merely the cost of production but a
profit as well. An amount equivalent to that expended in
connection with the production, transport and disposal of
the gold, plus the amount of the profit, is thus set free to
swell the volume of commodity money available for the
absorption of other goods, since the gold itself does not
require to be absorbed from that source. In the case of
other commodities, there are—ceteris paribus—no sources
from which they can be absorbed, outside the money dis-
seminated in the process of their creation and distribution,
and this, as we know, is adequate only provided all profits
and surplus income are re-spent on goods and services.

Thus, when gold is disposed of to a Central Bank, the
proportion of commodity money to goods requiring to be
absorbed is increased, with resultant rising tendency of the
price level of goods.

Apart from this direct impulse to the demand for goods
which gold provides by virtue of its exchangeability for
money in most money systems, it possesses a potential
energising influence on the body economic. This is inherent
in the special position which gold in the hands of Central
Banks occupies in relation to the extension of credit. Under
the existing financial order, gold in the principal gold-
holding countries is an indispensable and, in our own
system, ultimately the sole basis for the extension of credit
by the banking system. As we have seen from our study of
the technical working of our own system (Chapter 4, “ Gold
and Bank Money ”), acquisition of gold by the Central
Bank permits of the creation of bank money many times its
volume. Such additions to the gold stock thus enable a
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larger volume of trade at higher prices to be financed by
the banking system through additional commodity loans,
without the nefarious consequences attendant upon such
expansion of Joans when effected at the expense of con-
traction in another direction, z.e. through sale of securities
by the banking system.

As against the invigorating effect of the acquisition of
gold by Central Banks, there is to be set the credit con-
tracting, and ultimately economically destructive, influence
of persistent exports of gold from non-gold-producing
countries out of the stocks of the Central Banks. Under the
gold standard our banking system was normally expanded
to its full limits. Hence the sale of gold by the Central Bank
on any substantial scale necessitated contraction of credit,
all the more merciless because gold was (as it still is) the
exclusive basis for the credit structure. The futility of bank-
rate policy as a weapon against fundamental causes pro-
ductive of persistent adverse balances of international pay-
ments has been amply demonstrated in the past. We need
not here enlarge upon the fatal consequences of the opera-
tion of our financial system in these circumstances, as we
have dealt with this aspect in earlier chapters. Although the
old gold standard has made way for a managed currency,
there is no change in the structure of our credit and currency
system, of which gold still remains the sole ultimate
foundation. Nor do the deflationary tendencies of our
money authorities appear to have been modified, although
nominally it is claimed that the Treasury sets the tune. In
spite of vast accretions to the gold holding, the banking
system has been forced to sell securities and reduce its
holdings of liquid assets in order to supply the increased
demand for trade loans. Thus the long-term rate of interest
is slowly but inexorably being forced up. This is solely due
to the Bank of England having failed to enlarge the basis of
the banking system’s credit-expanding capacity, z.e. the
banking system’s deposits at the Bank of England. The
foundations for the slowing up of our economic develop-

ment are being laid while nearly two millions of our
workers remain idle !
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In the foregoing we have considered gold from the
standpoint of its influence upon the money flow. Let us
devote a few observations to its position as a factor in
international trade. So far as the gold-producing countries
are concerned its export serves the same purpose as any
other. It affords to them the means whereby goods needed
from abroad can be paid for. There is, however, as we are
aware, this vital difference with other goods exported, that
sale at a profit is assured. As ownership of the gold mines
is, in the main; concentrated in London, a large part of the
output is marketed there. It is not the amount of gold
imported, however, but the retained imports that interest
us. In so far as the gold imported and retained is used for
industrial purposes it is a commodity like any other. If it is
hoarded for foreign account it has no more direct signifi-
cance, from the point of view of the importing country,
than any other valuables received for safe-keeping. If the
import and hoarding takes place for domestic account, and
does not represent repatriation of domestic capital previ-
ously held abroad, the gold enters into the settlements of
the international balance of payment through the foreign
exchanges. However, it entails no effect upon the money
flow different from that of any other import stored away.
On the other hand, retained imports of gold when sold to
the Central Bank, whatever may be the character of those
imports, cause, as we are aware, an increase in the volume
of money relative to the volume of goods to be absorbed.
The additional money, however, is not necessarily available
for the acquisition of goods. In so far as such gold sales to
the Central Bank represent influx of foreign capital, the
new money created by the Central Bank will pass into
foreign ownership. It is likely either to remain unemployed
or to circulate amongst holders of securities, thus rendering
the increase in money ineffective as a directly stimulating
element in the price structure or production of goods.

When retained imports of gold are sold to quarters
other than the Central Bank—for instance, an Equalisation
Fund—such new money as may come into existence in these
circumstances is of a different character. It is not money of
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the highest grade of potency which only the Bank of
England can create and which, when gold is bought by the
Central Bank, is represented by the currency transferred to
the Banking Department of the Bank of England. The
Equalisation Fund will have to obtain the money required
to pay for the gold acquired, by sale of securities—for
instance, Treasury bills. If these are purchased by the
banking system, the new money created will be bank
deposits and the ratio of the reserves of the banking system
to its deposit liabilities will deteriorate. If it is not desired
that this proportion should fall, other assets must be sold
by the banking system or the Bank of England must buy
securities in order to enlarge the reserve of the banking
system. The Bank of England’s own reserve ratio, in that
case, would decline.

If the Treasury bills sold by the Equalisation Fund were
bought out of existing bank deposits there is no change in
the volume of money, but clearly this could not happen to
any extent, as there is no appreciable volume of existing
deposits whose owners would be prepared to utilise them
in the purchase of Treasury bills.

If the additional Treasury bills were bought, not by the
banking system, but by the money market and by in-
stitutional investors out of money borrowed from the
banking system, new money would be created as a result
of these loans. The effect upon the reserve position of the
banking system is the same as if the Treasury bills had
been purchased by the latter. Either the banking system’s
reserve ratio or the Bank of England’s reserve ratio suffers,
or both. This can be reversed at any time by sale of gold
out of the Equalisation Fund to the Bank of England, and
utilisation of the proceeds in the repayment of Treasury
bills. In that case the effect is as described when importers
of the gold sell it direct to the Central Bank.

In previous chapters we have examined the reactions
produced upon the body economic by disequilibrated inter-
national payment accounts. We are also aware of the im-
plications of the dual function of gold as sole ultimate
means of settlement of deficiencies in those accounts and
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at the same time as basis of the credit structure. In the
light of these considerations we are now in a position to
formulate the essential prerequisites of a new international
gold standard.

It would be unavailing to lay down conditions of which
the fulfilment depends upon policies of other nations. If
the new international gold standard is to have any per-
manence so far as this country is concerned, we must
frame its rules so that they are capable of being observed by
ourselves without a general breakdown being necessarily
entailed when others depart from them. It is also desirable
that they should involve as little departure from the cus-
tomary conduct of current business as is consistent with
the protection of the community against the evils of the
present deplorable anarchy in the conduct of international
economic and financial relationships. There can be no
whittling down of those indispensable safeguards. Here I
shall do no more than briefly outline the conditions and
develop some of their aspects further in subsequent
chapters. A balanced budget of current Government ex-
penditure—as distinct from Government expenditure on
new capital assets—is throughout taken for granted.

The conditions precedent to the re-establishment of an
international gold standafd and the measures requiring
to be adopted to ensure stability, and immunity from dis-
ruption through default of other countries to honour the
obligations involved, are set out below :

(1) Control of the balance of international payments
with a view to achievement of equilibrium so far as this
country is concerned. This is a fundamental condition, and
without its fulfilment there can be no assurance of per-
manence in any arrangements for the stabilisation of the
foreign exchanges.

The equilibrium to be arrived at would result as nearly
as possible in equality between the offer of bank balances
in our system with the object of acquiring balances in
banking systems abroad, on the one hand, and demand for
domestic bank balances in return for the cession of a bank
balance abroad on the other.
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To achieve this the international balance of payment

must be divided into its component elements and equi-
librium established in each as follows :

i.

il.

iii.

Current imports and exports of goods and setrvices, in-
cluding gold imported for industrial purposes, and
allowing for current international obligations (interest,
dividends and amortisation) receivable and payable,
shall be in balance.

No export of domestic capital shall be made other than
in the form of goods. '

Any inflow of foreign capital or repatriation of domestic
capital shall be offset by acquisition of the correspond-
ing gold or foreign exchange, and any repatriation of
foreign capital shall be offset by sale of the correspond-
ing gold or foreign exchange.

The implementing of the condition specified under (1)

will involve the following measures :

(a) Provision of adequate machinery to ensure the

balancing, at the highest possible level, of our inter-
national exchanges of goods and services after
allowing for the current invisible items which enter
into the international payment accounts.
The settlement of such minor and purely temporary
discrepancies in the current balance of payments,
which are inevitably associated with arrangements
covering such a vast field, are to be effected in gold
or foreign exchange out of the Gold Settlement
Fund. (See under (3).) ‘

(b) Centralisation of fresh emigration of domestic
capital with a National Investment Authority who
will ensure that foreign lending takes place only
in the form of goods.

(¢) Retention in the hands of the Gold Settlement Fund
of foreign exchange and gold equivalent to amounts
repatriated from time to time of domestic capital:
abroad. In so far as not needed to strengthen the
Gold Settlement Fund, the gold or foreign ex-
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change is to be placed at the disposal of the National
Investrhent Authority for re-investment abroad.
'The capital of such investments will serve as a means
of financing war supplies should the need arise,
and the income in times of peace will secure
annually the import of additional supplies of raw
materials, etc., required at home.

(d) Retention in the hands of the Gold Settlement
Fund of foreign exchange or gold equivalent to
fresh immigration of foreign capital. On the other
hand, repatriation of foreign capital held here would
be accompanied by cession of a corresponding
amount of foreign exchange or export of gold out
of the holdings of the Gold Settlement Fund.

(2) Gold to be divorced from the credit structure. It is
monstrous that adverse balances of international payments
which, in themselves, as we have seen in earlier chapters,
are nefarious in their influence upon the domestic inter-
changes of goods and services, should be permitted to
culminate in the complete disruption of these latter through
the weakening of the base of our entire credit structure.
The segregation of the two functions of gold will necessitate
the remodelling of the credit system so as to abrogate its
ultimate dependence primarily upon gold and secondarily
upon mainly non-productive and non-self-liquidating assets.

(3) A Gold Settlement Fund is to be constituted to be
administered by a Foreign Exchange Board. It will, in the
first place, be composed of gold withdrawn from the Bank
of England’s holding, Government debt to be substituted
in the Issue Department of the Bank of England. An
amount of £100 millions, after revaluation, would be left
in the Bank of England to serve as an Emergency Settle-
ment Fund, but it is improbable that it would ever be
required. .

In the second place, the gold and foreign exchange in
the Exchange Equalisation Fund is to be transferred to the
Gold Settlement Fund. These holdings are already financed
by Government debt.
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The initial amount of gold and foreign exchange which
would thus be transferred to the Gold Settlement Fund
would be checked against the amount of short-term foreign
capital calculated to be held in this country, not, of course,
including gold hoarded here by foreignets, but allowing
for reserves of foreign and dominjon Central Banks held
in sterling. From this estimate would be deducted the
volume of current account balances normally maintained
here by customers abroad for the purpose of carrying on
their current transactions in the London market. To the
difference would be added a margin of safety to cover any
likely temporary deficits in the controlled balance of cur-
rent international payments. A sum of £50 millions should
be adequate for this latter purpose.

Should it be found that the Gold Settlement Fund did
not, at the outset, reach the level aimed at, the gold or
foreign exchange acquired as a result of repatriation, from
time to time, of domestic capital employed abroad would be
added to it until the desired amount had been attained.

(4) All foreign exchange transactions, both for account
of domestic and foreign customers, including Govern-
ments and Central Banks, would be conducted by the bank-
ing system and licensed dealers for account of the Foreign
Exchange Board. Steps would be taken to ensure that the
foreign exchanges would not be used for the private emi-
gration of capital. All other transactions would be classified
under the following groups, to which end the necessary
data would have to be supplied by the parties concerned :

(a) Settlement of imports and exports of goods and
services.

(8) Interest, dividends and repayment of debt receiv-
able in respect of foreign investment or capital
abroad domestically owned or payable in respect
of domestic investments owned by foreigners or
foreign capital held in this country.

() Immigration of foreign capital.

(d) Repatriation of domestic capital.

(e) Withdrawal of foreign capital.
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No hindrances would be placed in the way of immi-
gration of foreign capital in view of the difficulty of inter-
vening in the transactions of foreign nationals. Pending
legislation by others to prevent capital outflow from their
countries such immigration would be rendered innocuous
here by the addition of foreign exchange or gold to the
Gold Settlement Fund equivalent to the volume of such
fresh influx of foreign funds.

(5) The hoarding of gold in this country would be
. prohibited, whether for domestic or foreign account. The
hoarding of currency would, of course, also be prevented,
but under the new credit system to be outlined in a suc-
ceeding chapter it is not likely to arise.

All gold in the open market would be bought for ac-
count of the Gold Settlement Fund, which would supply
the needs of industry through the customary channels. It
would also sell gold for prompt re-export, provided the
corresponding foreign exchange resulting from the export
were simultaneously ceded to it. Gold would further be
sold by the fund to meet withdrawals of foreign capital
or current indebtedness abroad in respect of goods and
services, or current financial obligations for interest,
amortisation or dividends, etc. Gold would only be made
available, however, if the cost of remitting through the
foreign exchanges was greater than the cost of shipping
gold—in other words, if the exchange value of our money
in terms of other moneys had fallen below gold export
point. Under the system we have described this would be
entirely in the control of the Foreign Exchange Board.

(6) No loans for other than self-liquidating commercial
purposes may be granted to foreign customers by the bank-
ing system. This restriction will apply equally to domestic
borrowers, and will prevent creation of bank money for
other than genuine trade purposes. So far as foreign in-
terests are concerned, it will also ensure that our foreign
exchanges cannot be influenced by them through the com-
mand of bank balances representing additions to the money
flow.

(7) Fluctuations in the exchanges would be kept within
R
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circumscribed limits by reciprocal arrangements amongst
gold-holding countries for definite restricted periods, sub-
ject to extension from time to time, involving an under-
taking to part with gold for export whenever the exchange
value of the money of any of the parties in terms of any
other had depreciated to an agreed figure. It might be
erroneously supposed that, even without such agreement,
our own exchange would not be subject to fluctuations of
consequence so long as equivalence in offer of and demand
for sterling bank balances were assured by the measures
above outlined. Such equilibrium could not, of course,
prevent unbalanced international payment accounts of
other countries from disturbing the relative value of the
moneys of other countries in terms of ours, in the absence
of arrangements of the type above indicated between our-
selves and each of the countries concerned. The money of
a foreign country with a persistently adverse balance of
payment would then be bound to depreciate in terms of our
money as compared with the money of another country
with a persistently favourable balance. However completely
equilibrium in our balance of international payments had
been established it would be bound to be upset by such
developments elsewhere over which we could exercise no
control. Trade could not be kept within the channels
previously negotiated if material changes in the relative
value of the moneys of foreign countries were to occur.
That contingency is met by the reciprocal arrangements
proposed. It is on the lines of those now in force between a
number of countries, except that none of the conditions
essential to their permanently successful application have
so far been fulfilled.

The price of gold in the open market could be left to
find its own level, under the general direction of the
management of the Gold Settlement Fund. It is of no
interest to the business community, which is concerned
only with rates of exchange, the stabilisation of which within
certain limits is all that is required. In practice, the market
price of gold would not necessarily be affected by fluctua-
tions of the exchanges within those limits, but its extreme
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range of variation would be governed by the position of the
exchange between ourselves and that foreign country which
had the narrowest margin between the price at which its
Central Bank was willing to buy and to sell gold. All danger
of gold being acquired for purposes inimical to the welfare
of the community would have been eliminated by the pro-
visions against hoarding and by the limitation of domestic
capital emigration to operations that would take the form of
export of goods. ‘

(8) Inview of our inability to enforce equilibrium in the
international balance of payment as between other countries,
or to control their domestic financial policies, itis incumbent
upon us to envisage the conditions that would arise in the
event of a breakdown in the stabilisation arrangements
through persistent depreciation of the money of any of the
participants in terms of goods. The resultant dislocation
of our international trade in such circumstances must be
promptly and energetically met by revision of the trade
‘treaties negotiated under the new order. All these treaties
must provide for such revision in case of depreciation, by
an agreed percentage, in the exchange of either party in
terms of the money of the other as compared with the level
at which it stood when the treaty was concluded. The
object of the new negotiations must not, in the first place,
be protection against dumping, but must aim at the greatest
possible increase which the depreciation of the other
country’s money would enable us to make in our volume
of purchases, so as in turn to ensure that no reduction in
purchases from us need be made by that country. Though
the increased volume of our purchases need not necessarily
involve an increased amount in sterling because of the
depreciation in the value of the foreign money in terms of
ours, there is always the possibility that reduction in price
of certain goods might increase the demand beyond the
proportion corresponding to the decline, whilst in other
cases the stimulating effect upon demand may be much less
marked. The ascertainment and appraisal of such proba-
bilities needs scientific planning. It would be time and
thought better spent than in the indiscriminate clapping on
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of countervailing anti-dumping duties, though it may be
necessary to resort to the imposition of such duties in the
case of purely competitive goods.

Inasmuch as equilibrium in our own international
financial relationships would be assured, there could be no
cause, other than the altogether unlikely one of a downward
revision of the money price of gold anywhere, why any
money should appreciate in terms of ours beyond the
limits agreed upon, as we should permanently and without
disturbance to our credit system at any time be in a position
to meet any temporary deficiencies in our international
balance of payments out of the Gold Settlement Fund.

The old gold standard has ‘‘ liquidated * itself by the
operation of laws that cannot be indefinitely defied. A new
one is being evolved, but, alas, upon insecure foundations.

It may be admitted that some of the most glaring
perversions of the functioning of an international gold
standard have been eliminated as the result of cessation of
reparations and War debt payments and of the revaluation
of gold in terms of money. The germs of fresh disintegra-
tion, however, are rampant in uncontrolled capital move-
ments, disequilibrated international trade, unbalanced
budgets, political uncertainties.

It must be emphatically insisted upon that no action
binding the country again to an international gold standard
shall be undertaken until the latter has been finally removed
from the plane of a facile means of adjustment of uncon-
trolled discrepancies in international payments, the size and
incidence of which is left at the mercy of our own lack of
forethought and similarly undigested policies of others.
Mastery over the elements that govern international
financial relationships is an indispensable prerequisite to
the assumption of commitments for the unconditional
liquidation in gold, at an agreed price in our money, of any
deficiencies in the balance of international payments.

It may be asked, what is to become of the gold-mining
industry if gold were not any longer required anywhere as
a basis for currency and credit. Its current uses would then
be confined to industry and to the settlement of balances in
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international payments account, and these latter would
be reduced to modest proportions. Probably not more than
50 per cent of production could be absorbed for these
purposes.

Of course, automatic saleability in all principal countries
against the money of each would be assured under re-
ciprocal agreements as indicated above, but it would not be
advisable that gold should be dumped just wherever, for
the time being, the exchange rate happened to ensure the
most favourable market.

It must be remembered that under consciously equili-
brated current international payment accounts, and with
capital movements offset as outlined in this chapter, retained
gold imports not accounted for by capital migrations will
render a corresponding reduction in merchandise imports
inevitable.

It would seem, however, well within the capacity of
every nation, and it certainly would be within ours under
the New Order, to absorb annually a certain proportion
of the new gold production over and above the amount
currently needed for domestic industry. The gold so ac-
quired would have to be regarded as a hoard, State owned,
to be paid for out of domestically borrowed money to be
supplied by the National Investment Trust, to which we
shall refer in the next chapter.

In the trade treaty to be negotiated with South Africa,
then, provision would be made for the import of a given
quantity of gold of which part would be purchased by the
Government. The object of the purchase would be the
building up of a gold reserve to be available in the event
of war, but all or any part could, of course, if so desired,
be utilised at any time in peaceful pursuits, such as the
acquisition of assets abroad, the income of which would
enhance our future well-being by permitting increased im-
ports of goods. As a war chest the gold would, of course,
be a sterile holding, involving an annual charge upon the
taxpayers to meet the cost of borrowing for the financing
of the purchases. The sacrifice would, however, be': in-
significant in comparison with the advantages to be gained.
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These include not only added security against famine in
war, but the orderly marketing of gold and the maintenance
of the gold industry, at least so far as we could contribute
towards those ends.

The dangers of gold being over-produced would not,
for some time, be great if the world would return to political
and economic sanity. Should, however, at some future time -
gold be in excess supply, there could be no more reason
why the gold industry should be immune from the need
for regulation of production any more than rubber, tea,
copper or other industries, which have voluntarily im-
posed such restrictions upon themselves in the full recog-
nition that, failing such measures, reduction of output
would be accomplished by the crude means of survival of
the fittest. The folly of that utterly selfish course is by this
time universally acknowledged. Ordered society would not
survive the attempt to apply it again.



CHAPTER 24

SURPLUS INCOME AND INVESTMENT UNDER
THE NEW ORDER

HavING outlined the measures by which the circuit flow
of money is to be protected from disruption by causes in-
herent in external financial relationships, we now turn to
attack the destructive features in our domestic money
economics.

No lasting exemption from the disastrous cyclical de-
pressions can be achieved so long as it is possible for part
of the flow of money, disseminated in the creation and dis-
tribution of goods and services, or forming part of the
price asked for goods and services, to be diverted to pur-
poses other than the absorption of current goods and
services, without conscious effort being made to ensure
that the compensating factors, if any, are adequate to
restore the flow.

If we are to achieve a continuous and even circuit of
money amongst goods and services we must eliminate, or
counteract, variations in the volume and direction of that
flow, in so far as not conditioned upon the needs for the
financing of production and interchange of goods and
services planned at the highest conceivable pitch con-
sistent with the productive resources of the community.

We are aware, from our survey of the working of our
money economics, that the banking system under the
present order can and does contract and expand the total
volume of money independently of the volume of economic
activity. We have reviewed the implications of this so-
called bank policy. The reform of the Bank of England and
of the banking system, with which we deal in the next
chapter, will provide for the abrogation of this power.

Bank policy cannot, however, directly vary the volume
of money circulating amongst goods and services. Changes

247
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in that flow can be brought about only by action at the
initiative of the public in regard to money owned or bot-
rowed by it, however much the sense in which that initia-
tive is exercised may be influenced by bank policy. We are
already familiar with the various forms which that initia-
tive may take, from our analysis of the money flow in an
earlier chapter, and with the results, stimulating or de-
pressing and ultimately disintegrating, as the case may be.
Nevertheless, in order that we may form a clearer con-
ception of the problem to be tackled, we set out below,
in juxtaposition, the opposing groups of operations, with
money owned or borrowed, bearing upon the money flow
amongst goods and services and thus upon price trends.
Expansion or contraction of the aggregate volume of
money occasioned by changes in the amount of genuinely
self-liquidating bank loans have not been included. The
characteristic of a self-liquidating loan is that it is repaid
within the normal trading periods out of the proceeds of
the very goods financed. Thus, an amount corresponding
to the new money represented by the loan is, within a brief
space of time, again withdrawn from the commodity money
flow, and cancelled by the bank in extinction of the loan.
Under the New Order the volume of such loans would
fluctuate solely in response to the varying needs of planned
production and foreign trade. Hence they would not in
themselves bring about a change in the ratio between goods
to be absorbed and money available for their absorption.

Summary oF CuaNcEs IN Circurt FLow oF MoNEY AMONGST (GOODS
AND SERVICES IN VITALISING OR DEPRESSING SENSE, ARISING FROM
INITIATIVE OF PUBLIC—AS DISTINCT FROM BANKING SYSTEM—IN
DEALING WITH MoONEY BoRROWED, OWNED 0R CONTROLLED

VITALISING DEPRESSING

I. Inwegzse in volume of money cir- | 1. Diversion from flow of money cir-
culating amongst goods and services culating amongst goods and services
by expansion in total wolume of of funds belonging te following
money through borrowing from the categories :
banking system :

@) Current surplus income of

(a) For the financing of mon-self- (e individuals. P

liguidating assets : (b) Current undivided profit of
By non-self-liquidating assets enterprise.
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VrTALISING (contd.)

DEeprEssiNG (contd.)

we understand assets the cost of
which is not normally defrayed
outof current income or revenue
within a brief period of, say, 3
to 6 months. This type of
financing includes #.a. con-
struction of plant, machinery,
buildings, installations, etc.
For the financing of instalment
buying :

In this type of credit the trans-
actions do not generally cover
assets of the non-self-liquidat-
ing class. It is frequently re-
sorted to in cases where the
amount involved in the pur-
chase, in relation to current
income or revenue, is greater
than can conveniently be met in
prompt cash or within a brief
period.

For speculative purposes :

In so far as the proceeds of
such loans are utilised by the
borrowers for the acquisition of
goods or payment for services,
a transitorily stimulating effect
upon the money flow amongst
goods and services is exercised.
If used to finance the acquisi-
tion of existing capital assets
(land, buildings, securities) they
could only stimulate the inter-
change of goods and services
indirectly, in the same way as
an increase in the total volume
of money resulting from bank
policy. Under the New Order,
creation of bank money for
speculative purposes will not be
permitted.

&

(e

2. Increase in volume of money cir-

culating amongst goods and services
without increase in total volume of
money :

This arises from decision to
employ in acquisition of goods or
payment for services, or in pur-
chase of new securities, proceeds
of which are to be spent upon
goods and services, existing capital
funds previously not so used. The
decision may be taken :

(@) Directly by owners or con-
trollers of idle deposits or of
deposits previously engaged in

(¢) Other sums forming part of the

price obtained for goods and
services (such as reserves of
every description) in so far as
they are not re-spent upon
goods and services directly or
through acquisition at issue of
new securities of which pro-
ceeds are so spent.

The forms which this non-spending
upon goods and services of funds
derived from sources (a), (b) and (¢)
takes are summarised below.

i.

i,
il

iv.

Acquisition of existing capital
assets (existing securities, build-
ings, land) directly or through
investment in investment trusts.
Repayment of bonds, mortgages
and other forms of capital in-
debtedness is assimilable to
acquisition of existing securities,
etc.

Leaving such funds idle in bank-
ing account.

Deposits in savings banks (in-
cluding P.O. Savings Bank).
Payment to insurance companies
of premiums to insure future
capital payments or of Iump
sums to insure annuities.

. Withdrawal from flow of money cir-

culating amongst goods and services
of capttal funds previously so en-
gaged, the total volume of money
being left unchanged :

This arises from decision to leave
funds previously used as working
capital in enterprise, idle on de-
posit or to utilise them mn other
forms which do not involve re-
spending upon goods and services.
(See point (1) 1, i1 and iv.)
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VITALISING.(contd.)

DErpRESSING (contd.)

turning over existing securities
and other existing capital assets.

(®) Indirectly by owners and con-
trollers of securities, insurance
policies, mortgages and other
capital assets, in respect of the
capital sums received by them
upon sale, redemption, repay-
ment, etc.,, in so far as this
money, prior to being paid over
to them, was idle or engaged in
turning over existing capital
assets,

3. Restoration to flow of money civ-
culating amongst goods and services
of funds diverted from the same
through non-spending of current
income or revenue upon goods
and services. (Point (1) depressing
factors.)

This restoration atrises from :

(a) Purchase at issue of new securi-
ties the proceeds of which are
to be spent upon goods and
services, or financing of new
building by savings banks, in-
surance companies, investment
trust companies, building socie-

- ties out of current accretions to
their funds in so far as derived
from sources indicated under
point (1) (a), (b) and' (c) of the

epressing factors.

(6) The decision of recipients of
capital sums (see point (2) (b))
derived from the sources indi-
cated under point (1) (a), (b)
and (¢) of the depressing factors,
to utilise the funds received to
acquire goods, pay for services
or purchase new securities of
which the proceeds are to be
spent upon goods and services.

3. Withdrawal from flow of money cir-
culating amongst goods and services
of funds previously added to it, and
involving reduction in total volume
of money.

This arises when there is on
balance a reduction in bank
credit, through repayment of ;

(a) Non - self - liquidating  bank
credit ;

(b). Instalment  purchase bank
credit ;

(¢) Speculative commodity bank
loans ;

out of funds which, prior to being
used to effect the repayment, had
been utilised in turning over goods
and services. The money (bank
deposits) is actually cancelled in
the mechanism of repayment.

The actively depressing factor of diversion of current
commodity money from absorption of current goods is ever
with us. Its virulence may be temporarily checked, and at
times outweighed, by the stimuli, active and corrective,
associated with a period of economic recovery. Under our
present order, however, as we have demonstrated in earlier
chapters, the latter are foredoomed in due course to be
smothered by the disruptive elements. Though the volume
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of some of the items contained in the above summary can
be readily ascertained, concerning others no adequate data
are available and no conscious effort has, to my knowledge,
been made to correlate them and gauge their effect upon
the circuit flow of money amongst goods and services.

When the inexorable cyclical downward trend sets in
we begin to cast about for means to arrest it. These can be
no more than palliatives so long as the root causes are not
removed. The puny correctives to which we are restricted
under our present order, if we are not to risk insolvency, are
of no avail against the onslaught of the devastating forces
left free to run their course. Not until we cease to look upon
the trade cycle as a visitation of the elements to which we
must submit whilst protecting ourselves as best we may,
not until we realise that this scourge is man-made, and
therefore capable of being surmounted by the effort of man,
shall we be in the frame of mind to administer treatment
to which it will yield. The price of victory, let it be clear,
is willingness on the part of the individual to subordinate

"to the welfare of the community as a whole certain pre-
rogatives in regard to the disposal of his money hitherto
taken for granted. It may be well to remember that no
supposed right is valid, nor likely to go unchallenged
indefinitely, of which the unrestricted exercise can be proved
to inflict grievous injury upon the body economic. Reform
is the more urgent since the dire consequences of the present
system are visited with particular severity upon the very
clements which, by reason of their lack of resisting power,
are entitled to our special solicitude.

The prerogatives referred to involve the diversion from
the absorption of goods of funds which, all other things
being equal, are indispensable for this purpose. It is brought
about, as we are aware, by the absolute discretion to invest
as they please enjoyed by individuals in regard to their
surplus income, and by those in control of enterprise
in regard to any profits not distributed to shareholders,
partners or owners, or any other sums included in the price
obtained for goods and services and not re-spent upon
goods and services.
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In part, that right to dispose of funds is transferred
to enterprise concerned with reinvestment, such as life in-
surance companies, savings institutions, building societies,
investment trust companies. The investment of accretions
to the funds of enterprise of this type, in so far as derived
from the sources above indicated, is assimilable, in its
effect upon the money flow, to direct investment by those
who supplied the funds. In the case of life insurance
companies, of course, the increase in funds is but part of the
money received by them out of current income of the
public. The increase shown is the residue after payment by
the companies of capital sums in respect of life insurance
policies. Except to the extent that current receipts of the
life insurance companies did not emanate from current
income or profits, those capital payments also require to be
restored to the flow amongst goods and services. The same
applies to all other capital payments effected out of profits
and surplus income (repayment of debt of every description).

Equally unfettered, under the existing order, and unco-
ordinated with the state of the flow of money, is the decision
of owners of existing bank balances representing past profits
or surplus income, to use the same in, or withhold or with-
draw them from, acquisition of goods.

It must be one of the chief aims of the New Order to
ensure that any conflict between this unrestricted freedom
in the field of investment and the paramount need for
preventing impairment or disruption of the interchange of
goods and services shall be eliminated.

Tothisend the National Investment Trust will be created,
which will be directed by the National Investment Board. In
its hands will be centralised all financing of new capital assets
and of additional permanent working capital required by
enterprise, in so far as not met by enterprisers out of their
OWD resources.

It will have two subsidiaries : the National Mortgage
Institute and the International Investment Trust. The
former, apart from other functions, will act as a channel on
behalf of the National Investment Trust for the provision of
additional funds on mortgage, along lines indicated below.
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The International Investment Trust will handle all
foreign financing, which, under the new order, will be
supplied in the form of goods only.

Within the needs of planned economic activity and the
limits set by the community’s current saving capacity, the
National Investment Trust Company will marshal the flow
of money amongst goods and services.

Reform of the banking system, to be described more
fully in the next chapter, will include the abrogation of
so-called ‘ bank policy ”. All influences upon the com-
modity money flow resulting from the sole initiative of the
monetary authorities will be ruled out.

The scope of the control to be exercised by the National
Investment Trust thus becomes simplified. It will be con-
fined to circumscribing the initiative on the part of the
public in the field of investment, and to correlation of the
elements which determine the amount on balance avail-
able for new investment and its apportionment over new
means of domestic production (plant, etc.), additional
working capital for domestic enterprise and the goods
needed by foreign interests as the outcome of foreign
financing. '

The measures to enable the Trust to carry out its
functions are so devised that, with certain adjustments, to
which reference will be made, the volume of money avail-
able for these purposes, and necessary for maintaining un-
disturbed the relationship between goods to be absorbed
and money applicable to their absorption, shall be auto-
matically ascertainable at all times.

The only security available to the public for new in-
vestment under the New Order will be the shares of the
National Investment Trust. Existing securities may be
acquired only out of proceeds of sale of other existing
securities by the owners.

The amount of the ordinary share capital of the National
Investment Trust will be indeterminate. As will be seen, it
will fluctuate constantly.

The shares will be entitled to a minimum dividend of
3 per cent guaranteed by the State and to 50 per cent of the
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net profits of the Trust in excess of the amount required
to pay the minimum dividend. The remaining 50 per cent
of the surplus profits will go to the State.

The amounts available for investment in the shares of
the National Investment Trust, which will be defined later,
are to be transferred to its credit by order of the investors,
at any branch of approved members of the banking system,
who will act as bankers and agents for the National In-
vestment Trust in all banking transactions.

The shares are redeemable by the National Investment
Trust at the option of the owners, at any time, at par plus
accrued dividend from date of issue to date of surrender at
the guaranteed rate of 3 per cent per annum, provided
the proceeds are not utilised for the acquisition of existing
securities (including mortgages) or left idle on deposit.
The simple measures set out further on in this chapter
will ensure the observance of these restrictions.

No account will be maintained by the National In-
vestment Trust at the Bank of England, because the money
the Trust handles must not be permitted in any way to
affect the reserve position of the banking system. This
would be bound to be the case if the National Investment
Trustinstructed the banking system to pay its credit balances
over to the Bank of England, since this would involve a re-
duction in the balances of the banking system at the Bank
of England which constitute part of the banking system’s
reserves. It is true that this would be rectified when the
National Investment Trust paid out the money received
for new financing, but receipts and expenditure of the
National Investment Trust would not necessarily coincide
and disturbance of the banking system might ensue.

As a first step, the large volume of bank deposits now
constantly idle must be attracted into the orbit of the
National Investment Trust. Upon the establishment of the
New Order it will no longer be possible to leave funds on
fixed deposit in the banking system, nor may any interest
be paid on credit balances in banking accounts. The offer
of inducements for a course prejudicial to the interests of
the community is an absurdity.
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Existing fixed deposits in the banking system will, upon
expiry, be transferred to ordinary banking account in
accordance with usual practice. The owner may volun--
tarily instruct the bank to transfer the balance to his credit
at the National Investment Trust, who will, there-against,
issue its deposit receipt. This is reconvertible into an ordi-
nary bank balance at any time at the option of the holder,
provided proceeds are not left idle or invested in existing
securities or mortgages. Failing such voluntary transfer to
the National Investment Trust the funds will automatic-
ally come under the control of the National Investment
Trust through the operation of a provision concerning
“ normal > balances.

At the end of each quarter the amount by which any
credit balance in current account in the banking system
exceeds the ““ normal ”” will be transferred to the credit of
the National Investment Trust in the bank concerned, in
favour of the depositor. The latter thus becomes a depositor
in the National Investment Trust and receives a deposit
receipt as above indicated.

The * normal > will be a sum which bears a relation to
the previous quarter’s turnover corresponding to that which
average daily balances in current account in the year pre-
ceding the establishment of the New Order bore to that
year’s turnover in the account, subject to an upward limit
of 10 per cent. Supposing that proportion was 2 per cent
then, any amount by which the balance in the account
shown at the end of the quarter exceeds 8 per cent of
the expired quarter’s turnover will be transferred to the
National Investment Trust.

It is probable that during the period of rehabilitation
described in Chapter 22 a substantial part of this idle money
will go into circulation against surrender of the deposit
receipts. A further proportion will be transferred during
that period to the National Estates® and disbursed by them
to finance any expansion for which State aid is granted as
indicated in Chapter 22. Securities would be received by
the National Investment Trust for the money so provided.

1 See Chapter 25.
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Yet a further part would be utilised by the National
Investment Trust to acquire from the banking system
securities now held by the latter, thus making room for any
likely expansion of self-liquidating loans of the banking
system and preventing the forcing up of the long-term
interest rate, otherwise invariably resorted to as we see at
present. At the same time, these holdings would provide the
National Investment Trust with an income, whilst the
banking system would be amply compensated for the reduc-
tion of its interest revenue from securities by the discontinu-
ance of interest payments on deposits. To the extent of the
purchases of securities by the National Investment Trust
from the banking system, bank deposits will automatically
be cancelled. An ample margin of bank deposits will, how-
ever, be retained by the National Investment Trust to meet
any surrenders of deposit receipts by owners as a result of
further expansion in economic activity.

When the rehabilitation stage has been passed and the
New Order has had time to pervade the working of the
economic system, the deposit receipts will become con-
vertible into shares of the National Investment Trust,
thus assuring an income to the owners. By then it may be
presumed that the flow of money amongst goods and
services will have been established at a level at which it
will thereafter be maintained. The volume of outstanding
deposit receipts is likely then to be considerably less than
the present volume of idle deposits, and against the bulk of
them the National Investment Trust will be holding earn-
ing assets, so that it will be possible to meet the dividend on
ordinary shares issued in exchange for deposit receipts.
When that stage is reached all deposit receipts issued from
time to time under the “ normal > balance provision will
become convertible into shares three months after date
of issue.

~ No one will maintain accounts in more than one bank,
though other classes of business may be transacted with any
bank. If more than one account is carried with the same
bank, inter-account transfers will be ignored in computing
turnover. : ‘
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Adequate precaution against hoarding of notes will be
taken if required.

An exception to the rule that no interest will be paid on
deposits may be made by Savings Banks, including the Post
Office Savings Bank. Since accretion to the funds of such
institutions will be directed into the National Investment
Trust, no lasting diversion from the flow of current com-
modity money will be caused, and the Savings Bank will
merely act as an intermediate link in the chain by which
such savings are restored to the circuit flow by the National
Investment Trust.

We now turn to the current operation of the National
Investment Trust and the problem of investment.

Under the new order, funds derived from the following
sources will be transferred to the control of the National
Investment Trust, who will issue its shares there-against :

1. All surplus income of individuals available for invest-
ment in securities.

2. All current undistributed profit of enterprise which
it is desired to invest in securities.

3. All other sums retained out of the price obtained for
goods and services in so far as it is desired to invest
these in securities. (Current additions to reserves,
voluntary or necessary, hidden or disclosed, not
utilised in the business.)

4. Current accretions to funds of life insurance com-
panies and savings institutions not invested in houses.
The other forms of reinvestment enterprise (Build-
ing Societies and mortgage companies, Investment
Trust companies) will cease to invite funds from
the public. A special régime outlined below will
apply to approved institutions engaged in lending on
mortgage, including building societies. The current
undistributed profits of reinvestment enterprise are
on the same footing as those of other concerns.

Since existing securities, as already stated, may not be
bought save out of proceeds of existing securities by the

seller, the only investments available, apart from the
S
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National Investment Trust shares, are houses and land.

It is to be expected that not all sellers of existing securi-
ties will desire to reinvest proceeds in other existing ones.
The National Investment Trust will purchase existing
securities in so far as such proceeds are not so used. The
general price level of existing securities should, therefore,
not be affected, though changes in the price of individual
securities will continue to occur.

Proceeds of sale of existing securities will be credited to
the seller in a special *“ old ”* account in the banking system.
All purchases of existing securities, other than by the
National Investment Trust, must be settled by funds from
“old account’. Balances in “old” account not used
for purchase of existing securities are available for any
other payments, except purchase of mortgages. If it is
desired to invest in securities they must be transferred to
the National Investment Trust against the lattet’s shares.
Unutilised balances will automatically revert to the
National Investment Trust, but in that case non-interest-
bearing deposit receipts will first be issued by the latter
which do not become convertible into shares until three
months later. It is, therefore, in the interest of owners of
unutilised balances to tender them voluntarily for in-
vestment in the shares of the National Investment Trust
in order to receive immediate benefit of the guaranteed
dividend.

Holders of existing securities, desirous of selling these
with a view to acquiring other existing ones, may obtain
temporary advances from the banking system pending sale
of their holding, which will be pledged to the bank as
collateral. It will be a condition that the advance shall be
liquidated out of the proceeds within an agreed limited
period, failing which the bank will itself dispose of the
securities pledged, for the account of the borrower, to
the National Investment Trust, thus permitting the ad-
vance to be extinguished. Speculation in existing securities
with attendant credit inflation cannot therefore arise.

Since the funds utilised by the National Investment
Trust in acquiring existing securities are derived from one of
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the sources above indicated, it is important that they should
be restored to circulation amongst goods and services.

This, as we shall see, will in fact inevitably be the case
under the New Order, provided supply and demand in
houses and land is strictly balanced. It will be the business
of the National Investment Trust to ensure this equili-
brium.

Proceeds of matured, redeemed, drawn, amortised and
repaid debt, including mortgages, and of life insurance
policies which have become claims or are surrendered, and
of loans obtained from life insurance companies against
policies, will not be credited to ““ old account ”’. Such pay-
ments will, in whole or in part, have been effected out of
current income, profits or surplus revenue, and if existing
securities could be bought with funds of that type it would
tend to increase the volume of money circulating amongst
securities to the detriment of the current flow of money
amongst goods and services. To the extent that the pay-
ments are derived from pre-existing capital balances this
will be reflected in a decline in the bank balances under
control of the National Investment Trust and will thus
automatically be taken into account in the volume of in-
vestment by the National Investment Trust. If the capital
sums are not utilised by the recipients in goods and
services, they will promptly revert to the National Invest-
ment Trust and increase the amount available for invest-
ment by the latter. In so far as proceeds of existing securities
are used for capital payments above referred to, the funds
must have been derived from current receipts of the
National Investment Trust, since the latter provides the
money required to absorb sales of existing securities in
excess of purchases. If such funds are not re-spent on
goods by the recipients they will be restored to the com-
modity flow upon reversion to the National Investment
Trust, since it will be the task of the latter to re-spend
upon investment representing goods and services all sums
that, on balance, come into its hands.

Whilst the acquisition of houses and land will not be as
rigidly insulated as investment in existing securities, certain
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restrictions and supervision must be imposed. It is essential
that the volume of bank balances which it is desired to
invest in houses and land (other than those representing
reinvestment of proceeds) shall equal the amount of
proceeds which sellers wish to use otherwise. In other
words supply and demand must be maintained in strict
balance. Failing this, if demand exceeded supply, bank
balances would be circulating amongst houses and land,
driving up the value, and depleting the flow amongst goods
and services. Even if pre-existing capital balances were
utilised—and not current income or profits—this would
reduce the volume of bank balances under the control of
National Investment T'rust and would diminish the amount
the latter would consider itself entitled to invest in new
financing.

Therefore, the National Mortgage Institute, which will
act on behalf of the National Investment T'rust in all busi-
ness in houses and land, will serve as clearing-house for all
payments connected with transactions in houses and land,
and a record will be kept of all relevant data. In addition,
it will maintain close contact with the trade associations
concerned and arrange for all necessary information to be
supplied to it which will permit it accurately to gauge the
state of the property market, and to propose, if necessary,
adjustments in the building programme of the Economic
Council.

Acquisition of houses, old and new, will continue to be
unrestricted, subject to the observance of the formalities in
regard to payments, which may be made through any of the
principal branches of the banking system for account of
the National Mortgage Institute. As houses will be the only
capital investment freely available, apart from the shares of
the National Investment Trust, the possibility of speculative
demand must be reckoned with. In that case the building
of new houses, which would proceed on planned lines under
the Economic Council, could, if required, be accelerated.
Preference would be given to purchasers for occupation,
and other purchasers rationed. To the extent that require-
ments of these latter cannot be satisfied they must accept
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National Investment Trust shares. Should, on the other
hand, demand for house property fall short of the offer,
the National Investment Trust, through its subsidiary the
National Mortgage Institute, could effect purchases to
equalise the position, pending readjustment of building
activity.

Provision in regard to the settlement of transactions in
land through the National Mortgage Institute would be
identical with those concerning buildings. Land may be
acquired without restrictions only by sellers of other land
out of proceeds of such sales. If the money with which it
is desired to purchase land is derived by the intending
purchaser from other sources—and the record of the
National Mortgage Institute will establish this—then
purchase will be permitted only for residential purposes,
for farming by the purchaser, or for prompt erection of
buildings. Fresh speculative purchases of land will thus be
impossible. It is unlikely that, under these conditions, the
demand for land would exceed supply, but, in any case,
if it did, this would promptly be remedied through the
operation of the new Inheritance Law, to which we shall
refer in a subsequent chapter.

If, on the other hand, there is an excess of offer of land,
the National Investment Trust may invest in land to the
extent of the deficiency.

The granting of new mortgage loans and the purchase
or replacement of existing ones will be concentrated with
approved lending institutions specialising in this class of
business, including building societies. They will cease to
invite funds from the public, and in so far as repayments in
respect of existing mortgages held by them are not sufficient
to meet demand for mortgage loans, the National Mortgage
Institute will supply the additional funds required. The
Institute in turn obtains the money from the National
Investment Trust out of the latter’s current receipts, and it
will issue there-against to the Trust 3 per cent mortgage
bonds secured by the mortgages which the approved
lending institutions will deposit as collateral.

The bulk of the net profits made by the approved
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lending institutions with funds derived from the Institute
will be payable to the latter and will revert as dividends to
the parent concern, the National Investment Trust. In
view of the monopoly which will be enjoyed by the mortgage
lending institutions the National Mortgage Institute will,
from time to time, determine the maximum rate of interest
to be charged.

Existing holders of mortgages, other than approved
mortgage lending institutions, will not be entitled to re-
invest proceeds of mortgage repayments in other mort-
gages, and they are subject in regard to new investment to
the same restrictions as other investors.

All payments in connection with mortgages, other than
those held by approved lending institutions, must be made
through the National Mortgage Institute. Approved mort-
gage lending institutions will supply the National Mortgage
Institute at regular intervals with particulars concerning all
repayments received on mortgages and all mortgage loans
made.

In the preceding paragraphs we have dealt with forms
of investment open to the public and we have indicated
the position of the National Investment Trust in regard
thereto. We now come to the principal function of the
National Investment Trust.

All proposals for new financing for other than self-
liquidating purposes, whether on behalf of domestic enter-
prise or of foreign seekers of capital, will be submitted to
the Investment Board, with the exception, of course, of
domestic schemes financed out of enterprisers’ own
resources. If approved, the funds will be supplied by the
National Investment Trrust out of its capital, by having bank
balances under its control transferred to the credit of the
interests requiring the capital. Before the financing can be
considered by the National Investment Board, all domestic
expansion of productive capacity must have the assent, in
principle, of the Trade Association for the particular branch
of economic activity. Membership in such associations is
obligatory upon all engaged in enterprise of any descrip-
tion. Approval of new financing projects can be given by
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the T'rade Association only if the scheme comes within the
framework of the planned economic requirements of the
branch, co-ordinated with those of the nation as a whole, as
determined by the Supreme Council.

The technical and financial background of each pro-
position will be investigated and all data submitted as if a
public issue were contemplated. When the transaction is
sanctioned by the National Investment Board, the National
Investment Trust will pay over the sum agreed upon to
the enterprise concerned, against delivery of the new
securities created. If, pending such long-term financing,
temporary advances are required for non-self-liquidating
purposes, such advances will, under the New Order, no
longer be obtainable from the banking system but only
from the National Investment Trust, subject to the same
condition as to prior assent by the Trade Association above
indicated.

There will be no discrimination on the part of the
National Investment Board on account of the smallness of
any proposition. The f1o0oco required by the little entre-
preneur will receive equal consideration with the f25
million scheme of the mammoth combine. In point of
security, however, no precaution that experience or fore-
sight can suggest will be neglected. .

No securities on which the interest or dividend is not
contingent upon earnings will be acceptable to the National
Investment Trust in respect of new financing. Only income
debentures, non-cumulative preferred, ordinary and de-
ferred shares can, therefore, be created, from the establish-
ment of the new order.

Proposals from foreign capital seekers, once sanctioned
in principle by the National Investment Board, will be
sifted and studied by the International Investment Trust
and particulars prepared for submission to the Board as if
a public issue were to be made. If finally approved the
securities to be created will be received by the International
Investment Trust and lodged as collateral for its own 3 per
cent Bonds to be issued to the National Investment Trust,
who supply the money and to whom any profit margin
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automatically reverts as holder of the capital of the Inter-
national Investment Trust. The foreign borrower will be
credited in an account at the National Investment Trust
with the proceeds of the securities sold to the International
Investment Trust and will be entitled to utilise the funds
in payment of goods acquired from makers in this
country.

With a brief observation on hire purchase and non-self-
liquidating credit in the banking system we shall have
covered the main features of the circuit flow. After the
establishment of the new order any increase in hire pur-
chase credit will be supplied by the National Investment
Trust, whose account in the banking system will be debited
to the credit of the borrower, the bank acting solely as
agent. No new money will thus be created. If a decrease
occurs subsequently the repayment will be credited to the
National Investment Trust.

Should the volume of such credit fall below the level at
which it stood when the new order commenced, the National
Investment Trust will replace the money thus withdrawn
from circulation amongst goods. For this purpose it will
utilise money representing former idle deposits transferred
to it at the initiation of the new order, in additional finan-
cing, domestic or foreign.

The other type of non-self-liquidating bank credit—
loans made in the past by the banking system for financing
of capital assets—can only decrease and will, in due course,
be extinguished under the new order, the place of the
banking system being taken in that respect by the National
Investment T'rust as described above. As these bank loans
diminish through repayment, the National Investment
Trust will replace the money in the same way as in the case
of hire purchase credit. Although the aggregate volume of
money is reduced by the repayment there is thus no change
on that score in the volume of money circulating amongst
goods. |

The following summary of balances transferred into and

out of the control of the National Investment Trust may be
found helpful :
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A—REecEIPTS OF NATIONAL INVESTMENT TrRUST AND QUTGOINGS
DURING REHABILITATION' STAGE

RECEIPTS

PAYMENTS

1. Transfer to National Investment
Trust of idle bank deposits under
‘““normal ” balances provision.
Non - interest - bearing  deposit
receipts will be issued by National
Investment Trust against funds
so transferred.

1. Payments to owners of deposit

receipts surrendered with a view
to utilisation of funds in enter-
prise, current expenditure, pur-
chase of houses and land or ful-
filment of obligations.

"This is likely to happen on a sub-
stantial scale during the period
of rehabilitation of the National
Economy sketched in Chapter 22.

. Payments on behalf of National

Estates for Government-aided
financing during rehabilitation
period, Against these payments
securities of the enterprises con-
cerned, with appropriate guar-
antee by Government, will be
lodged with National Investment
Trust.

. Transfer to banks in payment of

Government securities to be pur-
chased from them to make room
for self-liquidating credit expan-
sion by banking system without
forcing up long-term interest rate.
This money will thus be can-
celled.

A sufficient volume of idle bank deposits will be retained under the con-
trol of the National Investment Trust to provide an adequate margin against
possible surrenders of deposit receipts by owners for purposes permissible
under the New Order, and for any emergency financing by the National
Investment T'rust in unlikely case of slackening in economic activity.

[TasLE B
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B—CURRENT RECEIPTS AND PAYMENTS OF INATIONAL
InvEsTMENT TRUST

RECEIPTS

PayMENTS

. All money which individuals desive
to invest in securities out of current
surplus income from whatever
source derived.

This investment can only take
the form of shares of the National
Investment Trust.

. All current undistributed profit of
enterprise and other sums included
in the price obtained for curvent
goods and services in so far as not
re-spent on goods and seruvices,
buildings or land.

This item will not prima facie be
ascertainable in its entirety from
the accounts of enterprise, but it
will be necessary to make a com-
parative analysis of the latest and
the previous period’s accounts.
Holdings of National Investment
Trust shares or deposit receipts
will, under the new order, be
separately shown in balance sheets.

. Accretions to funds of life insur-
ance companies and savings banks,
other than those included under (z).
These two types of reinvestment
enterprise will continue to receive
funds mainly (though not neces-
sarily entirely) out of current
income or profits of the members
of the community. Investment
Trusts and Building Societies
will discontinue appealing to the
public for funds.

. Proceeds of existing securities in
so far as sellers desire to acquire
shares of the National Investment
Trust.

. Through National Mortgage In-
stitute, proceeds of land or build-
ings sold, for its own account or
for account of National Estates, to
meet excess demand, if any.

. All domestic financing of new

capital assets except in so far as
enterprisers finance assets of that
type out of bank balances under
their own control.*

. Through International Investment

Trust: all foreign financing *

. Funds required for increase in

mortgage loans by approved lend-
ing institutions (through National
Mortgage Institute).

. Payments for existing secuvities ac-

quired by National Investment
Trust to extent that sellers of
existing securities do not reinvest
in other existing securities.

. Payments for land or buildings

acquired, if any, to ensure equi-
librium in supply and demand
(through National Mortgage In-
stitute}.

* Securities will be received by National Investment Trust and Interna-
tional Investment Trust in exchange. Temporary financing pending the
issue of securities to the National Investment T'rust will likewise be carried .
out by the National Investment Trust.
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Recerrts (contd.)

PAayMENTS (contd.)

. Amounts repaid on balance by
mortgagors to specialised mori-
gage lending institutions in so far
as funds had previously been
supplied by National Investment
Trust (through National Mort-
gage Institute).

. Proceeds of matured, drawn, amor-
tised, repaid, redeemed debentures,
etc., and of repaid morigages (not
in the hands of specialised morigage
institutions) and capital payments
recerved in respect of life insurance
policies in so far as not re-spent by
recipients upon goods and ser-
vices, buildings and land or on
repayment of debt.

. Through the banking system,
amounts repatd in respect of hire
purchase bank credit, in so far as
this was previously supplied by
National Investment Trust.

(In case hire purchase credit falls
below level outstanding on estab-
lishment of new order, National
Investment Trust will replace
difference by additional financing
out of idle deposits. It will do
likewise in regard to decrease in
existing non-self-liquidating bank
credit).

. Through the banking system,
quarterly, under the ‘‘ normal”
balances provision, amy balances
in excess of the normal proportion
to turnover (for instance, working
capital temporarily not required ;
in the case of mortgage lending
companies accretions to funds re-
sulting from repayments carrying
down level of mortgages below
that outstanding on new order
becoming operative). Non-
interest-bearing deposit receipts
will be issued against such sums
which, if not meanwhile sur-
rendered, are convertible into
shares three months after the date
of issue.

10. Transfer from Gold Settlement

Fund account in banking system,
against surrender by National
Investment Trust of Treasury

6.

Payments to owners of National
Investment Trust shares or deposit
recetpts against surrender of same,
The deposits . thus transferred
may be utilised by the owners to
pay for goods and services (in-
cluding new capital goods subject
to approval of Trade Association)
to acquire buildings or land and to
meet obligations.

. Transfer to banking system of

amount corresponding to increase,
if any, in hire purchase credit above
level at introduction ot new order.

Transfer to Gold Settlement Fund
account in banking system against
Treasury bills taken up by National
Investment Trust (when Gold
Settiement Fund on balance buys
gold or foreign exchange).

. Payment to Government against

Treasury bills issued to bridge
temporary deficiency in Govern-
ment revenue.

10. Payment to Government against

securities representing fresh borrow-
ing by Government or consolida-
tion of existing short-term debt,
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RecErpTS (contd.)

bills held (when Gold Settlement
Fund on balance sells gold or
foreign exchange).*

PAYMENTS (contd.)

in so far as conversion not ac-
cepted by holders.

11. Repayment by Government, out
of excess revenue, of Treasury
bills or other Government Debt
previously taken up by National
Investment Trust to bridge tem-
porary deficiency in revenue, or
for other purposes.

* If the Treasury bills to be repaid out of proceeds of the gold and
foreign exchange are not held by National Investment Trust there is, on
balance, no direct change in the bank deposits under contro! of National
Investment Trust. Buyers of the gold and foreign exchange are debited in
account and holders of the Treasury bills credited. If, however, the proceeds
of the bills are used to repay bank debt the National Investment T'rust must
correspondingly increase its financing to counteract contraction of the money
flow amongst goods and services.

C—REcCEIPTS AND OUTGOINGS OF NATIONAL MORTGAGE INSTITUTE AS
SuBsIDIARY OF NATIONAL INVESTMENT TRUST AND As CLEARING-
House rorR TRANSACTIONS IN LAND, BuiLpings AND MORTGAGES

REcEiPTS PAYMENTS

1. Purchase money for land and | 1. Proceeds of buildings and land

buildings lodged by buyers other
than National Investment Trust
(as per contra).

. Purchase money for land and
buildings lodged by National In-
vestment Trust in case it buys
for its own account.

. Repayments lodged by debtors on
mortgages held by lenders other
than approved mortgage lending
institutions (as per contra).

. From National Investment Trust
to meet increase in amount lent
on mortgage by specialised insti-
tutions over level at establishment
of new order (as per contra).

. From specialised mortgage lend-
ing institutions, repayments on
balance on mortgages granted
with funds of National Invest-
ment Trust (as per contra).

sold paid over to sellers (as per
contra).

. Proceeds of buildings and land

paid over to National Investment
Trust in case the latter sells build-
ings or land for its own account
or for account of the National
Estates.

. To non-specialised lenders in

respect of repayments lodged by
debtors on mortgages (as per

. contra).
. To specialised mortgage lending

institutions to finance increase In
mortgage loans over level at
establishment of new order.

. To National Investment Trust,

repayments lodged by specialised
institutions in respect of mort-
gages financed out of funds of
National Investment Trust (as
per contra).
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The arrangements outlined will have the effect of
making the state of the bank balances under the control of
the National Investment Trust reflect, with few exceptions,
any important changes in the money flow amongst goods
and services. Thus, the withdrawal from its control of bank
balances through surrender of shares or deposit receipts by
their owners will, in so far as the money does not revert to
the National Investment Trust as a result of the ““ normal ”
balances provision, involve a reduction in the amount to be
invested by the National Investment Trust. Provided only
that equilibrium in supply and demand for houses and land
is achieved, there is no other outlet than re-transfer to the
control of the National Investment Trust for any bank
balances withdrawn from that control but not spent upon
goods (consumption or capital goods). If, on the other hand,
they are spent upon goods, the turnover they originate will,
broadly speaking, result in their remaining under the direct
control of owners themselves as the ‘ normal ’> balances
provision operates in relation to turnover.

Even changes in the use made of those balances which, at
the outset of the New Order, were left under the control of
theirownerswould, if suchchangesinvolvedan increaseinthe
money circulating amongst goods, have their repercussions
upon the volume of balances controlled by the National In-
vestment Trust. The balances to be retained under control
of the owners would increase in consequence of the increase
in turnover and the balances under control of the National
Investment Trust would decrease. The National Invest-
ment Trust would correspondingly reduce the amount to
be spent by it in new financing.

The only exceptions to this automatic functioning of
the index of bank balances controlled by the National
Investment Trust are, firstly, the reduction in pre-existing
finance credit in the banking system and the unlikely con-
tingency of a fall in hire purchase bank credit below the
level at which it stood at the commencement of the new
order, and secondly, repayment of self-liquidating bank
credit out of existing bank balances controlled by owners
direct or by the National Investment Trust, instead of out
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of proceeds of the goods underlying the credit. The first
exception has been provided against as outlined in a pre-
ceding paragraph. The second will involve a decline in the
total of bank balances. This may be reflected in reduction
of directly owned or National Investment Trust-controlled
bank balances, or both. In any case those controlled by
National Investment Trust would be affected, for at the
next “normal ” balances-stocktaking, if balances directly
owned had been used for repayment of credit, these would
either show a deficiency against normal or the amount
reverting to the National Investment Trust would be less
than it would otherwise have been. Thus appearances
would be deceptive. It would look as if the National Invest-
ment Trust had less available for investment than it ought
to have. Hence it will be necessary closely to correlate move-
ments in self-liquidating bank loans with stocks of unsold
merchandise, for the goods which the repaid loans served
to finance will not have been absorbed. If self-liquidating
bank loans show a decline without corresponding decline
in unsold stocks of goods, or possibly with a movement
of stocks in the opposite direction, it would point to repay-
ments out of funds other than proceeds of the goods. Such
discrepancies would then be compensated by financing of
new capital assets out of old balances under the control of
the National Investment Trust. In other words the National
Investment Trust would invest more than the state of the
current movements in controlled bank balances warranted.
Before long, however, the goods unsold would have been
absorbed out of the new financing, and the balances
previously used by their owners to repay credit would be
restored. Whilst the total volume of money would not be
greater than it was after repayment of the credit, the amount
circulating amongst goods will throughout have been main-
tained at its proper level. In this instance, then, and to the
extent of the discrepancy between bank loans and stocks
of goods, the National Investment Trust had to make an
exception and not regard the bank balances withdrawn
from its control as having been spent on goods.
Incidentally it will be noted that under the system de-
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veloped in this chapter the repercussions of unproductive
Government borrowing would be directly and palpably
prejudicial to the national welfare, whereas, under the
present order, the true character of such transactions is
concealed.

Since there would not, and could not be, unemployment
in the community which we are envisaging, the creation of
non-productive assets for Government account would
necessitate curtailment of work on other goods. Nor would
it be a question of available labour alone. The National
Investment Trust being the only source of non-self-
liquidating loans, would supply the Government with the
. funds needed, and to that extent its resources available
for new productive financing at home and abroad (items
1 and 2 on the payments side of the Statement of Current
Receipts and Payments) would be depleted. Prospective
improvement in the standard of living is thus in the same
degree thwarted. At the same time the quality of the hold-
ings underlying the shares of the National Investment
Trust is deteriorated by admixture of Government Bonds
having only assets destined to destruction behind them, in
the place of securities based upon tangible productive
assets at home, or upon valid promises by foreign borrowers
to send us annually goods required by us.

The composition of the National Investment Board is
of vital importance. Not only will it administer an ever-
growing volume of assets resulting from the savings of the
living generation at any time, but it will be called upon to
exercise supervision on behalf of the National Estates over
the mass of assets which, through inheritance, will become
vested in the latter as time goes on and which will con-
stitute the patrimony of the nation.

It will be upon the wisdom, foresight, enterprise and
judgment exercised by the Board under the guiding lines
of policy to be established for the country as a whole by
the Economic Council, that the welfare of the State will in
large measure depend.

Tts members, therefore, must be thoroughly representa-
tive of the leading branches of economic activity in the
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country, with a sprinkling of members nominated by
Government, the Economic Council and the National
Estates. .

The Board will direct the work of the National In-
vestment Trust and its two subsidiaries. These latter will
each have a small Board nominated by the National In-
vestment Board.

The management of the affairs of the three concerns
in every one of their departments will be entrusted to
experts in the sphere of business concerned. Their com-
bined experience will extend not merely over the entire
field of national affairs but it is important that there should
be amongst them men fully versed in the economic life
and problems of foreign countries whose Governments
or nationals may be expected, sooner or later, to seek long-
term capital in this country. As we know, such financing
if approved would, under the New Order, have to be availed
of in the form of goods made here.

'The Board will delegate to small committees, drawn
from amongst its members, the examination of all pro-
posals that come before it. The committees may engage
the services of outside experts, including the issuing houses,
to investigate and report on any project.

In conclusion I submit a brief outline of the cumulative
effect of the measures described.

With the minimum of disturbance or of interference
with the normal conduct of the money mechanism, but
with complete effectiveness, the New Order will ensure that
any funds on balance withdrawn from the circuit flow of
money disseminated in the production and distribution of
goods and services, and indispensable to the absorption
of the same, shall be promptly and unfailingly restored
to the circuit, at a pace consistent with maximum produc-
tive capacity. As the New Order will operate in a society in
which economic activity will be estimated in advance,
planned and constantly adjusted to changing circumstances,
the new capital assets that will be acquired will be such
as are expected to be most conducive to prospective eco-
nomic well-being. No longer will the unco-ordinated de-
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cisions of individual enterprisers be able to override the
interest of the community.

At the outset, the old idle deposits will be brought into
play in the rehabilitation stage (Chapter 22). A part, by
being used to relieve the banking system of some of its
long-term securities, will make room for expansion in
genuine trade credit. A further part will be utilised by
its owners to finance the increased interchanges that
will result from the rehabilitation process. In due course,
when economic activity has attained the maximum level
consistent with the full employment of the productive
forces available in the country, the system of centralisation
of investment will be put into operation. All the funds
which the community can afford to invest in new capital
assets, over and above those directly invested in by
enterprisers or through purchase of new houses, will be
made available through the instrumentality of the National
Investment Trust on terms which, by their nature, can
never constitute a burden to enterprise.

Over-investment or under-investment, now governed
by the haphazard of chaotic money economics, will be a
thing of the past. The reform of the banking system and of
the Bank of England, to be dealt with in the next chapter,
will once and for all remove the sinister power to raise the
cost of long-term capital and, by the deterrent effect of
this trend upon industry, to disrupt the interchange of
goods.

Current financial history affords an illustration of the
exercise of that power, with the result that the long-term
interest rate has, so far, been forced up by 4 per cent, with
corresponding increase in the cost of fresh borrowing. Itis
not so much the actual level of interest rates as the fear
of a rise which destroys the desire to invest. Whilst, at the
present juncture, the effects of this policy are to some
extent offset by the rearmament programme since capital
goods construction is bound to continue while Government
spending lasts, the attainment of higher prosperity is
retarded and the foundation laid for earlier reaction than

would otherwise be the case.
T
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Under the New Order, neither expansion nor contraction
of the owned assets of the banking system will be permitted.
So-called bank policy will be a thing of the past.

To the banking system will fall the duty to provide in
any necessary quantity, and cheaply, all the self-liquidating
credit required to meet the current needs of planned
economic activity at its highest pitch. Only variations in
the volume of money arising from the incidence of self-
liquidating trade and personal requirements can occur.
(The variations in pre-existing volume of non-self-liquid-
ating and hire purchase credit will be compensated by
National Investment Trust.)

Speculation in securities, commodities, houses and land
will cease to be practicable, without penal provisions or
irksome formalities.

The best conceivable security will be at the disposal
of investors, the shares of the greatest investment trust
company in the world, the National Investment Trust, Not
only do they afford the widest distribution over securities
to be created by every variety of enterprise, against tangible
assets, as well as over mortgages, houses and land, and
existing securities, but they are safe from depreciation,
represent cash at any time, and carry a reasonable minimum
return, guaranteed by the whole of the resources of the
nation, with every prospect of an additional dividend. To
an ever-increasing extent members of the community will
become interested in these shares, either as direct investors,
or indirectly as depositors in savings banks, holders of
shares in and policies of insurance companies, and as share-
holders in trust companies. Through the change in inherit-
ance law, which will be effected under the New Order as
described in a subsequent chapter, the bulk of the nation’s
assets will in due time revert to the country, and, as a
growing proportion will consist in shares of the National
Investment Trust, all members of the community will have
a stake in its affairs. The New Order will provide the way for
the gradual transfer of ownership of all permanent assets in
the country to the nation on purely constructive lines and
fully consistent with the greater efficiency and happiness of
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the individual, whilst retaining all that is admirable and
desirable of the capitalist structure. This result can, how-
ever, be attained only under capitalism imbued with a new
spirit, as I have pointed out before.

The future needs for enhanced imports of raw materials,
which will be associated with the growth of economic
activity, and with the constantly increasing material well-
being of the people, will be adequately safeguarded. They
will be met out of interest and dividends on capital supplied
to solvent foreign interests in the form of goods through the
National Investment Trust’s subsidiary, the International
Investment Trust. Carefully prepared, and constantly
supervised by experts, such transactions will be carried out
with full regard to the ability of the borrower to provide
the additional raw materials, etc., required by us, or, vice
versa, to our ability to absorb the additional imports which
the borrower can provide in settlement of interest and
redemption. Thus the material well-being, both of the
borrower’s country and our own, can only be enhanced by
such operations.

It need not be thought that the limitation of investment
to the single security with nation-wide assets behind it, Z.e.
the shares of the National Investment Trust, will render
the financial experts and issuing houses superfluous. There
will be room, in the numerous sections of the National
Investment Trust and its subsidiaries, for as many as are
available. The country’s affairs will require not less but
more expert investigation and supervision. The issuing
houses will be required to prepare all foreign proposals and
any others that may come to them through connections, in
consideration of a fee to be paid them by the National or
International Investment Trust. Only the Stock Exchange
will decrease in importance through the fact that no fresh
securities will be issued to the public, and that to an
increasing extent, through the restriction upon acquisition
of existing securities, the latter will be held in institutional
hands, including the National Investment Trust. There
will, of course, continue to be a volume of exchanges from
one existing security into another, but this may not be
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sufficient to maintain the existing number of members and
‘their staffs. There can be no doubt, however, that in a
planned society, in which every talent will be utilised to the
best advantage of the community as a whole on the basis of
true equality, as outlined in a later chapter, there will be
numerous openings for men of character in the direction
of the ever-growing number of enterprises in which the
National Investment Trust and, through inheritance, the
country will become financially interested.

For greater clarity I append a chart showing the circuit
flow of money available for investment, centralised with and
redirected through the National Investment Trust.

By making the circuit flow a true and continuous one on
the lines indicated it is not only practicable to eliminate
the trade cycle in so far as man’s dealings with money are
responsible for its incidence, but it will become possible
largely to insulate the country against the effects of cyclical
movements elsewhere. Indispensable towards that end is the
fulfilment of the following conditions : the breaking of the
tyranny of gold, the balancing of our international balance
of payments, the reform of the banking system, and the
planning of economic activity.
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CHAPTER 23

THE REFORM OF THE BANK OF ENGLAND AND
OF THE BANKING SYSTEM

'THE New Order changes nothing merely from political
motives. Its sole objective is the extermination of the
malignant growths which the present system fosters and
-which have brought the world to its present disastrous
plight. If not removed, they will inexorably overwhelm and
strangle what remains of vigorous and prolific economic life,
and of all moral and spiritual values of human existence,
leaving but the mockery of rank despotism and degradation
of the human spirit no longer recognisable as God’s pro-
jection on this earth.

So far as our financial system is concerned, the aim of
reform is twofold. Firstly, the sinister rule of gold must once
and for all be abrogated, and our credit structure divorced
from its sphere of influence, which henceforth is solely
to be the settlement of international accounts. Secondly,
the reserves of the banking system must be freed from
dependence upon the discretion of the Central Banking
authorities. The community must be assured at all times
of the satisfaction, through the banking system, of all
genuine self-liquidating credit requirements at uniform and
low cost. No longer must the spectre of depression be per-
mitted to haunt us as the predestined sequel to every
economic recovery, through the disintegrating influences
released by the forcing up of the long-term interest rate
on the part of the banking system, hitherto inseparably
associated with periods of expansion and progress.

One of the greatest obstacles to enlightenment of the
community in matters financial, and a factor which must
retard reform, are the references of bankers and financial
journalists to increase in the cost of money, in times of
greater trade activity, as a development both inevitable and
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salutary. Comparison with pre-War policies in support of
this view is completely deceptive, if only for the reason
that our position now, both financially and economically,
is in no single aspect assimilable to that ruling in those
days. ‘“ Attracting ”’ deposits to the banking system by
offering higher interest rates is still seriously put forward
as the natural and desirable course where money is scarce.
A “policy” of that character ignores the fact that, hoarding
apart, there are no deposits which the banking system does
not already have. There is no other way under the present
system to ‘‘ attract ”’ additional deposits than to  create ”
them through the purchase of securities or the granting of
additional loans by the banking system. As additional
deposits mean additional liabilities, and as cash reserves
must bear a reasonable proportion to liabilities, it is to an
increase in cash reserves that the banking system must
look for the ability to *‘ attract ”’ (create) deposits, and this
increase in reserves is dependent upon the discretion of the
Central Banking authorities, who, by withholding additional
credit, can render all efforts to “ attract ”’ deposits nuga-
tory. In plain language, any rise in the cost of short-term
money is nothing but a condition deliberately created, or
permitted to arise, by the Central Banking authorities in
their capacity as the ultimate source of the reserves of the
banking system.

So long as gold is the basis of the credit structure, and
that same gold is subject to being called upon for the
settlement of unbalanced, uncontrolled and unplanned
accounts resulting from international transactions, it may
be pleaded that the negative ““ policy  just referred to,
of withholding an indispensable increase in reserves, is
inspired by caution. The effect, however, as we have re-
peatedly demonstrated, is to impose upon the banking
system the necessity of refraining from increasing their
liabilities.

When, in such circumstances, genuine trade require-
ments for self-liquidating credit render it incumbent upon
the banking system to supply enterprise with additional
deposits as the counterpart of new loans, it has no option
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but to dispose of a corresponding volume of other assets.
An equivalent amount of liabilities is thus cancelled and on
balance the aggregate of the banking system’s deposits is
kept within the former level. The only assets available for
that purpose on a sufficient scale are long-term securities,
as the more liquid types, z.e. bills of exchange and money
market loans, cannotbe reduced to anyimportant extent. By
the depressing effect upon the price level of fixed interest-
bearing and, in fact, of all securities, consequent upon the
banking system’s sales, the long-term rate of interest is
inexorably, even if gradually, impelled upwards, with de-
vastating consequences frequently referred to in this book.

It is time a clean sweep were made of this nefarious
system. It is time that the public were placed in a position
to appreciate at their true value the statements, from what-
ever source, that “ increased deposits in the banks were
tnvested in this or that type of assets ”’, or that a *“ drop in
deposits necessitated the sale or contraction of one category
or another . This may appeal more to the conceptions
which a public, uninstructed in the intricacies of finance,
would naturally form of deposits, and which, in fact, is
inherent in the significance of the word itself, but it is not
in accordance with reality. ¢ Deposits ”*, with the exception
of actual currency, are bank money created by the banking
system itself—indeed, against valid assets—and kept out-
standing by the willingness of the community to use it as
a means of settlement of accounts. Any increase in “ de-
posits —again with the exception of currency—is the
result of action by the banking system, in acquiring assets
for its own account or granting new loans, or both. Any
decline in deposits is due to repayment of loans by the
public, or sale of assets by the banking system, or both.
Expansion of deposits can be countenanced by the banking
system only in so far as their reserves permit, and those
latter are governed by the credit policy of the Bank of
England, in turn determined in part by gold, but in the
main by its own discretion. All this has been explained and
emphasised in earlier chapters, but so vital is the issue that
I have dwelt on it once more.
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Once and for all, then, the measures to be taken must
deprive the Central Banking authorities and the banking
system of the power to vary the long-term rate of interest.
The duty must be imposed upon the banks to supply all
current commercial requirements that fall within the scope
of the maximum economic activity—planned and co-
ordinated—of which the community is capable. We have
already referred to some of these measures in dealing with
the ‘‘ new international gold standard ”* and with the cen-
tralisation of investment under the New Order. For the
sake of completeness, however, they are reiterated in this
survey.

The Bank of England’s gold holding will be revalued
at a figure somewhat below current market price, so as to
leave some margin for a decline in the price of gold.

All but fico millions (i.e. a little over [£60 millions
at present valuation) will be transferred to the Gold
Settlement Fund. The place of the gold transferred as
cover for notes issued will be taken by Government securi-
ties.

The Issue and Banking Departments of the Bank of
England will be merged, as henceforth there will be no
need for the segregation. This will permit of a reduction
of the enhanced total of Government securities by the
amount of notes now held in the Banking Department,
since the Bank of England will no longer show its own
notes held by itself as outstanding.

'The Bank of England will no longer keep any accounts
other than those of the Government and of approved
members of the banking system, that is, all such banks as
will be approved for accepting deposits from the public.
Existing accounts not coming within these categories will
be transferred to the banking system. The choice of bank
will be left to the customer. If such transfer should result
in any decrease, on balance, in the reserves of the banking
system, it will, if necessary, be made good by the Bank of
England purchasing to that extent securities from the
banking system. The Bank of England will no longer make
any loans, except to members of the banking system. Tem-
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porary advances to the Government will be centralised
with the National Investment T'rust.

Neither the Bank of England nor the banking system
will be authorised to buy or sell securities in the market.
The Bank of England will no longer buy Treasury bills
or other short-term paper in the market. Its function will
be confined to the keeping of the Government’s banking
account and to acting as a rediscounting bank for the bank-
ing system.

In return for the curtailment of the banking system’s
prerogatives, it will be given the right to call upon the
Bank of England for advances against practically the entire
range of its assets, or to dispose to the Bank of England of
the assets owned by it. On the other hand, the banking
system will be under obligation to supply all genuine self-
liquidating credit required by the community and coming
within the planned activities of the country. Speculative
credit may not be granted, nor any credit of a financial
character. “ Hatry ”’ swindles and * pepper” ramps will
not thrive under the New Order.

In order to make the rediscounting facilities to be
afforded the banking system at the Bank of England effect-
ive, the repledging to the Bank of England by the banking
system of collateral lodged by customers as security for
loans will be permitted. Any collateral so repledged will
remain in the custody of the bank concerned, who will
hold it on behalf of the Bank of England, so long as any
advance made by the Bank of England to the bank is out-
standing upon it. Such advance must be repaid to the Bank
of England by the bank concerned immediately the client
repays, and the collateral is then released from any lien by
the Bank of England.

The banking system will have power to call upon its
customers at any time to furnish promissory notes in respect
of advances made, in order to facilitate rediscounting at the
Bank of England. It is not anticipated that use will be made
by the banking system of facilities for the mobilisation of its
loans and advances, as it owns a sufficient volume of assets
available for sale to the Bank of England, or as security for
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advances from the latter, to meet any conceivable con-
tingency.

It must be remembered, moreover, that the National
Investment Trust, as we have seen in the previous chapter,
will be placed in the position of taking over a substantial
portion of the securities of the banking system, with cor-
responding reduction in its deposits, which should enable
the banking system, without further recourse to the Bank
of England, to meet any likely demand for self-liquidating
credit.

In practice, nothing short of a general * run” on the
banking system could occasion demand for currency upon
the banking system involving recourse to the rediscounting
facilities at the Bank of England to the extent of more than
a fraction of its security holdings. Even in a run, the mere
knowledge that currency is obtainable to any required
extent will eliminate the normal incentive to convert
deposits into currency. In any case, powers will be taken by
the Government to make hoarding of notes an expensive
luxury. The obligation to maintain minimum balances
frequently stipulated by the banking system in the case
of active accounts or where borrowing facilities are enjoyed,
the necessity to keep adequate provision for current turn-
over and the fact that a large volume of deposits will be
transferred to and remain permanently under the control of
the National Investment Trust, will in any case limit the
opportunities for hoarding.

'The Bank of England’s note issuing privilege will be
modified. It will still be authorised to issue notes against
gold, but it is unlikely that it will be called upon to do so. In
any case, the price at which it may buy will not be fixed in
the law but will from time to time be decided upon by the
Treasury.

On the other hand, it will issue notes, but to the bank-
ing system only, against a range of assets corresponding to
those held by the banks. The banking system would, as of
right, be entitled to obtain advances from the Bank of
England against assets belonging to any of the groups
specified in the law. Assets in certain groups may be sold

]
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to the Bank of England. Credit may be taken for the
amount of the advance, or for the proceeds of sale, in the
account of the borrowing or selling bank at the Bank of
England, or any part of the funds may be withdrawn in
notes as may be required. Thus, the banking system will be
equipped to face any demands upon it and no panic could
shake it. The only contraction of deposits possible would be
such as resulted from repayment of loans by borrowers.

In order to enable the banking system to satisfy itself
that demands for commercial credit come within the scope
of the planned activities of the country, customers seeking
credit will submit to their bankers the confirmatory advice
from their Trade Associations indicating the quota allotted
to them in the global volume of trade which the members
of the Association are expected to handle. Subsequent
adjustments will be notified to the banking system by the
Trade Associations.

The general guidance afforded by this information will,
however, not absolve the banking system from the duty of
.seeing that the customary safeguards are observed in the
financing of such operations and that adequate security is
afforded by the customer. This is the more indispensable
as every transaction may, in case of emergency, represent
potential collateral for credit to be obtained by the banking
system from the Bank of England.

Any increase in hire purchase credit over the level at
which it stood upon establishment of the new order, will be
periodically debited to the account of the National Invest-
ment Trust and credited to an internal account, “ hire
purchase credit ”’. Should there be a decrease during any
period, an equivalent sum will be credited to the National
Investment Trust and debited to the hire purchase account.

No fresh credit for construction purposes may be
granted by the banking system. This type of credit will
belong to the province of the National Investment Trust.
Temporary credit against existing securities for the purpose
of acquiring other existing securities may be granted,
proceeds of such loans to be credited to ““ old  account.
Credit of this type is'necessary in order to maintain an
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adequate supply of funds to facilitate sale of existing securi-
_ ties, in view of the restrictions that will apply to their
acquisition. The prompt liquidation of such temporary
loans has been provided for as outlined in the previous
chapter.

Self-liquidating commercial loans may not be called in
nor may renewal be refused if the nature of the transaction
renders extension inevitable. In fact, under the New Order
there can be no inducement for the banking system to
decline accommodation which conforms to the conditions
laid down. If the affairs of any debtor give rise to mis-
givings as to his solvency, steps are to be taken to place
them under the supervision of representatives of the bank
and of the trade association to which the debtor belongs.
If it is found impracticable to arrange for profitable con-
tinuance or for the absorption of the business, its orderly
liquidation will be carried out. It will be part of the task of
the liquidators to assist those previously actively connected
with the business to find other employment. In a planned
society this should not present insuperable difficulties.

As explained in the previous chapter, fixed deposits will
no longer be accepted by the banking system. Existing ones
at maturity will be transferred to ordinary account, and
under the *“ normal balances  provision any excess balances
from time to time will revert to the control of the National
Investment Trust on behalf of the depositor concerned.
There will, in fact, be a constant movement of transfers
between the deposits controlled by owners direct and those
under the control of the National Investment Trust.

No interest may be paid by the banking system on any
credit balances.

No one may carry accounts in more than one bank, but
there is no restriction upon the number of accounts which
anyone may carry in that one bank.

The gold remaining in the Bank of England will serve
no other purpose than that of an emergency reserve for
settlement of balances in the international payments
account. It is never likely to be called upon, having regard
to the full provision to be made through the Gold Settle-
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ment Fund, as described in the chapter on the New Inter-
national Gold Standard. If, nevertheless, gold out of the
emergency reserve should have to be withdrawn, it would
be replaced by Government securities so that such with-~
drawal could have no effect upon the domestic credit
structure. If, and this is more likely, the Gold Settlement
Fund should consider its gold and foreign exchange hold-
ings more than ample to meet any likely emergency and
should not desire to invest the excess abroad at that time,
gold may be transferred to the Bank of England against
corresponding cancellation of Government securities held
by the Bank of England. The Treasury bills which the
Gold Settlement Fund issues to finance the acquisition of
gold or foreign exchange will be purchased by the National
Investment Trust. The money so disbursed will be trans-
ferred by order of the Gold Settlement Fund to the credit
of the sellers of the gold or foreign exchange. Except in so
far as it is used in goods and gives rise to additional turn-
over, justifying larger bank balances under direct control
of owners, the money will revert to the National Investment
Trust under the ““ normal ” balances provision. When the
purchases of gold and foreign exchange represent immigra-
tion of foreign capital it is unlikely that the foreign owners
will utilise proceeds in goods, and in that case they will
become holders of deposit receipts or of shares in the
National Investment Trust and the position of the National
Investment Trust remains unchanged. The volume of its
funds available for financing remains unaffected.

When gold or foreign exchange are sold on balance by
the Gold Settlement Fund the buyers’ accounts in the
banking system will be debited. On the other hand, the
account of the National Investment Trust will be credited,
by order of the Gold Settlement Fund, against surrender
of a corresponding amount of Treasury bills held by the
National Investment Trust. Gold or foreign exchange sales
on any scale cannot arise under the New Order except to
meet repatriation of foreign-owned funds. As these are
likely, as above explained, to come under control of the
National Investment Trust, it will be necessary for the
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foreigninterests desiring to repatriate them first to surrender
their deposit receipts or shares of the National Investment
Trust in order to regain control of their deposits. Hence, the
transfer of bank balances by order of the Gold Settlement
Fund to the National Investment 'T'rust, in repayment of
Treasury bills, is likely merely to cancel out the withdrawal
of a corresponding amount of balances from the control of
the National Investment Trust by the foreign holders of
shares or deposit receipts in National Investment Trust.

If the foreign interests concerned had previously been
utilising their funds in enterprise, instead of leaving them
under the control of the National Investment Trust, with-
drawal of this money from use in enterprise with a view
to repatriation will cause the volume of bank balances,
under direct control of owners and circulating amongst
goods, to diminish, and that under control of the National
Investment Trust to increase. The latter will then auto-
matically re-spend the funds in financing enterprise.

The banking system, as explained in Chapter 23, on the
New International Gold Standard, will deal in foreign
exchange solely as agent for the Gold Settlement Fund.
Without going into detail of the book entries to be passed,
it will be clear that both expansion and contraction of gold
and foreign exchange holdings of the Gold Settlement
Fund will cease to have any effect upon the total volume
of bank balances or upon that circulating amongst goods
and services.

Any increase in the volume of Treasury bills, to finance
temporary excess expenditure by the Government over
revenue, will likewise be taken up by the National Invest-
ment Trust. This means that bank balances under control
of the National Investment Trust decrease and are dis-
tributed by the Government in payment for goods and
services, interest, etc. Automatically the National Invest-
ment Trust will spend correspondingly less on new finan-
cing, so that undue stimulation of the flow of money amongst
goods and services, as a result of transitory over-spending
by the Government, will be prevented. When the ingathering
of revenue enables the Government to repay the additional
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Treasury bills, the National Investment Trust will use the
proceeds to increase its previously retarded investment
programme. ’

Similar co-ordination will be required when Govern-
ment floating debt is consolidated by the issue of a long-
term loan, though the problem is of somewhat different
character. In practice, the floating debt, such as Treasury
bills, is looked upon as a short-term self-liquidating debt,
but in reality, apart from bills issued to bridge the time lag
between expenditure and the receipt of revenue, these
Treasury bills are nothing but long-term debt in disguise.
They are, however, differently held from long-term debt,
a considerable proportion being owned by the money
market and pledged as security for day-to-day loans from
the banking system.

It is likely that a consolidation of such floating debt
would result in reduction of these money market loans.
The long-term security would not be as readily acceptable,
either as an investment to the existing owners of Treasury
bills and of other short-term debt, or as collateral security
for day-to-day loans by the banks. Hence, to the extent that
proceeds of T'reasury bills to be repaid are not reinvested
in the long-term loan, money has to be found from other
quarters.

The Bank of England and the banking system, under
the New Order, will not be permitted to purchase additional
Government securities, nor could the banking system make
new loans to enable the public to subscribe except pending
sale of other existing securities by their holders. The con-
solidation loan would be looked upon as an existing security
as it would merely be taking the place of one and does not
constitute fresh borrowing on the part of the Government.
If it did, it could only be purchased by the National In-
vestment Trust. Itis to be borne in mind, however, as ex-
plained in the previous chapter, that funds required to buy
existing securities, sold by their owners to take up the con-
solidation loan, will ultimately be derived from the National
Investment Trust in its capacity of guardian of equilib-
rium between supply and demand in the security market.
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Any balance of the consolidation loan not taken out of
proceeds of existing securities or in exchange for the short-
term debt to be consolidated will be taken by the National
Investment Trust, who thus, in effect, directly or indirectly,
furnishes the whole of the money required to take up that
part of the consolidation loan not accepted in exchange
for the short-term Government debt to be repaid. It would
clearly not be justifiable that the financing programme of
the National Investment Trust should have to be cor-
respondingly reduced, except in so far as proceeds of the
repaid portion of the short-term debt should have been
utilised by recipients in enterprise or in consumption of
goods or payment for services. To this extent the money
will not return under the control of the National Investment
Trust, because the larger turnover occasioned in goods will
justify larger balances being retained under direct control
of owners. The rest of the money expended by the National
Investment Trust should automatically return, with the
exception, however, of any sums utilised by holders of
redeemed short-term debt to pay off bank loans. To the
extent, then, that bank loans are reduced out of proceeds of
the short-term debt, the National Investment Trust will
disregard the reduction in the balances under its control
and utilise old existing balances under its control for
financing purposes, thus counteracting the reduction in
the amount available for investment, which would other-
wise have resulted.

Thus the reduction in volume of money arising from
repayment of loans by the money market out of proceeds
of a consolidation loan would remain without effect either
upon money rates or upon any feature of the circuit flow
of money.

I will now briefly outline the organisation of the financial
system under the New Order. The supreme authority, under
the Chancellor of the Exchequer, in the financial sphere will
be the Banking Board. It will consist of the Governor of the
Bank of England, representatives of the Clearing Banks and
of the finance houses, leaders in the industrial and business
world elected by the Trade Associations, representatives of
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the employers and of labour, and a professional economist,
and finally nominees of the Chancellor of the Exchequer.
The Professor in economics will be selected from a panel
composed of nominees of the universities, each university
naming one candidate. Copies of the panel are then circu-
lated to the universities, who will indicate their first and
second choices amongst the nominees other than their own.
The economist attracting the greatest number of first
choices joins the Banking Board. In the unlikely event that
no one should receive more than one first choice, the
candidate receiving the most second choice ballots will be
elected.

The functions of the Board will not be executive, but it
will operate as adjudicator in any conflict on matters of
policy and conduct between the elements composing the
financial system. It will also be the liaison between the latter
and the other bodies having similar tasks in other spheres of
the economic organisation of the country.

The Bank of England will no longer continue as a
private institution, though its management will be removed
from political interference. It is incongruous that an institu-
tion enjoying a position of unique privilege should be
subject to a Board of Directors which owes no responsibility
to the community, however much the integrity of its
members and the calibre of the officials would place it above
the suspicion of selfish aims. Moreover, it is essential that
full co-ordination of its activities and direction with the
requirements of a planned society shall be assured, not
merely as a matter of goodwill and complaisance, but as an
obligation which the community is entitled to impose. In
fact, its power for good or evil under the New Order will
be negligible, and it will by statute be prohibited from
lending direct to the Government.

Shareholders will be offered the opportunity of exchang-
ing their holdings into Government Bonds on the basis of
average yield on market price of the shares during the
previous five years. Alternatively, shareholders may demand
cash on the same basis. The proceeds will be considered

“ old > money and may be used for acquisition of other
U
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existing securities. The funds required to buy out the
shareholders who do not exchange will be supplied by the
National Investment Trust against the Bonds to be issued
by the Government.

Again, the bank balances transferred out of the control
of the National Investment Trust, as in the case of the
consolidation loan, will not be permitted to affect the amount
available for new financing. In so far as shareholders of the
Bank of England elect to take cash, that is, to the extent that
funds are derived from the National Investment Trust,
there are only two uses open to the recipients which will
result in the money not being retransferred to the National
Investment Trust. One, employment in enterprise or
current goods, involves higher balances being kept under
direct control of owners under the * normal” balances
provision, and this automatically reduces the volume of
money to be spent in financing by the National Investment
Trust. The other, repayment of bank loans, necessitates a
non-automatic adjustment in the volume of investment by
the National Investment Trust and must be compensated,
as in the case of the consolidation loan above referred to,
by utilisation of old existing balances under control of the
National Investment Trust in new financing.

The shares of the Bank of England will be held by the
National Estates, the body in which, in due course, all capital
assets of the nation, except those owned by living genera-
tions, will be vested. We shall hear more about this body
when we deal with Inheritance under the New Order.
Suffice it here to say that it will be a public body whose
directors will be in part nominated and in part elected from
amongst representative groups.

The Governor of the Bank of England, who shall be a
professional banker, will be appointed by the Board of the
National Estates in its capacity as the sole shareholder on
behalf of the community. The appointment is subject to
confirmation by the Chancellor of the Exchequer and
Cabinet approval. Its duration will be for a substantial
period of years, renewable by mutual agreement. The other
members of the Board, which should be limited in number,
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will be appointed by the National Estates Board from a
panel jointly submitted by the Economic Council and the
Banking Board, and representative of the chief branches of
economic activity in the country, including the Clearing
Banks. A proportion of the directors of the Bank of England
will retire in rotation at regular intervals. The Governor
shall not be removable except on the recommendation of the
Board of the Bank of England itself to the Board of the
National Estates and after full enquiry and confirmation
by the latter, and subject to the sanction of the Chancellor
of the Exchequer and the Cabinet. If there should be a
disagreement at any stage of the removal proceedings, a
court of enquiry shall be appointed by all the parties con-
cerned and its decision shall be final.

I leave to a later chapter a more comprehensive outline
of the organisation of a community which will, in fact,
become a nation of trustees. The aim, throughout, is to
cause as little interference with initiative and enterprise as
is consistent with the radical removal of the cancers that
undermine and, in time, must destroy the economic vitality
of the nation and, with it, liberty and social order. Where
our obligations to our fellow-members of the community
are truly recognised, the duties and restrictions involved in
trusteeship will be readily shouldered and cheerfully and
efficiently carried out.

The private banks will not be disturbed so far as their
constitution is concerned. In due course, through the
working of the Inheritance Law, their shares will become
vested in the National Estates. Meanwhile, their Boards
will be placed under the general supervision of the Banking
Board. If any differences of view should arise between
members of the banking system and any of the other
Boards—the Foreign Exchange Board, the National Invest-
ment Board, or the Bank of England, the Central Board of
Trade Associations, etc.—the matter is first to be sub-
mitted to the Banking Board, and should agreement not be
reached, the Economic Council will act as arbitrator. Seeing
that the scope of the banking system will be confined in the
main to dispensing self-liquidating credit to the business
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community, carrying out exchange business on behalf of
the Gold Settlement Fund, carrying out the provisions of
the law concerning the National Investment Trust in so
far as they impinge upon the banking system, and to re-
discounting at the Bank of England if required, sources of
conflict should not be prolific.

Freed from the incubus of unbalanced current inter-
national payment accounts by planned interchange of goods
and services with foreign countries, safeguarded against the
consequences of capital migrations by the working of the
Gold Settlement Fund, the financial system under the new
order will, by the reforms above outlined, have achieved
complete emancipation from the dictatorship of gold and
from the despotic powers wielded by the private banking
institution which, by its control of the volume of credit,
determines the course of the long-term rate of interest : the
Bank of England. The drop in the price of Government
. securities in the past year is a significant warning of the
scope of those powers.

At the same time, the complete adaptability of the
credit structure to the planned needs of the community at
the highest conceivable level is assured. The sterilisation of
gold will be accomplished without any disturbance of the
circuit flow of money either now or later, when the gold
may require to be used to fulfil its function of settling
adverse balances in international payments account result-
ing from capital migration. Gold has lately been stetilised
under our present system, but the link between gold and
the credit structure remains unsevered, and co-ordinated
control either of current international payments or of
capital movements is non-existent. Will that gold be re-
stored to creative energy as readily as it has been sterilised ?
Will the necessity for shipment of gold abroad, if it arises,
influence general credit policies. I believe it permissible to
doubt whether the Bank of England, under its present
régime, will ever be capable of shaking off the fetters of
tradition. The traces of past excesses—in deflationary tactics
—are still only too clearly discernible below the surface of
the Old Lady’s otherwise inscrutable visage. Expansion of
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self-liquidating credit, indispensable if securities are not to
be forced on to the market through growing trade demands
for money, is being represented as encouraging dangerous
boom conditions ! Surely we have reason to suspect that the
Old Lady has a secret hankering after the old life which in
public she professes piously to have forsworn!

This danger will for ever be removed under the new
order. The volume of money cannot be tampered with any
longer. Through the combined effect of the reform of the
banking system and of the centralisation with the National
Investment Trust of all money withdrawn from use in
absorbing goods and services, the actively circulating bank
deposits will, at all times, be adequate to aliment the flow of
money at any level required to ensure the fullest employ-
ment of the productive forces in the community. The
problem of idle deposits is dealt with so as to occasion no
disturbance and to render them available when needed.

The first five chapters of this section we have in the
main devoted to a brief sketch of the technical features of
the New Order. There remains another aspect to be con-
sidered. The sense of justice and equity of the community
will not be satisfied with a smooth working machine, great
though the boon of victory over trade depression will be
esteemed. The perpetuation, as a matter of course, of wealth
and position which, with relatively few exceptions, char-
acterises our society, in the long run undermines its stability.
We shall have a few remarks to offer on this subject in the
succeeding two chapters.



CHAPTER 26
THE CONTROL OF INHERITANCE

CHristians, that is, they who have unconditionally ac-
cepted our Lord Jesus Christ as the incarnation of God,
recognise that success in the material world has no sig-
nificance in the sight of God.

However effectively God-given natural talents, favour-
able opportunities, educational advantages, may have been
seconded by hard work, devotion to duty, integrity and
other virtues, we can at best consider ourselves ° un-
profitable servants ”’, all whose puny efforts would have
been vain but for God’s mercy and grace.

Even those who do not believe in God and who, each
according to his lights, substitute other ‘ principalities
and powers " for His Holy Name, will not accept worldly
success as a true badge of worth.

It is natural, therefore, that a sense of injustice should
be provoked by the apparent anarchism in the realm of
the allocation of this world’s goods.

Only faith realises that God does not will the evil of this
world, and if He leaves our perverse wills free rein and per-
mits the suffering and degradation it entails, He is suffer-
ing with us and through us, while all the time His purpose
for mankind, the Kingdom of God on this earth, remains
unchangeable. In His infinite compassion, and in spite of
our transgressions, He still wills only our good, and even
suffering can, in His divine wisdom and power, be used for
His ends.

That inequality of reward for equal effort or, which
is the same in an inverse sense, identical reward for un-
equal effort, is the exercise of God’s prerogative to deal
with His children as He pleases, Christians know from Our
Lord’s revelation (Matthew xx. 1-16), and they are en-
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abled, through His grace, to submit to it without covetous-
ness, jealousy or resentment.

It would be a complete misconception of the Spirit
of God, however, if, on the part of those who are favoured
by this inherent inequality, it spelt acquiescence in the
features of our society which tend to perpetuate glaring
discrepancies in the sharing of the material bounties of
God’s earth. For equality of opportunity is of the essence
of God’s Kingdom and, therefore, must be right for this
world.

Whatever our surroundings or upbringing, His love
makes no distinction of any kind between any of us, and
our right to serve Him is subject to no limitation from
any worldly cause.

It is fundamentally wrong, therefore, that mankind
should have so shaped its material affairs as to doom the
vast majority of the descendants of the economically weak
and uninfluential to continue in that state, whilst, on the
other hand, the vast majority of descendants of those more
favoured from the material and social point of view are
assured of some place on the higher rungs of the ladder of
prosperity.

If all that Christianity is to mean is the expectation of
the meek submission of the ill-favoured to a system which
offers them and their offspring scant hope of emergence
from the drab existence which is theirs, then the exaspera-
tion engendered by our Lord’s teachings is understandable.
But let us not deceive ourselves.

It is by our mock acceptance of the way of life our dear
Lord revealed to us as the will of the Father that we are
placing Him in that false light and exposing Him afresh
to the curses and hatreds which were heaped upon Him
when he dwelt among us in the flesh by those who fiercely
resented the exposure of their hypocrisy. Unless we are
willing, for His sake, to accept the obligation of sacrifice in
the interest of our fellow-beings, and cease to believe that
the only fellow-beings that concern us are those personally
near and dear to us, we are not Christians but deserters,
salt that has lost its saltness, to which no amount of
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“ plosity ” can restore its savour, and we shall not escape

the fate that attends His executioners : destruction.

If any solution to our economic problems is to have
permanence, they must be approached in that spirit of
readiness to forgo what we have been wont to regard as
inalienable rights, if by so doing the community is served.
Nothing short of that spirit will avail.

The grave obstacles to true equality of opportunity in
our present order are our system of inheritance and the
material advantages which the mere accident of birth
bestows upon the offspring of the well-to-do and well-
connected, through education and patronage. With these
privileges I shall deal in the next chapter.

So far as inheritance is concerned, the New Order will
satisfy the legitimate aspiration of the individual to see the
necessities of those dependent upon his income during his
lifetime provided for after his death, in so far as practicable.
On the other hand, it will remove the injustice inherent in
the passing of control over the means of production by
inheritance. Such control involves the perpetuation of
privileges and influence in the material affairs of the
community without effort. In cases where the income of the
estate exceeds current requirements of the beneficiaries, it
may even enable the latter and their descendants to secure
a constantly increasing proportion of the nation’s material
wealth without any active contribution being required from
them.

Under the New Order the right of bequest will, with
certain exceptions, be limited to the income of the estate.
No one will be entitled to legate income in excess of £5000
in the aggregate.

'The assets comprising the estate, other than those re-
ferred to below, cannot be bequeathed, and upon the death
of the testator, ownership will be vested in the National
Estates, of which mention was made in the previous
chapter in connection with the acquisition of the shares of
the Bank of England. Those assets will thus revert to the
community, subject to the usufruct as outlined in these
proposals.
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Personal effects will be exempt from this provision, as
well as a sum of up to £500 with a view to providing for
outlays incidental to rearrangement of affairs frequently
entailed by demise.

Regarding houses and land, special conditions will
apply. Inasmuch as dealing in house property, though super-
vised and regulated through the National Investment
Trust, remains, under the New Order, free to the living,
house property may be left by will. Bequests are limited to-
one house per beneficiary. Any land adjoining such houses,
indispensable for the preservation of their residential
amenities, may be left with the house up to a specified
maximum area for each house. The remainder, if any, of
adjoining residential land, including sporting, park and
other pleasure estates, will revert to the National Estates.
The latter will, in consultation with such bodies as the
National Trust, local authorities, agricultural experts,
determine what use is to be made of the property. In any
case, it will not remain idle in private possession. It will
either be let or sold for farming, or for building purposes,
or thrown open as pleasure grounds for the public.

The rental value of the property left to private bene-
ficiaries will be assessed by the National Estates, with appeal
to the Courts, and will be considered part of the income
legated, for the purpose of computing the total of income
bequeathed.

Land not already built upon, apart from private
estates, may be left only for farming or building by the
beneficiary, up to a maximum area specified by law or up to
a maximum rental value, which, having regard to other
income legated, shall not cause the total income bequeathed
to exceed the maximum permissible by law. The beneficiary
will have a limited period within which to determine whether
he will accept the bequest of land on these terms. If be
declines he will be entitled to receive an annual income for
life equivalent to the assessed rental value of the land,
provided the total income from the estate is not less than
the total income payable to beneficiaries under the will.

Should the total income bequeathed by a testator exceed
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the income of the estate or the amount permitted by law,
all bequests will be reduced proportionately. There will
therefore be no priority as between beneficiaries in regard
to the income allocated to them in the will of the testator.
Obviously, if such priority were countenanced it might
result in no income being available for beneficiaries ranking
low in the scale of priority.

Usufruct granted during lifetime, or any arrangements
whereby unconditional title was not vested in the bene-
ficiary during the lifetime of the testator, will lapse after
his death, and the assets involved will become part of the
estate. Gifts absolute during the lifetime of the giver,
however, will still be recognised provided they are made
not less than three years before the death of the donor. No
secret arrangements depriving the beneficiaries of such
gifts of the use of the assets or their proceeds during the
lifetime of the donor, or imposing any restrictions whatso-
ever upon the title of the beneficiary, are valid.

Proceeds of Life Insurance policies becoming claims by
the death of the insurer, must be paid to the National
Estates and the balance, if any, remaining after the maximum
cash payment to beneficiaries above referred to, will be
invested in shares of the National Investment Trust. The
income will form part of the income of the estate. If no
indication is contained in the will whether the income, if
any, willed to the beneficiary of the insurance policy is to
be in addition to or including that derived from the pro-
ceeds of the policy, it will be assumed that the former is
intended.

Pictures and objects of art will be included amongst
personal effects up to an appraised value of £500. The
balance will become the property of the National Estates,
but may be left in the custody of the beneficiary under a
bond, provided he is willing, should the collection be
regarded of sufficient public interest, to throw his house
open to the public for the purpose of viewing the collection
for a specified number of hours at specified times. Failing
such agreement, the collection may be transferred to a
museum or disposed of in the discretion of the National
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Estates, after obtaining advice by a committee of experts.
The value will be credited to the estate but proceeds will
be used for grants for acquisitions by public musea. During
the lifetime of .beneficiaries under the estate there may,
therefore, be a liability upon the National Estates to pay
income to the beneficiaries without corresponding income
producing asset. It will be defrayed out of excess income
over the maximum bequests in the case of large estates.
In any case the uncovered liability will lapse upon death
of the beneficiaries concerned.

The National Estates, which represents the community
and with whose constitution we are already familiar (see
previous chapter), will, through the organisation of the
National Investment Trust, administer such assets as are
transferred to it, in the interests of the beneficiaries of
income derived from the same. Upon the death of any
beneficiary, the security of the income of the remaining
legatees will be correspondingly enhanced. Not until all
beneficiaries are deceased will the assets which comprise
the estate become the unconditional property of the nation,
through the National Estates. Meanwhile, the lapsing of
the obligations to pay out income, through the death of
beneficiaries, will ensure to the nation growing revenues
from the assets vested in the National Estates. Moreover,
from the outset, estates yielding over f5o000 per annum
will provide a source of income to the nation.

Estate duties will be abolished. Not only will their
suppression be more than amply compensated by the saving
on unemployment assistance which the new order will
permit from its establishment, but the revenue to be de-
rived from the National Estates will increase cumulatively,
and, in addition, the profit share of the State in the results
of the National Investment Trust will attain substantial and
constantly increasing figures.

Ultimately, all assets, except such houses, land and
investments as are owned by the living generation, will be
vested in the National Estates. Through ownership of the
shares of insurance companies, investment trust companies
and other institutional investors, it will also control the
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securities existing prior to the establishment of the New
Order, except such as are held by the National Investment
Trust and permanent holders, f.i. churches and charitable
institutions. As time goes on, however, estates will, apart
from fixed property, consist in the main of shares in the
National Investment Trust, and thus the National Estates
in the long run will be given control of the Trust also.

In view of the fact that the National Investment Trust
and its subsidiaries will, from the outset, build up the
organisation requisite to administer its ever-expanding
holdings, the National Estates will utilise their services to
look after its own holdings, for a remuneration. This will
avoid duplication and overlapping, as both the National
Investment Trust and the National Estates will frequently
own an interest in the same concerns.

As time goes on, the National Estates holding in most
concerns will become a controlling one. Suitable arrange-
ments will, of course, be made for representation on Boards,
either by existing members acting as nominees of the
National Estates, or by the appointment of additional
directors, but there can be no fundamental conflict of
interest, as the achievement of the best results is in the
interest of those directly associated with the enterprise, as
much as in that of the owners, the community.

A word may be said about the position of charitable
bequests under the New Order. These must remain within
the aggregate income limit of f5000 per annum. Gifts
during the lifetime of the testator will be valid, but as it is
obviously not to the interests of the community that the
control of capital assets should, in any undue measure,
pass to charitable institutions, it is necessary to protect the
community against alienation of such assets in that form.
Inasmuch as charitable institutions would enjoy, in per-
petuity, the income from assets donated to them, any pro-
spect of the community as a whole deriving any benefit
from them would be excluded if unlimited gifts were
permitted. Though the nation would, of course, readily
make sacrifices to alleviate distress, it must not be over-
looked that the entire aim of the New Order is to ensure
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the highest degree of well-being to every one of its
members consistent with aggregate productive power em-
ployed to the full. That such standard of well-being will
be vastly superior to that now prevalent is not in doubt,
and the financial resources of the State will be ample, as
mentioned above, to leave a substantial and rising margin
over necessary outgoings. A proportion of the surplus will
be used to replace services now supplied by charity out
of voluntary contributions and which, reorganised and
modernised, will be at the disposal of the public as of right.
Charitable funds will thus be largely released to increase
amenities, entertainment, instruction, country holidays, etc,
Hence, apart from the limit upon annual income which
may be left by will, there will be a limit upon valid gifts
to charity within three years prior to death. If such gifts
represent more than one-fourth of the value of the estate
plus the gifts, any excess is to be restored to the estate. In
so far as the income of the restored assets, together with any
income legated by the testator, does not bring the total in-
come covered by bequests over the maximum of £5000, it
will be paid annually to the charitable organisations con-
cerned. Estates, the income of which, together with the
income of the charitable gifts within three years prior to
the death of the testator, does not exceed £ 5000 per annum,
are exempt from this provision.

Without violent change or despoilment, the effect of
the range of measures above outlined will be to remove
once and for all one of the principal barriers to true equality
of opportunity.

Such privileges as will still be attached to the enjoy-
ment of income without work, through accident of birth,
can, under the New Order, no longer entail financial opera-
tions prejudicial to the interests of the community. Not
only are all ways of dealing with money disruptive of the
money flow amongst goods barred, but the employment
of surplus income along lines calculated to maintain eco-
nomic activity at the highest attainable level is assured,

as described in previous chapters.
Moreover, the control of the assets themselves from
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which the income is derived is in the hands of the com-
munity through a body controlled by Parliament—the
National Estates.

The constantly expanding wealth of the nation, reach-
ing to all the corners of the earth through wise and pro-
ductive lending abroad, will permit a rising standard of
living of the community, and will assure more leisure and
greater amenities to all its members. To those who have
the well-being of their fellows at heart, this prospect will
afford ample compensation for the vicarious sacrifice in-
volved in the limitation of the power of bequest of the
individual.



CHAPTER 27

AN EQUAL START IN LIFE

A NEW ORDER could be made to function perfectly smoothly
from the technical point of view without true equality of
opportunity. We should be deluding ourselves, however,
if we imagined that lasting harmony within the community
could be achieved so long as the glaring differentiation that
faces the children of the poor from birth and dogs them
through life is permitted to continue.

Beginning with unhygienic surroundings and under-
nourishment and such congenital handicaps as penury of
the parents may have induced, it persists, with relatively
few exceptions, in the frustration of prospects of a career
through inability to afford, or take advantage of, opportuni-
ties for more advanced education.

Even in the attitude of mind towards the lowly, there is,
often unconsciously, the reflection of a tendency to regard
their drab and forlorn existence as pre-ordained, inherent
in the order of the world, with which it is inexpedient to
tamper. ’

Such fatalism and complacency is in nothing akin to
the divine spirit. We could not conceive the God we
worship indifferent to, or in any sense quiescent in, the
sufferings of His children. Rather are we persuaded that
His Sacred Heart is moved to compassion at our ills, grieves
at our sins and rejoices in our victories over them. Can we,
who believe in this identification on His part in all that
concerns our own existence, material and spiritual, and
claim it as our solace in all that befalls us, yet remain
apathetic and aloof where the fate of whole masses of our
fellow-beings is involved?

It is true that this aspect is outside the domain of
economics and finance, but I cannot ignore it, for the “New
Money”’ outlined is for “New Men”’, that is, for Christian

303
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revolutionaries. Their type of revolution does not involve
despoilment of others by force, but revolution within
themselves that leads them to strive for a higher plane of
life, where they may emerge into the main stream of light
held up to us by Jesus, instead of being content to remain
in the * backwater ”’, as Bishop Carey of Bloemfontein so
tellingly styles the spiritual habitat of those who shun the
effort which ascension towards that light involves. In that
spiritual revolution there are no polling dates. It is a secret
and eternal referendum in which the individual casts his
vote for God or against Him. The results are known to God
alone. His rule is not established by absolute majority, for
the votes in His favour have, by divine grace, been endued
with the quality of leaven. Their power to ““ raise ”’ other
votes is infinite. So shall the day of judgment arrive when
God will know His own and His Kingdom shall prevail.
The object of the measures to be put forward in this
chapter will in no sense be to level what cannot be levelled :
individual talents, intellectual gifts, character, aptitudes ;
nor to equalise that which should not be equal : material
rewards. It must be to ensure that the community shall
offer an equal start in life to every one of its sons and
daughters, in so far as that depends upon the will of Man.
We abhor class warfare, We look upon those who preach it
as enemies of society. But it is we who have by our own
apathy and acquiescence permitted the division of the
community into classes. In the main there are two:

Firstly, those born in surroundings giving reasonable
assurance that, with few exceptions, all careers to
which material advantage, distinction, influence and
social standing attach, will be filled by them,

and

Secondly, those whose origin, broadly speaking, leaves

them without hope of rising above manual labour.

These the new order will aim at welding into one. Two
sets of obstacles at present militate against this consumma-
tion : '

Firstly, poverty of the family, involving the urgent
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necessity for the child to contribute to family
income at the earliest possible opportunity. In the
vast majority of such cases, extended education is
ruled out altogether.

Secondly, the cost to the community that would be
entailed by the provision of free extended education
in the case of young persons desiring it, qualifying
for it, and whose further intellectual or technical
development is judged to be in the interests of the
community, though their parents may be unable to
afford it.

The subject is too vast, and my knowledge of the
problems of education too limited, to do more than sketch
in the broadest outline proposals for dealing with it. When
the establishment of the new economic and financial order,
laid down in this book, is taken in hand in earnest, expert
brains and experience will build upon, or reconstruct, the
framework of equality here laid down.

The first set of obstacles resolves itself into a question
of distribution of the product of the community’s labours.
Under a planned society, governed by the new economic
and financial order sketched in this book, with fear of
unemployment and trade depression removed, with funda-
mental changes in the distribution of income through
limitations upon bequests and with vast accretions of income
at the disposal of the State for re-allocation in ways best
calculated to benefit the community, the bargaining powers
of labour will essentially be greatly strengthened. The
spectre of poverty eliminated, the ever-threatening surplus
of available labour absorbed, negotiations for better terms
will be practicable without that aggressiveness which
invariably characterises the demeanour of those actuated
by fear, the worst feature of our present society, which
drags down its standards, strangles its progress and gives
rise to appalling distortions in human relationships.

I desire to see this vastly stronger position of the workers
underpinned by minimum wage provisions throughout the

land for all grades of workers in every trade and industry,
X
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the average weekly earnings in which were below a given
level, estimated to be indispensable for a decent existence
free from pressing material cares. Prevailing house rents
would no doubt afford a suitable basis for the division of
the country into districts and the establishment of an
equitable scale for each, subject, of course, to revision from
time to time.

It will end the scandalous exploitation of human beings,
notably in the retail trades, in agriculture, in shipping, in
the employment of travelling salesmen, etc. These latter
will require a special régime. Under its provisions it shall
be unlawful for any employer to offer to any travelling
salesman terms of employment that do not provide for
payment of a fixed wage at least equal to the minimum
legal wage that will be applicable to travellers, plus actual
outlays incurred in the employer’s interests. In the case of
part-time travellers, payment should be pro rata to the num-
ber of hours per week the employer expects the traveller to
devote to his affairs, which must be agreed upon in each
case. Should any traveller not be able to contract for a
sufficient number of hours to attain an income equal to
the amount which he would have received in respect of
unemployment insurance, he will be entitled to claim the
difference as relief. If results indicate that he is unsuit-
able for travelling other work will be available. Travelling
salesmen will be free to establish themselves as master
salesmen, in which case they will not be regarded as em-
ployees and can make any arrangements mutually agreed
upon, but theremust be evidence in every case that they have
been given the option by the parties on whose behalf they sell
goods, to accept arrangements under the minimum wage
conditions outlined above. No longer will it be possible to
abuse the pecuniary plight of men ineligible for unemploy-
ment benefit, by using them to peddle goods from door to
door without wage or travelling allowance.

At the other end of the scale a maximum salary will be
fixed, in order that the object of the redistributive measures
should not be defeated by inordinate accumulations during
lifetime which those in positions of power might agree to
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allocate to themselves in the form of salary or other emolu-
ments. The case of the American bank chairman who, prior
to his enforced resignation as the outcome of disclosures
concerning his speculations in the shares of his bank, had a
pension for life of §100,000 per annum voted to him, is a
warning example of the lengths to which abuse of power
may go.

Profit-sharing will be encouraged but must be extended
in certain contingencies to every wage and salary earner in
the enterprise. When, in any enterprise, there are officials
whose total earned income exceeds the maximum as a result
of commissions or profit share, such incomes shall be
aggregated and their average excess over the legal maximum
salary ascertained. The ratio which that average excess
bears to the maximum shall be the ratio in which all servants
of the enterprise shall be entitled to additional remunera-
tion in excess of their wages and salaries. In the case of
partnerships, or business owned by an individual, a slightly
different method will be adopted, inasmuch as the owners
would normally be entitled to all profits. If the aggregate
profit available for the working partners exceeds the amount
of the maximum salary multiplied by the number of work-
ing partners, that excess would be shared between partners
and employees. The basis of this division would be the
ratio between partners’ remuneration at maximum salary
and the amount of the staff pay-roll. Thus, in a business with
two working partners, having a staff pay-roll of f15,000
and showing an amount of profit available for the working
partners of, say, £11,000, there would, on the assumption
that £5000 was the maximum salary fixed by law, be £roco
to be divided between partners and staff in the ratio of
10 to 15 =2 to 3. The partners would thus receive in all
£ 10,400, the staff, £15,600.

‘Along these lines, a powerful redistributive factor would
be constantly operative. In the event of losses, redistribu-
tion in the other direction is normally effected by reduction
of salaries and wages and by discharges.

By a combination of supplementary measures, merely
hinted at above, the fundamental reforms introduced by



308 Towards a New Order

the new economic and financial order would thus be con-
firmed and consolidated, and the principal obstacles to an
equal start in life, in so far as they spring from penury of
the family, will prove capable of being fully overcome.

The next step must be to devise the means whereby the
fullest benefit may accrue to the nation, and to the indi-
viduals concerned, from the opportunities that will be made
available to each successive growing generation.

In a planned society it is possible to estimate the need
for human energy and productive power over the entire
range of the activities of the community. Vital statistics
afford a reliable basis for calculating the number of boys
and girls of 15 who may be expected to reach the various
ages at which their services would be needed in the several’
occupations they will ultimately follow.

To the community as a whole it is obviously of the
utmost importance that, in every sphere, the work should
be done by those best qualified and, so far as possible,
having a preference for the task they will be called upon to
perform.

Towards that end, education will be divided into three
main groups :

1. The “ normal ” up to the age of 15.

2. Vocational training from 15 to 18.

3. Advanced education from 15 to 21 or longet.

Normal education will be equalised throughout the length
and breadth of the country. There will be no distinction
in curriculum between private schools and schools run by
public authorities. It will be established so as to incorporate
the best features anywhere to be found.

After the age of 15 one of two divergent educational
courses will be available : vocational training and advanced
education.

Vocational training will be subdivided into :

(a) Preparatory course ;
() Complementary course ;
(c) Extension course ;

each of one year’s duration.
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Advanced education consists in :

(@) Intermediate education, of three years’ duration,
preparatory to entry into a university or institution
of learning assimilated to universities.

(6) Higher education, comprising study at a university
or assimilated institution.

The year’s preparatory course of vocational training
will be free and open to all who pass a final test upon
leaving school. No one will be permitted to accept employ-
ment for gain under the age of 16. Hence, only those
children whose personal help in the household is indispens-
able will, it is expected, be deprived of the opportunity to
enjoy for a further year at least the educational advantages
to be placed at their disposal, free of any charge.

At the age of about 14, say, a year before ‘ normal >
school-leaving age, all children will be invited to indicate,
in order of preference, three choices of a career. Comments
from parents upon the choice will then be solicited. A
psychological test will be made in the case of each child by
experts with a view to determining, in so far as science per-
mits, how the child’s aptitudes fit in with the preferences
evinced or with the parents’ views where these diverge
from the selection made by the child.

Before the close of the final “ normal " school year, the
children will once more be asked to state their choice of a
career, but this time only one is to be recorded. This will
be compared with the data already on record and if it con-
cords with the earlier choice, the parents’ comments and
the psychological report, it will be assumed to be the right
choice. Likewise, if the latest choice differs from the earlier
one but corresponds to the impressions of parents and
psychologist, it will go unquestioned. If, however, the
child has not wavered in adhering to its original preference
and there is divergence between this and the views of
parents and psychologist, or where the child itself has put
forward a new choice which still differs from the opinions
of parents and psychologist, whether the latter be agreed or
divided, the alternatives suggested by parents and psycho-
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logist will be discussed with the child on behalf of the
educational authorities. Should it still insist upon the pre-
ference for its own choice and should that differ from any
of the preferences listed in the earlier selection, a new
psychological test will be made and the child informed if it
reveals definite disabilities for the career selected, though
if it remains of the same mind its wishes will be re-
spected.

These preliminary investigations will permit of all
children upon leaving school being directed into one of
the two main streams : vocational or advanced education,
according to the careers chosen for which a preference was
expressed, and—in the case of divergences with the judg-
ment of parents and expert—of ensuring that the child
shall have had every opportunity of considering alterna-
tives and realising the drawbacks, if any, to its own choice,
inherent in its make-up, physical or intellectual.

All those whose choice of career does not involve ad-
vanced education will be admitted to the preparatory
course of vocational training upon passing a school-leaving
test, which will be non-competitive. Anyone failing to pass
will have another opportunity three months or a year later,
in the option of the pupil, but a second failure will dis-
qualify from further free education.

An entrance examination to the ““ intermediate stage ”
of advanced education will have to be passed by all whose
choice of a career requires ultimate admission to a uni-
versity or assimilated institution, and none except suc-
cessful aspirants will be accepted at colleges, high schools
and other educational establishments that are devoted to
training of the “ intermediate ” type. As it is anticipated
that the number of those desiring careers involving ad-
vanced education will exceed the posts of that kind likely
to be available upon termination of the studies, the entrance
examination will be competitive. A number sufficiently
in excess of that calculated ultimately to be required, to
allow for failures and contingencies during the study period
of at least six years in the aggregate, will be admitted to
the intermediate stage. Those who fail to pass may sit
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again in three months or a year, at their option, but asecond
failure debars from advanced education at the intermediate
stage. If the normal school-leaving test is successfully
taken, however, the pupils rejected for advanced education
may enter the preparatory course of vocational training.
They need not give up all hope, even then, of ultimately
gaining their objective, as, subject to their having success-
fully qualified for the complementary and extension courses
of vocational training, they may, after completion of the
latter, sit for a competitive entrance examination to a
university or assimilated institution. These latter will be
fed by two currents: the main stream from the inter-
mediate stage of advanced education and an auxiliary one
from the vocational branch. Thus the aspirants for the
legal, medical, engineering professions, etc., who saw
their hopes disappointed at the entrance to the inter-
mediate stage, and might have had to content themselves
with posts as lawyers’ clerks, chemists’ assistants or
mechanics, artisans, etc., after three years of vocational
training, may yet see their ambitions gratified if, by dint
of private study, apart from their vocational training, they
succeed in passing the competitive entrance examination
to the higher stage of ““ advanced ”’ education.

Whilst the first, or preparatory, year of vocational train-
ing is free to all who pass the normal school-leaving test,
admission to the next two years’ courses is subject to com-
petitive examination and to payment of a graduated fee
for those whose parents have an income in excess of a
certain figure. Below that limit the State will bear the cost.
Above it, the fee is assessed on the basis of liability to in-
come tax, and when the income exceeds a level fixed by law,
full fee is payable. There is no obligation upon parents to
permit their children to follow the complementary or ex-
tension courses of vocational education, for which they
may qualify, but in view of the enhanced prospects of a
remunerative career which such further training will open
up, and the liberal exemption limit and slow progression
that will be adopted in the fee scale, it is anticipated that
few that pass the test will miss this chance.
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By and large, the unskilled manual labour of the country
will be supplied from the ranks of those with only one
year’s vocational training who, either from choice or from
inability to meet the tests provided, do not pass to the
complementary course. Between the ages of 16 and 17 there
will be no wage limits and during that year young persons
will be free to accept, at any wage, any employment not
expressly forbidden by law. Between the ages of 17 and 21,
however, minimum wage scales for each year and every
kind of job will be established, graduating up to the full
minimum scale for adult workers from the age of 21 upward.

All those whose choice of a career involves vocational
training of any description beyond the first or preparatory
stage, must qualify by competitive test for admission to
the “ complementary * course in the group selected. The
numbers of successful candidates must not be permitted to
be greatly in excess of the likely demand in each group for
young men and women possessing such training. A second
chance will always bé open to rejected entrants as previously
outlined. To the tests will also be admitted those from the
corresponding year in the intermediate stage of advanced
education who, for one reason or another, are not pursuing
that course. It is probable that these latter would find no
difficulty in passing the test from the point of view of
general knowledge but will need coaching in a technical
sense.

The third, or *“ extension », course of vocational training
will be open to the successful participants in a competitive
test between those whose projected career demands still
higher technical skill and knowledge in industry, chemistry,
mechanics of every description, wireless, accountancy, etc.
As the number of jobs available tapers off towards the
higher ranges, competition at the tests for the extension
course is likely to become more severe. Of course, the
system here outlined does not, in the least, doom those who
fail to pass the tests to permanent disqualification for posts
necessitating the more intensive training. There is nothing
to prevent them from gaining the necessary theoretical
knowledge through private study and the practical ex-
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perience by zeal and application in workshop, laboratory,
factory, chambers, etc.

. As regards the advanced educational branch, if estimates
of the number likely to drop out at the various stages by
the vicissitudes of life, lack of ability or inadequate study,
prove approximately reliable, the number of men and
women ultimately graduating from the universities or other
assimilated and specialised institutions of learning should
correspond to the demand for their services in the different
branches. They should find no difficulty in earning a
living—the more so as they will be engaged in the very
branches of activity for which they have a preference and in
which, step by step, they had to qualify in competition with
others headed in the same direction. A year before com-
pletion of the intermediate stage of advanced education,
i.e. at the age of about 17, a further census of preferences
will be taken and anyone who so elects may undergo a free
psychological test conducted by experts, with a view to
ascertaining whether his choice coincides with the expert’s
conclusion from the test. He will receive a copy of the
expert’s report and it will be left entirely to the student’s
discretion whether he wishes to follow any suggestions the
psychologist may make.

Fees for ““ advanced "’ education will be assessed on the
same lines as above set out for vocational training. Whilst
there will be vocational training establishments in all
sizeable towns, there will, of course, be far fewer inter-
mediate schools and still less universities and assimilated
institutions. Hence, in a large number of cases, those en-
joying advanced education will not be able to live at home
and grants will be made by the State for the whole or part
of the maintenance of such students on the same principles
which govern the assessment of fees.

Scholarships will not be affected. If the winner comes
under the “ free ”’ class or in a bracket entitled to receive
State contribution to food and maintenance expenses, he
will be able to claim such assistance just the same and the
scholarship will be available for defraying the balance of
the cost or for investment on behalf of the beneficiary.
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The educational apparatus would have to be reformed
and considerably enlarged in the vocational branch. So far
as intermediate and higher education of the * advanced ”
branch is concerned, it will no doubt be found that existing
establishments will be able to meet all requirements of a
planned society.

The expenditure involved, both in the provision of
facilities for a year of free vocational training and in the
contributions towards fees and maintenance allowances
which the State will be called upon to make under the new
régime, should be amply covered by the saving on unem-
ployment assistance, the Government’s share in the profit
of the National Investment Trust and the State’s growing
income from the National Estates, even after allowing for
abolition of death duties and for remissions of other forms
of taxation under the new economic and financial order.

Within the educational framework sketched above there
are bound to be individual cases requiring special considera-
tion. For that purpose committees will be set up to deal with
any controversial questions in connection with the educa-
tional problems of young persons after they leave * normal
school.

Unlike the others, this chapter has not been concerned
directly with technical defects in the working of our
financial and economic order. The proposals it contains
form part of that new outlook on which I have laid emphasis
at the outset of this section, and without which no New
Order can be lasting. It is no less indispensable in tackling
the problems surrounding the preparation of growing
generations for the place they are to fill in the economic life
of the community, than it is in thespheres that more directly
impinge upon the current conduct of material affairs.

In assuring to all an equal start in life, the community as
a whole will benefit. Its work will be performed in every
sphere by those trained and—in the vast majority of cases—
having a preference for the tasks on which they are engaged,
and for which they will have shown themselves fitted in
competition with others, in so far as that is practicable in the
educational stage.
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Together with the other features of the New Order, the
vastly higher standard of efficiency which will become
practicable in every direction as a result of the educational
reforms here set out, will operate to increase the amenities
of life and ensure enhanced leisure. In a society from which
unemployment and trade cycles are banished, the entire
attitude towards work will undergo a fundamental change.
Idle spenders may appear as semi-benefactors in a State
where unemployment is the rule; not so under a New Order
in which the standard of living and leisure for all depends
upon the maximum effort of all, within agreed limits of
working time. Men between the ages of 21 and 50 who,
of their own choice, are not, during at least eight months in
the year, engaged in pursuits falling within a classified range
of recognised economic activities, will be subjected to a
special tax to compensate the community for the damage
inflicted upon it by their unproductiveness. The tax is
payable by themselves or by those who subsidise their
idleness.

Unmarried women between 25 and 50 are similarly
taxable if they do not follow an occupation for which they
are eligible.

The range of recognised activities for women will in-
cluderegular charitable and welfare work, as well as domestic
assistance at home. The latter type of occupation will be
subject to conditions which will leave it fairly established
that it is not used as a cloak for idleness.

Inequality in the New Order will still exist, but it will
be of a kind inherent in God’s order for the world, de-
pendent upon the varying degree of intelligence, the ability
and character with which He has endued His children, and
the zeal and endeavour each puts into the task of turning
those gifts to account.

Happiness, of course, belongs to another realm. Or_1e of
the purest and most refreshing sources of human happiness
lies in the knowledge that our fellow-beings care for us. It
comes next only to the happiness experienced by those
who are themselves dispensers of unselfish love. ‘The two
types are not mutually exclusive but reciprocally generative.
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Such love is of God, fof, transcending personal affinity, it
encompasses all mankind.

If, therefore, the type of material order which we create
is permeated with tangible evidence of that 'spirit of self-
sacrifice—which is but another term for true love—the
foundations on which lasting happiness may be built will
have been provided.



CHAPTER 28

OUTLINE OF ORGANISATION FOR A NATION
OF TRUSTEES

IN the preceding chapters of this section the reforms which
the New Order necessitates have been set out piecemeal.
I shall now sketch, in broad outline, the organisation that
will emerge.

The mechanism of the capitalist structure will be
retained. I know of no other offering complete adaptability
to the ever-fluctuating requirements of economic inter-
changes and, at the same time, the fullest scope for the
development of enterprise. It is not necessarily wrong
merely because it suits the wealthy. That, under the present
order, it permits and encourages grave inequities, that it
provokes and accentuates glaring inequalities, that it breeds
and propagates grave conflicts, study of its operation in the
foregoing pages will have amply demonstrated.

Its defects, however, are inherent, not in the system, but
in its present technical constitution and in the latitude it
affords to the individual to pursue conduct inimical to the
welfare of the commonwealth, however well intentioned his
actions may be, and however innocuous they may appear.

Purged of its baneful features, the capitalist structure
under the New Order will be subordinated in every one of
its aspects to the interests of the community as a whole. In
fact it will transform us into a Nation of Trustees.

Since no man can leave the assets of which he dies
possessed, except to the nation and, subject to restrictions,
to charity, he administers them during his lifetime as a
Trustee, in the first place for the community, and, in
addition, for those to whom he may bequeath the income
within the limits permissible by law, and for the charitable
institutions, if any, who may benefit under his will. Anyone
may still squander his substance during his lifetime if he so
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wishes, but there will be no way under the New Order
whereby assets or income can be so dealt with as to
prejudice the interests of the public at large. He cannot
speculate with money borrowed against his assets, for the
banking system is forbidden to lend for speculative pur-
poses. Whilst big holders of existing securities might still
attempt to manipulate markets, the scope for operations of
this character will be much reduced under the New Order,
since dealings in existing securities will become largely a
matter for negotiation, and the flow of money circulat-
ing amongst such securities will be carefully regulated by
the National Investment Trust. Nor can current surplus
income available for investment be utilised in any manner
harmful to the community, for, unless it is employed direct
by its owners in enterprise, it must find its way to the
National Investment Trust, to be restored by the latter to
the flow of money amongst goods and services, as described
in Chapter 24.

Finally, the capitalist is prevented from sending his
money abroad, there to be free to do what is gainsaid him
at home. Thus, all the potentialities for evil, conscious or
unconscious, that, under our'present system, adhere to
the dealings of capitalists, or of those in enjoyment of
excess income, are not only frustrated, but converted into
forces actively beneficial to the community. Willy-nilly
the capitalist is moulded into a Trustee. This applies
equally to the small savers, the little capitalists, whose
aggregate surplus for investment is an important factor.
Their deposits in savings banks, or income left idle in
banking account, will in due course revert to the control
of the National Investment Trust, to be restored to the
circuit of commodity money from which these funds had
previously been withdrawn.

The banking system will fulfil its Trustee functions by
safeguarding the bank money they create against the wiles
of the speculator and manipulator, and by ensuring the
prompt and unfailing supply of self-liquidating credit for
all genuine trade requirements. Likewise, they will act
as Trustees in the conduct of all foreign exchange trans-
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actions, on behalf of the Foreign Exchange Board, which
latter is itself a body of Trustees entrusted by the com-
munity with the defence against the devastations wrought
by uncontrolled capital movements. Furthermore, the
banking system will represent the National Investment
Trust in its supervision of the flow of money, so that idle
deposits, as defined by the formula laid down in Chapter
24, may be promptly transferred to the National Invest-
ment Trust.

The vast and constantly revolving funds representing
current surplus income, etc., available for investment, will
be administered by the T'rustees that compose the National
Investment Board. Not merely the members of that Board,
however, but the members of all boards of enterprise in
which the National Investment Trust is, or becomes, inter-
ested as shareholder or creditor, will be Trustees in a
much wider sense than hitherto. They were, of course,
always Trustees for their shareholders, but under the New
Order these latter will indirectly include everyone who
holds shares in the National Investment Trust—a large
and ever-growing proportion of the public.

As time goes on, there will be vested in the community
as a whole, through the National Estates, ownership of
assets left through inheritance, and thus, not only the
members of the Board of the National Estates, but all
those concerned with the conduct of the enterprises repre-
sented by those assets, will be Trustees for the nation. In
fact, everyone who works in an enterprise in which the
National Estates has a stake—and these must gradually
embrace the bulk of all enterprise in the country—and
everyone who has any holding of shares of the National
Investment Trust and works in any concern in which
it has a financial interest, becomes a Trustee—in the first
case for the entire community, in the second for that
section, likely to expand continuously under the New
Order, who are shareholders in the National Investment
Trust. .

Safeguarded against the disruption of the credit system
involved in unbalanced international payment accounts,
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with the banking system reformed so as to deliver the nation
from the tyranny of gold and of autocratic dominion over
the central source of credit, a Nation of Trustees can set
about the task of planning its interchanges of goods and
services, national and international, at the highest level
consistent with available productive power.

I have stressed as fundamental, at the outset of this
section, the completely new outlook that must govern such
planning. Two bodies of Trustees will be directly con-
cerned in the work of planning : the Economic Council and
the Central Board of Enterprise. The Economic Council
is the supreme planning, investigating and co-ordinating
authority for the whole of the economic activities of the
country. The Central Board of Enterprise will direct the
execution of the plans. The latter is the central organisa-
tion of the associations of the groups in which trade and
industry of every description will be divided. In a great
many directions such associations are already in existence
and all that requires to be done is to bring their constitution
and scope into line with the needs of a planned economy.
Membership of the association for its group will be obliga-
tory for every unit in the economic sphere.

The Economic Council will be nominated by Govern-
ment—partly by direct appointment by the Chancellor
of the Exchequer and the President of the Board of Trade,
with Cabinet approval, partly from panels submitted by
representative bodies, as the result of a ballot for which
regulations will be laid down. The organisations to be in-
vited to submit panels will, of course, cover a much wider
range than those represented by the Central Board of
Enterprise, inasmuch as the Economic Council will in-
clude nominees of manual labour and outstanding author-
ities in applied sciences, education, psychology, the Ser-
vices, etc. It is inevitable that its membership should
be fairly large, probably thirty to forty, but this should not
impair its efficiency, as its labours will, in the main, be
carried out by smaller committees. Membership of the
Council is a full-time job and all other appointments or
connections must be relinquished. The duration of the
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first Council will be eight years for one-fourth of its mem-
bers and six, four and two respectively for the remaining
three-fourths, but the mandate is renewable on expiry for
further periods of eight years at a time, subject to ballot
by bodies from whose panels the members were originally
selected and to agreement by the Government. In case of
disagreement the Cabinet will decide and is responsible
to Parliament for its decision. Membership of the Economic
Council carries a substantial salary, not, of course, ex-
ceeding the maximum fixed by law. It is probable that, in
many cases, acceptance of membership of the Council will
involve a pecuniary sacrifice, but considerations of that
kind have never, in the past, deterred the best men and are
even less likely to do so under the New Order.

The Central Board of Enterprise will be elected by
ballot from nominees of the trade associations, and for this
purpose the latter will be divided into the same number of
groups as there are to be members of the Board. As in the
case of the Economic Council, acceptance of membership
involves full-time salaried position and severance of existing
connections.

The planning requiring to be done falls into two stages.
The first or rehabilitation stage aims at adjustment of
existing conditions to the New Order and will terminate
when the reforms proposed are introduced, and the training
and employment of every man and woman able and willing
to work is accomplished.

The second or permanent stage is then reached, when
the task of the planning authorities is the maintenance of
full employment and of the highest level of domestic
interchanges of goods and services and of international
trade which the available productive forces permit ; the
ceaseless adaptation of the nation’s economic activities to
changes in conditions, to the vagaries of public taste, to new
inventions ; and finally, research into and exploration of all
methods for increasing the productivity of the community,
and for the fruitful enjoyment of leisure.

Of the first and most arduous programme Chapter 22

has already given a brief sketch. It may well be that the
Y
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Economic Council will find it an advantage, as a preliminary
to efficient and expeditious planning, to promote a general
Enabling Bill to give force of law to voluntary agreements
in trade and industry of every description, recognised as
desirable both by the Central Board of Enterprise and by
the Economic Council. In the alternative, the submission
to Parliament of every such specific agreement would entail
much unnecessary loss of time and energy and open the
door to sabotage by recalcitrant and insignificant minorities.

Means will, of course, be devised whereby one unit
controlling the overwhelming bulk of the turnover in any
trade or industry shall be prevented from dictating policy
for its entire group on the strength of this preponderance
alone. It may, for instance, be provided that a majority of
individual units representing in the aggregate not less than
8o per cent of the turnover will be required, each unit and
its subsidiaries or affiliates counting as one. Thus at least
50 per cent of the remaining small units would have to be in
agreement with the one big unit, producing alone, say,
8o per cent or more, to permit the plan to be looked upon
as an agreed one. Alternatively, it might be laid down that
no unit, including subsidiaries and affiliates, shall count for
more than, say, 20 per cent of total turnover of the industry.
"Thus if any unit controlled 8o per cent it would find itself
on an equality with the remaining 20 per cent and it would
be necessary for small units, representing 60 per cent of the
total turnover of these latter, to be in agreement with the
big unit before the necessary 8o per cent would be con-
sidered to have been obtained. Again, it might be found
preferable, in an industry where there is one dominant
influence, to form two sub-groups—one consisting solely of
the large unit and the other representing the rest. If the
sub-group of small units arrived at agreement amongst
themselves it might be more readily possible to hammer out
a compromise between the two sub-groups. If the small
sub-group failed to work out a plan, or if the two sub-groups
failed to agree on a compromise plan, the method or

- methods enacted in the law for general application would
be resorted to.
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Any measures in the field of trade, industry and finance
sponsored by the Economic Council, other than those
covered by the Enabling Bill, would be laid before Parlia-
ment by Government after they had received Cabinet
sanction, or by private members in the unlikely event of
the Government dissenting. Parliament would be aware in
the latter case that any such Bill had been considered in all
its bearings by experts on the subject, in consultation with
all the interests involved, and that it represented an agreed
scheme to give effect to the conclusions reached. There
would, of course, be nothing to prevent Bills in the econo-
mic and financial sphere coming before Parliament without
having originated with or run the gauntlet of investigation
by the Economic Council. It is probable, however, that
Parliament would insist upon obtaining the views of the
latter, and the opinion of so representative a body could
not fail to carry great weight in determining the attitude
of Parliament towards the measure.

In the first, or transitory, stage of the Economic Council’s
activities the training of the unemployed for the tasks that
will be awaiting them under the rehabilitation plan will be
one of its important concerns. No one will be compelled to
accept training or work, but the idle from choice will only
receive unemployment benefit, and, like the idle rich, will
thus in effect be paying a substantial tax for deliberate
refusal to co-operate in the nation’s rehabilitation, as the
minimum wage under the New Order in every branch of
activity will be substantially in excess of unemployment
pay ; not as now, in places, barely a few shillings.

The Government rearmament plans will help in the
rehabilitation stage, though it will throw a heavier burden
upon the Council’s shoulders when that tapers off. More-
over, Government borrowing, by absorbing a goodly pro-
portion of the funds that will flow into the National In-
vestment Trust, will correspondingly reduce the money
available for increase in the means of production.

The New Order, unlike the present system, is organised
so that no expansion of the means of production could be
undertaken that exceeded the capacity of the community,
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since all resources, on balance currently available for that
purpose, would be centralised and shepherded into the
appropriate channels.

Even al]lowing for the absorption of labour as the direct
outcome of Government spending, there will remain a large
body of unemployment to be dealt with.

It will be for the Economic Council, in consultation
with the Central Board of Enterprise, to devise the plans,
already referred to in Chapter 22, that will provide for the
return to productive activity of all available workers. The
nature of the additional goods which they will be called
upon to create must be determined with a view to prospects
of their finding a market at home and abroad, having regard
to the increase in the volume of purchasing power that will
be distributed as a result of enhanced economic activity.
Under the New Order, the possibility of any of this pur-
chasing power being diverted to uses other than the ab-
sorption of goods and services is excluded. Hence planning
becomes practicable.

The plans must further take account of the larger
imports from abroad that will be needed, firstly of raw
materials for the manufacture of the additional goods to
be made, secondly of foodstuffs, etc., resulting from higher
pay-rolls, and thirdly of certain classes of foreign manu-
factured goods, the demand for which will be stimulated by
diffusion of prosperity. Proposals will be prepared by the
Economic Council for the use of the Government, in order
that the latter may negotiate with the Dominions and other
countries from which these supplementary imports are to
be drawn, for a quid pro quo in the form of greater purchases
from us. Thus the Economic Council will have a basis in
advance for estimating the quantity and nature of the goods
for export which should be included in the rehabilitation
plan of additional production.

It is possible, particularly in a period of rising com-
modity prices, when producing countries have no difficulty
in disposing of their output, that the prospect of additional
sales of raw materials and foodstuffs may not have the
appeal which it would certainly have in different circum-
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stances. It is, therefore, conceivable that we might not fully
succeed in compensating, by increased exports conceded to
us as the result of negotiation, the larger imports associated
with the rehabilitation stage. In that case we may have to
face some decrease in our foreign exchange or gold holding.
This could not, however, under the New Order, affect our
credit structure, and would in any case be a purely passing
phase. In due course steps to secure and maintain per-
manent equilibrium in the current balance of international
payments would be taken, as indicated in a previous chapter.

The Economic Council will ascertain, through the
Central Board of Enterprise, to what extent voluntary
expansion of production would be agreed to by manu-
facturers of goods and distributors of services to meet the
requirements of the rehabilitation plan. If called upon, a
guarantee against loss may be given on behalf of the Gov-
ernment on such increased production, but where this
1s demanded the producers will work, in respect of that
additional production, on a commission basis only and
profits will go to the State. Books in that case are to be
thrown open to Government accountants.

The plans elaborated in consultation with the Central
Board of Enterprise will be taken cognisance of by the
other Boards concerned in the conduct of the economic and
financial affairs of the nation. The National Investment
Board will thus be enabled to gauge the long-term financing
required ; the Foreign Exchange Board will follow the
course of exchange operations with full knowledge of the
basic facts ; the Banking Board will be aware of the volume
of additional self-liquidating credit the system is likely to
be called upon to supply, and the Board of the National
Estates will be interested through their holdings in enter-
prise of every description. ' _

The operation of the plan so far as production and dis-
tribution, import and export, is concerned devolves upon
the Central Board of Enterprise, which will transfer to the
Association of each group responsibility for carrying out its
part in the scheme. The latter in turn allocates to each unit
of its membership its proper share.
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Thus we reach full production, and, with unemploy-
ment eliminated, enter the permanent order under which
the planning authorities can devote themselves single-
mindedly to the pursuit of ever-growing material welfare for
the community. Of the problems with which they will be
confronted, the vast majority are amenable to domestic
adjustment through the machinery we have described. It
is, however, in those spheres where the writ of the Economic
Council does not run, where the national economy depends,
in part, on factors over which we can exercise no control,
or at best a partial one, that the more obstinate difficulties
will be encountered. Amongst these, our current external
economic relationships, wide, long-term fluctuation in the-
price level of imported commodities, and new inventions,
at once suggest themselves. I have a few comments to offer
on these problems in the next chapter.

Apart from these major concerns, other aspects will
claim attention. There will, of course, then as now, still be
numerous ways in which power and connections can be
abused and trust violated. It would be an illusion to think
that any plan dealing with the material order, any laws
however wise, could eradicate the evil in man. That Power
belongs to the Holy Spirit and is shared by all who, sub-
mitting their lives and wills to God, claim the fulfilment of
that eternal promise, sealed by the prayer of Jesus, whereby
the indwelling presence of the Spirit of Truth is vouchsafed
to them (John xiv. 135 ff.).

It is through the impact of such souls upon others that
God, in His mercy, brings His light to those possessed by
the powers of darkness, liberating them and transforming
their being.

Meanwhile the impotence of the lawgiver, as such, to do
more than exercise a deterrent effect, should not prevent us
from striving to deprive evil of its opportunity. In the
succeeding chapter I indicate a few measures designed to
close up by legislation some of the gaps that leave the doot
wide open to malpractice, and to strengthen the hands of
all those who regard their worldly tasks as the discharge of
a sacred T'rust.
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OLD PROBLEMS AND NEW SOLUTIONS

AFTER the initial stages of the reforms entailed by the New
Order have been passed, we shall be faced with the im-
perative task of maintaining our trade accounts with the
outer world in balance year by year. The economy which
we have outlined provides the basis on which progress-
ively an ever-expanding structure of international exchange
of goods and services may be reared.

To this end, it is first essential that the convenient
myth of automatic three-cornered trade be abandoned.
‘The theory that if we buy more from one country and the
latter is thus enabled to buy more from a third, then the
third will buy correspondingly more from us, has been
amply demonstrated a fallacy in the experience of the past
twenty years, and this is being constantly confirmed. If we
want balanced trade, whether direct, three-cornered or poly-
angular, to be a reality, we must create it by negotiation.

We shall be in an unrivalled position to undertake such
negotiations in anticipation of the whole of our productive
forces being fully engaged on effectively planned and well
directed lines. This will give us the certainty of being able
largely to increase our purchases of raw materials from
abroad, as well as of foodstuffs and of certain types of manu-
factured goods in which others specialise and for which
there is a demand here. A quid pro quo must be secured
in the form of agreements to take additional goods from
us against our prospective increased purchases. This is
essential if the vast improvement in the standard of living
which the New Order will warrant is not to be seriously
threatened. It is safe to assume that such a policy will be
whole-heartedly supported by the statesmen of the world,
as it will open up a way out of the prevailing deadlock and
must redound to the benefit of the world at large as much

327
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as ourselves. It seems scarcely ‘conceivable, at all events,
that any nagion would passively acquiesce in the thwarting
of an initiative aiming at the expansion, on a large scale,
of international exchanges, and commencing with a con-
crete offer to purchase considerably increased quantities of
goods as the basis for negotiation.

It is important that in the negotiations adequate con-
sideration shall be given not solely to the interchange of
goods and services, but to the discharge of current inter-
national obligations for interest, dividends, etc., due us in
respect of past capital operations. These, in the aggregate,
constitute a large sum, which is likely to grow constantly
in future through resumption of capital investment abroad
under the New Order, as described in Chapter 24.

Hitherto we have, in the main, allowed the trade balance
with each country to find its own level, in the agreeable
but futile expectation that, in all circumstances, current
obligations arising from the use of our capital by foreign
interests would somehow be forthcoming. The wholesale
defaults of the last few years have taught us otherwise.

Through past errors in our foreign lending policy and
other circumstances which it is not now within our power
to alter, it will not be possible for our interchange of goods
and services with every country currently indebted to us,
in respect of interest and dividends, to be so moulded as to
leave a sufficient margin of imports by us to permit the
debtor country to discharge these obligations. Nor will it
always be practicable, where there are no current financial
obligations, to balance the interchange of goods. In such
circumstances the negotiations above referred to must be
extended to embrace groups of nations, the nature of whose
combined foreign trade affords the possibility of being
dovetailed with our own requirements of imports and
markets, so that our aggregate interchdnges with each
group leave the necessary margin for meeting any current
financial indebtedness on balance owed to us by the mem-
bers of the group.

Our present foreign trade, visible and invisible, in the
aggregate involves an excess of imports by us more than
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ample for the discharge of all such current obligations in
respect of remuneration on capital supplied by us in the
past.

If there are any countries with whom our cutrent trade is
already balanced after allowing for financial obligations,
if any, our larger needs of imports under the New Order
will afford a welcome occasion for attempting to increase the
interchange whilst maintaining the equilibrium.

So far as other countries are concerned, small groups of
nations must be selected as above outlined, with each, and
amongst all of whom, agreements would be negotiated
under which the increased purchases we would make from
some who are unable to give an adequate quid pro quo,
in the form of larger imports from us direct, would be trans-
lated by those countries into bigger purchases from other
members of the group, who in turn would undertake to
augment their imports from us.

Thus we should build up a fabric of bilateral and multi-
lateral treaties, which, in combination, would ensure equi-
librium in our balance of payments and would result
in our excess imports directly or indirectly benefiting our
debtors. It is true that we should still have no assurance
that our debtors would, in fact, use the means made avail-
able to them in this way, to satisfy their current financial
obligations to us. Safeguards in this respect would, however,
be introduced in the trade treaties with the debtor countries,
to be implemented in case of necessity by clearing arrange-
ments. In so far as the sterling resources required by the
debtor countries to meet their liabilities to us on financial
account are, in whole or in part, not provided by direct
excess imports hy us from the debtor country, but by
indirect ones through group treaties, special arrangements
would have to be devised to cover the contingency of the
establishment of a Clearing. It would be stipulated that
in this event the countries in the group which, in return
for our additional imports from them, have undertaken to
buy more from the debtor countries, shall to that extent
pay for their purchases from the latter through the Clearing
instead of direct to the debtor country.
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As the New Order should ensure that, under all con-
"Ceivabl€’ circumstances; the money equivalent of our pur-
chases will, through good times or bad, not only remain
stable but tend to rise, it would be inequitable if, as we had
to do in the past, we were forced to stand helplessly by
while the proceeds of our excess purchases were used by our
debtors to over-import from elsewhere. Scarcely less objec-
tionable it is to be expected to acquiesce in the distribution
by debtors of the foreign exchange surplus we have pro-
vided for them, pro rata amongst all creditors, irrespective
of the willingness or ability of these latter to continue to
import from the debtor country on a sufficient scale to
meet their share of its current financial obligations. Only
the sacrifices and forethought involved in the New Order
outlined in this book can render the maintenance of inter-
national trade at the highest level practicable in all circum-
stances for the country which adopts it, to the inestimable
benefit of the world at large. It is legitimate and just, and in
the interests of all, that the fruits should not be dissipated
by the fatal laissez-faire attitude displayed in the past, to
the distuption not merely of our own national economy but
with fatal repercussions everywhere. Even those countries
who prefer to continue in the old thoughtless way at the
mercy of fluctuating price levels, booms and depressions,
stand to gain by our ability under the New Order to continue
out purchases abroad undiminished or to increase them,
which would be impracticable if current financial obliga-
tions due to us ceased to be fulfilled.

One point will have to be remembered in our negotia-
tions. Whilst during the rehabilitation stage of the New Order
our present already excessive margin of imports over ex-
ports may temporarily still further have to be increased, so
that a full quid pro quo for additional purchases will not
be demanded, the time will come when strict equilibrium
must be established. This will then mean a greater expansion
of our exports than of our imports as compared with the
preceding period. It would be well to face the implications
of this inevitable development from the start, when our
bargaining power will be greater than when the change-
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over to a smaller margin of imports over exports is im-
mediately impending. ‘ )

Once the difficulties of ensuring that our international
payments account shall be balanced—and this, on a con-
stantly growing scale, will have been surmounted by patient
and resourceful negotiation—the New Order will be free to
consider the policies to be pursued in order to meet the old
problems from which, as little as the present system, it will
be exonerated : instability in price level of primary com-
modities ; and new inventions and technological improve-
ments,

The difference is that the New Order will be equipped.
to grapple with them and deprive them of their power to
disorganise and ultimately destroy, as they are doing in
many directions, the foundations of ordered economic
existence. Whilst we cannot impose our New Order upon
the rest of the world, it is bound to find emulation before
long, and meanwhile, wherever it is operative, the means
are available, not merely to insulate the national economy
against destructive forces, but to enable the country to
function as a stabilising and stimulating element in times
of grave economic peril.

First let us briefly consider the reactions by our New
Order to a severe decline in prices of primary commodities.
Such a decline may arise through actual superabundance
relative to demand in an unplanned world, or it may be
brought about by restriction of consuming power conse-
quent upon the barbaric operation of unreformed money
economics in other countries.

Before the decline had gone far, or probably before it
had set in, the portents would have been read by our
planning authorities. The first step would be an attempt to
gauge to what extent lower prices of imported primary
commodities would tend to increase the volume of con-
sumption, on the basis that no repercussions of the
decline in prices adversely affecting domestic economic
activity would be permitted to supervene. In all likelihood
it would be found that the volume of consumption would
rise, but not to the full extent of the drop in prices, s that
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the total amount spent on imported goods might be
expected to decline. In such circumstances it would not be
practicable to maintain exports at their previous money
level, and as the unit price of the exported goods would
only very partially reflect the drop in price of raw materials,
the volume of our exports would be adversely affected.

Confronted with this prospect the Economic Council
would be called upon to devise means whereby the decline
in the money value of our international interchanges of
goods and services, and the unemployment to which the
prospective falling off in the volume of exports would give
rise, canbeaverted. Itwouldanticipatethesedevelopmentsby
planning to slacken the production of the export goodswhich
it is expected could no longer be afforded by our customers
abroad as a result of our smaller money purchases of their
goods. The labour thus set free would be transferred to the
making of goods requiring a larger volume of raw material
import from abroad and in the main domestically saleable.
Only to the extent of the expected drop in other exports
would they have to be sold abroad. Thus the money value
of our imports would be maintained and the volume
increased, and, under our trade treaties, we should be
assured of exports at the same level as before.

It would be a source of special gratification at such a
time of falling prices to be able to enter world markets and
negotiate for an increased volume of purchases, without
having to ask more than that the previous money value of
our export sales should continue to be taken. Not only
would no disturbance be occasioned in our domestic
economy, but greater abundance of the imported com-
modities we used would be permitted to have its natural
effect of improving the standard of living. Furthermore we
should be in a position to exercise a leavening effect upon
international trade at a time when it was particularly
needed. It may well be, of course, that the treaty provisions
for clearing arrangements for the protection of our position
in regard to current financial obligations owing us from
abroad, would have to be made operative during such a
period of declining commodity prices. This too should have
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a wholesome effect by inspiring in our debtors respect for
engagements, for the breaking of which there could in the
circumstances be no justification.

Whilst the above lines could be readily followed in
regard to raw materials and foodstuffs, in so far as they were
non-competitive, they would not be appropriate if competi-
tive produce were concerned. It is clearly imperative that
our own agricultural industry should not be allowed to be
disorganised and ultimately bankrupted by decline in world
prices, through conditions which we could not control and
which might easily have been avoided if other countries had
been equally ready to submit to the self-imposed restraints
of the New Order. An increased volume of imports of
agricultural products would nevertheless be permitted to
come in, limited to the extent by which it was estimated
consumption would be increased by the stimulus of the
decline in prices. This would be achieved by quotas.
Moreover, the lower prices would not be reflected in farmers’
income, asadirect subsidy, on a slidingscale based on market
prices, would be paid to domestic farmers. The import
quotas, instead of being lower than the volume negotiated
for in the treaties, would be greater, though it is not certain
that they would be equal in money value. If not, the effect
upon exports would be met as above explained.

Whilst a decline in prices of non-competing imported
produce entails no burdensome consequences in a planned
economy under the New Order, it will be seen that super-
abundance of competitive commodities does raise 2 problem
of the distribution of benefits and cost. The advantages are
reaped by all consumers, and the benefit of low prices of
agricultural produce is felt most by those obliged to budget
closely. On the other hand, the subsidy is paid by those
whose income places them in the taxpaying class and in
greater proportion by those in the higher brackets of
income, a not unreasonable distribution. Both the flow of
money within the national borders and the value of the
international interchanges remain unaffected. -

A solution along different lines would have to be applied
if, for any reason such as inflationary tactics, low standard
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of living, subsidies in foreign countries, manufactured
goods imported in competition with our own industry,
were to become cheaper. In the first place, under the New
Order, the attitude towards such imports would be different.
Our foreign trade relations would be governed by treaties,
and whilst these would be flexible and adjustable and the
offer of goods at reduced prices from abroad could not be
ignored, if only for its effect upon other markets where they
compete with our goods, there would be no inherent right
to import into this country other than by negotiation. We
would look upon our foreign trade much in the same light
as the head of a family would look upon income and
expenditure of his household. He could surely not concede
the right to every one of its members to order what they
pleased and draw upon the joint resources of the household
to foot the bills. He, and all his household, may be willing
that their combined income should be pooled and fully re-
spent ; they may all unite in the effort to raise that family
income to the highest possible level, but the limit of the
expenditure must always remain the total of their several
contributions to the income, and it must be co-ordinated so
as to meet the requirements of each of the members in fair
and due proportion. The tradesman who persisted in send-
ing “ on approval ” attractive goods at tempting prices to
the household after having been informed that the limit of
the spending power of its members for his goods had been
reached, would scarcely be encouraged by the responsible
head of the family.

Clearly the old conception of international trade must
make way for a new approach which restores to the com-
munity, represented by its responsible organ, mastery over
the entire domain of these interchanges, to the end that
they may be carried on at the highest conceivable level and
in the channels most conducive to the national welfare, with
constant expansion ever as the goal. Only so can we, in
times of depression in other parts, maintain our prosperity
and help to alleviate the hardships involved to other coun-
tries in such circumstances.

The answer, then, to the threat in the home market which
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a decline in-the prices of competitive manufactured goods
would constitute, would be quotas and duties, not, however,
lower but higher quotas than before, to the extent that the
drop in price was estimated to result in stimulating demand.
On the other hand, this would provide no remedy for the
difficulties we should encounter in negotiations for renewal
of trade treaties in other markets, in which our makers
would have to meet the competition of the cheaper goods on
equal terms, Of course, our position under the New Order,
as an ever-increasing buyer, would still give us a great
advantage, but it would not be well to rely on this alone.
Creation of a demand abroad for other goods in which we
were less vulnerable, so that they could be substituted for
the exports in which we were being undersold, would be one
of the policies to be adopted, and export subsidies, to be
defrayed out of the special duties to be levied upon the
competitive goods, should not be ruled out. Of course, the
most energetic research and ceaseless vigilance, with a view
to the constant improvement of methods and organisation,
would be assured under the New Order.

Now let us turn to the implications of a general rise in
imported commodity prices. Under the New Order this
will not be a development eagerly to be welcomed.

It is not likely that we could promptly expect to increase
our exports correspondingly to enable us to pay, without
reduction in our foreign exchange reserves, for the same
volume of imported raw materials, foodstuffs, half-manu-
factured goods, etc. Such increased exports should follow
later, but it must be remembered that under the New Order
there will be no surplus of labour to make additional goods
for export. Hence our planning authorities will have to
ensure adequate supplies of the raw material needed for our
export goods and may have to cut down imports of other
less necessary goods. In any case it must involve a reduction
in the standard of living. There will be a lesser volume of
goods to go round if our foreign trade accounts are not to be
thrown into disequilibrium. This may set some labour free
to work on export goods. The effect of increased cost of raw
materials will, in time, raise the price of export goods, but
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only to a minor extent, as otlier items in the list under a
planned economy would vary little : interest would be low
and stable, wages would not need to fluctuate much. Thus
it may be anticipated that it will not be long before the
diffusion of purchasing power in the primary producing
countries will cause increased demand for our manufactured
goods which will hardly have varied in price.

There is, of course, another answer to the increase in cost
of imported raw materials—a reduction of leisure which
under a planned economy would be ample. A relatively
small addition to working time, without increased wage,
would cheapen the unit cost of our output and counter-
balance, if not outweigh, the increased cost of raw materials,
and enable us more readily, by increased exports, to meet
the cost of the former volume of imports at enhanced
prices. Nevertheless this would be a retrogression in the
enjoyment of the amenities of life.

Our initial policy of reducing imports when prices
abroad rose would have had the twofold effect of acting as
a brake upon the rise and of bringing home to our own
people the true meaning of increased cost of imported
goods.

It is interesting to note that, just as a decline in im-
ported commodity prices enhances the standard of living
under the New Order, so a rise causes it to deteriorate,
This, of course, is the true reaction, but it is in contrast
with the repercussions entailed by these phenomena under
chaotic money economics as at present conducted. This
arises from the fact that we now have a permanent large
surplus of unemployed labour and the greater activity
which rising prices involve consequently is regarded as 2
boon. The New Order has no unemployment and hence
it cannot benefit from rising prices. Stability is its greatest
asset,

The attitude towards new inventions and technological
improvement is likewise altogether different in the Trustee
State we envisage, from what it is at present. Instead of
being regarded as a curse, as is now frequently the case
because of the havoc wrought, they will be made to serve
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the interests of the community. When the fundamental
factors of economic existence are harmonised, as they will
be under the New Order, all problems surrounding it are
capable of rational solution, since they will be approached
in a spirit of single-mindedness, seeking only to protect
the community against possible prejudicial effects and
making secure the benefits.

Under the New Order the only patentee of new
inventions which will be licensed for use will be the
Economic Council. All seekers of patents, after the fiat
of the Patent Office has been obtained, must submit their
applications to the Council. The latter, after thorough
investigation and consultation, through the Central Board
of Enterprise, with the interests concerned, decides
whether or not it will accept the invention. If it declines
the patent will be registered at the Patent Office for pur-
poses of record only in the name of the inventor or his
nominees, who will be free to sell it abroad if possible, but
it cannot be used within this country. If the Council
accepts the invention it will be registered in its name and
it will indemnify the inventor on a mutually agreed basis,
which may include a fixed annual stipend for life or for a
period of years. If agreement is not reached the matter is
to be submitted to a special Patents Arbitration Committee,
whose decision is binding upon the parties. Once the in-
vention is accepted by the Economic Council the likely
effect of its introduction will be studied by a committee
of experts which will report to the Council. The latter
will determine, on the basis of the report, whether, and if so
on what conditions, it is to be adopted. Any inventions re-
leased for utilisation by the Council will be available to all
units in the industry concerned, subject to payment of
royalties out of which the payments and stipends to 1n-
ventors would be defrayed, the balance going to the State.
Total production under the new process would be sub-
ject, of course, to the limits assigned through the Central
Board of Enterprise to the Trade Association to which the

makers or producers belonged.

If the invention is of a type which permits existing
Z
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commodities to be produced more cheaply, it will either
permit economies directly or indirectly in wages per unit,
whether it be through acceleration in the process of pro-
duction or through lowering the cost of the materials used
per unit. This will involve a lower dissemination of money
per unit of the goods. Nothing is, of course, further from
the truth than that the number of units turned over in-
creases automatically in the same ratio as the cost per unit
falls. The Economic Council, in the light of the data in its
possession, will take steps to prevent the dislocation of in-
dustry and of employment attendant upon such inventions.
It will consider the likely increase in volume of sales as a
result of the reduction in price, the extent to which wages
paid in the industry directly itself involved and in the
industries supplying its raw materials will be affected; in
how far such raw materials are imported from abroad, etc.

Assuming the Council came to the conclusion that some
increase in demand for the goods cheapened by the in-
vention would be likely, but that in the aggregate a lesser
volume of money would be spent upon them, it would be
necessary to find other uses for the labour which would be
displaced. If the raw material for the goods concerned is
imported, the increased turnover may involve greater im-
ports, though not necessarily so if the invention related to
economy in use of raw material. Furthermore, the new goods
to be made by the transferred labour may require addi-
tional imports of raw material, so that on balance com-
modity imports are likely to be larger. A quid pro quo would
have to be negotiated for our increased imports, and a part
of the new goods made should, therefore, find a market
abroad whilst the remainder should be such as would be
saleable at home.

Inventions in the above class which would be im-
mediately most beneficial would be such as would permit
of a wider and more economical use of our own scanty
natural resources, or that would improve the efficiency
of industries in which we had reached a certain world
pre-eminence.

It is conceivable that there may be circumstances in
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which the Economic Council might determine that it
would be preferable to defer utilisation of the new in-
vention pending the removal of obstacles to its assimila-
tion. This course would, however, not be lightly decided
upon if the invention was capable of being utilised by
competitors abroad.

There is another kind of invention which affords the
means of creating new types of goods out of existing
materials or new materials out of products hitherto
unutilised. Such inventions may become added sources of
wealth, but it must not be overlooked that in a planned
State there is no surplus of labour. Hence the time to be
devoted to the making of the new goods or materials would
involve curtailment of work on other things. The Economic
Council would thus have to investigate whether and to what
extent the well-being of the people would be enhanced by
the new processes. To a large extent this would resolve
itself into a study of human wants at home and, if the
goods are suitable for export, abroad also. The community
cannot have more in the aggregate than its members com-
bined can create of goods and services. If they are creating
all they are capable of, then it becomes a question of what
we can and will do without if we wish to have something
new. If the new invention enables something to be made
which, for the same volume of dissemination of purchasing
power, provides goods that give greater enjoyment than the
similar goods previously produced, production will have
to be adjusted to meet the change in venue of purchasing
power which the invention will bring about. In practice,
however, the effects will hardly be as simple as this and the
Economic Council would be called upon to gauge the mani-
fold rearrangements both in international interchanges and
domestic production that would be entailed.

Thus inventions would become the boon to the com-
munity which they are meant to be, without the transition
stage of dislocation and suffering inherent in the existing
order, and inventors would have an honoured plage in the
community. Nor would the benefits be confined within the
national borders. They would be difused abroad through
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productive power set free here, which would increase our
capacity to interchange goods with foreign countries. No
longer would an increase in productive power anywhere be
looked upon with fear and misgiving if, throughout the
world, such planning were in operation. But we need not
wait for the rest of the world. We can give the lead, and
there can be no doubt that we shall find counterparts
mutually advantageous for the bargains we shall be able
and willing and anxious to make,

A problem that arouses considerable feeling is that of the
destruction of goods with a view to attaining or maintaining
a price level at which producers are protected against the
prospect of insolvency. It is necessary, however, to view the
question without preconceived notions and above all free
from the generalisations of ignorance.

That destruction is a wasteful method is undeniable.
That there are circumstances in which it may prove
effective cannot be gainsaid. The claim made by enthusiasts
for a barter economy that such procedure is unthinkable if
money were eliminated from our considerations will not
stand a moment’s reflection, except if a barter economy
becomes synonymous with the dispensing of charity. If, for
instance, fish under a barter system were landed at a seaport
where only a fraction of the catch could be consumed, the
bulk would have to be transported elsewhere. Assuming the
railways, which would have to be paid in kind, required
more to carry it than the whole of the fish transported or
than the whole of the goods which at destination could be
obtained for it in exchange, then it is difficult to see how
even a return to the trading methods of the dark ages, which
surely barter involves, could leave any other choice but
destruction or free distribution.

It needs no emphasis that nothing can be further from
the aims of the New Order—under which anyway money is
relegated to its proper place as a counter—than acquiesce
in needless squandering of God’s bounties. In exceptional
circumstances it may be deemed expedient to subsidise the
transport of goods or otherwise to assist an industry in order
to prevent its decay, provided it is of sufficient importance
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to the national welfare. There is no inherent difference
between subsidising the transport of fish and paying
bounties to farmers, which latter have already become a
feature of our present-day economy.

There are, however, circumstances in which destruction
is the only rational method so long as the New Order is not
adopted in all the chief countries of the world. In principle,
agreements to curtail production aim at the same effect: the
withholding of supplies from current consumption.

Quite dispassionately considered the destruction of
perishable goods for which there is, for the time being,
inadequate demand is, in one sense, more beneficial. The
production of the goods destroyed has disseminated pur-
chasing power which is now released for concentration upon
other goods. Thus it achieves simultaneously a reduction in
supplies of the particular commodity and a relative increase
in the proportion of commodity money available for goods
to be absorbed. This the restriction schemes do not do. In
so far as production is curtailed no purchasing power is
diffused, so, in fact, it directly imposes sacrifices and a
reduction in the circuit flow of money, but compensation is
found in the confidence inspired by the adjustment and
prices are helped by the purchase of goods with money
previously idle or circulating amongst securities, etc., as
fully described in earlier chapters. It does not follow that
destruction is, in principle, to be preferred. Restriction, in
most cases, conserves the resources themselves, and this, in
the case of minerals, for instance, and produce taking years
to mature, is obviously indicated.

The Government, under the New Order, should always
be ready to consider participating in and supporting inter-
national action, capable of being adequately enforced, for
ensuring profitable production of raw materials, so long as
the interests of consumers and public in general are fully
safeguarded and the arrangements do not serve to divert an
undue proportion of the money distributed in the process
of production and distribution of goods to any section
outside of the jurisdiction of the New Order, in the form of
profit on commodities s0 assisted and sold to us. Within
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our borders such profit is directly, or through the National
Investment Trust, restored to the commodity money flow.
Elsewhere, however, there would be no assurance that those
high profits would be used to acquire goods, nor that pur-
chases from us would be increased so as to permit us to pay
the higher prices asked for the commodities.

In the problem of destruction of produce our Govern-
ment is not likely ever to be directly concerned. It is one
affecting in the main producing countries of staples bearing
annually.

Far more desirable from every point of view, humani-
tarian as well as economic, would be co-operation between
nations, whenever abnormal surpluses of perishable com-
modities were accumulating, with a view to sharing in the
cost of internationally financed redistribution arrange-
ments. These would involve the transportation of such part
of the surplus as would not be needed as an equalisation
supply which it may be considered prudent to lay up,
to places where normally supplies would not be available
at all and where they would be distributed free amongst
the needy. The stimulating effects of the circulation of
money spent on transport, and of the removal of excessive
supplies, would in themselves be highly desirable corol-
laries, but apart from this, demand would be engendered
in foreign parts for goods previously unknown there.
With greater diffusion of purchasing power this would,
in time, bring tangible results on a larger scale. In a wider
sense, the effect upon human relationships would be truly
miraculous. Nothing could do more in a practical way to
convince the beneficiaries that the brotherhood of man was
a reality. Christian economics are not Utopian dreams;
they are a paying proposition. What we give comes back
a hundredfold, as Our Lord teaches—but giving with
right motive must come first,

Although nowhere has a general planned economy so
far been adopted in conjunction with money economics
conducted along lines set out in this book, yet sectional -
planning in times of depression has been resorted to almost
everywhere and is likely to be repeated, since slumps are
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inevitable so long as the existing system prevails. That
planning consists in the laying up of stores, the formation
of pools in years of unsaleable surplus, combined with
restriction of area under cultivation where such measures are
capable of being enforced. There seems nothing intrinsic-
ally wrong in making provision for lean years in the fat
ones. The New Order, however, goes much further and
is directed towards eliminating within the national borders
any features of money economics which paradoxically
now render the fat years the germ-carriers of an epidemic
of depression and creeping paralysis. Under the New Order
our national economy, instead of being infected by this
devastating process and perforce becoming a factor ac-
centuating its virulence, will, on the contrary, be in a posi-
tion to preserve robust health itself and actively contribute
towards the alleviation of the hardships suffered by others
through expanding the volume of its consumption.

If, in the approach to problems of world economics, the
New Order has defences not available to States in which
money economics rule uncontrolled, it is also infinitely
stronger, because completely homogeneous, in dealing with
the internal aspects of its economic existence.

Since the capitalist structure will be retained under
the New Order, 1t is unavoidable that the abuses attaching
to that system will be inherited with it, even though their
scope will have been materially narrowed down.

The New Order, however, in its assault upon the
bastions of dishonesty, greed and exploitation, will be able
to count upon the powerful unifying force of identity of
interest that will prevail amongst the members of the
community. All will be shareholders in enterprise through
State ownership of the National Estates and, to an ever-
increasing extent, indirectly as investors in the National
Investment Trust, whereas under the existing system only
limited numbers are personally concerned with capitalist’
finance.

It is the inevitable delegation of actual control of enter-
relatively few, inherent in the joint-stock

prise to the ;
ijch leaves the door wide open to abuses. One

principle, wh
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of the domestic tasks to be taken in hand promptly under
the New Order will be the introduction of effective measures
to stop the gaps left by inadequate company legislation.

Manipulation of accounts through affiliates, subsi-
diaries, holding companies, etc., of which no figures are
published, which are frequently incorporated as private
companies, and the balance-sheet dates of which, in any
case, are not necessarily synchronised with those of the
parent companies, must'be put an end to. Any public
company which has a capital interest in any other, whether
a private or public company, over whose management it
exercises influence, directly or indirectly, will be obliged
to publish the accounts of such concern together, and
synchronised in date, with its own. If any such affiliated
concern, in turn, has any similar interests the parent
company must likewise include the accounts of the sub-
affiliates. Where a public company owns, directly or in-
directly, the whole or the bulk of the share capital of any
enterprise, it must, in addition, publish a consolidated
balance-sheet.

Furthermore, the scandal of speculation in and mani-
pulation of shares through nominees must be abolished.
Securities may be registered in the name of nominees only
when coupled with the name of the actual owner. Any
secret agreement purporting to vest ownership in any
person not the actual owner is void, and the parties regis-
tered with the nominees will be regarded in law as the
owners without further proof. Any violation of the regis-
tration provisions will entail forfeiture of the securities
to the National Estates and other penalties, both for the
actual owner and his accomplice. Thus the secret ex-
ploitation by directors and their friends of information
gained in their capacity as trustees for their shareholders
is likely to become a very hazardous game, and, moreover,
will expose them to denunciation by anyone aware of the
facts.

Gifts 'to political parties with funds belonging to the
shareholders and without the express prior consent in
writing of every individual shareholder will be illegal,
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and auditors who permit such gifts to be included in ex-
penditure will render themselves liable to prosecution.

Speculation in commodities for future delivery by
parties not engaged in the trade will be permitted only
against deposit in escrow of 100 per cent in cash or securi-
ties. Members of the trade will have to provide margins
in cash adequate to ensure that no speculation on any
substantial scale could be indulged in.

Multiple voting rights, whereby power in'enterprise is
divorced from financial interest without express agreement
of the shareholders, and whereby oligarchies are created and
perpetuated in business concerns, will be circumscribed so
that the holdings of securities which the National Estates
will, in due course, inherit and those which the National In-
vestment T'rust will acquire, shall not be harnessed with
disabilities in respect to voting rights. Without such pro-
vision it might be possible, by gifts amongst the living, of
the shares carrying the multiple voting rights but repre-
senting only a small investment of money, permanently
to deprive the community and the National Investment
Trust of due influence upon the affairs of the enterprises
concerned.

There will, of course, be many other aspects that will
demand action. It is not to be assumed that the New
Order will be able to cure all abuses in one stroke. It
affords a soil, however, in which evil, at least so far as the
financial field is concerned, cannot readily prosper, since
most of its strongholds in our existing money economics
will have been demolished.

There are under this New Order, operated by a nation
of Trustees, no fundamental disharmonies. It is in a
position to prepare the way in advance for degling with its
problems as they arise, and in the full consciousness that
no feature of money economics can any longer set at
nought the policies adopted in the economic sphere.

When the shackles of the prevailing system, impotent
to prevent recurrent depression, reacting only when the
situation has become desperate, have been cast off, it will
be possible to consider the problems of material existence
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in their true perspective. The vital question of population
will appear in a different light. Is it not the dull resent-
ment, the deep brooding despond, engendered by an order
perpetually overshadowed by the seemingly immutable
prospect of misery and want, at the root of the senility
creeping in upon us, by depriving a large section of the
community, at least, of the desire to propagate ? With
these economic fears removed and international peace
fostered by the fillip imparted by the New Order to
international commercial intercourse, the atmosphere will
again become conducive to the stimulation of human re-
production.

Not falling numbers but teeming millions is what the
New Order will require.



CHAPTER 30
NEW MEN

In this final chapter a few observations must be devoted to
certain grave problems not immediately connected with
reform of the financial and economic order. They have their
nucleus in the spiritual domain. Yet through their reper-
cussions upon political destinies they pervade every sphere
of existence.

They centre round the fanatical determination with
which adherents of revolutionary political ideologies, for the
time being dominant in their respective countries, seek to
propagate and impose their creeds beyond the national
borders.

The fierce antagonisms in consequence aroused between
them are the more bitter for that there is fundamental
identity in method : tyranny, oppression and persecution.
The most savage and most irreconcilable enmity is invariably
that between members of the same family. It is easy to
conceive, then, the fiendish hostility with which family
feuds amongst the house of Beelzebub are waged.

The suppression of free speech and press in large areas
of the world is another distressing manifestation of the
yiolence which is being done to the spirit of mankind made
in the image of God. At the same time, under dictatorship,
authority does not shrink from using all available means of
publicity now made subservient to its will, to abuse and
taunt other nations who have incurred its displeasure, with
a licence unparalleled in diplomatic history. .

These distressing features concern us intimately. Their
baneful influence is not confined to the sphere of inter-
national relationships, but strikes at the root of economic
existence and of life itself. As yet there is little danger here
of widespread infection by those foreign creeds. However,
the inevitability of recurrent depression under the existing

347
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order renders us susceptible, and already the spiritual out-
look from which they spring has found emulators and
propagators here. This has brought some of the problems
that agitate the world right to our very doors. Whilst
dictatorships permit no other distortion of the spirit of
their nationals by publicity than that sanctioned by them-
selves, the corresponding problem in democracies is to
protect the community against the injury inflicted by abuse
of freedom.

In the modern world, with its unprecedented facilities
for mass approach, the dangers of .the propagation of evil
through the poisoning of the minds of the unprincipled, the
unstable, the ignorant and immature, have become infinitely
more virulent. We must ensure that our treasured possession
of freedom of speech shall not be made a cloak for abuse,
revilement, lies and provocation. Like the freedom to deal
with our money and our property, it must be restricted
at the point where it becomes synonymous with licence
to inflict harm upon the community or any law-abiding
section of it.

The ideal that inspired past generations to lay down their
lives for the attainment of free speech, viz. the winning of
the unchallenged right to uphold views on any subject
conflicting with those represented by constituted authority,
must not be permitted to be abased into a travesty. The
impunity that rightly covers the genuine critic of authority
now extends to the reviler in any attack he chooses to make
upon any section of the community that arouses his wrath,
his prejudice or his predatory instincts.

Unless democracy crushes this grave menace, parading
under the guise of one of its most cherished and inalienable
attributes, there can be little hope that constitutional
democracy will survive.

The Jewish question too has been transplanted to our
shores by systematic-attérnpts at persecution and defamation
and pandering to the vilest impulses in man.

The impression, widely spread and frequently used to
stir up evil passions, that Jews control vast international
money power working for sinister ends is a pure phantasy.
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Neither in this country, nor in the United States, do Jews
cut much ice in the financial world. There are, to be sure, a
few Jewish finance houses, but they are completely over-
shadowed by the great deposit banks in which there is no
Jewish influence, and by the larger, more influential, much
better conducted banking houses and private banks owned
by non-Jews.

It is different in Central and South-Eastern Europe.
There a large proportion of banking and financial business
is in Jewish hands. Their influence is, however, confined to
those regions, and there never was the slightest foundation
for the suggestion that Jews had a stranglehold on finance
throughout the world.

Even though an antithesis may instinctively be felt to
exist between the ethical conceptions of some Jews and
those held by the society amongst which they live, that
barrier can never be broken down by inflaming hatred
against the Jewish race merely because its members happen
to be what God has made them.

To my shame I admit it, there was a time when I felt a
violent antipathy against Jews akin to that of Hitler,
although I am myself of Jewish origin. Not that I ever
desired to harm anyone personally, but ever since early
youth I experienced a strong aversion to a mental outlook
and an appraisement of ethical values with which I con-
sidered I had nothing in common. Looking back the years
now, I am convinced that fear played a big part in those
sentiments ; the fear of being identified with Jews. Later
I realised the grave wrong, the unbounded arrogance to-
wards God, which my attitude involved. Full of sin and
iniquity myself, I claimed to usurp God’s right to sit in
judgment upon others. I hope I may receive forgiveness
from God. I pray also that the day may come when Hitler,
for his own sake and that of the world, may come to recog-
nise how grievously he must wound his Master by defiance
of that great commandment which our Lord Jesus gave us :
“that ye love one another even as I have loved you”. How
deep would be His joy if He beheld one called to exa.lt-ed
state in the world consecrate the unrivalled opportunities
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and gifts bestowed upon him to the furtherance of God’s
Kingdom on Earth, instead of permitting any of these
to be dissipated on the gratification of a lust: that of
inflicting suffering and humiliation upon other human
beings. My prayer ever is for him and for all the rulers
of this world that they may be rightly guided by God in
all their acts and decisions, so that the spirit of neighbourly
affection, helpfulness, generosity, willingness to sacrifice
for the sake of our fellow-beings may ultimately prevail
amongst the nations on this earth. Nations in their conduct
towards each other, in the last analysis, must reflect the
spirit which animates the individuals of which they are
composed.

Hatred of sin in others is an attitude pleasing in God’s
sight only when it has first been energetically directed to
the eradication of sin in ourselves, and when it 1s inseparable
from love for the sinner whose regeneration should be our
sole aim, not his doom.

How appalling, in the light of the divine Spirit, must
appear the hatreds, the persecutions, oppression, fratricide,
the taunts, the threats and counter-threats, which loom so
large in the world.

Has the New Order an answer for these disastrous
developments ? Some of the fundamental causes will cer-
tainly be removed by the reform of the financial and eco-
nomic system which is its aim. Through its introduction,
revitalising and regenerative forces will be released in the
domain of international relationships. Moreover, by elimi-
nating conditions directly conducive to the spread of evil,
by rooting up incentive and by prevention it will power-
fully restrain wrongdoing.

Without new men—and women—however, the New
Order could not come into being. Who are they and where
are they to be found ? They are the same men and women
we know and who live in our midst. Now intent upon their
individual pursuits they will unite to a common purpose,
Christian reform of the economic and financial order.

They believe in God and love Him sufficiently to be
willing sharers with Him in bearing the grief that misery
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and want amongst His children must inflict upon Him.

They realise that no economic and financial order can
be_ lastin'g which, in its treatment of man by his fellow-
beings, is at variance with that which a loving Father,
who loves all His children equally, yet has created each a
different personality, desires to see meted out.

‘They have seen the fate that is overtaking such an
order everywhere. Though for the time being it is super-
seded by other systems, in some respects even further re-
moved from His will, this can only be a step in the fulfil-
ment of the Eternal Purposes which God is working out
ceaselessly for this His world, and which are not accom-
plished until His everlasting dominion is established.

They ask nothing better, those men and women, than
that they might be used by God in the great work of making
this world more akin to His Kingdom. They are un-
deterred by the sacrifices it will entail, for they derive
their strength from that Life of supreme sacrifice, that
Life transcending death, which was spent for us by Jesus,
in complete obedience to the Father, in utter selflessness
and unswerving love and loyalty to mankind. Not enough
for them is the shelter and comfort which Faith bestows.
That faith must be stirred into the living and life-giving
force which submission to dictatorship of God can achieve.

There must be amongst my readers some who have no
faith in God, or at least not in the God revealed to us by
Jesus Christ, but who are nevertheless in sympathy with
the proposals for a New Order contained in this volume.

In the establishment of the New Order, Christian loYe
and enlightened self-interest are destined to go hand in
hand.

Whatever creed men may profess, they must be con-
scious of the impotence of mankind in all that pertains to
the creation of life. If they were asked to define the attri-
butes which a supreme life-giving being must possess to
whom zhey would be prepared to give allegiance, to whose
commandments they would be prepared to subr.mt them-
selves, is it possible that he could be more loving, more

lovable than our Lord Jesus Christ ?
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Perhaps they seek a god who removes all sufferings and
injustice from this world without their having to make:
any personal effort towards that aim. Such a god would
bring down humanity to the level of an automaton. It
is not the God whom believers know, who, though He
permits suffering, ever suffers with us, and when we seek
Him and call upon Him, by His indwelling presence ever
strengthens and comforts us and gives us power to over-
come. It is not the God who places mankind on the same
divine plane as Himself calling upon us to strive to be per-
fect ““ even as your Father in Heaven is perfect 7. Obedi-
ence to Him is indeed a privilege to be striven for !

“ The surrender of the whole life to the sway of Jesus
Christ : the quiet daily lifting of the life in renewed loyalty
to Him, seeking only to do His will: the fellowship with
others in which we share what we have found, both getting
and giving help, particularly in seeking to win others to
Him who have no living experience of Him—these things
release a power and energy into human lives that have no
parallel.” *

Even though this solution is not vouchsafed to unbelief,
yet no one can be blind to events around us.

Is it possible to contemplate the pass to which the
world has been brought without the conviction that only
a return to the ways of God can bring hope of relief,
without shuddering at the thought of what may yet be in
store if the yoke of God that leads to Life Everlasting con-
tinues to be rejected in favour of the death-grip of the
powers of Satan ? :

If we confine our vision to this country we cannot help
recalling the narrow margin by which we escaped a break-
down of the social order in 1931. There is no room for any
illusion as to the political consequences of the next de-
pression. That there will, under the present system, in-
exorably be a next depression, this study of our existing
money economics will, I trust, have amply demonstrated.

No infallibility is claimed for the New Order proposed
to take the place of the old. It is no doubt capable of being

I Leslie D. Weatherhead, ML.A., Psychology and Life, p. 162.



New Men 353

supplemented and improved upon. The broad lines on
which it is based, however, cannot be deviated from with-
out destroying its effectiveness. With scrupulous regard
for the property and legitimate acquisitions of the living,
and the least possible interference with individual liberty,
it leaves the fullest scope to initiative, energy, brain power,
organising talent. It demands the sacrifice only of such
rights as must be centralised, and exercised in the interest
of the community as a whole, if the latter is to be protected
against the injury which uncontrolled action has inflicted
upon it in the past.

Unless the reform proposed is promptly taken in hand,
the changes that will eventually be forced upon us will
scarcely be inspired by the motives or the precepts on
which the New Order here outlined has been built.

A final word before we meet again on the field of action
for the establishment of the New Order. Let no one think
or allow himself to be persuaded that he or she is too un-
important to matter in the scheme of things. It is a lament-
able excuse by which Satan lulls us into complacency and
indifference to the sufferings, the injustice, the oppression
around us. We should ask ourselves always whether our
ideas, our actions or our failure to act, if they were shared
by all in similar circumstances to ourselves, would make
this world a better or worse place for the community as a
whole. We must never believe that we are powerless ;
no one is who submits to the guidance of God and follows
it. What we must be certain about is that our motives are
pure. No thoughts or acts can emanate from the Holy
Spirit that include the initiative of violence or spoliation ;
nor could He countenance vindictiveness and revilement.
Unless they reflect love in its highest form—pure and un-
selfish—they are not of God. Our own human standards,
however benevolent they may appear, can never be allowed
to take the place of those revealed to us as God’s.

Only by rallying around the common banner, the banner
with the Cross and the pierced body of our beloved
‘ Brother ’—for so we may call Him if we love Him—
can we turn back the menacing tide of chaos.

2A
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Let us end with a prayer :

PRAYER T

O God, the Father of the forsaken, the help of the weak,
the supplier of the needy, Who hast diffused and pro-
portioned Thy gifts to body and soul, in such sort that all
may acknowledge and perform the joyous duty of mutual
service ; Who teaches us that love towards the race of men
is the bond of perfectness, and the imitation of Thy Blessed
Self ; open our eyes and touch our hearts, that we may see
and do, both for this world and for that which is to come,
the things which belong to our peace. Strengthen us in
the work we have undertaken, give us counsel and wisdom,
perseverance, faith and zeal, and in Thine own good time,
and according to Thy pleasure, prosper the issue. Pour into
us a spirit of humility ; let nothing be done but in devout
obedience to Thy will, thankfulness for Thine unspeakable
mercies, and love to Thine adorable Son Christ Jesus, Who

with Thee, O Father, and the Holy Ghost, ever liveth one
God, world without end. Amen.

' By Antony Ashley Cooper, Earl of Shaftesbury. A.p. 1801. From
““A Chain of Prayer across the Ages”, compiled and arranged for
daily use by Selina Fitzherbert Fox, M.D., B.Sc.



GLOSSARY OF SOME ECONOMIC AND
FINANCIAL TERMS

WiTH DEFINITIONS OF THE SENSE IN WHICH THEY ARE
USED IN THIS Book

A

Assers.—Money and possessions, tangible and intangible, capable of
being exchanged for money, except such as, in the hands of the
possessor, serve for individual current use or consumption.

Thus petrol, owned by the garage proprietor for sale to the
public, would fall under the definition of assets, as the term is
employed in this book, but when it has passed into the possession
of the motorist for use in the running of his car, it becomes an
article of current consumption. Furniture, to the dealer, is an
asset, to the householder an article of current use.

Pictures, possessing a market value, however, would be termed
an asset both when part of the stock-in-trade of an art dealer or
when privately owned.

Tangible assets include, for instance, goods, plant, securities,
houses, etc.

Intangible assets include, for instance, goodwill (.. profit-
earning capacity), business experience, craftmanship, etc.

Assers, CAPITAL.—Assets capable of returning an income without
personal labour by the owner.

Thus assets constituting the means of production of goods and
services, also land, buildings, securities, bank balances, fall under
this definition. Tools, on the other hand, would not rank as
capital assets, but installations or equipment sufficiently com-
prehensive or of 2 nature to enable the owner to obtain a rental
for same if desired, would be classed as capital assets. (See
CAPITAL.)

Assers, CURRENT.—Assets not falling under the definition of capital
assets, currently used in or originating in connection with the
business of enterprise, e.g. tools, materials, stock-in-trade, trade
debts owing to enterprise.

AssiTs, LiQuiD.—Money and assets readily exchangeable for money,
such as certain types of securities, staple commodities, etc.

B

Bank CrepitT.—Credit balances created by members of the banking
system in favour of borrowers, mostly against security pledged
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to the bank. The right to use such credit balances is granted to
the borrower by the bank for a fixed or indeterminate period, as
may be arranged.

Bank Deposits,—See under D,
Bank MoNEY.—Bank deposits.

Bank oF EncLanD PoLicy.—The exercise by the Bank of England of
the prerogative to buy or sell securities for its own account with
a view to expanding or contracting that part of the reserves of
the banking system which is represented by balances at the Bank
of England owned by the banking system (bankers’ deposits).

Bank PoLicy.—The exercise of the prerogative of the banking
system to buy or sell securities for its own account with a view
to expanding or contracting its deposit liabilities.

Bankers’ CasH.—Bankers® deposits (at Bank of England).

Bankers’ DeposiTs (at Bank of England).—Deposit liabilities of the
Bank of England in so far as represented by balances owned by
banks and bankers.

BankiNG System.—The deposit banks collectively.

Book Crepit.—Credit granted as between non-members of the
financial system, chiefly in respect of goods or services supplied.

C

CAPITAL.—

1. Surplus income, past and current, not spent by recipient of the
in(:,ome upon goods and services for current use, consumption or
enjoyment. .

2. Tlcmle capital assets (which see) representing the capital as defined
under 1.

CaprTAL, WORKING.—Money and other assets of enterprise readily
convertible into money or due to be received in money within
limited period.

Working capital is adequate in the measure that it serves fully
to meet, as they fall due, liabilities arising from the current con-
duct of the business of the enterprise.

It is redundant in so far as the amount on the average available
in money at all times substantially exceeds maturing liabilities.

It is inadequate to the extent that current maturing liabilities
normally exceed the money available to meet them.

CaPrTAL ASSETS.—See under A.
CarrTAL OF ENTERPRISE.—Accounting term, denoting when used in
reference to—

I. }oint-Stoc.k Enterprise : the amount of the liability to shareholders
(share capital) plus .that to holders of bonds, debentures or other
forms of long-term indebtedness (loan capital), if any.
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2. Partnership : amount of aggregate liability to the partners, not in-
cluding funds temporarily loaned to the enterprise by the partners.

3. Non-Yoint-Stock Enterprise owned by Single Individual : difference
between value of assets of the enterprise and its liabilities other
than to the owner.

Note 1.—In the case of enterprise falling under groups 2 and
3, creditors will, apart from the capital, have regard to the net
capital of the active partners or owners outside of the enterprise,
seeing that the liability of such partners or owners for the debts
of the enterprise is unlimited.

Note 2.—In the case of enterprise falling under groups 1 and 2,
we must distinguish between nominal capital and real capital.

Nominal capital in the case of joint-stock enterprise is the
amount shown on the books of the enterprise as the liability
in respect of shareholders’ capital (nominal share capital). In the
case of a partnership it is the liability to partners shown on the
books in respect of partners’ capital (not therefore including
loans made by the partners).

Real capital is the liability in respect of shareholders’ capital
or partners’ capital as determined by a valuation of the assets,
from which is to be deducted the total of the liabilities, including
long-term indebtedness, if any. When the real capital thus arrived
at shows a surplus over the nominal capital, that surplus represents
reserves. Any deficiency would represent loss. If such deficiency
was greater than the nominal shareholders’ or partners’ capital,
the amount owing to creditors, including any in respect of loan
capital, would not, in the aggregate, be fully represented by
assets. Whether any particular creditor or category of creditors
was, nevertheless, fully covered would depend upon the position
in regard to security and priority of claim.

Capritar. EXPORT.—
1. Action of capitalists, large or small, who with deliberate intent

and regardless of interests of country to which capital is transferred,
exchange assets owned by them in the country where they are
domiciled, and representing capital to them, for assets abroad
owned by foreign interests.

Such export of capital may take the form of physical transfer
out of capital exporting country of the assets representing the
capital exported. Only goods—including gold—are assets capable
of being so transferred. Goods are rarely used for the purpose
except where obstacles are placed in the way of other types of
capital exports.

2. Counterpart of a capital import (which see) deliberately under-
taken by interests abroad requiring the use of capital. The opera-
tions involved by capital exports of this type are similar to those
defined under 1, but goods in this case are a current form of

physical transfer of such capital exports.

CarrtaL Goops.—See under G.
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CaritaL IMpPORT.—

1. Action by private or public interests deliberately undertaken in a
country requiring the use of capital, involving the cession of
capital assets in or of their own country (securities, bank balances,
participation in enterprise, land, etc.) to foreign interests in
exchange for assets abroad. Normally the assets thus -acquired
abroad by the interests in the capital importing country will consist
of bank balances representing capital to their previous owners,
These bank balances will then be utilised by their new owners in
the capital importing country to pay for the assets needed, which,
in most cases, will consist in goods to be physically transferred to
the capital importing country.

2. Counterpart of capital export (which see) undertaken abroad
without reference to the capital needs of the country to which the
capital is exported. 8

Such capital imports involve ‘the incidental cession to foreign
interests of capital assets in the capital importing country, and
corresponding acquisition of capital assets abroad by interests
in the capital importing country.

CaprtaL MIGRATIONS : CAPITAL MoVEMENTS.—Capital imports and
exports when of substantial volume and persistence.

CaPITALIST SYSTEM : CAPITALISM,—System under which no restriction
is placed upon volume of capital assets which may be acquired
by individuals during their lifetime.

Casa.—Currency and specie.

CasH, BANKERS'.—See under B.

Casu REeservEs.—Cash held to meet current liabilities.
CenTrAL BANK.~Bank enjoying sole note-issuing privilege.
CHEQUE MoNEY.—Bank deposits subject to withdrawal by cheque.

Circurr FLow oF MoNEy.—The changes of ownership of money
resulting from the interchange of goods and services and from
the settlement of all other transactions involving payment, both
within a country and as between interests in that country and
interests abroad.

CircuLaTING MEDIUM.—Means of payment freely accepted and
passing from hand to hand in the settlement of current trans-
actions, e.g. currency and specie.

COLLATERAL SECURITY : COLLATERAL.—Security for loan in addition
'to other security given to the lender. In practice generally
realisable assets pledged to the lender apart from the obligation
entered into by the borrower to repay the loan.

CommerciaL CrepiT.—Credit granted to finance commercial trans-
actions. '

CommobriTies.—Goods.

Commonities, PRiMaRY.—Principal foodstuffs and raw materials for
industry.
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CoMMODITIES, STAPLE.—Primary commodities having world market.

CommopIiTy MonNey.—Term used in this book to denote money
created by the banking system in response to demand for com-
mercial credit and existing bank money (bank deposits) when
employed in turning over goods and services.

ConsumpTION GoODS: CoNsUMER GOODS.—See under G.

CRrEDIT, BANK.—See under B.

Crepit, Book.—See under B.

CrepIT, SELF-LIQUIDATING.—Credit granted for the financing of
commercial transactions, the liquidation of which is intended to
provide the means of repayment of the credit.

CreplT CONTRACTION.—

1. Action of financial system involving reduction of aggregate volume
of deposits through sale of securities to the public by the financial
system for its own account. See BANK PoLIcY; BANK oF ENGLAND
Poricy.

2. Reduction in aggregate of deposits of banking system as an
outcome of contraction of the aggregate volume of loans, whether
such contraction is brought about at the initiative of the banking
system or of the borrowers.

CREDIT EXPANSION,—

1. Action of financial system involving increase in aggregate volume
of deposits, through purchase of securities from the public, by the
financial system for its own account. See BANX PoLricy ; BANK OF
EncLanD Poricy.

2. Increase in aggregate volume of deposits of the banking system
resulting from an increase in the aggregate volume of loans,
Whilst in the main the initiative in such expansion rests with
borrowers, the attitude of the banking system towards demand
for such additional credit is the determining factor.

CURRENCY.—Paper money of legal tender.

CURRENCY, MANAGED.—Money the value of which in terms of the
moneys of other countries is controlled by Central Bank or
other central authority.

CURRENT ACCOUNTS.—Balances in the banking system subject to
withdrawal by their owners at any time without notice.

CURRENT ASSETS.—See under A.
CurrReNT Goobps,—See under G.
CURRENT INCOME.—See under 1.

CycricaL TrenD.—Characteristics of stage in trade cycle (which see)
for which economic developments appear to be headed for the
time being.

D

DEFLATION.—Process involving contraction of the volume of money
in relation to the volume of goods to be absorbed, thus bringing
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about an appreciation of the value of the money of a country in
terms of goods.

DeposiT AccouNTs.—Bank deposits (which see) not subject to im-
mediate withdrawal by cheque by their owners.

DEeposiT BaNks.—Joint-stock banks accepting deposits from the
general public.

DeprosiT MoNey.—Bank deposits.

DeposiTs.—Liabilities of members of the financial system (whxch see)
to owners of credit balances in the books of the system.

DEeposiTs, BaANK.—Liability of the members of the banking system
(which see) to owners of credit balances in the books of the
banking system.

Derosits, BANKERS’.—See under B.
b

Drprosits, TiMe.—Deposits which the owners have agreed not to
transfer to anyone else during a specified period.

Derosits aT Nortick : Norice Deposits.—Deposits which the owners
have agreed not to transfer to anyone else without giving to the
depositary the previous notice provided for.

DEvALUATION.—Process of decreasing the value of the money of a
country in terms of gold or in terms of the money of countries
whose money bears a fixed relationship to gold.

E

ExterPRISE—Undertakings engaged in the production and distribu-
tion of goods and/or services for profit.

ENTERPRISER : ENTREPRENEUR.—Person entitled, through ownership
of capital, to all or part of the net profit of enterprise, whether

such person is or is not actively engaged in the conduct of the
enterprise concerned. i

_ Where it is desired specifically to indicate enterprisers whose
title to net profit arises solely from ownership of capital the term
““ owner-enterpriser *’ has been used.

Exransion oF CREDIT.—See under C.
Exrort or CAPITAL.—See under C.
ExroRTs, INVISIBLE.—See under 1.

F
FinanciaL MoNEY.—Term used in this book to denote bank money
(bank deposits) created by members of the banking system as
the outcome of purchase of securities for their own account, and

to existing bank money when employed in turning over existing
capital assets.

FiNANcIAL S¥sTEM.—Bank of England and deposit banks collectively.
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G

Goops.—Used to cover all articles of commerce capable of being
conveyed in or on means of transport. Buildings or ships are thus
not goods, but the articles going into their construction are goods.

Machines are (capital) goods, but plant in the sense of an entire
factory installation is a collective term covering several descrip-
tions of goods. Rails and rolling stock are (capital) goods, but a
railway, 7.e. the permanent way, is not.

Houses, ships, plant, railway, etc., fall under the definition of
capital assets {(which see). Some capital goods may represent
capital-assets, but few capital assets fall under the definition of

gooeds.

Goops, CapitaL.—Durable goods representing capital assets, or .
destined to form part of or serve in the exploitation of capital
assets, such as structural material, installations, equipment, roll-
ing stock, machinery.

Goops, ConsuMPTION: Goobs, CoNsuMmER.—Goods exclusively or
chiefly intended for consumption, current use or enjoyment.
(Motor cars are a border-line case. They are an article of current
use to the private owner, but when used as a hackney carriage
for the purpose of returning an income to the owner they re-
present a capital asset, falling under the definition of capital

goods.)

Goops, CurrenT.—Capital goods and consumer goods currently
produced as distinct from old stocks of goods representing the
production of a period more or less recently passed.

GoLD STANDARD.—

1. Full, used to indicate money system under which gold is freely
interchangeable with money at the Central Bank at prices fixed
by law for purchase and for sale.

2. International, used to indicate money system under which gold
is freely exchangeable for money at the Central Bank at a fixed
price, but not freely obtainable at the Central Bank at a fixed
price in money except when the gold is required for export.

H
HoarpiNng.—Laying up a store without intention to use the things
stored.
I

Ipre Bank MonNey: IDLE Deposit MoNey: IDLE DEeposits.—Bank
deposits not utilised in effecting payments (include therefore
Time and NoTtice DeposrTs, which see).

IMPORT OF CaAPrrAL.—See under C. \

IncoME, CURRENT.—Income in respect of current period as distinct
from a period more or less recently passed.
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INCOME, .SURPLUS.—Income available for investment (which see).
IncoMmE oF INDIVIDUAL.—Amount received by individual in respect of
a given period :
(@) For work done or services rendered.’
(b) As participant in the profit of enterprise (shareholder, partner,
sole owner of enterprise).

(¢) As’owner for having given to others the use of capital assets
owned (interest, royalties, rent).

INFLATION.—Monetary process which invélves expansion of the
volume of money in relation to goods and services to be absorbed,
with resultant depreciation of money in terms of goods ; in other
words, a rise in the price level of goods and services.

INVESTMENT (see also CAPITAL ASSETS).—

1. Utilisation of money in the acquisition of other types of capital
assets.

2. The capital assets acquired.

InvisiBLE Exporrs.—Current transactions other than export of goods
—including gold—between interests in a country and interests
_abroad, involving receipt of payment by the former as if exports
of goods had taken place from that country. (Payments receivable
for freight, insurance premiums, banking commissions, remit-
tances from abroad for maintenance of dependants, expenditure

by visitors from abroad, etc.)

InvisiBLE IMPORTS.—Current transactions other than imports of
goods—including gold—between interests in a country and
interests abroad, involving the making of payments by the former
as if imports of goods had taken place. (Sums payable for freights,
insurance premiums, banking commissions, payments for upkeep

of dependants resident abroad, expenditure when travelling
abroad, etc.)

L
Liguip AsseTs.—See under A.
LiQuin RESERVES.—See under R.
L1Quip RESOURCES.~——See under R.

M
MANAGED CURRENCY.—See under C.

MEANs oF PrRoDUCTION,—Principal assets (as distinct from accessories)
needful for carrying on the processes of production of com-

modities and the processes involved in the supply of the services
of enterprise.

Mongey.—Collective term for currency, specie and bank deposits
(cash and bank money).

MonEyY, BANK.—See under B.
MonEey, CHEQUE.—See under C.
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N
Nogics EEPOSITS.—See under D.

P

PropucrioN, UNBALANCED.—Production of commodities and pro-
vision of the services of enterprise without organised and co-
ordinated attempt to gauge the factors bearing upon demand in
general and their probable repercussions upon the distribution
of demand over the various groups of commodities and services,
with consequent failure to effect, betimes, necessary adjustments
in volume made available.

ProriT oF ENTERPRISE.—Amount by which aggregate sum realised
or to be realised in respect of goods or services supplied by
enterprise during a given period exceeds the aggregate sum of
the expenditure incurred and to be incurred in the process of
supplying these goods and services. The expenditure includes
payment or provision for payment of interest on indebtedness,
if any, and necessary provision, even if not actually expended or to
be promptly expended, for the maintenance of the enterprise and
its processes at required efficiency.

PurcHAasiNG POWER.—

1. Property of being readily exchangeable for goods ; for instance,
money, based on assets having intrinsic value, normally possesses
purchasing power.

2, Assets which possess this property in special degree (bank
deposits and other forms of money, also gold). The owner of
such assets is said to possess purchasing power.

3. When used in reference to money or to gold: volume of goods
obtainable for given quantity of money or of gold at given time.
Comparison of purchasing power of money, or of gold, at different
times is usually made by means of index numbers showing
variations in the price level of goods in terms of money, or of
gold as the case may be, which, inverted, afford the index of the
purchasing power of money or of gold, in terms of goods.

PURCHASING POWER, IMMEDIATELY AVAILABLE.—Money.

Purcuasing Power, PoTENTIAL.—Assets readily convertible into
money.,

R

RerLaTION.—Presupposes previous deflation and denotes policy
aiming at modification of relationship between money and goods
in the sense of raising the money value of goods (decreasing the
value of money in terms of goods) above the existing level.

REPATRIATION OF CAPITAL.—Action of capitalists in a country involving
acquisition by them of assets in their own country in exchange
for foreign assets acquired at some previous time and now dis-
posed of to foreign capitalists.
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RESERVES (OF ENTERPRISE).—
1. Real : amount by which appraised value of assets exceeds real
liabilities, including capital.
. Nominal or book : amount by which balance sheet (book) value
of assets exceeds real liabilities, including capital.

RESERVES, CasH.—See under C.

Reserves, HIDDEN.—Reserves in so far as not revealed as such in
balance sheet (difference between real and book reserves if
former greater ; if, on the other hand, book reserves are greater
there are not only no hidden reserves but book reserves are not
fully represented by assets).

Rreserves, LiQuin.—Reserves held in form of hqu1d resources (which
see).

To determine extent, if any, to which reserves are held in liquid
form the amount of the reserves is to be compared with any
excess which may be shown to exist of liquid resources plus
current assets over current liabilities, When this excess, if any,
is equal to or greater than the amount of the reserves, the whole
of the reserves are available in liquid form. If it is less, reserves
are only to that extent represented by liquid resources.

RESERVES OF THE BANKING SysTEM.—Cash held plus bankers’ deposits
at Bank of England owned by deposit banks.

Resources, Liguib.—Collective term, used in this book to denote the
aggregate of the following items amongst the assets of enterprise:
cash, credit balances at banks and marketable securities.

RevaLuaTioNn.—Raising the price in terms of units of money of a
country legally fixed for purchase of gold by the Central Bank or
central money authority. This involves reduction of the gold
content of the unit of the currency if that unit is a gold coin or a
fixed quantity of gold.

S

SaviNg.—Abstention on the part of individuals from spending all or
any part of their income upon goods or services, for current use,
consumption or enjoyment,

SecuriTiEs.—Documents representing evidence of participation in
share capital of enterprise or of loan made to enterprise or
to other categories of debtors, including governments, public
authorities, etc., at home or abroad.

SecuriTy, COLLATERAL.—See under C,
SELF-LIQUIDATING CREDIT.—See under C.

SErVICES OF ENTERPRISE.—Services supplied for gain by enterprise
as distinct from services essentially individual. Services of
enterprise include supply of gas and electricity, catering, transport,
banking, insurance, etc,
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ServicEs OoF INDIVIDUALS.—Services supplied for gain by individuals
as distinct from others essentially belonging to the sphere of
enterprise as a collective unit. Individual services include manual
labour, domestic, professional, clerical services, etc. Educational
services in the collective form of schools are a service of enterprise,
but teaching is a professional service performed by individuals.

SpeciE.—Coin as distinguished from paper money.

SurprLus IncoMme.—See under 1.

T
TiMe DeposiTs.—See under D.

TraDE CycLES.—Recurrent succession, at more or less irregular
intervals, of periods of depression and recovery in economic
activity.

TRrREND, CycLICAL.—See under C.

TUrRNOVER.—T'erm used in this book to convey notion of changes of
ownership generally. Active turnover would therefore mean
frequent changes of hands, or a large volume or amount changing
hands.

Where accompanied by indication of type or group of assets
turned over it refers to aggregate in money value of the changes
of hands unless otherwise stated.

Thus ° turnover in securities '’ would apply to the aggregate
money value of the securities which had changed hands. If it were
desired to refer to quantities turned over, this would be expressly

stated.
TURNOVER, VELOCITY OF.—See under V.

U
UNBALANCED PRODUCTION.—See under P.

v

VELOCITY OF TURNOVER.—Term used in connection with active
deposits (current accounts) in the banking system, or with active
money in general, i.e. currency and specie in circulation plus
current accounts.

When it applies to active money in general, it denotes the rate
at which the average total of this active money in existence during
a given period changes hands, expressed in number of times per
annum. That rate is arrived at by dividing the estimate of the
aggregate of all payments effected by means of the acti've money
during the given period, by the average total of the active money
outstanding during that period, and then converting the ratio

found to an annual basis.
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When the term applies to active deposits, ©“ current accounts
in the banking system ” is to be substituted in the above definition
for ¢ active money .

W

WEALTH.—

1. Of Individual : Abundance of possessions.

2. Of Community : Productivity of soil and subsoil and economic
result of human productive energy engaged on behalf of the
community.

Thus the product of economic activity of members of foreign
communities, in so far as it is devoted to meefing obligations
resulting from past indebtedness to the community concerned,
is to be included. On the other hand, the effort spent within that
community upon production to meet obligations resulting from
past indebtedness to others outside must be deducted.

It follows that a community is termed wealthy when its soil is
prolific, the character and volume of the output of commodities
per member is high and goods are due it, on balance, from abroad
in substantial volume in respect of past financial relationships.

WoRrkKING CAPITAL.—See under C.

THE END
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